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Executive Summary 
 
Introduction and Project Overview 
 
Public Financial Management, Inc. (PFM) was retained by the Pennsylvania Governor’s Budget 
Office to conduct an analysis of the current operations of the Pennsylvania Liquor Control Board 
(PLCB) and assess the potential for privatization of its wine and liquor wholesale and retail 
operations.  PFM was also asked to evaluate various approaches to privatization and the fiscal, 
market and operational implications of the options. 
 
To complete the analysis, PFM conducted extensive interviews with PLCB and Commonwealth 
officials and staff as well as industry and other external stakeholders.  PFM conducted a wide-
ranging review of PLCB and state data and reports and benchmarked other state operations.  
PFM also researched publicly available business data and metrics, and purchased other 
industry-specific information.  In addition, PFM constructed multiple financial models to analyze 
and predict financial performance under a variety of scenarios. 
 
Overview of the Current Pennsylvania Wine and Distilled Spirits Distribution System 
 
States take varying approaches to alcoholic beverage operations but are primarily split into two 
categories: control (states that are responsible for some or all aspects of the wholesale and 
retail of wine and/or distilled spirits) or license (states that license private entities to handle the 
wholesale and retail sales operation of wine and distilled spirits).  The majority of states (32) are 
classified as license states, while 18 are control states.  The degree of involvement in the 
control states varies; Pennsylvania is one of two control states (the other being Utah) that 
maintains essential control of all aspects of the wholesale and retail distribution of wine and 
spirits.  In comparison to other regional states, the Commonwealth is a significant outlier in that 
respect. 
 
The PLCB wholesale operation is already essentially privatized, as there are private contracts in 
place to handle transportation and operations in its three warehouses.  By contrast, the 
operations at the 613 state-run retail stores are handled entirely by state employees.  In recent 
years, PLCB has sought to modernize and renovate its retail operation.  In 2011, PLCB 
proposed changes that would allow it to function more like a private sector business, including 
direct shipping/delivery to Pennsylvania residents, removing Sunday sales restrictions and 
extending Sunday sales hours, allowing stores to be Pennsylvania lottery retailers and allowing 
market-based pricing; those initiatives are pending before the State Legislature. 
 
Of course, PLCB’s desire to function more like a private sector organization raises the 
fundamental question:  why not simply fully privatize the system?  While Pennsylvania has 
retained control of wholesale and retail operations since the end of Prohibition, system 
privatization has been considered on several occasions.  Most notably, former Governors 
Thornburgh and Ridge developed separate privatization proposals, both focusing on privatizing 
retail and retaining the State’s wholesale operation.  In both cases, the plans were ultimately 
rejected. 
 
PLCB Organizational and Financial Overview 
 
PLCB is a large enterprise with significant functions – its nearly 5,700 full and part-time 
employees perform regulatory and licensing functions for approximately 20,000 liquor licenses 
and permits for establishments statewide.  It also oversees three warehouse distribution centers 
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and operates over 600 wine and liquor stores throughout the State with $1.5 billion in total sales 
in Fiscal Year 2009-10. 
 
The system provides the State with recurring revenue, including transferring an average of $97 
million annually to the General Fund.  However, the system’s profitability has declined in recent 
years, as expenses have grown faster than revenues.  Based on PFM’s PLCB baseline 
forecast, it is estimated that $80 million a year is a sustainable annual General Fund Transfer 
amount. 
 
Over the last 10 years, revenue has grown at a compound annual growth rate (CAGR) of 3.5 
percent, while expenses have grown at a CAGR of 5.5 percent.  Some of the expense growth 
relates to expenditures for IT and other systems, as well as an internal reorganization.  These 
changes have led to a significant increase in administrative expenses, which, over the last ten 
years, has grown faster than the other broad expenditure categories (store and warehouse and 
licensing and enforcement).  The PFM baseline model predicts that expense growth will 
continue to be higher than revenue growth in the coming fiscal years.  It goes without saying 
that if PLCB were a private sector firm, there would be concerns about its ability to remain as a 
viable business with expense growth outstripping revenue growth over a 10-year period. 
 
PLCB recently started reporting on profit and losses by store.  In Fiscal Year 2008-09, 25 stores 
were deemed unprofitable, and the count increased to 53 in Fiscal Year 2009-10.  However, this 
profitability methodology does not allocate indirect costs to the stores and assumes 100 percent 
of product mark-up is attributed to retail operations.  If indirect costs and wholesale mark-up are 
attributed to stores, nearly all PLCB stores would be unprofitable. 
 
Benchmarking PLCB with Other States 
 
PFM benchmarked Pennsylvania with other control and license states to gauge performance on 
a variety of key metrics.  In terms of its retail system, Pennsylvania has significantly fewer stores 
per 10,000 drinking age residents than most of the benchmarked states.  The Commonwealth 
also has relatively low levels of wine and spirits consumption per capita; it is likely that some of 
this is because Pennsylvania consumers are purchasing wine and spirits products in other 
states.  Part of the motivation for cross-border purchasing may be the PLCB tax and mark-up 
structure, which results in a higher tax burden for both wine and spirits than most of the 
comparable states. 
 
Comparatively, PLCB has high operating costs among control states; states that have privatized 
their retail systems but retain wholesale operations (Iowa, Ohio, Michigan) have a lower ratio of 
operating costs to total sales.  PLCB’s personnel costs as a percentage of total sales are also 
significantly higher than the control state average, as is its level of full time staff.  This likely has 
an impact on profit as a percentage of total sales, where PLCB is well below average for the 
surveyed control states.  In short, Pennsylvania fares poorly in comparison to both control and 
license states on key metrics. 
 
Assessment of State Privatization Options 
 
There are a number of possible privatization approaches, and the preferred method may 
depend on the key outcomes to be achieved.  To help identify the scope of available options, 
PFM analyzed nine approaches ranging from a single vendor selected to either lease the 
exclusive right to retail in Pennsylvania or manage the public distribution system, known as a 
Public-Private Partnership (P3), to the State maintaining its wholesale distribution system and 
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using private agents to sell its product.  Besides analyzing a variety of privatization alternatives 
in between, PFM also considered the option of allowing the PLCB to operate more like a 
private-sector operation. 
 
As noted above, the desired outcomes are important factors in weighing the differing 
approaches.  The five key goals that PFM used to weigh the options were: 
 

 Allow the free market to promote greater convenience and price competition for 
Pennsylvania consumers. 
 

 Assure strict enforcement of reasonable regulations to protect the public and consumers. 
 

 Achieve up-front value of the franchise transfer to help achieve other priority goals. 
 

 Assure that the fiscal impact to the State is neutral going forward. 
 

 Consider the careers and economic well-being of state employees impacted by the 
change. 

 
While each of the nine considered options allows the State to achieve at least some of these 
goals, two approaches were deemed to meet all of the goals: 
 

1. Full privatization of wholesale and retail with limits around the number or types of 
licenses. 

 

2. Full privatization with limited licensing of wholesale, open licensing of retail. 
 
While the first option would generate more up-front revenue, the second has the advantage of 
fewer market restrictions around retail licenses and reduced risk of a sub-optimal result 
associated with a large and complex auction of hundreds – if not thousands – of retail licenses.  
The wholesale licensing process, which will likely number in the range of 10 to 30 licenses, 
should be more manageable and should yield an effective result.  On the larger retail side, the 
market is generally best able to sort out the optimal number of licenses – and license fees can 
be substantial enough to act as an impediment to over-saturation. 
 
Fiscal Neutrality 
 
The vast majority of PLCB revenue comes from two sources: mark-up of the cost of goods sold 
($453 million in Fiscal Year 2009-10) and state taxes applied ($377 million).  It is assumed that 
the State will continue to apply taxes to wine and distilled spirits in a privatized system, although 
the type may change.  Much of this revenue supports PLCB operation expenses for wholesale 
and retail operations, and regulatory, licensing and administrative functions ($397 million in 
Fiscal Year 2009-10).  PLCB also currently funds Pennsylvania State Police enforcement of 
compliance with alcoholic beverages laws ($20 million in Fiscal Year 2009-10) in addition to 
treatment and prevention programs for the Department of Health ($1 million); these expenses 
will require a funding source after privatization.  As detailed in the table below, when also 
including the PLCB yearly general fund transfer, PFM estimates that in Fiscal Year 2012-13, 
total PLCB revenues will total $969 million while expenses will equal $561 million, providing a 
net fiscal impact of $408 million.  To achieve Fiscal Neutrality, any privatization option must 
provide a net fiscal impact of $408 million through new and or enhanced revenues or additional 
reduced expenditures (beyond reductions based on eliminating PLCB wholesale and retail 
operations). 
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2012-13 Estimated Fiscal Impact 
 

Item ($ in thousands) 2012-13 (estimated) 
Revenue   
PLCB Program Revenue $544,000 
State Taxes Applied $425,000 

Total Revenue $969,000 
Expenses   
PLCB Operations $458,000 
GF Transfer $80,000 
PSP Enforcement $22,000 
DOH Programs $1,000 

Total Expenses $561,000 
    

Net Fiscal Impact  $408,000 

 
 
It is possible to achieve Fiscal Neutrality through a combination of fees and taxes, and the 
choices, depending on many factors, may have an impact on consumer prices.  As noted in the 
section on taxes, the order of operations (where taxes are calculated in relationship to the price 
of the product) can have a material impact on the tax burden and final price to consumers. 
 
In the two options under consideration, the open market retail system will generate more on-
going revenue from licensing, meaning the other alcohol taxes will not need to be as high to 
attain Fiscal Neutrality.  All states using the license approach use a gallonage tax based on 
volume, which has a greater impact on lower-priced items than the State’s current excise 
(based on value) tax.  PLCB’s current tax burden is high, and translating that level of revenue 
collected from the excise tax would make the State’s gallonage tax rate problematic for certain 
products.  That said, there are competitive aspects of the privatized system, particularly where 
high-volume low-margin retailers participate, that could mitigate these consequences. 
 
Taxes 
 
Pennsylvania currently imposes an 18 percent excise tax (the Johnstown Flood Tax) and a 6 
percent state sales tax on products.  Because the State controls the wholesale and retail 
operation, the excise tax is easy to administer and collect; most states do not retain this degree 
of control of their distribution system and instead use a gallonage tax.  Because a gallonage tax 
is based on volume rather than price, it has a greater impact on lower-priced products and less 
on higher-priced items. 
  
The State’s existing tax burden, particularly for wine, is high compared to the benchmarked 
states.  The recommended privatization options change the tax structure from an excise tax to a 
gallonage tax but do not materially increase or decrease the tax burden.  A converted gallonage 
tax to raise the same amount of revenue as existing taxes would be the highest in the nation for 
wine, and spirits would rank 14th. 
 
Price 
 
As the sole wholesaler and retailer within the Commonwealth, PLCB pricing policies have a 
significant impact on the retail shelf prices of wine and liquor, which is predominantly driven by 
the tax structure and product mark-ups.  While the tax structure is set by the State, mark-ups 
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are generally controlled by the wholesaler and retailer, which in the current system is PLCB.  
The PLCB mark-up is significant - including a 1 percent prompt payment markup, a 30 percent 
standard markup and a logistics, transportation and merchandising factor (LTMF) that translates 
into a 15.5 percent on average additional mark-up.  Factors present in the private sector that are 
not reflected in PLCB’s current pricing model, such as variable pricing and volume discounts, 
may have an impact on price depending on the local market as well as the retailer’s business 
model. 
 
When examining the two privatization alternatives, the PFM static pricing model suggests price 
neutrality under the open licensing approach and some minor price increases under the auction 
retail approach based on a ‘Fiscal Neutrality’ tax structure, but most of the sales in the State will 
occur in highly competitive areas.  Currently, 18 counties make up approximately 82 percent of 
total sales in Pennsylvania.  These 18 counties are also among the top 20 counties in 
population density.  There is a strong expectation that these will be the counties most likely to 
experience competitive price pressures.  As a result, for the majority of sales in Pennsylvania, 
the product prices will be at or slightly lower than the results from the static model.   
 
Sales and Consumption 
 
The current baseline assumption for PLCB sales growth is 4 percent a year, which is below 
historic growth levels.  It is generally accepted that higher prices on wine and distilled spirits will 
reduce demand (known as elasticity of demand).  It is likely that the higher tax levels in the 
Commonwealth are reducing overall sales levels.  It is also likely that the current system suffers 
from a lack of customer convenience and market-driven consumer choice that is also reducing 
sales. 
 
Much of this sales loss is due to consumers making purchases in surrounding states, including 
Delaware, Maryland and New Jersey.  Multiple studies of this ‘border bleed’ suggest that 
PLCB’s lost sales to other states may be in the range of 10 to 30 percent of total sales in the 
Commonwealth.  If the private system is able to recapture a portion of these sales, it should 
improve system profitability and create jobs to replace some of those displaced by PLCB store 
closures. 
 
The demographics of Pennsylvania make a compelling case that market-driven customer 
convenience and choice should lead to repatriated sales in the higher income densely 
populated areas of south-central and southeastern Pennsylvania.  Both of the considered 
options should provide this market-driven competition for customers and increase sales.  Based 
on the correlation of higher income with higher dollar amounts purchased, and comparing that to 
current purchases in these areas, PFM estimates that additional sales from repatriation will be 
approximately $100 million once the retail system is transitioned. 
 
Retail Licenses 
 
The number and type of retail licenses may have an impact on the up-front revenue obtained.  If 
maximizing up-front revenue is the paramount goal, sufficient license scarcity should be put in 
place to enhance the valuation of each individual license.  Given the State’s low number of off-
premise retail locations per 10,000 drinking age population, it is possible to significantly increase 
the number of licensed establishments while maintaining scarcity.  PFM believes that 
approximately 1,500 licenses would be a reasonable accommodation of consumer convenience 
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and license scarcity.  Under the open retail license approach, there would likely be 3,000 to 
4,000 retail licenses issued.  
 
States have numerous ways to categorize and allocate licenses.  In some jurisdictions, licenses 
are based on store characteristics (square footage, linear shelf space devoted to product) or 
sales, while others rely on the types of product to be sold.  Some states also limit the number of 
licenses on a per capita basis, either by state or locality.  In other states, the only barrier to entry 
is to meet standard regulatory requirements. 
 
In the analysis, the project team determined that if it is necessary to create individual license 
classes, the Commonwealth should seek to limit these to no more than two to prevent ‘over-
engineering’ that could have unintended consequences.  It also recommends that normal 
market determinants, like population density and historic sales, be used as much as possible in 
any license allocation to help create a system that provides consumer choice.  This could also 
help achieve sales repatriation from other states – which would help attain Fiscal Neutrality and 
create job opportunities for Pennsylvania workers. 
 
Wholesale Licenses 
 
The wholesale industry is a consolidated industry with a relatively small number of wholesalers 
controlling a large portion of the national market.  Many different regulations and control 
methods are found among the states; in particular, a franchise law and its impact on 
manufacturers and wholesalers can have a significant effect on the relationships in the three-tier 
system and on consumers.   
 
PFM considered three alternatives for wholesaling in Pennsylvania.  It was determined that 
auctioning wholesale licenses by brand was the best fit for the State.  This option is likely to lead 
to 10-30 primary wholesalers providing the vast majority of product in the Commonwealth.  This 
model is the same for both of the privatization alternatives analyzed throughout the report. 
 
Valuation 
 
Based on actions and activities in other states, wholesale and retail licensees will pay for the 
privilege of providing these services in the Commonwealth.  The value of a license will be 
determined by the licensee’s ability to generate profits from ownership.  Potential licensees are 
likely willing to make substantial payments via up-front or on-going revenue, but not both.   
 
The number and duration of licenses will have a material impact on valuation.  If licenses are 
held in perpetuity and transfer rules are reasonable, the license may be treated as an 
investment whose value will appreciate over time; of course, the value will also be impacted by 
the number of licenses issued – more licenses are likely to reduce the perceived value of any 
single license, depending on a variety of factors.  In the two alternatives analyzed, the open 
retail approach will eliminate any up-front retail auction license revenue, although both 
approaches should yield up-front revenue from the wholesale auction licensing process. 
 
To evaluate the retail auction option’s impact on valuation, PFM developed three different 
methods and models.  Based on research, data and certain assumptions, the estimated 
valuation of retail (in the range of $730 million) and wholesale licenses (in the range of $575 
million) is $1.1 to $1.6 billion.  The upfront revenue related to auction of the wholesale operation 
would be generated in both privatization approaches.  
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Use of Proceeds 
 
The auction of wholesale and/or retail licenses will provide the Commonwealth with significant 
up-front proceeds that can be dedicated to other key priorities.  Based on estimated valuation, 
proceeds from auction of wholesale and retail licenses could generate between $1.1 and $1.6 
billion; auction of wholesale licenses only could generate in the range of $575 million. 
 
This should be put into the context of the overall Pennsylvania state budget, which, for Fiscal 
Year 2011-12 totals $64 billion for all funds and $27 billion for the general fund.  To avoid 
creating budget shortfalls in future years, an optimal use of the proceeds would be for one-time 
purposes.  Given this context, three logical uses would be to reduce the State’s unfunded 
pension liability, use as incentives for economic development or use for investments in 
infrastructure.  There are advantages and disadvantages to each of these approaches, and 
there are likely other possible uses as well.  A detailed examination of all possible alternatives is 
outside the scope of this study. 
 
Use of proceeds to reduce the State’s unfunded pension obligation would be an appropriate use 
of one-time funds.  However, the State faces a total unfunded liability of approximately $30 
billion, and as a result this may not have a significant impact on the overall liability. 
 
Use of proceeds for economic development incentives is also an appropriate use of one-time 
funds.  To the extent they are dedicated to one-time grants or low or no-interest loans, they 
have the potential to help create jobs and economic activity.  Given the funding reductions in 
this area in the Fiscal Year 2011-12 budget, this may be a way of coping with reductions (with 
the caveat that these proceeds will not be available in this fiscal year).  That said, large-scale 
economic development incentive packages in other states can range into the hundreds of 
millions of dollars. 
 
The use of proceeds for infrastructure improvements can be a vehicle both for immediate job 
creation and longer term economic development.  A logical approach for the use of proceeds 
would be to capitalize the existing Pennsylvania Infrastructure Bank by providing direct or 
leveraged loan programs or credit enhancements.  The State of Virginia envisions this approach 
for use of its up-front auction of licenses for retail sale of distilled spirits proceeds. 
 
Social Impacts 
 
Extensive research has been conducted around issues of alcohol price, outlet density and other 
factors and their impact on consumption and behavior.  The outcome of this research is mixed 
and does not definitively answer questions about the impact of a privatized system in 
Pennsylvania.  Studies in other states that have privatized their retail operations have also been 
mixed.  In particular, the State of Iowa’s experience (the first state to privatize sales of wine and 
distilled spirits since the end of Prohibition) has been the subject of numerous studies with 
remarkably differing conclusions. 
 
Beyond the issue of impacts based on privatization, it has been suggested that control states 
are better able to restrict access to alcohol; however, empirical data for Pennsylvania and 
surrounding license states do not bear this out as it relates to alcohol-related and DUI motor 
vehicle fatalities and underage drinking rates.  That said, there are alcohol-related regulation 
and enforcement measures that have been shown effective in dealing with social issues, and 
focusing on these can be a useful approach in either a license or control state environment. 
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Transition Issues 
 
The process of transitioning from a public enterprise to the private sector, while maintaining 
consumer access and an uninterrupted tax revenue stream will be a challenging and complex 
process. 
 
Moreover, privatization would have a significant impact on both PLCB and its displaced workers.  
For PLCB, its licensing and enforcement duties would remain and likely require some increase 
in staffing to accommodate additional licensing activities (although even in the open retail 
option, these licenses would be dwarfed by the nearly 20,000 licensees PLCB already 
regulates).  It is estimated that retail and supply chain staff would be eliminated over a 14-month 
period, as private retailers phase in, and central office staffing levels would be significantly 
reduced in the final months of the transition.  In the end, PLCB would likely consist of 
approximately 290 full-time equivalent positions, with approximately 3,200 separated from 
service. 
 
Regardless of the retail privatization model, separation costs relating to unemployment 
compensation and paid leave will be significant.  At the same time, a significant percentage of 
displaced workers will voluntarily retire, be placed in comparable state positions or find private 
employment.  It is likely that additional opportunities for private employment will also exist in the 
open retail option. 
 
Separate furlough rules must be considered for civil service, non-civil service, union and non-
union employees.  The Commonwealth can work through the Office of Administration, Civil 
Service Commission and the Department of Labor and Industry to help place furloughed 
employees.  Other states can be looked to for guidance as to programs in place to assist 
displaced employees. 
 
It is generally accepted that there can be multiplier effects within an economy from sales or job 
generation.  Providing a definitive assessment of a positive (or negative) multiplier effect from 
privatization of the wholesale and retail sale of wine and liquor is outside the scope of this study 
and would require more specific knowledge of the composition of the private wholesale and 
retail industry that would replace PLCB.  That said, it is likely that direct and indirect effects will 
depend on levels of retail activity compared to the current system; while a privatized system 
may have a negative impact on the induced sector, this should be mitigated by other 
consumption in a privatized system. 
 
Summary and Recommendation 
 
As one of the last states employing strict post-prohibition control over the sale of wine and 
spirits, PLCB has grown into a complex and expensive organization that endeavors to balance 
its dual role of regulator and retailer.  PFM believes that the Governor’s commitment to privatize 
PLCB’s wholesale and retail operations, freeing them to concentrate solely on  regulation and  
public safety, is well founded.  Moreover, as demonstrated throughout the report, privatization of 
PLCB can unlock valuable resources for the Commonwealth to dedicate to achieve other policy 
goals, while providing economic opportunity to the private sector and enhanced convenience 
and choice to the state’s consumers. 
 
Given the policy goals the Governor established for conducting this analysis, the project team 
believes the most viable strategy is to privatize both the wholesale and retail operations through 
the issuance of licenses.  On the wholesale side, this would involve the payment of an initial 
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franchise fee along with on-going license fees that support the cost of regulation.  On the retail 
side, two alternatives have been identified: either a highly-structured license issuance strategy 
accomplished through an auction process, or an open-market approach that would provide 
licensure opportunity to any qualified applicant.  Both have advantages that policymakers 
should weigh.   In either approach, significant licensure fees should be applied as a way to 
promote voluntary compliance with the State’s Liquor Code. 
 
In the end, however, the decision to privatize should, at its core, come down to a consideration 
of what is best for all citizens of the State and the consumers the system serves.  Based on the 
benchmarking, financial analysis and evidence from other states, the project team believes that 
a privatized system affords the State the best opportunity to improve on the current system and 
optimize the financial benefits for its citizens. 
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Introduction and Project Overview 
 
Introduction 
 
In March 2011, the Commonwealth of Pennsylvania’s Governor’s Budget Office (GBO) retained 
Public Financial Management, Inc. (PFM) to conduct an analysis of the current operations of the 
Pennsylvania Liquor Control Board (PLCB) and to assess the potential for privatization of its 
wholesale and retail wine and liquor sales operation.  Additionally, PFM was asked to evaluate 
various approaches to privatization and present data on the fiscal, market, and operational 
implications of the options.  Lastly, PFM was to provide advice on the potential value of 
wholesale and retail wine and spirits licenses. 
 
To their credit, the state officials in the Governor’s Budget Office, as well as senior officials in 
the Governor’s Office, the PLCB and the Department of Revenue approached this engagement 
with realistic expectations about the precision with which the impacts of privatization can be 
assessed.  This engagement calls for PFM to estimate the financial impact and results of an 
industry that does not exist in Pennsylvania, and at a point in time that may be one or two years 
in the future.  Moreover, the creation of a wholesale and retail industry of this type will be 
influenced by a myriad of external conditions and variables that cannot be readily determined or 
predicted. 
 
This is not an unusual situation.  In fact, in most cases of economic regulatory reform - and in 
many types of privatization - policy decisions can only be made based on informed estimates of 
how the industry, commodity or service will behave over time.  The project team suggests that 
empirical analysis resulting in the exact predicted outcome cannot be achieved in this case, but 
it is possible to provide sufficient ranges of possible outcomes under different scenarios that can 
inform the policy debate and form a portion of the basis for decisions. 
 
Privatizing wine and distilled spirits sales is challenging for a number of reasons: 
 

 It will occur in a market that is impacted by competition from surrounding states. 
 

 It may affect the state’s beer distribution industry and will impact the hospitality industry. 
 

 At the retail level, in many cases, privatization will not foster new, free-standing specialty 
businesses.  Instead, wine and liquor may represent changes to the product mix of 
existing retail enterprises.  Additionally, these product mix changes will vary depending 
on the store type, the individual retailer’s business plan, and the impact of new 
regulation – making relevant data hard to obtain and value, employment trends and 
other factors difficult to assess. 

 

 The current system provides a significant amount of State revenue, much of it resulting 
from retail operations. 

 

 It involves an agency with operational and regulatory responsibilities that are intertwined, 
and which has a large amount of inventory, physical assets and employees to be 
considered. 

 

 It involves sale of a product with the potential to have adverse social impacts. 
 

Based on these considerations, privatization of PLCB’s wholesale and retail functions raises a 
number of important questions for policy makers.  These include the likely impact on consumers 
in terms of convenience, selection, and price; implications for the State employees that work in 
PLCB stores and central office; the fiscal impact to the State and its localities; and the additional 
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compliance and enforcement implications of transferring sales to private businesses.  All of 
these factors are inter-connected.  In many cases, actions to influence one of these factors will 
impact some or all of the others. 
 
In the chapters that follow, the report discusses each of these issues and provides, as possible, 
information and advice to further the discussion.  Throughout this analysis, the project team has 
been guided by the project scope and key direction provided by GBO.  The general project 
scope parameters were, in no particular order: 
 

 Allow the free market to promote greater convenience and price competition for 
Pennsylvania consumers and the hospitality industry. 
 

 Assure strict enforcement of reasonable regulations to protect the public and consumers. 
 
 

 Consider the careers and economic well-being of state employees impacted by this 
change. 

 

 Maximize the up-front value of the franchise transfer so that the Commonwealth will 
have resources to achieve other priorities. 

 

 Assure that the fiscal impact to the state is neutral going forward. 
 

These priorities guide both the assessment of the options available and the process of 
narrowing those choices to the recommended course of action.  To be sure, different individuals 
will have different priorities or provide different weights and interpretations.  As a result, PFM is 
providing the Commonwealth with analytical models that can be used in a variety of different 
scenarios and modified to support different assumptions.  It is the project team’s goal that, taken 
together, this report, the models left behind, and continued involvement in legislative and public 
discussion will assist the coming debate and result in a positive outcome for the State and its 
citizens. 
 
The project team expresses its thanks for their cooperation and assistance to the leadership 
and staff of PLCB, as well as the staff of the Governor’s Budget Office, the Department of 
Revenue and other State agencies and the dozens of interviewed advocates and stakeholders.   
 
Project Overview 
 
To complete this analysis, PFM structured a project approach that included: 
 

1. Analyzing current PLCB operations and comparing them to other state alcohol agencies, 
and estimating the impact of privatization on its staffing and budget. 
 

2. Reviewing experiences in other states that have privatized all or a portion of their liquor 
control operations to gain insights into what Pennsylvania might reasonably expect from 
privatization. 
 

3. Compiling and reviewing prior analysis of wine and liquor privatization in Pennsylvania 
and elsewhere. 

 

4. Identifying state variations in methods and approaches to licensing and regulation for 
comparison to potential scenarios in Pennsylvania. 
 

5. Collecting, organizing and analyzing data and information from PLCB, other state 
financial sources, nationally-published information on factors such as taxes and labor 
statistics, and confidential proprietary data from individual businesses in the wholesale 
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and retail industry.  This data was supplemented with business metrics data purchased 
from reputable national sources to build simulation models.  
 

6. Developing a series of economic, programmatic and financial models used to analyze 
the impacts of privatization scenarios.  The models can create “what-if” scenarios based 
on modifications to key policies, such as markups and taxes, store numbers and 
location, valuation assumptions and other changes.  The models are built in open 
architecture – largely in Microsoft Excel – and can be used by the State to analyze 
various approaches and assumptions on an on-going basis. 
 

Using the models created for the Commonwealth, based on research and information available 
or provided by the Commonwealth or PLCB, PFM identified: 

 

 A projected baseline of PLCB sales, revenues and costs. 
 

 Licensing options and the range of retail licenses considered preferable for 
different assumptions. 

 

 A static model of the change in price based on tax and mark-up changes, as well 
as commentary about the impact of competition and other factors on prices. 

 

 Estimated changes to wine and liquor sales in both the short-term and long-term 
based on pricing, convenience, store characteristics, phase-out of state stores 
and phase-in of private locations. 

 

 Likely impacts on State revenue cash flow from system changes, including the 
number and duration of licenses, private versus state wholesaler arrangements, 
etc. 

 

 The range of potential franchise payments the Commonwealth may receive from 
wholesale and retail licensees based on mark-up assumptions and resulting 
valuation calculations. 

 

 Transition impacts, including the range of costs associated with:  
 

o Employee separation payments and retirement costs. 
o System conversion – including liquidation of properties, leases, 

equipment and existing inventory. 
 

 
Methodology 
 
PFM conducted extensive interviews with current PLCB staff and gathered data and information 
on current operations.  The interviews provided PFM information for assessing the workforce, 
financial and operation activities that constitute current PLCB functions.  From this data, PFM 
modeled current operations and projected future operating results. 
 
PFM also conducted numerous meetings with business entities, trade associations, state 
government departments, and industry representatives to collect data and background 
information on the industry and PLCB.  In constructing the financial and operational models, 
PFM purchased industry data, interviewed officials from other states, met with industry 
representatives, and conducted background research.  Additional details on modeling 
methodology and data are discussed in subsequent chapters of this report. 
 
Modeling an industry that does not exist poses unique challenges.  As a result, not all data 
points represented in this report are the result of empirically-derived calculations.  As the report 
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notes throughout, certain assumptions were made and confirmed with industry sources.  Due to 
the lack of empirical data surrounding the nature and operation of a private wine and liquor retail 
industry in Pennsylvania, confidence ranges, in some cases significant, are shown for many 
assumptions, projections and/or modeling results.  The project team has gone to considerable 
lengths to ensure the data and analysis contained within the report are practical, applicable and 
support a reasonable approach to the financial and programmatic topics discussed.  
Nonetheless, given the assumptions and ranges involved, actual implementation outcomes may 
vary from the mid-point of projections, and these variances could be material.   
 
Overview of the Current Wine and Distilled Spirits Distribution System 
 
Following the repeal of Prohibition in 1933, states took varying roles in alcohol beverage control.  
Since that time, the states’ roles have continued to evolve.  Laws and regulations pertaining to 
beer, wine and distilled spirits vary from state to state.  Some favor a more centralized approach 
to control, where others have a more decentralized approach.  Each state tends to calibrate its 
laws and regulations to match the social and economic goals of the jurisdiction. 
 
At present, the varying forms of state regulation, licensing and administration are typically split 
into two categories: control states and license states.  Control states are those acting as the 
sole wholesaler and/or retailer of wine and/or spirits.  As of July 2011, 18 states have been 
categorized by the US National Institute of Health’s Alcohol Policy Information System (APIS) as 
control states – Pennsylvania is included in this category.1  APIS categorizes the remaining 32 
states as license states.  License states do not directly provide for the wholesale or retail sale of 
alcoholic beverages.  They opt to regulate some or all parts of the wholesale distribution and 
retail systems, as well as consumption among citizens. 
 
The Commonwealth is a significant control state; it is the largest in terms of population of all 
control states and maintains direct control of the state’s wholesale and retail distribution of wine 
and distilled spirits.  The only other state with this degree of control of wine and distilled spirits is 
the State of Utah.   A listing of all the control states and population is included in Appendix A. 
 
Among the 18 states considered control states, the vast majority use a hybrid approach to 
administer alcohol control systems.  For reference, maps highlighting the wide variety of 
approaches used for each of these systems and products may be found in Appendix A. 
 
Among the control states, there are two major systems: Mixed/Not Overlapping and 
Mixed/Overlapping.2  The Mixed/Not Overlapping system allows some beverage types to be 
sold through a license system, while others are sold through a state-run system; no beverage is 
sold in both systems.  The Mixed/Overlapping system creates some public-private competition, 
as some or all beverage subtypes are sold through both state-run and license systems. 
 
 
 
 

                                                             

1 National Health Institute’s Alcohol Policy and Information System, accessed electronically on July 16, 2011, 
http://www.alcoholpolicy.niaaa.nih.gov/ 
2 US National Institute of Health’s Alcohol Policy Information System (APIS) – accessed digitally on July 15, 2011, 
http://www.alcoholpolicy.niaaa.nih.gov/  
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State Variations3 
State-run System State controls wholesale and retail through state-run and owned 

system. 
License System State licenses private vendors to operate wholesale or retail 

systems of distribution of a beverage type or subtype (private 
systems). 

Mixed/Not Overlapping 
System 

Some beverage subtypes are sold through a state-run system 
and other beverage subtypes are sold through a license system. 
No beverage is sold through both systems. 

Mixed/Overlapping System Some or all beverage subtypes are sold through both the state-
run and license systems. 

 
 
Among control states, the approaches for operating their systems (wine retail, wine wholesale, 
spirits retail and spirits wholesale) vary.  The table below illustrates this spectrum: 
 

Control States4 
Wine 
Retail 

Wine 
Wholesale 

Spirits 
Retail 

Spirits 
Wholesale 

State-run 2 4 8 12 
Mixed/Not 
Overlapping 

1 7 3 4 

Mixed/Overlapping 10 5 3 2 
License 5 2 4 0 

 
The remaining 32 states entirely license the functions to private vendors.  Issuance of licenses 
for functions varies by state.  Several states set a ceiling on the number of licenses.  Other 
states tie the number of licenses issued to population of the state or locality.  Most of the license 
states treat beer, wine and distilled spirits differently in terms of licensing requirements and 
number of licenses issued. 
 
Current System in Pennsylvania 
 
As previously noted, the Commonwealth is one of two states to maintain a full monopoly on the 
wholesale and retail distribution of wine and spirits.  The following sections describe the current 
system at each level. 
 
Wholesale Distribution 
The Commonwealth controls the wholesale distribution of wine and spirits.  As the sole entity 
purchasing wine and distilled spirits at the wholesale level, PLCB deals directly with 
manufacturers and suppliers of alcohol.  Since the Commonwealth controls both the wholesale 
and retail operations, there is no true wholesale system that would be similar to private vendors 
in other states.  The wholesale operation procures product for retail sale via purchasing and 
warehousing at one of three distribution centers. 
 
PLCB wholesale operations are handled by the Office of Supply Chain.  Established when 
PLCB reorganized in 2009, the Office controls the flow of merchandise and information from 
point of origin to purchase at the retail level.5  The Office is comprised of three bureaus: the 
                                                             

3 Ibid 
4 US National Institute of Health’s Alcohol Policy Information System (APIS) – accessed digitally on July 15, 2011, 
http://www.alcoholpolicy.niaaa.nih.gov/Maps_and_Charts.html  
5 Pennsylvania Liquor Control Board, “Transition Report to Governor-Elect Corbett, January 2011”, page 44. 
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Bureau of Distribution and Logistics, the Bureau of Planning and Procurement, and the Customs 
and Excise Office. 
 
Use of Bailment 
The term "bailment" refers to the delivery of personal property by a bailor (in this case the 
manufacturer or supplier of wine and distilled spirits) to a bailee (PLCB) for specific purposes 
under an express or implied agreement of both parties. 6   When those purposes are 
accomplished, the property will be returned to the bailor, kept until the bailor reclaims it, or 
disposed of according to the agreement.  
 
The bailment method is commonly used by states that control the wholesale operation.  In fact, 
PLCB is the only control state that does not currently use the bailment method.  As a result, 
current practices lead to a significant amount of product on hand and the high costs associated 
with its purchase, storage, and transportation.  By moving to a bailment warehouse system, 
PLCB will not assume ownership of the product until it is picked for sale in the warehouse.  
Under the current system, all product in PLCB warehouses has already been purchased by 
PLCB.  In Fiscal Year 2010-11, payment terms for major suppliers were extended to sixty days, 
which improved cash flow for PLCB.  
 
According to PLCB’s January 2011 Transition Report, it proposed to convert its top 25 vendors 
to bailment. If it institutes this policy, PLCB estimates a one-time cash savings of $60 to $80 
million.7  Conversion to bailment will also result in savings related to the transfer, importation 
and handling of incoming product from outside of the country and will result in the elimination of 
the Customs and Excise Office. 
 
Retail 
As of August 31, 2011, the retail system is comprised of 613 state stores located throughout the 
Commonwealth.8  These stores are split into three regions, based on its primary distribution 
center.  PLCB policy provides that each county in Pennsylvania must have at least one store 
available for consumers, regardless of the amount of potential business in the county.  
 
A table listing the number of PLCB stores by county can be found in Appendix A. 
 
Retail Upgrades 
In recent years, PLCB has made an effort to modernize, renovate and upgrade its retail 
operation to better reflect the customer experience in private retail centers.  In early 2011, PLCB 
proposed changes to allow it to function more like a private-sector business.  Among the PLCB 
proposed changes:  
 

 Implement Consumer Relations Marketing (“CRM”) software. 
 

 Allow direct shipping/direct delivery to Pennsylvania residents. 
 

 Remove Sunday sales restrictions and extend Sunday sales hours. 
 

 Allow stores to be a Pennsylvania Lottery retailer. 
 

 Increase fines for liquor violations. 

                                                             

6 Definition taken from Iowa Alcoholic Beverages Division, accessed electronically July 16, 2011, 
http://www.iowaabd.com/alcohol/features/listing/bailment_invent_system  
7  Pennsylvania Liquor Control Board, “Transition Report to Governor-Elect Corbett, January 2011”, page 48. 
8 PLCB Data (May 2011). Only includes self-service stores and conventional stores that recorded sales in Fiscal Year 2010.  
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 Increase licensing fees. 
 

 Authorize PLCB to modify bailment fees. 
 

 Allow PLCB to acquire goods/services outside the Commonwealth’s procurement code. 
 

 Make changes to staffing and Human Resource Management. 
 

 Allow market-based pricing. 
 
History of Privatization Efforts  
 
Over the past 40 years, the issue of privatizing some or all PLCB operations has been 
considered.  These include: 
 

 Retail-Privatization, Additional Commonwealth-run Warehouses 
Former Governor Thornburgh proposed to sell the state-run retail stores to private 
ownership as a way to realize a one-time, up-front monetary value to the State.  Along 
with privatizing the retail stores, Governor Thornburgh sought to create 12 State-run 
warehouses to supply the private retail stores. 
 

 Retail-Privatization via Franchise, Retain Wholesale Operation 
Former Governor Ridge commissioned a study to examine the potential privatization of 
the Commonwealth’s wine and distilled spirits operations.  The study explored the fiscal 
impact upon the Commonwealth, consumers and the wine and liquor industry.  
Specifically, the study provided a broad-based analysis of likely financial impacts of 
privatization under three scenarios: license systems, franchise systems and agency 
store systems.   Based on the report, the Ridge Plan retained wholesale operations and 
sought to create 757 privately-owned and operated stand-alone stores.  Franchise rights 
were to be auctioned for a 10-year period.  A rebidding process was to occur every 10 
years thereafter.  In the rebidding process, existing franchisees were to have the 
opportunity to retain rights without bidding for a monetary sum or given the right to match 
the highest responsible bid.  
 

PFM reviewed these proposals and associated reports along with more general materials and 
work products regarding wine and liquor privatization in Pennsylvania and around the country.  
While these proposals and reports provided useful background and foundation for the analysis, 
this report does not use any of these prior reports as a starting point for this analysis. 
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PLCB Organizational Overview 
 
History/Background 
 
Pennsylvania’s Liquor Control Board (PLCB) was formed immediately following the end of 
Prohibition by temperance-minded Governor Gifford Pinchot. Since that time, the 
Commonwealth has continued the centralized state-run system – with some modifications and 
modernizations.   
 
As noted in the Introduction, Governors Thornburgh (1979-1987) and Ridge (1995-2001) sought 
to privatize PLCB’s retail functions.  In both proposals, the goal was to create one-time, up-front 
revenue through the sale of retail licenses.   The proposals aimed to achieve similar or lower 
prices, create a broader base for associated taxes to yield greater tax revenue for the 
Commonwealth and maintain control of the wholesale mark-up to maximize state revenues.  
Both plans were ultimately rejected.   
 
Overview 
 
PLCB is the State’s exclusive wholesaler and retailer of wine and liquor products.  It controls the 
manufacture, possession, sale, consumption, importation, use, storage, transportation and 
delivery of liquor, alcohol and malt or brewed beverages within the Commonwealth.9  
 
Since its creation, there have been modifications and modernizations to the system, but it 
continues to be a fully state-run system responsible for regulatory (including alcohol education) 
and licensing functions, as well as the retail sale of wine and liquor products.  PLCB also 
provides funding for State Police Enforcement operations and Department of Health Drug and 
Alcohol programs. 
 
The PLCB’s mission is to “administer the commonwealth’s beverage-alcohol industry through 
our stores and our licensees; promote responsible beverage-alcohol consumption; provide 
customers with access to the world of beverage alcohol through product availability and 
information, and courteous and knowledgeable service; and to maximize returns to the people 
of Pennsylvania.”10 
 
The core functions of PLCB are to: 
 

 Act as an independent administrative board charged with the power and duty to control 
the manufacture, possession, sale, consumption, importation, use, storage, 
transportation and delivery of liquor, alcohol and malt or brewed beverages within the 
Commonwealth. 
 

 Establish, operate and maintain throughout the Commonwealth wine and spirits stores.  
The PLCB is the sole source, with two exceptions, for the purchase and delivery of wine 
and spirits, both to retail outlets and directly to consumers.11 

                                                             

9 Per P.L. Title 47 Section 2-207. 
10 PLCB Overview Presentation.  
11 The two exceptions are:  licensed limited wineries, which have the authority to sell alcoholic cider, wine and wine coolers 
produced by the limited winery on its licensed premises, to Pennsylvania wineries, the PLCB, to individuals and to brewery, hotel, 
restaurant, club and public service liquor licensees; and sacramental wine licenses, which permit the purchase from Pennsylvania 
manufacturers or the importation into Pennsylvania of wine used for religious or sacramental purposes only.  The license permits 
bottling and sale of this wine to priests, clergymen and rabbis for use in the cathedral, church, synagogue or temple, or for 
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 License and regulate brewers, importers and retailers of malt or brewed beverages. 
 

 License and regulate restaurants, hotels, clubs and other retail outlets that sell alcoholic 
beverages. 
 

 Provide a comprehensive program of public and industry outreach dedicated to the 
prevention of alcohol-related problems, including underage drinking, high-risk college 
drinking, impaired driving and other misuse of alcohol.  

 
In addition to providing regulatory and licensing functions for the approximately 20,000 liquor 
licenses and permits for establishments statewide, PLCB operates wine and liquor stores 
(including kiosks) throughout the Commonwealth, and oversees three warehouse distribution 
centers.  There are approximately 5,700 employees (including part-time and seasonal 
employees) supporting the varying PLCB functions, including $1.5 billion in total sales in Fiscal 
Year 2009-10. 
 
The system has provided the Commonwealth with recurring revenue sources, including 
transferring an average of $97 million to the General Fund.  However, the system’s profitability 
(defined as net income as a percentage of total sales) is less than other control state systems, 
and recent profits have been compressed due to reduced sales performance and significant 
expense growth.  The State also imposes a state sales tax and excise tax, which generated 
$376.5 million in revenue in Fiscal Year 2009-10.  It should be noted that wine and liquor state 
taxes could remain largely intact - and possibly enhanced - in a privatized system.  
 
The PLCB organizational chart can be found in Appendix B. 
 
Organizational Overview12 
 
As a regulatory and licensing agency as well as a wholesale/retail agency, PLCB operations 
cover a wide range of functions.  These functions are assigned to specific offices and 
summarized below. 
 
Executive Office (65 FTEs) 
 
The Chief Executive Officer (CEO) directs and coordinates all day-to-day operations, in 
accordance with all applicable laws and PLCB policies.  The CEO has the authority to direct the 
development and implementation of broad policies and procedures affecting the education, 
control, or distribution and sale of alcoholic beverages across the Commonwealth, including the 
study, review, and improvement of PLCB’s financial activities. 
 
Office of the Board Secretary (20 FTEs) 
 
The Secretary of the Board is responsible for managing the administrative details of all board 
meetings and presenting to the Board all items of business requiring official action.  This 
individual directs the preparation and distribution of official minutes and records of actions of the 

                                                                                                                                                                                                    

sustaining members of the congregation or members of the faith who attend religious services, duly certified by such priests, 
clergymen or rabbis.(Pennsylvania Liquor Control Board, “Transition Report to Governor-Elect Corbett, January 2011”)  
12 All bureau summaries were derived from the Pennsylvania Liquor Control Board, “Transition Report to Governor-Elect Corbett, 
January 2011.” 
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Board.  As an administrative agent of the Board, the Secretary receives and confers with 
individuals having business with the Board in order to reduce each Board Member’s work load.  
Additionally, the Board Secretary meets with community groups and speaks at public meetings 
to educate and inform the public about important plans and programs of the PLCB. 
 
The Board Secretary also serves as a point of contact for the General Assembly.  In this 
capacity, the Board Secretary attends legislative hearings and meetings of legislative oversight 
committees.  The Board Secretary also assists in the resolution of conflicts among various 
external and internal parties when issues may affect the orderly flow of PLCB operations.  
Further, the Board Secretary serves as the final approver on all Board-approved purchase 
requisitions and the signatory required on bank resolutions for opening/changing of PLCB’s 
retail store bank accounts. 
 
Office of External Affairs (5 FTEs)13 
 
The Office of External Affairs is responsible for developing and administering a comprehensive 
public relations strategy for the PLCB, using all available media (television, radio, daily and 
weekly publications, magazines, speakers, bureau and visual displays).   
 
The duties of this Office include:  
 

 Writing and distributing news releases to all news media. 
 

 Preparing and distributing tape recordings to radio stations. 
 

 Maintaining a liaison with editorial writers, press officers, and journalists throughout 
Pennsylvania, vendors, government officials, stakeholder groups, and the public, to 
inform and advance the mission and initiatives of the PLCB. 

 

 Supplying news of the PLCB’s activities to the alcoholic beverage industry’s national 
publications. 

 

 Documenting and preparing photographs of PLCB activities and personnel for use 
with news releases. 

 

 Coordinating/overseeing public relations campaigns utilized by different Bureaus and 
Departments within the agency to further the agency’s mission. 

 

 Coordinating specific press requests for information. 
 
The Office of External Affairs also serves as a legislative liaison, working to ensure that 
members of the General Assembly and legislative staff are provided with accurate and timely 
information related to PLCB and its work.  Finally, the Office of External Affairs is responsible for 
managing content on the PLCB internet and intranet sites. 
 
 

                                                             

13 The External Affairs Office is a sub-bureau to the Office of the Board Secretary   
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Central Administrative Offices 
 

 Office of Administration (189 FTEs):  The Office of Administration is responsible for the 
development and implementation of PLCB policies, procedures, and regulations 
regarding its day-to-day operation.  The Director is tasked with directing new strategic 
initiatives of the agency and managing all internal operations, including fleet 
management, mail services, graphic design, property maintenance, telecommunications, 
records retention, and energy programs. Additionally, the Director oversees all human 
resource functions and leads the development and execution of the agency’s talent 
management programs to attract, develop, retain, and deploy talent. 

 

 Office of Finance (160 FTEs):  The Office of Finance is responsible for directing the 
overall planning, organization, coordination, and direction of the operations and 
management activities of the Bureaus of Financial Operations, Bureau of Purchasing 
and Contracting, and the Center of Excellence (COE).  The Director of Finance is 
responsible for evaluating the Return on Investment (ROI) on all operational areas and 
serves as the principal advisor to the Board on all matters pertaining to these functional 
areas. 

 

o COE Bureau (105 FTEs): Manages and oversees administrative, retail, 
merchandising and supply chain business/information and reporting in the 
Oracle environment.  This involves analyzing and assessing user 
requests/reporting needs and providing accurate and timely information.  This 
area serves as a business partner to other parts of the organization, providing 
timely information to internal customers who set the agenda and drive 
business decisions.  The COE is led by the Chief Information Officer who 
provides executive oversight of the organization, which includes six Divisions: 

 

 Applications Development 
 

 Enterprise Infrastructure 
 

 Business Process 
 

 Enterprise Integration and Quality Assurance 
 

 Services and Support 
 

 Security 
 

Office of Regulatory Affairs (173 FTEs) 
 
The Office of Regulatory Affairs provides oversight, planning and direction for the Bureaus of 
Alcohol Education, Licensing and Consumer Relations. 
 

 Bureau of Licensing (143 FTEs):  Assures compliance with statutory and regulatory 
mandates while protecting the safety, health, and welfare of the residents of the 
Commonwealth. 
 

 Bureau of Alcohol Education (25 FTEs):  Administers a comprehensive program of 
public and industry outreach dedicated to the prevention of alcohol-related problems, 
including underage drinking, high-risk college drinking, impaired driving, and other 
misuse of alcohol.  The Bureau develops and maintains innovative, informational, and 
educational efforts designed to enhance the public’s knowledge of alcohol and its 
effects.  The Bureau also provides leadership, training, technical assistance, funding, 
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and other resources to build the capacities of organizations, communities, licensees, and 
individuals to prevent alcohol-related problems. 
 

 Bureau of Consumer Relations (5 FTEs): Oversees and is responsible for all 
correspondence received from PLCB customers, licensees, and general public. 

 
Office of Marketing (50 FTEs) 
 
The Office of Marketing is responsible for directing the overall planning, organization, 
coordination, and strategic direction of marketing programs, initiatives and projects for PLCB. 
The Office’s core functions include executive management, strategic planning, and business 
partner relationship management.  The Office is also responsible for managing special Board 
projects and initiatives. 
 
Office of Retail Operations (3,777 FTEs) 
 
The Office of Retail Operations is responsible for overseeing the daily operations of PLCB wine 
and spirits stores (including kiosks). This includes store staffing and training, inventory control, 
marketing/sales promotions within the stores, equipment enhancements and software upgrades 
and implementation of store operations initiatives. 
 
Office of Supply Chain (68 FTEs) 
 
The Supply Chain Office plans, implements and controls the efficient flow of merchandise and 
information to synchronize supply with demand to better meet customer needs.  The Office is 
responsible for overseeing, directing, and planning for all inbound and outbound logistics 
covering the flow and storage of materials from the suppliers to point of store delivery.  The 
Office is responsible for collaborating with channel partners, such as suppliers, intermediaries, 
third-party service providers, and customers, and overseeing the transportation of goods via 
sea, air, land, and rail modes.  The Office reports directly to the CEO and serves as principal 
advisor to the Board on all matters pertaining to these functional areas. 
 
Office of Chief Counsel (25 FTEs) 
 
The Office of Chief Counsel is responsible for advising PLCB in all matters that require legal 
representation or interpretation.  The Office is responsible for reviewing contracts, leases, 
options, planned procedures and policies upon request; rendering final opinions (except for 
formal opinions by the Attorney General) upon the legality and propriety of actions by PLCB;  
providing advice to the bureaus concerning licensing, nature and style of investigations, 
propriety of expenditures, personnel administration, etc.; representing PLCB in all court 
proceedings or administrative agency proceedings preparing and reviewing the legality of all 
regulations promulgated by PLCB; conferring with industry representatives, citizens groups and 
members of the bench and bar with reference to the administration of the Liquor Code and 
PLCB’s Regulations; reviewing and preparing comments on pending legislation; and preparing 
amendments to the Liquor Code.  
 
Office of Administrative Law Judge (20 FTEs) 
 
Prior to the enactment of Act 14 of 1987, enforcement and adjudication had been PLCB 
functions.  Act 14 transferred enforcement of the Liquor Code and PLCB’s regulations to the 
Bureau of Liquor Control Enforcement, which investigates violations, issues citations, and 
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prosecutes the cases.  Further, the authority to adjudicate citations issued by the Bureau 
against licensees was transferred to the Office of the Administrative Law Judge (OALJ).  The 
three member Board serves as a first level appellate body after the OALJ adjudicates the 
enforcement action. 
 
Reorganization Efforts 
 
In 2008, PLCB hired an outside consultant to review its business processes, in an effort to 
streamline operations, enhance revenue and adopt other industry best practices.  As a result, 
PLCB made several organizational changes.  Key changes included: 
 

 Continued investment and on-going implementation of an Enterprise Resource Planning 
(ERP) management information system to improve business processes and core 
computer functions. 
 

 Established a COE to oversee and manage the ERP project. 
 

 Adopted a flatter organizational structure with a deeper and more detailed level of 
expertise in each business area.  This included moving to an organizational structure 
with six offices.  The six, including the existing three are: 
 

o Regulatory Affairs (existing) 
o Administration (existing) 
o Marketing (existing) 
o Finance (new) 
o Supply Chain (new) 
o Retail Operations (new) 

 

 Re-titled programs to better align with the overall PLCB mission and direction. 
 

 Reorganized sub-bureaus to better align functions with the newly created six office 
structure. 
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PLCB Financial Overview 
 
Key Highlights 
 

 Over the last 10 years, PLCB expenses have grown faster than revenues (expenses 
grew at a compound annual growth rate (CAGR) of 5.5 percent and revenues grew at a 
CAGR of 3.5 percent). 

 

 While store and warehouse expense is PLCB’s largest cost center, administrative 
expenses have incurred the most growth over this time period, growing at a compound 
annual growth rate of 7.5 percent. 
 

 PLCB generates significant revenue for the Commonwealth, a total of $846 million in 
Fiscal Year 2009-10.14  However, almost half ($377 million) is generated from state 
taxes on wine and liquor which would largely be intact in a privatized market. 
 

 From Fiscal Year 2000-01 to Fiscal Year 2009-10, net income as a percentage of sales 
averaged 7.7 percent, however overall profitability for PLCB has decreased over the 
past two years due to decreased sales revenue and increased expenses. Fiscal Year 
2009-10 net income was $52.5 million, a decrease of 41.1 percent from the prior year. 
 

 PLCB recently started reporting on profit and losses by store and in Fiscal Year 2008-09, 
25 stores were deemed unprofitable.  In Fiscal Year 2009-10, the number of unprofitable 
stores increased to 53. However, this profitability methodology does not allocate indirect 
costs to the stores and assumes 100 percent of product mark-up is attributed to retail 
operations. If these factors are taken into account nearly all stores would be unprofitable.  
 

 While PLCB net income averaged $91 million over this time period, it has not reached 
that level in either of the past two years, and, based on expenditure and revenue trends, 
$80 million a year is a more reasonable expectation for future years. 
 

 The PFM baseline forecast for Fiscal Years 2010-11 to 2014-15 predicts that expenses 
will continue to grow faster than revenues.  
 

Overview 
 
From Fiscal Year 2000-01 to Fiscal Year 2009-10, PCLB has incurred steady growth in 
expenses, growing at a compound annual growth rate (CAGR) of 5.5 percent.  During the same 
period, revenue growth was 3.5 percent.  In Fiscal Year 2009-10, total PLCB spending was 
$417.1 million, while total revenues were $469.6 million.  This resulted in net income of $52.5 
million, which was significantly below the historical average. 
 

                                                             

14 Includes revenue from sales, state taxes, and other program revenue.  
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PLCB Revenue and Expenses: Fiscal Years 2000-01 to 2009-10 
 

 
 
PLCB expenses are categorized into three main cost centers:  
 

 Store and warehouse expenses. 
 

 Administrative expenses. 
 

 Licensing and enforcement expenses. 
 
While store and warehouse expenses are the largest cost center, administrative expenses have 
incurred the greatest growth over this time period, growing at a CAGR of 7.5 percent. Some of 
the recent administrative cost growth can be attributed to investments in the Enterprise 
Resource Planning (ERP) management system.  While ERP related expenses are expected to 
level off, they have not as of Fiscal Year 2009-10.  Historical ERP spending can be found in 
Appendix C.  

 
PLCB Expense Overview: Fiscal Years 2000-01 to 2009-10 
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Cost Center Expense Average % of Total Expenses: Fiscal Years 2000-01 to 2009-10 

 
Distribution Centers 
 
PLCB currently uses three separate distribution centers located throughout the state to handle 
its warehousing and distribution needs.  Located in Philadelphia, Scranton and Pittsburgh, all 
three are operated by private contractors. 

 
Breakdown of Current Distribution Centers15 

 

Distribution Center Current Vendor 
Contract 
Expires 

Case 
Throughput 

Union Membership 

DC#1 (Philadelphia) XTL, Inc. April 2013 5.67 million 
International 

Brotherhood of 
Teamsters (IBT) 

DC#2 (Scranton) Kane is Able, Inc. July 2014 5.04 million None 
DC#3 (Pittsburgh) Genco I, Inc. April 2013 4.02 million IBT 

 
 
In 2009, PLCB contracted with logistics consultant Tompkins Associates to assess the current 
distribution and supply chain. One of their recommendations was to consolidate the Philadelphia 
and Scranton distribution centers into one location. Tompkins estimated that PLCB could save 
up to $51 million in operational costs over 10 years if it were to consolidate warehouses.  Based 
on these recommendations and the continued deterioration of the Philadelphia distribution 
center (the only capital asset owned by the state used for the wine and spirits distribution), 16  
PLCB, in cooperation with the Department of General Services (DGS), is currently pursuing the 

                                                             

15 Pennsylvania Liquor Control Board, “Transition Report to Governor-Elect Corbett, January 2011”, page 47.  
16 The XTL contract expiration date is April 1, 2013; barring written notice within 90 days of PLCB’s intention to terminate the 
contract, it will be extended to October 1, 2013 and then to April 1, 2014, again barring written notice to terminate.  The Philadelphia 
distribution center (DC#1) is currently located adjacent to the Philadelphia International Airport. The location of the building is less 
than ideal for PLCB’s current operations – its automation technology has, according to the Transition Report, reached the end of its 
useful life. The City of Philadelphia has also expressed interest in acquiring the property as it continues to expand its airport. In 
2001, PLCB and the City entered into an Agreement that the City would not attempt to acquire the property, via sale or eminent 
domain, until December 20, 2011. 

Licensing and 
Enforcement
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Administrative 
16%

Store and 
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sale of the distribution center. 17   In December 2009, following the release of Tompkins’ 
recommendations, DGS conducted an appraisal of the property.  Based on that appraisal, the 
property was valued at $11.8 million. 
 
Ten expense categories account for nearly 80 percent of all PLCB spending. Personnel costs 
(salaries and benefits), rent and freight are the leading PLCB cost centers.  
 

PLCB Top 10 Expenses: FY 2006-07 to FY 2009-10 
 

Expense FY 2006-07 FY 2007-08 FY 2008-09 FY 2009-10 
FY 2006-07- 
FY 2009-10 
% Growth 

Salaries-Reg. Hour $111,389,929 $111,222,328 $116,726,390 $121,179,265 9% 
Real Estate $38,165,510 $38,893,181 $39,063,331 $39,351,233 3% 
Freight18 $14,372,812 $14,846,665 $21,720,054 $34,354,743 139% 
Health Benefits $27,187,468 $28,465,487 $29,607,934 $29,736,030 9% 
Wages-Reg. Hour $21,465,459 $22,190,699 $24,334,836 $26,398,496 23% 
Specialized Services19 $38,545,505 $39,827,565 $36,389,795 $21,170,572 -45% 
Hospital Insurance $19,125,464 $18,803,793 $19,123,873 $19,124,502 0% 
EDP Services $3,155,207 $6,037,686 $10,543,767 $13,291,981 321% 
Soc Security $9,138,559 $9,111,882 $9,308,590 $9,616,821 5% 
OT Hour Str. Time Rate $6,993,354 $6,515,103 $7,079,274 $7,482,705 7% 

Total $289,539,267 $295,914,388 $313,897,844 $321,706,347 11% 

 
 
Not surprisingly, PLCB derives most of its revenue from the sale of wine and liquor.  Fiscal Year 
2009-10 revenue totaled $469.6 million, a 4.3 percent decrease from the previous year.  The 
Fiscal Years 2000-01 to 2009-10 CAGR for total revenue was 3.5 percent, approximately 2.0 
percent lower than expense growth.  Other Income, which includes licensing and enforcement 
revenue, interest and investment income and miscellaneous income incurred negative growth 
over this time period (-0.8 percent).  However these revenues only accounted for 3.6 percent of 
Fiscal Year 2009-10 total revenues. 
 

                                                             

17 The Philadelphia distribution center warehouse is owned by Department of General Services. 
18 Freight and Specialized Services incurred significant cost variance from Fiscal Year 2008-09 to Fiscal Year 2009-10 due to a 
change in accounting that reclassified liquor storage and handling accounts under Specialized Services accounts to Freight 
accounts. 
19 Includes credit card expenses.  
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PLCB Revenue Overview: Fiscal Years 2000-01 to 2009-10 
 

 
 

PLCB Detailed Revenue Overview: Fiscal Year 2005-06 to Fiscal Year 2009-10 
 

Revenue    FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09 FY 2009-10 

FY 2005-
06- FY 

2009-10 % 
Growth 

Revenue from Sales $424,587,180 $441,778,860 $473,484,513 $477,705,588 $452,621,405 7% 
Licensing/Enforcement 
Revenue 

$12,647,105 $13,405,549 $13,513,185 $13,842,146 $13,354,496 6% 

Interest & Investment 
Income 

$8,465,139 $15,692,710 $335,044 -$2,597,646 $369,462 -96% 

Misc. Income $1,204,310 $1,994,270 $1,863,861 $1,932,214 $3,253,307 170% 

Total $446,903,734 $472,871,389 $489,196,603 $490,882,302 $469,598,670 5% 

 
 
Since Fiscal Year 2000-01, sales (net of taxes) have grown at a CAGR of 5.8 percent, although 
Fiscal Year 2009-10 sales only increased by 1.3 percent; more moderate growth is expected 
over the next few years.  Gross margins (total sales less cost of goods sold) have decreased 
from a high of 35.9 percent (as a percentage of sales) in Fiscal Year 2000-01 to 29.9 percent in 
Fiscal Year 2009-10 largely due to a markup structure that includes applying a fixed handling 
charge, known as the Logistics, Transportation and Merchandising Factor (LTMF).20  LTMF is a 
fixed-rate dollar amount applied to a bottle.  The LTMF charge varies from $0.50 to $2.00 a 
bottle depending on product type (wine or spirits) and container size (the Price of Wine and 
Liquor chapter includes a complete overview of the LTMF fee structure).  
 
This fixed-rate structure has not changed in 18 years, and markup is limited to the ad valorem 
(based on value) markups that are part of the PLCB pricing structure (the prompt payment 1 
percent markup  and the standard PLCB 30 percent markup).  In Fiscal Year 2010-11, PLCB 
approved converting the LTMF fixed-price markup to an additional ad valorem mark-up, which 
should improve margins in the future, while also increasing product pricing.21  Cost of Goods 

                                                             

20 Changes in recognition of special purchase allowances also affected Fiscal Year 2009-10 gross margins.  

21 The LTMF conversion will improve margins if there are product prices from suppliers.   
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Sold (COGS) represents the actual cost of the product from the manufacturer and cost of 
delivery to the wholesaler. 
 

Sales and COGS Growth: Fiscal Year 2000-01 to Fiscal Year 2009-10 

 
Source: PLCB Comptroller Reports  
 
 
PLCB Fiscal Year 2009-10 net income was $52.5 million, down approximately 41.1 percent from 
the prior year due to negative revenue growth (-4.3 percent) and positive expense growth (3.8 
percent).  From Fiscal Years 2000-01 to 2009-10, net income averaged $90.7 million – but that 
level has not been met in either of the last two years. 
 
 

PLCB Net Income: Fiscal Year 2000-01 to Fiscal Year 2009-10 
 

 
Source: PLCB Comptroller Reports  
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Taxes Overview  
 
Wine and liquor sales produce significant tax revenue for the Commonwealth.  There are two 
State taxes imposed on the sale of wine and liquor, the Johnstown Flood Tax (JFT) and State 
Sales tax.  The JFT is an 18 percent excise tax that is assessed on all off-premise wine and 
liquor sales.22 This tax was originally intended to be temporary and was assessed at 10 percent. 
In 1963, the tax was raised to 15 percent and, as of 1968, is now 18 percent.23  As an ad 
valorem tax, it trends with sales performance (i.e., as sales increase due to increases in 
consumption or product pricing, JFT taxes will increase since it is a fixed percentage of total 
sales). In Fiscal Year 2009-10, it provided $271.0 million in revenues to the Commonwealth.  
The Commonwealth also imposes a 6 percent sales tax on all off-premise wine and liquor sales, 
which also trends with sales performance. This tax is applied at the point of sale and is not 
reflected in retail shelf prices.   In Fiscal Year 2009-10, State Sales tax totaled $105.5 million.  
Total JFT and State Sales tax was $376.5 million in Fiscal Year 2009-10. 
 

State Tax Contributions: Fiscal Year 2000-01 to Fiscal Year 2009-10 
 

 
Source: PLCB Comptroller Reports  
 
 
In addition to the state and local tax contributions from wine and liquor sales, PLCB transfers a 
portion of its excess revenues to the General Fund every year.  From Fiscal Years 2000-01 to 
2009-10, this excess revenue has varied greatly and averaged $97.0 million.  The Fiscal Year 
2009-10 General Fund excess revenue was $105.0 million.  While Fiscal Year 2009-10 net 
income was $52.5 million, PLCB was able to transfer $105.0 million through managing its cash 

                                                             

22 On May 31, 1889, the Johnstown Flood, or “Great Flood” occurred as a result of the failure of the South Fork Dam, located in 
Johnstown, Pennsylvania.  Over 2,000 individuals were killed in the flood, and it was exacerbated by several subsequent days of 
rainfall.   The human (and financial) toll on the Commonwealth was profound.  Subsequent floods occurred over time, and in 1936 
Johnstown experienced catastrophe once more.  In response to this on-going crisis, the Pennsylvania General Assembly imposed 
an emergency tax, now known as the JFT, on all alcoholic beverage sales within the Commonwealth.   

23 Pennsylvania Department of Revenue website, accessed July 17th, 2011, 
http://www.revenue.state.pa.us/portal/server.pt/community/malt_beverage___liquor_tax/11425  
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flow, partly by extending supplier payment terms.  In Fiscal Year 2009-10, payment terms for 
major suppliers were extended to 60 days.24  

 
General Fund Excess Revenue: Fiscal Year 2000-01 to Fiscal Year 2009-10 

 

 
 
PLCB operations also support other State operations and generate local taxes and fees.  Each 
year, PLCB transfers funds to the Pennsylvania State Police to support liquor control 
enforcement operating expenses.25  Also, local sales taxes are collected for Allegheny and 
Philadelphia counties.26   There was a significant increase in Fiscal Year 2009-10 local sales tax 
revenue due to Philadelphia increasing their local sales tax rate from one to two percent.  Lastly, 
per Act 1987-14, two percent of PLCB's profits are transferred to the Department of Health 
(DOH) for drug and alcohol rehabilitation programs. 
 

Other Revenue Items: Fiscal Year 2005-06 to Fiscal Year 2009-10 

Other Revenue Items 2005-06 2006-07 2007-08 2008-09 2009-10 
2005-06 -  
2009-10 % 

Growth 

PSP Liquor Enforcement $18,067,502 $19,686,957 $20,281,078 $20,177,911 $20,084,928 11% 
Local Taxes $4,007,454 $4,243,629 $4,413,181 $4,731,883 $6,567,242 64% 
Licensee Fees Returned to 
Municipalities $4,575,535 $4,537,187 $4,588,395 $4,554,660 $4,500,045 -2% 
Transfer to Drug/Alcohol Programs $2,040,062 $2,120,787 $2,244,926 $1,377,045 $1,049,571 -49% 

Total $28,690,553 $30,588,560 $31,527,580 $30,841,499 $32,201,786 12% 

                                                             

24 Fiscal Year 2009-10 supplier payables exceeded $200.0 million. 
25 Act 14 of 1987 transferred the responsibility of enforcing the liquor laws from PLCB to the newly-created Bureau of Liquor Control 
Enforcement (BLCE).  Payment of funds to the BLCE is controlled by section 802(e) of the Liquor Code [47 P.S. § 8-802(e)].  This 
section provides that that: “annually, the General Assembly shall make an appropriation from the State Stores Fund to provide for 
the operational expenses of the enforcement bureau.”  According to PLCB officials, the Liquor Code neither specifically enumerates 
an annual transfer amount nor provides any authority to PLCB to determine this transfer amount. 

26 Philadelphia and Allegheny counties have each implemented a local sales tax. Allegheny implemented a 1% local sales tax on 
October 1, 1991, and Philadelphia implemented a local sales tax on July 1, 1994. Philadelphia County local sales tax was increased 
to 2% effective October 8, 2009. 
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Profitability Analysis 
 
From Fiscal Year 2000-01 to Fiscal Year 2009-10, net income as a percentage of sales 
averaged 7.7 percent, however overall profitability for PLCB has decreased over the past two 
years due to decreased sales revenue and increased expenses.  Fiscal Year 2009-10 net 
income was $52.5 million, a decrease of 41.1 percent from the prior year. 

 
Net Income as a Percent of Total Sales: Fiscal Year 2000-01 to Fiscal Year 2009-10 

 

 
 
It has been long-standing PLCB policy to maintain at least one PLCB store in every county in 
the Commonwealth.  Given the varying demographics of the Commonwealth, profitability varies 
greatly by store.  PLCB recently started reporting on profit and losses by store.  In Fiscal Year 
2008-09, 25 stores were deemed unprofitable.  In Fiscal Year 2009-10, the number of 
unprofitable stores increased to 53. 
 

PLCB Store Profitability Overview: Fiscal Year 2008-09 to Fiscal Year 2009-1027 
 

 
 
 
It should be noted that central administrative (indirect) costs are not allocated to the stores, and 
if these costs were allocated to the stores, the number of unprofitable stores would more than 
double. Indirect cost allocation methodologies serve to identify the complete cost of an 
                                                             

27 Profits are expressed as a percentage of total sales.  
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operation; it involves identifying those costs (e.g., central administrative and other support 
costs) that support the direct costs of an operation/function and then allocating these indirect 
costs to each direct cost center based on a proportional cost allocation methodology (e.g., 
percentage of total store square footage, percentage of total sales, percentage of total store 
employees, etc.). Additionally, the profitability analysis above assumes that the entire PLCB 
markup (approximately 47 percent) is allocated to the stores. In a privatized system this markup 
would be split between wholesale and retail operations.  If PLCB’s markup was allocated 
between PLCB wholesale and retail operations, nearly all stores would be unprofitable.28  

                                                             

28 This analysis assumes a 20 percent wholesale markup. 
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Baseline Forecast 
 

After a review of historical expense and revenue growth factors and after adjustments for instances where PFM was able to obtain 
better information (including consulting with PLCB Office of Finance), the following baseline scenario was developed: 
 

Historical Operating Results: Fiscal Year 2000-01 to Fiscal Year 2009-10 
 
 

 

Source: GBO Comptroller Reports 

2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10
Revenue
Sales Revenue
Sales Net of Taxes 911,127,503 958,822,013 1,013,471,374  1,109,204,129  1,171,178,743  1,258,249,786  1,349,124,267  1,413,265,386  1,491,737,766  1,511,390,409  
COGS 584,328,111 623,613,670 661,232,862     724,253,864     769,368,630     833,662,606     907,345,407     939,780,873     1,014,032,178  1,058,769,004  

Revenue from Sales 326,799,392 335,208,343 352,238,512     384,950,265     401,810,113     424,587,180     441,778,860     473,484,513     477,705,588     452,621,405     

Other Revenue
Licensing & Enforcement Revenue 10,645,728    10,616,794    11,062,897       11,276,683       11,279,243       12,647,105       13,405,549       13,513,185       13,842,146       13,354,496       
Interest an Investment Income 6,630,651      4,485,673      3,114,874          3,254,477          3,377,824          8,465,139          15,692,710       335,044             (2,597,646)        369,462             
Misc. Income 1,031,746      1,374,734      1,701,475          1,012,560          1,208,821          1,204,310          1,994,270          1,863,861          1,932,214          3,253,307          

Subtotal 18,308,125    16,477,201    15,879,246       15,543,720       15,865,888       22,316,554       31,092,529       15,712,090       13,176,714       16,977,265       

Total Revenue 345,107,517 351,685,544 368,117,758     400,493,985     417,676,001     446,903,734     472,871,389     489,196,603     490,882,302     469,598,670     

Expenses
Store and Warehouse Expenses 187,756,587 197,252,341 221,683,474     227,473,135     245,249,677     266,641,028     284,540,926     292,158,936     296,908,402     299,728,086     
Administrative Expenses 45,237,998    44,095,580    47,225,818       48,397,037       47,467,127       51,462,580       53,780,012       55,364,571       75,098,925       87,059,599       
Licensing and Enforcement Expenses 24,226,207    24,533,873    25,306,182       25,320,346       26,365,480       26,797,004       28,511,084       29,426,786       29,836,864       30,332,422       

Total Expenses 257,220,792 265,881,794 294,215,474     301,190,518     319,082,284     344,900,612     366,832,022     376,950,293     401,844,191     417,120,107     

Net Income 87,886,725    85,803,750    73,902,284       99,303,467       98,593,717       102,003,122     106,039,367     112,246,310     89,038,111       52,478,563       

General Fund Excess Revenue Transfer 50,000,000    120,000,000 155,000,000     50,000,000       54,900,000       80,000,000       150,000,000     80,000,000       125,000,000     105,000,000     

Revenue Growth - 1.9% 4.7% 8.8% 4.3% 7.0% 5.8% 3.5% 0.3% -4.3%
Expense Growth - 3.4% 10.7% 2.4% 5.9% 8.1% 6.4% 2.8% 6.6% 3.8%

State Taxes Collected
Johnstown Flood Tax 162,624,899 171,228,909 181,264,200     198,014,940     208,734,920     223,581,505     239,378,608     250,995,726     266,332,120     271,015,028     
State Sales Tax 63,287,310    66,643,056    70,561,087       77,207,473       81,445,914       87,256,313       93,357,597       97,801,841       104,758,942     105,518,049     

Total 225,912,209 237,871,965 251,825,287     275,222,413     290,180,834     310,837,818     332,736,205     348,797,567     371,091,062     376,533,077     

Local Taxes Collected 
Local Sales Tax 3,163,950      3,264,385      3,405,982          3,690,704          3,840,327          4,007,454          4,243,629          4,413,181          4,731,883          6,567,242          

Total 3,163,950      3,264,385      3,405,982          3,690,704          3,840,327          4,007,454          4,243,629          4,413,181          4,731,883          6,567,242          
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Notes: Enforcement operation expenses are included in the Executive Bureau expenses. Fiscal Year 2010-11 revenue growth of 
7.19% is largely due to a change in accounting practices related to freight expenses that affect COGS. Also, the project team’s 
analysis (including the above baseline projections) was completed prior to the availability of Fiscal Year 2010-11 financial results. 
While the above Fiscal Year 2010-11 expenses and revenues are projections, actual unaudited 2010-11 Fiscal Year total revenues 
varied from projections by 0.5 percent and total expenses varied by 3.3 percent. Fiscal Year 2010-11 actual unaudited net income 
was $83.7 million.29

                                                             

29 Fiscal Year 2010-11 PLCB Financial Statements prepared by the Office of the Budget—Comptroller Operations.  

Baseline Scenario Outputs

2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Revenues

Sales Revenue

Sales Net of Taxes 1,511,390,409 1,571,846,025 1,634,719,866 1,700,108,661 1,768,113,007 1,838,837,528

COGS 1,058,769,004 1,084,573,757 1,127,956,708 1,173,074,976 1,219,997,975 1,268,797,894

Revenue From Sales 452,621,405 487,272,268 506,763,159 527,033,685 548,115,032 570,039,634

Other Revenue

Enforcement Fines 1,887,644 2,017,891 2,157,126 2,305,968 2,465,079 2,635,170

License Fees 11,466,852 11,592,987 11,720,510 11,849,436 11,979,780 12,111,557

Miscellaneous Income 3,253,307 2,000,000 2,072,000 2,146,592 2,223,869 2,303,929

Interest Income/loss 369,462 500,000 502,500 505,013 507,538 510,075

Subtotal 16,977,265 16,110,879 16,452,136 16,807,008 17,176,266 17,560,731

Total Revenue 469,598,670 503,383,147 523,215,295 543,840,693 565,291,298 587,600,365

Expenses By Bureau

Executive 52,233,597 54,742,820 57,474,617 60,457,376 63,723,958 66,613,928

Reg Affairs 12,777,616 13,332,644 13,917,565 14,534,664 15,186,226 15,870,634

Admin 8,629,798 9,006,749 9,404,945 9,825,303 10,269,496 10,736,531

Mktg & Merch 9,404,024 9,843,405 10,305,302 10,791,054 11,302,104 11,837,968

Finance 29,144,348 30,823,539 32,661,846 34,679,697 36,900,439 38,880,575

Supply 41,792,485 43,872,106 46,066,220 48,380,669 50,822,830 53,399,652

Retail 263,138,238 274,371,388 287,250,277 300,970,488 315,602,791 331,156,798

Total Expenses 417,120,107 435,992,650 457,080,772 479,639,252 503,807,844 528,496,086

Net Income 52,478,563 67,390,496 66,134,522 64,201,441 61,483,454 59,104,279

GF Excess Revenue 
Transfer 105,000,000 80,000,000 80,000,000 80,000,000 80,000,000 80,000,000

Revenue Growth - 7.19% 3.94% 3.94% 3.94% 3.95%
Expense Growth - 4.52% 4.84% 4.94% 5.04% 4.90%

Average Revenue Growth 2001-2010: 4.3%
Average Expense Growth 2001-2010: 5.9%

Net Income Forecast Range 0.9 0.85 0.8 0.75 0.7
Net Income Low Estimate - 60,700,000 56,200,000 51,400,000 46,100,000 41,400,000
Net Income High Estimate - 74,100,000 76,100,000 77,000,000 76,900,000 76,800,000

1.1 1.15 1.2 1.25 1.3
State Taxes Collected
Johnstown Flood Tax 271,015,028 281,685,451 293,340,229 305,461,198 318,067,006 331,177,046

State Sales Tax 105,518,049 111,211,889 115,683,606 120,334,192 125,170,801 130,200,874

Total 376,533,077 392,897,339 409,023,834 425,795,389 443,237,806 461,377,920

Local Taxes Collected 
Local Sales Tax 6,567,242 6,921,616 7,199,927 7,489,370 7,790,392 8,103,454

Total 6,567,242 6,921,616 7,199,927 7,489,370 7,790,392 8,103,454
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The following are key expense and revenue assumptions of the baseline forecast model.   
 

Expense FY 2009-10 
Forecast 

Rate 

Salaries-Reg Hour $121,179,265 3.6% 
Real Estate $39,351,233 1.0% 
Freight $34,354,743 5.1% 
Health Benefits $29,736,030 7.1% 
Wages-Reg Hour $26,398,496 2.5% 
Specialized Services $21,170,572 11.1% 
Hosp. Ins. $19,124,502 6.0% 
EDP Services $13,291,981 15.0% 
Soc Security $9,616,821 3.1% 
OT Hour Str Time Rate $7,482,705 3.5% 
      

Revenues FY 2009-10 
Forecast 

Rate 
Sales Net of Taxes $1,511,390,409 4.0% 
Enforcement Fines $1,887,644 6.9% 
License Fees $11,466,852 1.1% 
Miscellaneous Income $3,253,307 3.6% 
Interest Income/loss $369,462 0.5% 

 
 
There are inherent risks to any forecast, and the baseline forecast is no exception.  The 
following factors could materially affect the baseline forecast model: 
 
Aggravating Factors 
 
There are multiple factors that could further depress net income.  They include:  
 

 New union contracts that include substantial wage or benefit cost increases. 
 

 Prolonged ERP contract spending. 
 

 Improved commercial real estate market. 
 

 Prolonged sales compression due to a slow economic recovery. 
 

 Other. 
 
Mitigating Factors 
 
Alternatively, there are multiple factors that could enhance net income projections.  They 
include: 
 

 Improved sales due to an accelerated economic recovery. 
 

 Improved sales due to new marketing/advertising strategies. 
 

 New union contracts with significant cost savings concessions. 
 

 A prolonged depressed commercial real estate market. 
 

 Management cost efficiencies. 
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 Other. 
 
To accommodate these, risk ranges have been assigned to the out-year net income forecast.  
Year one (Fiscal Year 2010-11) contains a symmetrical +/-10 percent risk range, and the risk 
range increases by 5 percent for every year thereafter. 
 
 



 

 

 

Benchmarking Analysis
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Benchmarking Analysis 
 
The benchmarking analysis assesses the performance of PLCB relative to other control and 
license states.  It is important to understand not only how PLCB operations compare to other 
control agencies but also how license state systems perform on similar measures.  To 
accomplish this, PFM used a variety of state and industry data sources as well as phone and 
other survey methods.30 
 
Key Highlights 
 

 The project team benchmarked Pennsylvania with both control and license states on a 
variety of key metrics.  
 

 Pennsylvania has relatively low levels of wine and spirit consumption per capita. 
 

 Pennsylvania’s tax and mark-up structure results in a higher tax burden for both wine 
and spirits than most of the comparable states. 
 

 Pennsylvania has significantly fewer stores per 10,000 drinking age residents than most 
of the comparable states. 

 

 PLCB has relatively high operating costs. 
 

 PLCB also has lower profit margins than most other license and control state agencies.  
 
State Comparability Analysis 
 
To benchmark PLCB operations, PFM examined nine control or partial control states and five 
license states.  For control states, those with populations above four million were chosen to 
align with Pennsylvania’s position as the most populous control state.  PFM also included Iowa, 
Utah and West Virginia.  Iowa was the first state to privatize retail operations, which has made it 
a consistent privatization benchmark.  Utah is the only other state that retains complete control 
of both wholesale and retail operations.  West Virginia, though demographically and 
economically different than Pennsylvania, is a bordering state and has privatized retail sales. 
 
The control state group represents the spectrum of state approaches.  Utah retains complete 
control over retail and wholesale operations like Pennsylvania.  Alabama31, North Carolina, 
Virginia and Washington32 have state operated retail stores and retain control of wholesale 
operations.  Iowa, Michigan and West Virginia have privatized retail operations but retain state 
control of wholesale.  Ohio is an agent state but also retains control of wholesale operations. 

PFM also examined five license states with similar regional, demographic and/or economic 
profiles.  Illinois approximates the Commonwealth in key demographics, including drinking age 

                                                             

30 Benchmarking data was collected from agency annual reports, state budgets and other publically available documents. Sales and 
market data were obtained from the Beverage Information Group Wine and Liquor Handbooks.  Operational and regulatory 
information was obtained from the 2009 National Alcohol Beverage Control Association (NABCA) handbook. Both the Beverage 
Information Group and NABCA data are accepted as industry standards.  PFM also contacted state liquor agencies to gather 
workforce and operational data when necessary. 
31 Alabama has a both state and privately operated retail stores. Private retailers filed suit and won the right to sell wine and spirits in 
1981 (Joe Broadwater v. Blue & Gray Patio Club, 1981). 
32 Washington has 159 privately run contract stores which primarily service rural areas of the state. 
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population, median household income and per capita income.  The other license state 
benchmarks are neighboring states. 
 

Comparable States 
 

 
 
 
Demographic and Economic Profiles 
 
Among control states, Pennsylvania has the largest total population and second largest drinking 
age population.  The Commonwealth has a slightly higher than average median household 
income and per capita income. 
 

Demographic and Economic Profiles: Control and Partial Control States 
 

 
 
Sources: American Fact Finder 2005-2009, U.S. Census Bureau. 
 
 
Compared to the examined license states, Pennsylvania has the third largest population, 
significantly above the group average in both total and drinking age population.  While similar on 
median household income, Pennsylvania has a significantly lower per capita income than other 
comparable license states. 

License States
Control/Partial 
Control States

Delaware Alabama
Illinois Iowa

Maryland Michigan
New Jersey North Carolina
New York Ohio

Utah
Virginia

Washington
West Virginia

State Total Population Population 21+ Median HH Income Per Capita Income
Percent Population 

with Bachelor’s 
Degree or Greater 

Alabama 4,633,360 3,303,931 $41,216 $22,732 21.5%
Iowa 2,978,880 2,127,219 $48,052 $25,060 24.2%
Michigan 9,883,640 7,146,269 $48,700 $25,172 24.5%
North Carolina 9,535,483 6,442,248 $45,069 $24,547 25.8%
Ohio 11,536,504 9,641,555 $47,144 $24,830 23.6%
Utah 2,763,885 1,686,838 $55,642 $22,684 28.7%
Virginia 8,001,024 5,533,822 $59,330 $31,180 33.4%
Washington 6,724,540 4,647,212 $56,384 $29,320 30.8%
West Viginia 1,852,994 1,350,025 $37,435 $21,284 17.10%

Pennsylvania 12,702,379 9,137,258 $49,520 $26,739 26.0%
Average (excluding PA): 6,434,479 4,653,235 $48,775 $25,201 25.5%
PA Rank (out of 10): 1 2 4 3 4



   

Liquor Privatization Analysis  Benchmarking Analysis 
Pennsylvania Office of the Budget  47 

Demographic and Economic Profiles: License States 
 

 

Sources: American Fact Finder 2005-2009, U.S. Census Bureau. 
 
 
Per Capita Sales 
 
Per capita wine sales in Pennsylvania are relatively low compared to levels in other license and 
control states.  Pennsylvania’s per capita sales were 742 cases per 1,000 adults, significantly 
below the overall group average of 1,149.  Wine consumption in Pennsylvania was also below 
the average control state level (average 899 per 1,000 adults). 
 
 

Per Capita Sales of Wine: 9-Liter Cases per 1,000 Adults 

 
Source: Wine Handbook 2009. 

 
 
Distilled spirit sales for the Commonwealth (722 9-liter cases per 1,000 adults) were low relative 
to the overall license and control state average (828 9-liter cases per 1,000 adults). 
 
Pennsylvania ranks above the majority of control states in per capita sales of distilled spirits, 
with sale levels slightly above the control state average (695 9-liter cases per 1,000 adults). 
However, among comparable license states, the Commonwealth has significantly lower rates of 
spirit sales than the group average (1,069 9-liter cases per 1,000 adults). 

State Total Population Population 21+ Median HH Income Per Capita Income
Percent Population 

with Bachelor’s 
Delaware 897,934 620,734 $56,860 $28,131 27.5%
Illinois 12,830,632 9,019,463 $53,966 $27,971 29.8%
Maryland 5,773,552 4,032,589 $69,272 $34,389 35.2%
New Jersey 8,791,894 6,249,269 $68,342 $34,263 34.1%
New York 19,378,102 14,069,053 $54,659 $30,645 31.8%
Pennsylvania 12,702,379 9,137,258 $49,520 $26,739 26.0%
Average (excluding PA): 9,534,423 6,798,222 $60,620 $31,080 26.3%
PA Rank (out of 6): 3 2 6 6 6

742 
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Per Capita Sales of Distilled Spirits: 9-Liter Cases per 1,000 Adults 

 
Source: Liquor Handbook 2009. 

 
 
Licenses Per Capita 
 
Pennsylvania has a low number of off-premise stores per drinking-age resident relative to other 
states in the region.  For every 10,000 residents over the age of 21, Pennsylvania has 0.7 
stores, well below the average of 4.8.  Doubling the number of off-premise licenses to 1,226 
would increase the number of stores per 10,000 drinking-age residents to 1.4; however, this 
figure would still be well below the license state average. 
 

Number of Stores per 10,000 Drinking Age Residents (+21) 
 

 
Sources: Various State Annual Reports; U.S. Census Bureau.33 

                                                             

33 The Ohio ratio is based off of 8,245 wine stores.  The State also has 457 agents that may sell spirits, wine, and beer.  The West 
Virginia ratio includes 167 off-premise licenses devoted exclusively to the sale of distilled spirits. 
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It is important to note that Ohio is an agent state rather than a true license state.   Authorized 
agents sell product purchased by the State and earn a commission based on sales. Excluding 
Ohio, the average number of licenses per 10,000 drinking-age resident drops to 4.4; 
Pennsylvania is still well below this revised average. 
 
Licenses by Type 
 
The following table provides a breakdown of off-premise retail locations by type of alcohol sold, 
excluding beer-only distributors.  In Delaware and New Jersey, retail stores carry beer, wine and 
liquor.  Illinois does not provide a breakdown of licenses by alcohol type, but the total number of 
retail licenses is provided.  Wineries and limited wineries were not included in the totals. 
 

Wine and Liquor Retail Licenses by Type among License States 
 

 
 

Sources: Various state licensing divisions; Liquor Handbook 2009. 
 
 

Among control states examined, Pennsylvania has the highest ratio of state stores per 10,000 
drinking age residents.  North Carolina has the second largest ratio of retail stores to population; 
however, these stores are operated by county and municipal boards.  Alabama and Washington 
also have privately owned retail stores, but only state stores are included the table below.  Iowa, 
Michigan and West Virginia have privatized retail operations and have no state-run retail outlets. 
 

 
Retail Stores among Control States 

 

State State Stores 
Population 

(21+) 

Stores Per 
10,000 

Population (21+) 
Alabama 165 3,303,931 0.50 
Iowa -- 2,127,219   
Michigan -- 7,146,269   
North Carolina 418 6,442,248 0.65 
Ohio -- 9,641,555   
Utah 44 1,686,838 0.26 
Virginia 334 5,533,822 0.60 
Washington 164 4,647,212 0.35 
West Virginia -- 1,350,025   
Pennsylvania 613 9,137,258 0.67 

 
Sources: Various state liquor control authorities and annual reports.34 

                                                             

34 Reporting methodologies vary among states which affects comparability. Most recent available data for each state liquor control 
authority was used; Alabama “Annual Report FY2010”;  North Carolina “2010 Annual Report”; Utah “75th Annual Report, 2009-
2010”; Virginia “2010 VABC Annual Report”; Washington “FY 2010 Annual Report”. 

State Beer Liquor Wine/Liquor Beer/Wine Beer/Wine/Liquor Total
Delaware 369 369
Illinois 2,949
Maryland 55 2 450 1,063 1,515
New Jersey 1,784 1,784
New York 11,501 2,817 2,878
Pennsylvania 1,342 613 613
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Tax Rates 
 
State tax structure can have a significant impact on price, which may impact wine and spirit 
sales.  Nearly all license states impose a tax per gallon on the sale of wine, liquor and beer at 
the point of delivery to the retailer.   
 
The Commonwealth’s existing tax burden, particularly relating to wine, is significant compared 
to other license states examined.  Pennsylvania currently applies an 18 percent JFT excise tax 
on wine and spirits.  For comparison, the figures in red represent how the JFT would translate 
into average gallonage tax rates for wine and liquor. 
 

State Tax Rates on Wine and Distilled Spirits 
 

 
 
Source: The Tax Foundation. 

 
When compared to gallonage tax rates in other states, as reported by the Tax Foundation, 
Pennsylvania’s converted gallonage rate for wine would be the highest in the nation.  The 
Commonwealth’s converted distilled spirits rate would rank 14th highest among the states.  The 
national comparison, as presented by the Tax Foundation can be found in Appendix D. 
 
Price Comparison 
 
A price comparison of PLCB’s top selling wine and spirit brands indicates that PLCB prices are 
generally higher relative to those in surrounding states.  Among Pennsylvania’s top selling wine 
brands, PLCB’s prices are 19.6 percent to 39.6 percent higher than comparable license state 
averages.  A 1.5 liter bottle of Sutter Home White Zinfandel, the State’s top selling wine brand, 
retails for $9.99 in Pennsylvania but $7.99 on average in the benchmarked states.  A 750 
milliliter bottle of Kendall Jackson Chardonnay retails for $14.99 in Pennsylvania, $2.46 more 
(19.6 percent) than the group average. 

Rates
Pennsylvania 

(current)
Delaware Illinois Maryland

New 
Jersey

New 
York

Ohio
West 

Virginia
Sales Tax 6.00% 0.00% 6.25% 6.00% 7.00% 4.00% 5.50% 6.00%
Excise Tax 18.00% -- -- -- -- -- -- --
Gallonage - Liquor $8.31 $5.46 $8.55 $1.50 $5.50 $6.44 $9.04 $1.85 
Gallonage - Table Wine $5.84 $0.97 $1.39 $0.40 $0.88 $0.30 $0.32 $1.00 
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Wine Price Comparison: Top Five Selling Brands in Pennsylvania 
 

 
 

Source: Pennsylvania Liquor Control Board’s Fine Wine & Good Spirits on June 12, July 22; Phone Surveys on June 
1, 15, 30, July 21, 22, 23. 

 
PLCB prices for top selling distilled spirit brands are close to the average retail price in 
comparable license states.  A 750 milliliter bottle of Absolut Vodka retails for $19.99 in 
Pennsylvania, $0.24 or 1.17 percent lower than average surveyed prices in other regional 
states.  However, among the other top five sold distilled spirits products in Pennsylvania, 750 
milliliter bottles of Grey Goose Vodka and Captain Morgan’s Spiced Rum have the greatest 
price variation, priced 5.7 percent and 9.8 percent greater, respectively, than the retail average 
in benchmark states. 
 

Distilled Spirit Price Comparison: Top Five Selling Brands in Pennsylvania 
 

 
 

Source: Pennsylvania Liquor Control Board’s Fine Wine & Good Spirits on June 12, July 22; Phone Surveys on June 
1, 15, 30, July 21, 22, 23. 

 

Ranked by Sales in Dollars, RY 2009-2010 1st 2nd 3rd 4th 5th

Item
Sutter Home 

White Zinfandel
Kendall Jackson 

Chardonnay
Cavit Pinot Grigio

Woodbridge 
California 

Chardonnay

Yellow Tail 
Chardonnay

Size 1.5L 750ml 1.5L 1.5L 1.5L
Kreston Wine & Spirits - Middletown, DE $7.99 $11.99 $10.99 $10.99 $11.99
Total Wine - Wilmington, DE n/a $10.95 $7.95 $9.95 $8.95
ABC Liquors - Baer, DE $7.99 $12.99 $9.99 $9.99 $8.99
Uncorkit Chicago - Chicago, IL n/a $12.99 $9.99 $15.59 $7.99
Binny's Beverage Depot - Skokie, IL $8.49 $15.99 $14.99 $8.49 $9.99
Family Beer - East Dubuque, IL $8.99 $9.99 $11.99 n/a $8.99
State Line Liquors - Elkton, MD $7.49 $14.99 $7.99 $10.99 $10.99
Total Wine - Beltway, MD $7.99 $12.99 $12.99 $11.50 $12.99
Wells Discount Liquors - Baltimore, MD $6.97 $9.97 $8.97 $8.97 $9.99
Joe Canal's Discount Liquors - Hammonton, NJ $8.99 $12.99 $7.99 $7.49 $10.99
M & D Fine Wines & Spirits - Trenton, NJ $6.97 $11.17 $12.17 $10.47 $10.47
Total Wine - Cherry Hill, NJ $6.97 $9.97 $9.97 $9.97 $10.99
Liquor Pantry - Port Chester, NY $9.99 $14.99 $7.99 $12.99 $11.99
Beacon Wine and Spirits - Manhattan, NY n/a $14.99 $15.99 $14.99 $14.99
Empire Wine & Spirits - Albany, NY $6.99 $10.99 n/a n/a n/a
Average Price: $7.99 $12.53 $10.71 $10.95 $10.74
PLCB - Retail Price: $9.99 $14.99 $13.99 $13.99 $14.99
PLCB +/- Average: 25.11% 19.63% 30.61% 27.74% 39.63%

Ranked by Sales in Dollars, RY 2009-2010 1st 2nd 3rd 4th 5th

Item
Jack Daniels 
Black Label

Grey Goose 
Vodka

Captain Morgan's 
Spiced Rum

Jagermeister Absolut Vodka

Size 750ml 750ml 750ml 750ml 750ml
Kreston Wine & Spirits - Middletown, DE $20.99 $26.77 $14.99 $17.99 $18.77
Total Wine - Wilmington, DE $19.99 $27.99 $13.99 $18.99 $18.99
ABC Liquors - Baer, DE $19.99 $28.99 $15.99 $19.99 $19.99
Uncorkit Chicago - Chicago, IL $26.59 $32.99 $17.59 $23.99 $24.59
Binny's Beverage Depot - Skokie, IL $22.99 $23.99 $15.99 $19.99 $19.99
Family Beer - East Dubuque, IL $22.99 $28.99 $14.99 $18.99 $18.99
State Line Liquors - Elkton, MD $19.99 $29.99 $14.99 $19.99 $19.99
Total Wine - Beltway, MD $16.99 $27.99 $12.99 $19.99 $16.99
Wells Discount Liquors - Baltimore, MD $19.99 $26.99 $15.99 $17.99 $21.99
Joe Canal's Discount Liquors - Hammonton, NJ $21.09 $29.09 $18.09 $20.99 $18.09
M & D Fine Wines & Spirits - Trenton, NJ $22.99 $30.99 n/a $19.99 $21.99
Total Wine - Cherry Hill, NJ $20.09 $29.09 $18.09 $17.99 $18.09
Liquor Pantry - Port Chester, NY $24.99 $31.99 $22.99 $19.99 $24.99
Beacon Wine and Spirits - Manhattan, NY n/a $34.99 n/a n/a $21.99
Empire Wine & Spirits - Albany, NY n/a $28.95 n/a $20.95 $17.95
Average Price: $21.51 $29.32 $16.39 $19.84 $20.23
PLCB - Retail Price: $21.99 $30.99 $17.99 $19.99 $19.99
PLCB +/- Average: 2.22% 5.70% 9.76% 0.73% -1.17%
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While the above price comparisons are not exhaustive, they illustrate how PLCB pricing is 
generally less competitive on high volume products compared to private retail pricing. 
 
It can be argued that license state retailers will price high selling products lower than their 
control state counterparts.  Private sector retailers often employ a variable pricing strategy to 
markups: high volume products generally have lower markups and low volume items generally 
have higher markups.  PLCB is unable to engage in variable pricing and instead applies a 
uniform markup across product types and across the state. 
 
Given its markup structure, PLCB is likely more competitive on lower-volume, higher priced 
items.  Private retailers will likely apply a higher markup for these items.  PLCB applies a 30 
percent markup on each dollar of product sold up to $65, but just a 10 percent markup is applied 
to each dollar over $65.  This effectively reduces the actual markup below 30 percent for more 
expensive products.  It should be noted that luxury items do not constitute a large percentage of 
PLCB’s sales. 
 
Restrictions 
 
Control and license states impose varying degrees of regulation on the off-premise sale of wine 
and spirits. 
 
Pennsylvania currently limits the number of restaurant liquor and eating place retail dispenser 
licenses to 1 per 3,000 county residents.  This number does not apply to public venues, 
performing art facilities, hotels and other locations, such as golf courses.  The State also 
restricts retail sales on Sundays, allowing only 25 percent of PLCB stores to be open.  In 
addition, PLCB retail staff and on-premise establish employees must be 18 years of age to 
serve or handle alcohol or work in the state store. 
 
Other license and control states have population quotas, minimum age and Sunday hour 
requirements.  A matrix detailing a number of restrictions among control and license state sale 
of wine and spirits is provided in Appendix D. 

 
 

Operating Costs 
 
Comparatively, PLCB has high operating expenses among control states.  In Fiscal Year 2009-
10, PLCB’s operating costs as a percentage of total sales were 27.6 percent, well above the 
average of 13.9 percent.  States that have privatized retail but retain wholesale operations - 
Iowa, Ohio and Michigan - have a below average ratio of operating costs to total sales, in part 
due to the privatization of their retail systems.  In both Fiscal Year 2007-08 and 2008-09, PLCB 
had the highest operating costs as a percent of total sales.  The detail supporting this 
conclusion can be found in Appendix D. 
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Operating Costs as a Percentage of Total Sales (Fiscal 2009-10) 

 

 
Source: Various annual reports.35 

 
 
Personnel Costs 
 
From 2007 to 2010, the agency’s full-time and part-time employee headcount has increased, 
growing 3.8 percent and 7.5 percent, respectively.  The headcount totaled 5,333 in Fiscal Year 
2009-10.  That year, total personnel costs were $230.5 million; of that, $160.5 million was direct 
compensation costs. 
 
Among other control states where data is available, PLCB has a significantly higher percentage 
of personnel costs compared to total sales.  Wages and benefits constitute 15.3 percent of the 
agency’s total sales, well above the control state average of 4.3 percent.  As previously noted, 
Iowa and Michigan have privatized retail operations, and they primarily employ central office 
staff. 

                                                             

35 Reporting methodologies vary among states which affects comparability. Most recent available data for each state liquor control 
authority was used;  Pennsylvania 2009-2010  financial statements; Alabama “Annual Report 2008-2009”; Iowa “Annual Report 
2010”; Michigan “Annual Financial Report,” 2009; North Carolina “2010 Annual Report”; Ohio “Fy2009-2010 Annual Report”; Utah 
“75th Annual Report, 2009-2010”; Virginia “Mission in Review 2010”; Washington “FY 2010 Annual Report”.  Iowa data does not 
include enforcement expenses. 
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Personnel Costs as a Percentage of Total Sales (Fiscal 2009-10) 
 

 
Source: Various annual reports.36 

 
 
Full-Time Complement Levels 
 
The ratio of full-time complements per million dollars of total sales is a way to compare staffing 
levels across organizations of varying size.  Among control states where data is available, PLCB 
has a significantly higher ratio (2.2), second only to Alabama.  North Carolina has the lowest 
ratio of employees per total sales, as retail staff is employed by counties rather than the state.  
Iowa, Ohio and Michigan also have significantly lower complement ratios compared to gross 
sales, in large part due to having privatized retail operations. 
 

Full-Time Complement per Million of Total Sales (Fiscal 2009-10) 
 

 
Source: Various annual reports.37 

                                                             

36 Reporting methodologies vary among states which affects comparability. Most recent available data for each state liquor control 
authority was used;  Pennsylvania 2009-2010  financial statements; Alabama “Annual Report 2008-2009”; Iowa “Annual Report 
2010”; Michigan “Annual Financial Report,” 2009; North Carolina “2010 Annual Report”; Ohio “Fy2009-2010 Annual Report”; Utah 
“75th Annual Report, 2009-2010”; Virginia “Mission in Review 2010”; Washington “FY 2010 Annual Report”. 
37 Reporting methodologies vary among states which affects comparability. Most recent available data for each state liquor control 
authority was used;  Pennsylvania 2009-2010  financial statements; Alabama “Annual Report 2008-2009”; Iowa “Annual Report 
2010”; Michigan “Annual Financial Report,” 2009; North Carolina “2010 Annual Report”; Ohio “Fy2009-2010 Annual Report”; Utah 
“75th Annual Report, 2009-2010”; Virginia “Mission in Review 2010”; Washington “FY 2010 Annual Report”. 
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Gross Profit Margin 
 
Relative to other control states, PLCB has low gross profit margins.  For each dollar of total 
sales revenue, PLCB retains approximately $0.30; the average for control states is $0.39 (a 
29.1 percent difference).  Consequently, PLCB has a smaller percentage of total sales revenue 
to put toward other costs and obligations than comparable control states. 
 

Gross Profit Margin (Fiscal 2009-10) 
 

 
Source: Various State annual reports.38 
 
 

In Fiscal Years 2007-08 and 2008-09, PLCB had one of the lowest gross margins (33.5 and 
31.9 percent, respectively) compared to the group averages (41.3 and 39.9, respectively).  The 
data supporting this analysis can be found in Appendix D. 
 

Profit as a Percentage of Total Sales 
 
Profit as a percentage of gross sales is a key metric when evaluating financial performance of 
an operation.  PLCB had lower profit margins (3.5 percent) than the majority of control states 
where data was available (average of 19.6 percent) in part due to the agency’s significant 
operating costs.  Iowa, Ohio and Michigan (three of the more profitable state operations), have 
privatized their retail systems. 

                                                             

38 Reporting methodologies vary among states which affects comparability. Most recent available data for each state liquor control 
authority was used;  Pennsylvania 2009-2010  financial statements; Alabama “Annual Report 2008-2009”; Iowa “Annual Report 
2010”; Michigan “Annual Financial Report,” 2009; North Carolina “2010 Annual Report”; Ohio “Fy2009-2010 Annual Report”; Utah 
“75th Annual Report, 2009-2010”; Virginia “Mission in Review 2010”; Washington “FY 2010 Annual Report.”  Iowa data does not 
include enforcement expenses. 
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Profit as a Percentage of Total Sales (Fiscal 2009-10) 

 
Source: Various annual reports.39 

 
An examination of profit as a percent of sales in Fiscal Years 2007-08 and 2008-09, as found in 
Appendix D, revealed that PLCB has consistently been one of the least profitable control state 
agencies, even during years of stronger sales. 
 
 
 

                                                             

39 Reporting methodologies vary among states which affects comparability. Most recent available data for each state liquor control 
authority was used;  Pennsylvania 2009-2010  financial statements; Alabama “Annual Report 2008-2009”; Iowa “Annual Report 
2010”; Michigan “Annual Financial Report,” 2009; North Carolina “2010 Annual Report”; Ohio “Fy2009-2010 Annual Report”; Virginia 
“Mission in Review 2010”.  Iowa data does not include enforcement expenses. 
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State Privatization Options 
 

 
PFM was charged with reviewing a variety of privatization options and approaches when 
considering the delivery of services currently provided by PLCB.  As discussed in the preceding 
chapters, the range of business models employed in license and control states varies widely.  
As part of this analysis, the PFM team selected and reviewed a number of representative 
options for consideration in evaluating privatization.  Each option can be developed to meet 
some or all of the Commonwealth’s policy goals.  While there are other privatization options, 
and many variations of the ones chosen, the following cross-section presents a representative 
sample for policy makers to consider. 
 
Key Highlights 
 

 Nine options, providing varying degrees of privatization, are presented for consideration; 
they range from a single P3 transaction to a modernization of PLCB operations, with 
variants in between the two extremes. 
 

 Each option has implications for consumer convenience, price competition, Fiscal 
Neutrality and up-front revenues. 

 

 Recent privatization experiences in other states have centered on privatizing the retail 
operations and retaining wholesale operations. 

 
Continuum of Privatization Options and Approaches 
 

1. Public–Private Partnership (P3) 
 
In a Public-Private Partnership (P3), a single private investor or group of investors is 
selected to either lease the exclusive right to sell wine and liquor in Pennsylvania or 
enter into an agreement to manage the public distribution system.  P3s can be 
structured in various ways but, typically, involve a large initial capital investment and 
some continuing level of payments over time; terms and conditions are detailed in a 
lease agreement or management contract.  Governmental P3 transactions, which are 
more common in other countries, are growing in popularity for revenue-producing assets 
such as toll roads, alcohol enterprises and lotteries. 
 
While complex to structure and negotiate, P3s can reduce privatization to a single 
transaction where the fiscal terms can be reliably defined.  The transaction could involve 
one or both of wholesale and retail operations.  A P3 can maximize the up-front value to 
the Commonwealth, since leases can be as long as 99 years.  These long (albeit highly-
discounted) terms permit the State to pull-forward value for a much longer period than a 
license auction, where winning bidders typically amortize their up-front franchise 
payments over a considerably shorter period of time.  Virtually all the terms and 
conditions for the sale of alcohol would be detailed in a long and complicated lease 
document.  Thereafter, the P3 owner would be free to operate in the way they choose as 
long as they comply with the terms of the lease.  At the end of the lease, the 
Commonwealth could choose to engage in another P3 transaction or devise other 
methods for the sale and distribution of wine and spirits. 
 
Like any contract, the terms are likely to dictate the value:  the more freedom the 
operator has to structure and modify the business activity to maximize return on 
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investment, the greater the value.  Conversely, the more restrictions and conditions 
imposed, the lower the value. 
 
P3s can also transfer risk.  If Pennsylvania were to auction licenses, it would be subject 
to the individual judgment of hundreds, or even thousands, of businesses about the 
value of the license.  Risks include: 
 

 Transaction risk:  In a P3, this risk is managed in a single transaction, and the 
subsequent risk of any franchising that may be allowed is transferred to the 
lease-holder. 
 

 Market risk:  The P3 agreement insulates the State from the risk that the market 
for alcohol may change dramatically; either in Pennsylvania and/or in 
surrounding states, by locking-in value today.  Of course, market forces could 
also be positive, and the State would have foregone that benefit. 

P3 transactions have the most up-front financial benefit when the length of the term is 
significant.  It is reasonable to expect that the conditions under which the enterprise 
would function – both the economic and public policy environment – would remain 
stable, and the State would be able to articulate all of the terms and conditions it desires.   

The State of Maine, a control state, has entered into a P3 agreement with a single entity 
to perform the wholesale functions (warehousing and delivery) for distilled spirits and 
fortified wines.  Maine contracts with agents to retail alcoholic beverages and 
compensates them via commissions. 40   Maine’s most recent budget included the 
requirement that the State renegotiate or extend the contract for wholesale of distilled 
spirits and fortified wine by June 2013 (the original 10 year contract, signed in 2004, is 
scheduled to expire in 2014) with an upfront payment of at least $20 million.  Maine 
leased the wholesale function to a private entity in 2004 for approximately $125 million.41 
 

2. Free Market, Full Privatization (Wholesale and Retail) with Little Regulation 
 
This approach allows the free market to determine the levels of price, selection and 
convenience with little regulatory interference.  Licenses would be issued to all 
responsible entities that meet eligibility requirements to perform retail and wholesale 
functions.  Rather than setting a cap on the number of licenses, the market would 
determine the number for each of the retail and wholesale functions.  The 
Commonwealth – fully removed from the retail and wholesale activity – would serve as 
the regulator of the industries.  Most current laws regarding alcohol would remain in 
place, and the Commonwealth would regulate and enforce those activities it deems 
necessary to ensure public safety, adherence to applicable laws and ensure suitable 
business practices. 
 
This approach would eliminate up-front revenue from licensees other than a basic 
license fee and/or application payment.  Any substantial payment requirement could 
hamper the operation of the free market.  However, this approach is likely to generate 
revenue from on-going licensee fees, since there would likely be many more licenses 

                                                             

40 Maine Bureau of Alcoholic Beverages & Lottery Operations, Department of Administrative & Financial Services. 
41 A recent study projected the value of the State’s wholesale operations (as of 2009) at approximately $380 million. 
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issued than in other approaches.  Several states take this approach, including California 
and Illinois. 
 

3. Full Privatization (Wholesale and Retail) with Limits [particularly around number 
or types of licenses] 
 
This approach is similar to the second approach, but it imposes additional regulatory 
requirements and a limit on the number of available licenses.  The scarcity of licenses 
would increase the associated valuation by incenting competition in an auction-based 
process.  This approach yields significant up-front revenue. 
 
This option substitutes some portion of market-based privatization with a more managed 
process.  The market would retain significant power to determine where and to whom 
the licenses are awarded (based upon the creation of an optimal auction strategy by the 
Commonwealth).  Any additional regulations, such as what entities can or cannot bid on 
the licenses, what are acceptable ancillary business activities of licensees, what are the 
physical space requirements, etc., would likely reduce valuation.  The valuation impact 
of such restrictions does not readily lend itself to modeling, but this potential loss can be 
significant and is important to consider.  If too few licenses are allocated, there could be 
some concern that there will not be sufficient market competition.  Conversely, if there 
are too many licenses, it will dilute the value of each license. 
 

4. Auction Wholesale Licenses with Limits, Open Licensing of Retail 
 
This option would employ the managed privatization approach discussed above to 
wholesale distribution, limiting the number and auctioning wholesale licenses to the 
highest bidders.  However, it would use the free market approach to retail licensure, 
permitting licenses to be issued to all qualified applicants and imposing recurring license 
fees.  If desired, retail licenses could be capped at a certain per capita level similar to 
that of other open market states, but the number of stores would likely be significantly 
greater than the number of current PLCB stores.   
 
Under this approach, there would be significantly less up-front franchise revenue raised, 
but significantly higher on-going license fee revenue due to the increased number of 
retail licensees.  The open retail licensing would allow the market to dictate the 
appropriate number of retail outlets and ensure greater convenience and price 
competition for the consumer while concentrating the revenue extraction on a smaller 
number of wholesale businesses where brand-specific franchises and other methods 
could be used to maximize value without market distortions in the retail industry. 
 

5. Phased Privatization, Either Retail or Wholesale First, Followed by the Other  
 
A phased method to achieve full privatization requires either wholesale or retail 
operations to be initially privatized and the market given time to stabilize before the 
second function is privatized. This could be accomplished in a single legislative step or 
in multiple steps. 
 
Several states have chosen to privatize retail operations first.  This removes the ‘public 
face’ of state control at retail stores while maintaining, for a longer period, the financially 
lucrative wholesale operation.  It also achieves the majority of the State workforce 
reductions and private-sector business development and allows greater control over the 
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transition, as the State would still be the wholesale supplier.  Fewer revenue changes 
would be needed to minimize the fiscal impact, since the State would retain a portion of 
mark-up revenue during this phase.  This method also allows the wholesale industry to 
see the composition of the retail market before bidding on licenses.  Removing this 
uncertainty may add to wholesale valuation. 
 
Alternatively, wholesale privatization could be executed first.  These operations are more 
concentrated in perhaps dozens of potential licensees rather than hundreds or even 
thousands of retail applicants.  The first phase would be faster, as fewer regulatory 
requirements would need to be drafted and adopted, and the number of applicants is 
smaller, making the auction process more manageable.  The smaller applicant pool 
could permit the State to use revenue maximization techniques such as licensing a 
single statewide franchise by brand or regional exclusivity, if desired.  This approach 
also minimizes the need for immediate revenue changes, since the State would retain 
the retail mark-up (albeit based on a privatized wholesale price). The Commonwealth 
would still have economic leverage and regulatory tools to manage the transition 
because, initially, it would be the wholesale industry’s sole customer.  Finally, 
privatization of retail operations would be done without uncertainty about the wholesale 
supply chain.    
 

6. Retail Privatization with Private Stores and PLCB Maintains Wholesale Operations 
 

A variation on option five, the State could only privatize the retail operation.  PLCB 
wholesale operations are already largely handled by private sector contractors that 
operate the warehouses and trucking operation.  There is practical experience in other 
states with privatization of the retail function in sales of alcoholic beverages.  Iowa and 
West Virginia followed this approach, as did the recent proposal in Virginia.  This would 
likely lead to a lower valuation from the auction of retail licenses, since private 
companies could only buy product from the Commonwealth.  If this option is chosen, 
significant consideration would need to be given to the structure and operation of PLCB 
as a wholesaler and the handling of private-label product, among other issues.42  Of 
course, up-front revenue would be smaller since no wholesale licenses would be sold. 

 
Discussions of the Iowa and West Virginia experience with this approach and Virginia’s 
current consideration of this approach are included in Appendix E.  
 

7. Retail Privatization via PLCB Agents Selling PLCB Product and PLCB Maintains 
Wholesale Operation 
 
Control states, such as Maine, Michigan, Ohio and Vermont, retain some control of retail 
operations through the use of agents.  In this approach, the state generally applies a 
percentage commission on an initial volume of sales, with a smaller, additional 
percentage for volume increments above the initial volume.  This option shares cost risk 
between the state and agent.  Another approach is to apply a flat percentage 
commission to the total volume of sales, as is done in New Hampshire and Ohio.  A third 
alternative is to sell the goods at a discounted percentage.  Maine applies a varying 
discount rate based upon the price of the product sold.  In this structure, the cost risk 

                                                             

42 Private label products are manufactured for a retailer to sell under its ‘house brand’ label.  This allows manufacturers and retailers 
to shorten the supply chain, which can increase profitability. 
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resides mostly with the agent in terms of sale of product, with payment up-front at the 
discounted price.43 
 
This approach privatizes the most visible portion of the system and retains the wholesale 
operation and associated revenues.  Additional benefits of this approach include 
incenting performance in the form of commissions to the agents, a shift in  some of the 
cost risk to the agent (depending upon methodology) and maintaining some of the 
Commonwealth’s ability to control the market (hours, operation requirements, pricing, 
etc. could be structured by regulation). 
 
If the Commonwealth were to adopt this approach, retention of some form of market 
control could be either an advantage or disadvantage.  Retaining market control does 
not fully allow privatization to occur and may result in operations that do not fully meet 
consumer demands.  Additionally, the Commonwealth would pay agent 
fees/commissions to retail entities.  The fees/commissions would not exist in the prior 
forms of privatization.  No up-front license fees are likely to be realized in this scenario.  
Instead, annual agent fees may allow the State to maintain Fiscal Neutrality. 
   

8. Hybrid Retail with PLCB Stores and a Set Number of Private (License) Stores and 
PLCB Maintains Wholesale Operation 
 
This model would maintain a set number of PLCB retail stores and introduce a set 
number of private licensed retail stores.  The Commonwealth would also retain PLCB 
wholesale operations and the associated revenues.  Several states, primarily where 
access for rural populations may be an issue, use this model. 
 
This model could also be viewed as a form of managed competition between the public 
and private sectors.  Under this approach, the two sectors could compete for market 
share through pricing, service, selection and other factors valued by consumers.  After a 
defined period of time, the Commonwealth’s policy makers could assess the 
performance and viability of each sector and move forward as they deem appropriate. 
 
This model could be structured so that a set number of retail licenses would be 
auctioned and, based upon the licensees’ geographic distribution, PLCB or agent stores 
would be located to ensure sufficient market coverage.  It is likely that most licensees 
would be located in the more densely populated and high income areas of the 
Commonwealth, with PLCB or agent stores in the more rural areas of the 
Commonwealth. 
 
This is the narrowest form of privatization, as it only privatizes a portion of the PLCB 
retail operations and maintains the wholesale operations.  Additionally, PLCB and the 
Commonwealth would retain and continue to accrue some legacy costs associated with 
retail operations and employees. 
 

                                                             

43 In Maine, if the price of product is under $15.00, a 9 percent commission in the form of a discount at time of purchase from 
wholesale is applied; if the price of product is $15.01 to $24.99, a 10 percent commission in the form of a discount at time of 
purchase from wholesale is applied; and if the price of product is $25.00 or greater, a 12 percent commission in the form of a 
discount at time of purchase from wholesale is applied. 
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9. Enhance PLCB Operations and Allow for a More Private-Sector-like PLCB within 
Existing Structure 
 
Similar to the initiatives suggested by PLCB, this model would allow PLCB to enact 
certain reforms to allow it to function and operate more like the private sector.  Identified 
initiatives could include: 
 

 Remove Sunday sales restrictions and extend Sunday sales hours. 
 

 Increase licensing fees. 
 

 Authorize the PLCB Board of Directors to modify bailment fees. 
 

 Allow PLCB to acquire goods/services outside of the Commonwealth’s procurement 
code. 

 

 Changes to staffing and human resource management. 
 

 Allow market-based pricing. 
 

This model could achieve Fiscal Neutrality and provide reasonable assurance regarding 
adverse behavior.  Unlike the other approaches, this is not a privatization option, as the 
State will still maintain the wholesale and retail operations. 
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Assessment of PLCB Privatization Options 
 
Chapter Summary 
 
Each of the nine privatization options was measured against the five charges from the 
Commonwealth.  Options that did not meet the charges were no longer considered.  The 
remaining options were analyzed in more detail.  Upon further analysis, the options providing 
the ‘best fit’ with the charges are: 
 

 Full privatization of both wholesale and retail operations, with certain limits – 
particularly around number or types of licenses (option three). 

 

 Auction limited wholesale licenses, open market-based retail licenses (option four). 
 
Key Highlights 
 

 A range of nine privatization options was analyzed for fit with the Commonwealth’s 
charges. 
 

 Option three, a wholesale and retail auction, and option four, auctioning limited 
wholesale licenses and open market-based retail licenses, are deemed the best-fit 
options for the five charges provided. 

 

 After discussions with the Commonwealth, options three and four are the focus of the 
remainder of the analysis. 

 
Criteria in the Assessment of Privatization Options 
 
PFM used the five charges from the Commonwealth as the starting point for assessing the nine 
privatization options.  The charges from Commonwealth: 
 

 End State sales of wine and distilled spirits, and allow the free market to promote 
greater convenience and price competition for Pennsylvania consumers and the 
hospitality industry. 
 

This includes the primary objective of ending State sales of wine and distilled spirits, 
consistent with statements from Governor Corbett.  In assessing the type of market 
structure that may exist in privatization, the numbers and the types of retail licensees 
have an important impact on convenience and price competition.  Regulatory 
requirements such as space, ancillary business activity and geographic locations, 
could have an impact on what licensees exist and where they are located.  These 
factors are important considerations when assessing convenience to the consumer. 

 
Second, a privatization option must create sufficient price competition for the 
consumer.  Given that cost of product and transportation from the manufacturer are 
more or less constant, the three variables that most affect price are the level of 
taxation, mark-up rates and market pressure (competition).  Taxation is generally 
static, while market pressure is dynamic.  The extent of market pressure can have a 
positive or negative impact on mark-up.  Thus, to satisfy this charge, an option 
should provide price competition through market pressure. 

 
Third, a privatization option must be structured so as to ensure consumer selection 
meets or exceeds demand.  A competitive market may be sufficient to provide this, 
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as retailers and wholesalers will discern the market demands to sustain their 
businesses. 
 

 Assure strict enforcement of reasonable regulations to protect the public and 
consumers. 
 

A privatization approach must satisfy the need for reasonable and appropriate 
regulation to address problems associated with alcohol consumption, such as 
underage drinking and sales to intoxicated patrons.  Safeguards and regulatory 
methods to combat adverse actions must be straight-forward, strictly enforced, allow 
for sufficient ease of enforcement/compliance, and – to the extent possible – not 
inhibit market activity in order to satisfy this charge. 
 
Privatization is different from de-regulation.  The Commonwealth can still have clear 
and strong regulations that protect the consumer, guard against the adverse social 
impacts of alcohol sales and impose significant and tightly enforced penalties for 
non-compliance in a privatized system.  But, to the extent practicable, privatization 
should allow the private sector licensees to determine the best methods for achieving 
compliance. 

 Consider the careers and economic well-being of state employees impacted by this 
change. 
 

PLCB has a large workforce and the State is committed to devising fair and efficient 
methods of addressing any dislocation.  This should include devising suitable 
methods that allow workers to continue to serve the people of Pennsylvania, retire or 
have the opportunity to seek and obtain gainful employment in the private sector. 
 

 Achieve up-front value of the franchise transfer so that the Commonwealth will have 
resources to achieve other priority goals. 
 

Some privatization approaches may yield significant revenue.  This revenue can be 
generated in the form of up-front payments for the ‘franchise’ (the privilege of selling 
wine and liquor in Pennsylvania) or through significant fees.  The respective 
industries are willing to pay for the privilege of wholesaling and retailing wine and 
distilled spirits in the Commonwealth.  However, the industries are generally only 
going to make a significant financial investment in one part of the contractual 
arrangement: either in the form of up-front or on-going payments – but not both. 

 
 Assure that the fiscal impact to the state is neutral going forward. 

 

Privatization of revenue-producing entities can create ‘stranded costs’ – expenditures 
previously supported by revenues forgone in privatization.  An important goal for the 
Commonwealth in privatization of its wholesale and retail operation is to address 
stranded costs.  Accordingly, a privatization option must attain Fiscal Neutrality, 
where on-going revenues cover all PLCB residual expenses (primarily regulatory and 
licensing expenses), alcohol-related programs provided by the Department of Health, 
enforcement efforts of the State Police and current tax revenues and profit transfers 
to the State General Fund.  As the associated revenue streams are maintained or 
eliminated, decisions regarding Fiscal Neutrality options must be considered.  This 
matter is discussed in greater length in the Fiscal Neutrality chapter of this report. 
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Each charge has some relationship to the others.  For example, if a policy is formulated to 
ensure price competitiveness, there are likely to be impacts on Fiscal Neutrality, consumer 
convenience, selection and regulation.  It is important to assess the impact of satisfying each 
charge.  To do so, it is necessary to limit the assessed options, and the report analyzes the nine 
discussed in the previous chapter.  This allows a more narrow focus due to the interrelated 
nature of the variables at play in the analysis. 
 
Analysis 
 
PFM assessed each option to determine the degree to which it meets (or does not meet) the 
Commonwealth’s charges.  While many of the options can be structured to satisfy the desired 
results of the Commonwealth, few, if any, are a ‘perfect’ match.  The recommended policy is 
likely to require certain trade-offs to achieve a result that would constitute the best form of 
privatization for the Commonwealth and consumers based upon the identified policy goals.  The 
following details the range of options and discusses characteristics of each approach.   
 

1) Public–Private Partnership (P3) 
 

P3 agreements typically work best where there is general consensus on the end results 
to be achieved and a small set of variables to be addressed in the contractual 
agreement.  In Pennsylvania and across the nation, there is a broad and diverse societal 
opinion on alcohol policy.  As a result, attempting to execute a deal of this magnitude 
with significant disagreement on key variables is a challenging prospect.  Reaching 
agreement on lease details would likely take a significant amount of time and delay the 
implementation and consumer benefit associated with changes to the current system.   
 
However, this could be an appealing option if the predominant policy goal is to obtain 
significant revenue to dedicate to a policy requiring an up-front investment.  Additionally, 
it can be argued that a true free market approach would entail little regulation – outside 
of setting minimal standards and requirements.  While this could add to overall 
generated revenue, it could also result in store locations and hours that may be of 
concern to some Commonwealth citizens.  
 
In the end, while this option may result in the largest amount of up-front revenue and 
consideration for current employees could be structured within the final agreement, its 
likelihood of success is reduced by the lack of agreement on what a P3 delivery system 
would look like in Pennsylvania.  Given this fundamental fact, it is not clear that its 
resulting characteristics would necessarily align with the stated goals of enhanced 
convenience and price competition for the consumer and timing issues for 
implementation.  This could lead to protracted and difficult lease negotiations that might 
not succeed or could dramatically reduce value.  Thus, the project team does not 
consider it a viable option for this analysis.  It should be noted, however, that this option 
could still be considered once broader agreement is reached on many of the key policy 
issues. 
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2) Free Market, Full Privatization (Wholesale and Retail) with Little Regulation 
 

Under this approach, most current laws regarding alcohol would remain in place, but the 
Commonwealth would not regulate more activities than it deems necessary to ensure 
public safety adherence to applicable laws and suitable business practices.  This option 
does not achieve up-front value, as there would be no auction process and associated 
proceeds.  With market-based retail licenses (perhaps 3,000 to 4,000) and little 
regulation, there could be challenges related to adverse behavior.  As a result, the 
Commonwealth’s ability to ensure appropriate countermeasures is more complicated 
and challenging. 
 
As the market would dictate the ‘suitable’ number of licensees, this scenario is more 
likely to generate revenue in the form of on-going licensee fees.  Given the potentially 
large number of new retail outlets, consideration for current employees would have a 
reasonable fit with this form of privatization.  However, based on concerns around 
counter measures and maximizing up-front revenue, this option is not included for further 
analysis. 

 

 
 

3) Full Privatization (Wholesale and Retail) with Limits [particularly around 
number or types of licenses] 

 

This approach adds additional regulatory requirements and a scarcity factor to license 
availability that other options may lack.  By committing and scheduling the privatization 
process for both operations (regardless of which goes first), there is sufficient 
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reassurance for the market that the second operation will be transitioned to the private 
sector and a sufficient idea as to its design.  The associated valuation would increase, 
as a defined limit on licenses will incent competition in an auction-based dissemination 
process.  The location, base and rate of taxes and fees can be structured to ensure 
Fiscal Neutrality.   
 
This more controlled form of privatization allows the Commonwealth to balance a 
market-based privatization with a managed process.  Considerations for current 
employees can be structured within this option.  Additionally, the market would maintain 
significant power to determine where and to whom the licenses are awarded (assuming 
an effective auction strategy by the Commonwealth).  License allocation and calibration 
will have an important impact on valuation. 
 
This option meets each of the identified five goals of privatization and is considered in 
additional analysis below.  
 

 
Because the auction process is a complex and intricate endeavor, the Commonwealth is 
vulnerable to losing up-front revenue.  The Commonwealth would need to pursue the 
implementation of an effective auction strategy in a deliberate and careful manner.   

 
4) Limited Licensing of Wholesale, Open Licensing of Retail 
 

This approach auctions a limited number of statewide wholesale licenses but allows 
open, unlimited retail licensure (subject to certain compliance and general restrictions), 
with recurring license fees.  Strict enforcement of reasonable regulations would allow the 
Commonwealth to effectively guard against adverse behaviors.  Most current laws 
regarding alcohol would remain in place, but the Commonwealth would not regulate 
more activities than it deems necessary to ensure public safety, adherence to applicable 
laws and suitable business practices.  This approach achieves up-front value through a 
wholesale auction process.  Additionally, consideration for current employees could be 
structured within this privatization approach.   
 
This option meets each of the identified five goals of privatization and is considered in 
additional analysis below. 
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Auctioning only wholesale licenses may reduce some of the associated risk pertaining to 
the auction process.  However, the process remains a complex and intricate endeavor, 
and the Commonwealth is still vulnerable to losing up-front revenue; albeit smaller than if 
auctioning both wholesale and retail licenses.  If the Commonwealth pursues this 
approach, it would need to pursue the implementation of an effective auction strategy in 
a deliberate and careful manner.   
 
5) Privatize One Sector First, Privatize Second Sector After First is Stable 

 

It is likely that either operation could successfully transition prior to the other.  In an effort 
to achieve the public and financial privatization first, the project team would slightly favor 
the privatization of the retail operation ahead of the wholesale operation.  Regardless of 
whether wholesale or retail would transition first, a key would be to allow the 
Commonwealth to focus on transitioning and stabilizing one industry prior to transitioning 
the other. 

This is likely to take more than one year no matter which operation goes first.  With one 
industry fully operational and stable, the Commonwealth could evaluate how to proceed, 
having the benefit of full information from the first.  A drawback to this approach is that 
full achievement of complete privatization would take longer to accomplish and any 
delays in the first implementation will delay the privatization of the second operation.   

The Commonwealth would eventually be removed from the wholesale and retail of 
operations, but this is likely to take time.  During the transition period, the 
Commonwealth would either wholesale or retail wine and distilled spirits.  This structure 
could achieve Fiscal Neutrality, reasonable regulation regarding adverse behavior, 
consideration for current employees and ultimately enhanced convenience and 
competition for the consumer.   

However, this approach does not readily remove the Commonwealth from the enterprise 
and would entail a significant time period to realize full implementation.  There is some 
thought that market uncertainty regarding when (if) the second transition would take 
place could inhibit the operation and valuation of the first operation to privatize.  For 
example, if wholesale were to privatize first, the uncertainty of when and how retail 
operations would transfer to the private sector could adversely impact valuation and 
operational structure in the wholesale industry, as the structure of the retailers it would 
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ultimately serve would be unknown.  For these reasons, this option is not considered for 
further analysis.  

 
 

6) Retail Privatization with Private Stores and PLCB maintains Wholesale 
Operations 

 

Retail, the public face and largest cost center of PLCB operations, could be privatized, 
and the Commonwealth could retain wholesale operations which, at current, are largely 
handled by the private sector.  While considerations for current employees could be 
structured into this approach, privatizing only the retail operation would lead to a lower 
valuation from the auction of licenses, as there would be no wholesale licenses issued.  
In addition, this approach does not achieve system-wide privatization and results in the 
Commonwealth retaining a portion of the system indefinitely.  While it could be 
structured to be fiscally neutral and ensure reasonable regulatory safeguards regarding 
adverse behavior, the option was eliminated from consideration because it does not 
remove the Commonwealth from the operation and provides smaller up-front revenues. 

 
 

7) Retail privatization via Agents Selling PLCB Product and PLCB Maintains 
Wholesale Operations 

 

This approach privatizes the most visible portion of PLCB and retains the wholesale 
system and associated revenues.  While this option is viable in that reasonable 
safeguards regarding adverse behavior, maintaining Fiscal Neutrality, the ability for 
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consideration of current employees, and likely ensuring additional consumer 
convenience and price competition would exist, it does not fully remove the government 
from the operation nor achieve up-front revenues.  For these reasons, this approach was 
not considered for this analysis. 
 

 
 

8) Hybrid Retail with PLCB Stores and a Set Number of Private (License) Stores 
and PLCB Maintains Wholesale Operation 

 

A hybrid model would maintain some PLCB retail stores and introduce a set number of 
private licensed retail stores.  In this model, the Commonwealth would also retain PLCB 
wholesale operations and the associated revenues.  Similar to the previous two options, 
this approach is likely to provide reasonable safeguards regarding adverse behavior, 
achieve Fiscal Neutrality, consider current employees through maintenance of some 
PLCB retail operations, and – to a lesser degree – promote some enhanced 
convenience and the potential for price competition.  However, this approach was 
eliminated from consideration in this analysis, as it does not achieve up-front valuation in 
as large sums as other options and maintains a significant state presence in the 
wholesale and retail sale of wine and distilled spirits, including legacy costs like state 
pension responsibilities for PLCB employees. 
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9) Enhance PLCB Operations and Allow for a More Private-Sector-like PLCB 

within Existing Structure 
 

This option does not remove the Commonwealth from the wholesale or retail operation 
to the greatest degree possible and practicable.  While providing reasonable assurance 
regarding adverse behavior and maintaining many of the current retail jobs within PLCB, 
the option does not provide any up-front revenue, nor does it guarantee significantly 
greater convenience, and price competition.  As a result, this option is not analyzed in 
greater detail in this report. 

 
 
Discussion 
 
The options providing the ‘best fit’ based on the Commonwealth’s five charges are options three 
(full privatization of both wholesale and retail operations, with certain limits – particularly around 
number or types of licenses) and four (wholesale auction, open licensing of retail).  These two 
options are the only options that meet all five of the Commonwealth’s charges.  Both have 
advantages and disadvantages in comparison to the other. 
 
For option three, the proper range of retail licenses is important, as the target range must strike 
a balance between enough licenses to provide convenience and competition but also create 
sufficient scarcity to provide up-front revenue.  This approach meets the up-front revenue 
charge by limiting the number of retail licenses while maintaining a market-based approach to 
license distribution (through auction).  The up-front value is helped by committing and 
scheduling the privatization process for both retail and wholesale operations.  Regardless of 
which operation goes first, there will likely be sufficient reassurance for the market that both 
operations will be privatized. 
 
On the whole, the market-based license distribution is likely to result in enhanced convenience 
and price competition for Pennsylvania consumers, as retailers are likely to compete against 
each other for market share based upon price, selection, and customer service.  The price 
competition is aided by the privatization of wholesale operations that are incented to place 
products, ensure product selection and pricing competition.  Additionally, allowing consumers to 
purchase wine and distilled spirits in retail locations that many currently patronize will enhance 
convenience. 
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A concern with option three is the level of regulation may restrain market-based competition.  
This risk is mitigated in option four, where the retail market is allowed to effectively determine 
the best vehicle for providing consumer choice and convenience.  While option four would 
reduce up-front revenue (but not entirely eliminate it, as the wholesale auction functions as in 
option three), it also provides additional on-going revenue that may allow reductions in tax rates 
necessary to achieve Fiscal Neutrality.   
 
Importantly, enforcement activities and public safety concerns can be addressed through both of 
these options by ensuring PLCB continues its regulatory functions.  Strong enforcement of 
reasonable regulations will be aided by many licensees that will have paid a significant sum to 
win a license at auction in option three or considerable license fees in option four.  Prospects of 
losing the license and the associated funds will incent cooperation and adherence to laws and 
regulations designed to ensure responsible and proper sales of wine and distilled spirits. 
 
The Commonwealth can also structure these options to include consideration of the careers and 
economic well-being of the state employees impacted by the change.  As discussed in 
subsequent chapters, through the application of a gallonage tax and license fees, the 
Commonwealth can ensure that each option is fiscally neutral. 
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reasonable regulations to 
protect the public and 
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Consider the careers and 
economic well-being of state 
employees impacted by this 
change. 
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the state is neutral going 
forward. 
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Fiscal Neutrality 
 
Privatization of revenue-producing entities can create ‘stranded costs’ – expenditures previously 
supported by revenues forgone in privatization.  Not surprisingly, an important goal for the 
Commonwealth in privatization is to avoid this situation.  An analytical goal is to attain Fiscal 
Neutrality, where on-going revenues cover all PLCB residual expenses (primarily regulatory and 
licensing operations), alcohol-related programs provided by the DOH, enforcement efforts of the 
State Police and current tax revenues and excess revenues to the State General Fund.  The 
following discusses the elements of revenues and expenses that impact on Fiscal Neutrality.  A 
more detailed discussion of tax rates, revenue modeling and associated issues is provided in 
Appendix G. 
 
Key Highlights 
 

 The vast majority of PLCB revenue comes from two sources:  mark-up of the cost of 
goods sold ($453 million) and state taxes applied ($377 million). 

 

 While some PLCB operations (primarily retail) will be eliminated by privatization, PLCB 
licensing and regulatory expenses will remain. 
 

 PLCB also currently funds Pennsylvania State Police enforcement of compliance with 
alcoholic beverages laws ($20.1 million) and treatment and prevention programs for the 
Department of Health ($1.0 million), and these expenses would need a funding source 
after privatization. 
 

 PLCB also annually transfers excess revenues that vary from year to year; PFM 
estimates that this transfer will average $80 million in coming years. 
 

 Through a comparison of remaining revenues and expenditures in a privatized system, 
PFM estimates that in Fiscal Year 2012-13, $408 million would need to be covered by 
new revenues or additional reduced expenditures (beyond reductions based on 
eliminating PLCB wholesale and retail operations). 
 

 It is possible to achieve Fiscal Neutrality through a combination of fees and taxes, but 
the choices, depending on many factors, may have a negative impact on consumer 
prices. 
 

 In many cases, the order of operations (for example where taxes based on the value of 
the product are calculated) will have a material impact on the tax burden and the final 
price to consumers. 

 
Key Fiscal Neutrality Drivers 
 
PLCB Program Revenue 
 
Revenue from Sales 
Currently, PLCB generates revenue by marking up the wine and distilled spirits cost of goods.  
This markup (approximately 47 percent on average) generates significant State revenue and 
would cease to exist when the Commonwealth implements wholesale and retail privatization.  
Fiscal Year 2009-10 revenue from this mark-up was $452.6 million.  
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License Fees, Fines 
PLCB issues fines for regulatory infractions and violations of the Liquor Law.  In addition, it 
charges fees for the performance of certain functions.  Wholesale and retail privatization would 
expand the agency’s functions as a regulatory agency.  Accordingly, it will still be responsible for 
regulating licensee activities and operations. Fiscal Year 2009-10 PLCB license, fees and fines 
revenue totaled $13.4 million. 
 
Interest and Investment Income 
PLCB earns nominal revenues from interest on cash balances that are invested, mostly in 
money market funds.  Prior to Fiscal Year 2009-10, the cash balances were invested in much 
more aggressive investment instruments.  Fiscal Year 2009-10 interest and investment income 
was $0.4 million.  
 
Miscellaneous Income 
All other revenues are categorized as miscellaneous income, and this includes revenue items 
such as lawsuit income, transfers and refunds. This can vary greatly from year to year and in 
Fiscal Year 2009-10 totaled $3.3 million.   
 
Wholesale and Retail Licensee Fees 
Since PLCB retains control of both wholesale and retail operations, they do not impose fees on 
themselves.  In a privatized system, licensee fees could be assessed on the regulated industry 
(wholesale and/or retail depending on the chosen scenario) to cover the operations of the 
regulatory agency.  This is similar to the manner in which other regulated industries in the 
Commonwealth pay for the operations of the agency responsible for regulating them.    
 
State Taxes Applied 
 
Johnstown Flood Tax (JFT) 
The JFT excise tax is currently 18 percent.44  Most license states collect alcohol taxes based on 
fixed rates per gallon, rather than percentage excise taxes.  Accordingly, this tax would likely be 
replaced with a gallonage tax.  In Fiscal Year 2009-10, the JFT provided $271.0 million to the 
State General Fund. 
 
Gallonage Tax 
A gallonage tax is widely used by license states to tax alcoholic beverages at a determined rate 
per gallon, based on the product’s alcohol content.  The tax is generally considered easier to 
administer and collect than an excise tax.  Because it is based on alcohol content by volume 
rather than price, the tax constitutes a greater proportion of less expensive items’ final price 
than that of more expensive items. As all license states use this form of tax, it is likely that a 
gallonage tax would replace the current JFT if retail and wholesale operations are privatized.  
 
Off-Premise Sales Tax 
The State 6 percent sales tax is imposed on all off-premise wine and liquor sales.  While the 
point of sale to licensees (bars, restaurants, hotels, etc.) will change, PFM assumes this tax will 
remain if wholesale and retail operations are privatized.  The tax could be applied at various 

                                                             

44 Pennsylvania Department of Revenue website, accessed July 17th, 2011, 
http://www.revenue.state.pa.us/portal/server.pt/community/malt_beverage___liquor_tax/11425 
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points with a variety of fiscal implications depending upon policy goals. In Fiscal Year 2009-10, 
the State sales tax on wine and liquor totaled $105.5 million.  
 
PLCB and Related Expenses 
 
Operations 
PLCB operations account for a significant expense as detailed in the Operations Analysis 
chapter.  In a privatized environment, PLCB operating costs would be dramatically reduced, but 
expenses associated with regulatory, licensing and administrative functions would continue. 
These residual stranded costs will need to be covered.  In Fiscal Year 2009-10, total PLCB 
operations expenses were $397.0 million. 
 
Pennsylvania State Police Enforcement 
Currently, the Pennsylvania State Police (PSP) enforces compliance with laws regarding 
alcoholic beverages.  PSP alcohol enforcement operations are funded through PLCB revenues.  
Under a privatized scenario, these operations would continue, and a funding source would need 
to be identified.  It is possible that overall funding would need to be enhanced due to an 
increase in the number of licensees in the Commonwealth.  Fiscal Year 2009-10 PSP 
enforcement expenses totaled $20.1 million.45  
 
Treatment and Prevention Programs 
PLCB revenues provide funding for several Department of Health (DOH) Alcohol Treatment and 
Prevention programs.  It is assumed that these programs will remain and that a funding source 
would have to be identified.  PLCB provided DOH $1.0 million in program funding in Fiscal Year 
2009-10. 
 
General Fund Excess Revenue Transfer 
On an annual basis, PLCB transfers its equivalent of net profits to the State General Fund.  The 
amount of this transfer varies.  Between Fiscal Year 2000-01 and Fiscal Year 2009-10, the 
General Fund Excess Revenue Transfer ranged from $50.0 million to $155.0 million.46  In Fiscal 
Year 2009-10, the General Fund Excess Revenue transfer was $105.0 million.47  The chart 
below shows the history of the agency’s net income on an accrual basis and the associated 
cash transfers.  Based on PFM’s PLCB baseline forecast, it is estimated that $80 million is a 
sustainable annual General Fund Transfer amount, and this is used for calculation of Fiscal 
Neutrality.  Since this profit transfer would cease in a privatized scenario, there will be a loss of 
$80 million in recurring General Fund revenues.  

                                                             

45 Act 14 of 1987 transferred the responsibility of enforcing the liquor laws from LCB to the newly-created Bureau of Liquor Control 
Enforcement (BLCE).  Payment of funds to the BLCE is controlled by section 802(e) of the Liquor Code [47 P.S. § 8-802(e)].  This 
section provides that that: “annually, the General Assembly shall make an appropriation from the State Stores Fund to provide for 
the operational expenses of the enforcement bureau.”  Per PLCB officials, the Liquor Code neither specifically enumerates an 
annual transfer amount nor provides any authority to the PLCB to determine this transfer amount. 

46 PLCB Comptroller Reports, September 2010. 
47 PLCB Comptroller Reports, September 2010. 
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General Fund Excess Revenue Transfer and Net Income: Fiscal Years 2000-01 to 2009-10 
 

  
 
 
Fiscal Neutrality in Pennsylvania 
 
Forward Baseline 
 
 
In its simplest form, Fiscal Neutrality in a privatized system requires the Commonwealth to 
continue the assumed level of programs and operations while maintaining the current level of 
General Fund revenue and expenses.  Based on PLCB data and PFM calculations, PFM 
created a baseline forecast for the overall fiscal benefit derived by the Commonwealth from 
PLCB in Fiscal Year 2012-13, the assumed first year of privatization implementation.  The net 
fiscal benefit is projected to be approximately $408 million. This baseline is the measuring stick 
against which any privatization option is measured. 
 

PLCB Projected Fiscal Impact – Fiscal Year 2012-1348 
Total Revenues $969,000,000 
Total Expenses $561,000,000 
Fiscal Impact $408,000,000 

 
 
In calculating the projected baseline for Fiscal Year 2012-13, PFM projected revenues and 
expenses in consultation with PLCB.  A listing of these assumptions can be found in Appendix 
G.  With privatization, many of the previously discussed revenues and expenses will change 
from the baseline scenario.  For instance, if the Commonwealth decides to first privatize PLCB 
wholesale operations, the Commonwealth’s associated mark-up and JFT would cease to exist.  

                                                             

48 PLCB Fiscal Year 2009-2010 data trended forward in consultation with PLCB. 
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To ensure Fiscal Neutrality, the revenue associated with the mark-up and JFT could be 
captured via a gallonage tax, an excise tax, license fees or a combination of these options. 
 
PFM reviewed Fiscal Neutrality for the two options that privatize retail and wholesale operations.  
Under both options, PFM made multiple assumptions regarding its fiscal impact. Key 
assumptions include: 

 

 Enhanced Fee Structure 
o Bi-Annual License Fees: Under the Wholesale Auction, Open Retail approach 

(Option Four), retail licenses would not be auctioned but a bi-annual license fee 
would be required. It is assumed that this fee would be structured to cover 
residual PLCB operational costs, including funding for PSP enforcement and 
DOH alcohol treatment and prevention programs. 

 

o Regulatory Fees: Under the wholesale and retail auction approach (Option 
Three), licensee fees could be assessed on the regulated industry to cover the 
operations of the regulatory agency.  This is similar to the manner in which other 
regulated industries in the Commonwealth pay for the operations of the agency 
responsible for regulating them.    

 

 Repeal/Replace JFT:  Given the difficulties of administering the JFT in a privatized 
market, PFM assumes the JFT will be repealed and replaced with a gallonage tax. 

 

 Additional Business Activity Taxes:  While not a new or enhanced tax, additional 
private sector activity from the new retail and wholesale licensees would be expected to 
create incremental increases in corporate tax revenue as well as in Sub-chapter S-
corporation distributions that will be taxed as personal income.  Due to lack of data, no 
estimate on personal income tax receipts from employment changes was made. 

 
Fiscal Neutrality Model Overview  
 
PFM developed a Fiscal Neutrality model that assesses the net fiscal impact of privatization 
options as compared to the PLCB baseline forecast.  The model permits users to input key 
assumptions around program revenues, state taxes and PLCB expenses and then calculate the 
net fiscal impact to the State based on the inputted assumptions.  These included assumptions 
on PLCB baseline revenue and expenditure growth and assumptions on taxes, fees and other 
expenses in a privatized system.  The assumptions and output of the Fiscal Neutrality Model 
can be found in Appendix G. 
 
PFM believes that fiscal balance can be achieved in a privatized system, as illustrated in 
Appendix G.  The fiscal balance illustrated falls within a range of risk, once the transition to a 
private market is complete.  While the data does not support a statistical calculation, based on 
the factors involved, the best estimate of the appropriate range around this calculation is about 
10 percent, or roughly $40 million.  The data shown above have both aggravating and mitigating 
factors that could result in significant deviation from the assumed levels.  This symmetrical 
range is based on the factors discussed below.    
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Aggravating and Mitigating Factors 
 
Aggravating: 
 

- License fees may deter some entrants to the market and result in fewer sales and 
associated tax revenues. 
 

- A Sunday Sales license fee could deter some licensees from obtaining this license and 
result in fewer sales and associated tax revenues. 

 

- A collection loss on sales tax, either through under-reporting or incorrect submissions, 
could result in a loss of revenues. 

 

- Residual PLCB operations may be more costly than projected. 
 

- Forecasted sales may not be realized and associated revenue may not materialize. 
 

- The national and/or state economy may change and negatively impact sales and tax 
revenue. 
 

Mitigating: 
 

- License fee receipts exceed expectations and create additional revenue. 
 

- Sunday Sales licenses enhance overall sales beyond currently projected levels, and the 
associated fee has no material impact on licensee activity. 

 

- Forecasted sales levels are exceeded due to enhanced convenience, selection and 
price competition, resulting in enhanced tax revenues. 

 

- The national and/or state economy changes and positively impacts sales and tax 
revenues. 

 

- Minimal tax collection loss occurs and is more than offset by regulatory penalty 
collections. 

 

- The residual PLCB is smaller than expected, lowering expenses. 
 

Transition Fiscal Impact 
 
Depending upon how the transition to wine and liquor privatization is structured, the transition 
year is likely to have unique fiscal impacts.  These are discussed further in the Transition Plan 
Chapter of this report. 
 
 



 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Introduction to Taxes
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Introduction to Taxes 
 
Key Highlights 
 

 Pennsylvania currently imposes an 18 percent excise tax (the Johnstown Flood Tax) and 
a 6 percent state sales tax. 

 

 Because the State controls the wholesale and retail operation, the 18 percent excise tax 
is easy to administer and collect, but most states do not retain this degree of control of 
their system and instead use a gallonage tax. 
 

 As a gallonage tax is based on volume rather than value, it has greater impact on price 
for lower-priced products and less on higher-priced items. 
 

 The State sales tax is currently collected from bars, restaurants, hotels, etc. when they 
purchase product at PLCB stores; with privatization, the point where the state sales tax 
is collected from them would have to change. 
 

 The State’s existing tax burden, particularly for wine, is high compared to regional and 
other benchmark states.  The converted gallonage rate for wine would be the highest in 
the nation and spirits would rank 14th.  
 

 The place in the pricing ‘chain of events’ where the 18 percent excise tax is collected 
impacts on the amount of tax; if placed before wholesale and retail mark-ups it is taxed 
on a smaller base and raises less tax than if it occurs after the mark-ups. 

 
Overview 
 
Taxes imposed on wine and liquor have a material impact on the retail shelf price.  Beyond the 
cost of the product, the retail shelf price is primarily influenced by two factors:  product mark-ups 
and taxes.  Wholesalers and retailers ‘mark-up’ the price of the product to cover their costs and 
to make a profit.  Taxes are applied to the product at differing points in the process by federal, 
state and local governments. 
 
Taxes vary by type (for example, a fixed amount per bottle or based on a percentage of the 
value per bottle) and where in the process the tax is applied.  Both can affect the overall tax 
load and retail shelf price for the consumer.  
 
Pennsylvania’s Tax System 
 
Currently, the Commonwealth imposes an 18 percent excise tax and a 6 percent State Sales 
Tax.  Allegheny and Philadelphia Counties each impose local sales taxes in addition to the state 
sales tax.  
 
Johnstown Flood Tax (JFT) 
 
Because the Commonwealth controls the entire wholesale and retail process, the 18 percent 
excise tax is easy for it to collect, administer and verify.  In Fiscal Year 2009-10, the JFT totaled 
$271.0 million.49  Pennsylvania is in the minority of states with this degree of control of the 

                                                             

49 Pennsylvania Liquor Control Board, “Contributions to State Treasury and Local Municipalities”, prepared September 2010. 
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wholesale and retail process.  As a result, most states use a different type of excise tax, a 
gallonage tax, as its primary tax applied to the shelf price of a bottle of wine or liquor.  The 
gallonage tax is discussed in the section on Alternate Tax Structures. 
 
State Sales Tax 
 
The State imposes a sales tax of 6 percent on all off-premise wine and liquor sales.  In Fiscal 
Year 2009-10, the State sales tax on wine and liquor totaled $105.5 million.  
 
Local Sales Taxes 
 
Philadelphia and Allegheny Counties impose local sales taxes on off-premise retail purchases of 
2 and 1 percent, respectively. In Fiscal Year 2009-10, a total of $6.6 million was collected in 
local sales taxes.50  These funds were collected for both counties and remitted back via the 
State Treasury.   
 
 
Alternate Tax Structures 
 
Gallonage Tax 
 
While Pennsylvania applies the 18 percent JFT on wine and liquor products, most states use a 
gallonage tax.  This tax is generally collected at the wholesale level and is based on the percent 
of alcohol by volume (gallons, hence the name of the tax).  It is generally accepted that a 
volume-based tax is easier to administer, collect and verify than one based on the value of the 
product. 
 
Gallonage taxes vary for different types of wine and liquor and from state to state.  According to 
the Tax Foundation, the average gallonage tax rate for wine is $0.83/gallon and $6.40/gallon for 
liquor.  A table providing the gallonage tax for wine and liquor can be found in Appendix H. 
 
Because the tax is based on volume, it impacts certain types of products differently than a tax 
based on value.  Take, for example, the case of an inexpensive bottle of 1.5 Liter (L) 
Chardonnay wine selling for $5 and a more expensive 750 Milliliter (ml) bottle of Chardonnay 
wine selling for $10.  Under a gallonage tax, the 1.5L Chardonnay would pay twice the amount 
of tax as the 750mlL bottle; however, with an excise tax based on value, the $10 bottle of 
Chardonnay would pay twice as much tax as the $5 bottle.   
 
A price simulation for a handful of sample products under the current PLCB 18 percent excise 
tax and a gallonage tax raising the same amount of tax revenue (in aggregate) is included later 
in this chapter. 
 

                                                             

50 Ibid 
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State Sales Tax 
 
The current State sales tax is collected from licensees (bars, restaurants, hotels, etc.) when 
they purchase product from PLCB retail stores.  As those State stores will no longer exist, the 
point where the State sales tax is collected from them will have to change.  PFM assumes this 
tax will remain in place. 
 
Tax Loss  
 
Concern has been expressed about tax compliance in a privatized system. PLCB notes that 
they achieve 100 percent tax collection due to all transactions occurring in state stores with 
state employees. While the project team could not confirm this, there is likely less tax loss risk 
under the current system as compared to a privatized system. However there are steps the 
Commonwealth can take to mitigate potential tax loss if they choose to privatize the system. 
 
Current statue requires PLCB licensees be compliant with Department of Revenue (DOR) 
obligations, or their license will not be renewed.  The DOR estimates that they issue non-
compliant letters to about 5 percent of PLCB licensees.  If it is assumed that DOR will be 
provided comparable duties/powers, and as a starting point, the 95 percent compliance rate and 
a 5 percent non-compliant rate for taxes under a privatized system appears reasonable. 
However, the 5 percent is an estimation of non-compliance and not actual losses (i.e. some 
businesses may be non-compliant in one year but achieve compliance to maintain their license).  
Additionally, licensees that make a substantial investment in a license through the auction 
process (either wholesale or retail) will likely be more compliant given the potential financial loss 
of a license revocation. Also, most governments charge penalties and interest to non-compliant 
businesses that mitigate aggregate tax loss.  
 
Tax Comparisons 
 
Current Tax Burden 
 
The Commonwealth’s existing tax burden, particularly for wine, is significant compared to 
regional and other benchmark states.  As these states use a different tax, the gallonage tax, 
than Pennsylvania’s 18 percent tax, the figures in red below represent how the current 
Pennsylvania 18 percent tax would translate into revenue-neutral average gallonage tax rates 
for wine and liquor.   
 

Comparable and Regional State Tax Comparison 
 

 
   Source: The Tax Foundation 

 
 
 
 

 

Rates
Pennsylvania 

(current)
Delaware Illinois Maryland

New 
Jersey

New 
York

Ohio
West 

Virginia
Sales Tax 6.00% 0.00% 6.25% 6.00% 7.00% 4.00% 5.50% 6.00%
Excise Tax 18.00% -- -- -- -- -- -- --
Gallonage - Liquor $8.31 $5.46 $8.55 $1.50 $5.50 $6.44 $9.04 $1.85 
Gallonage - Table Wine $5.84 $0.97 $1.39 $0.40 $0.88 $0.30 $0.32 $1.00 
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Gallonage Taxes in Benchmark States 

 
 
Structure of Tax Load and Mark-ups 
 
The amount of revenue generated by an excise tax based on value is directly related to where 
in the ‘chain of events’ for setting product price the tax is applied.  If the tax is applied at the 
start of the chain, it will have less impact than if it is applied after retail/wholesale mark-ups are 
factored in and/or other fees/taxes are applied.  The following table illustrates this by applying 
the current 18 percent tax at two different locations: where it currently is structured (after the 
state marks up the price in several ways) and earlier in the process.  
 

Price Simulation: After Mark-ups 

Sample Value Wine (1.5ml)51   Price Simulation: Before   
Mark-ups 

Sample Value Wine (1.5ml) 

Rate $ %   Rate $ % 

COGS   $7.88 100.0%   COGS   $7.88 100.0% 

Prompt Payment Mark-up 1.00% $0.08 1.0%   Johnstown Flood Tax 18.00% $1.42 18.0% 

PLCB Mark-up 30.00% $2.39 30.3%   Prompt Payment Mark-up 1.00% $0.09 1.2% 

PLCB LTMF 15.50% $1.22 15.5%   PLCB Mark-up 30.00% $2.82 35.8% 

Johnstown Flood Tax 18.00% $2.08 26.4%   PLCB LTMF 15.50% $1.22 15.5% 

Subtotal   $13.65 173.2%   Subtotal   $13.43 170.4% 

9-Rounding Varies $0.05 0.6%   9-Rounding Varies $0.05 0.6% 

Retail Shelf Price   $13.70 173.9%   Retail Shelf Price   $13.48 171.1% 

Off Premise Sales Tax 6.00% $0.82 10.4%   Off Premise Sales Tax 6.00% $0.81 10.3% 

Total Price to Consumer   $14.52 184.3%   Total Price to Consumer   $14.29 181.3% 

                  

    $ %       $ % 

Total Markup   $3.74 47.4%   Total Markup   $4.18 53.1% 

Total Taxes   $2.90 36.9%   Total Taxes   $2.23 28.3% 

Total   $6.64 84.3%   Total   $6.41 81.3% 

                                                             

51 Prices on item used for the example was derived from the current pricing levels provided by LCB, as of 7/2011. The following 
purchase order price (COGS) was used: Value Brand:1.5L bottle of Cavit Pinot Grigio at $7.88. 
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As illustrated in the tables above, the 18 percent excise tax comprises 26.4 percent of COGS 
when applied after the Commonwealth’s mark-ups, resulting in $2.08 of excise taxes collected.  
The second table applies the 18 percent excise tax prior to any other mark-ups or taxes, and 
results in $1.42 collected by the Commonwealth.  This accounts for only 18.0 percent of COGS.  
These differences are likely to have a direct impact on price. 

Gallonage Tax 
 
The following tables shows how a gallonage tax would be applied within the current PLCB 
pricing structure (both wine and liquor): 
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Wine Price Simulation: Johnstown Flood Tax vs. Gallonage Tax Structure52

  

                                                             

52 Prices on items used for example were derived from the current pricing levels provided by LCB, as of 7/2011. The following purchase order prices (COGS) were used: Value Brand:1.5L bottle of Cavit 
Pinot Grigio at $7.88, Premium Brand: 750ml bottle of Kendall-Jackson Vintner’s Reserve Chardonnay at $8.64, and Super Premium Brand: 750ml bottle of Santa Margherita Pinot Grigio Alto Adige at 
$13.79. 

Wine Price Simulation: Johnstown Flood Tax Structure

Value Wine Premium Wine Super Premium Wine 
(Cavit Pinot Grigio: 1.5 ml) (Kendall-Jackson Vintner's Resv. Chard: 750ml (Santa Margherita Pinot Grigio Alto: 750ml)

Rate $ % Rate $ % Rate $ %
COGS $7.88 100.0% $8.64 100.0% $13.79 100.0%
Gallonage Tax $0.00 $0.00 0.0% $0.00 $0.00 0.0% $0.00 $0.00 0.0%
Prompt Payment Mark-up 1.00% $0.08 1.0% 1.00% $0.09 1.0% 1.00% $0.14 1.0%
LCB Mark-up 30.00% $2.39 30.3% 30.00% $2.62 30.3% 30.00% $4.18 30.3%
LCB LTMF 15.50% $1.22 15.5% 15.50% $1.34 15.5% 15.50% $2.14 15.5%
Johnstown Flood Tax 18.00% $2.08 26.4% 18.00% $2.28 26.4% 18.00% $3.64 26.4%

Subtotal $13.65 173.2% $14.97 173.2% $23.89 173.2%
9-Rounding Varies $0.05 0.6% Varies $0.05 0.6% Varies $0.05 0.4%

Retail Shelf Price $13.70 173.9% $15.02 173.8% $23.94 173.6%
Off Premise Sales Tax 6.00% $0.82 10.4% 6.00% $0.90 10.4% 6.00% $1.44 10.4%

Total Price to Consumer $14.52 184.3% $15.92 184.2% $25.37 184.0%

$ % $ % $ %
Total M arkup $3.74 47.4% $4.09 47.4% $6.50 47.2%

Total Taxes $2.90 36.9% $3.18 36.9% $5.08 36.8%
Total $6.64 84.3% $7.28 84.2% $11.58 84.0%

 Wine Price Simulation: Gallonage Tax Structure

Value Wine Premium Wine Super Premium Wine 
(Cavit Pinot Grigio: 1.5 ml) (Kendall-Jackson Vintner's Resv. Chard: 750ml (Santa Margherita Pinot Grigio Alto: 750ml)

Rate $ % Rate $ % Rate $ %
COGS $7.88 100.0% $8.64 100.0% $13.79 100.0%
Gallonage Tax $5.84 $2.34 29.6% $5.84 $1.17 13.5% $5.84 $1.17 8.5%
Prompt Payment Mark-up 1.00% $0.08 1.0% 1.00% $0.09 1.0% 1.00% $0.14 1.0%
LCB Mark-up 30.00% $2.39 30.3% 30.00% $2.62 30.3% 30.00% $4.18 30.3%
LCB LTMF 15.50% $1.22 15.5% 15.50% $1.34 15.5% 15.50% $2.14 15.5%
Johnstow n Flood Tax 0.00% $0.00 0.0% 0.00% $0.00 0.0% 0.00% $0.00 0.0%

Subtotal $13.90 176.4% $13.85 160.3% $21.41 155.3%
9-Rounding Varies $0.05 0.6% Varies $0.05 0.6% Varies $0.05 0.4%

Retail Shelf Price $13.95 177.1% $13.90 160.9% $21.46 155.6%
Off Premise Sales Tax 6.00% $0.84 10.6% 6.00% $0.83 9.7% 6.00% $1.29 9.3%

Total Price to Consumer $14.79 187.7% $14.74 170.6% $22.75 165.0%

$ % $ % $ %
Total M arkup $3.74 47.4% $4.09 47.4% $6.50 47.2%

Total Taxes $3.17 40.3% $2.00 23.2% $2.46 17.8%
Total $6.91 87.7% $6.10 70.6% $8.96 65.0%
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Liquor Price Simulation: Johnstown Flood Tax vs. Gallonage Tax Structure53  
 

                                                             

53 Prices on items used for example were derived from the current pricing levels provided by LCB, as of 7/2011. The following purchase order prices (COGS) were used: Value Brand:1.75L bottle of 
Vladimir Vodka at $6.26, Premium Brand: 750ml bottle of Captain Morgan’s P.R. Spiced Rum at $10.02, and Super Premium Brand: 750ml bottle of Grey Goose Imp. French Vodka at $19.08. 

Liquor Price Simulation: Johnstown Flood Tax Structure

Value Spirit Premium Spirit Super Premium Spirit
(Vladimir Vodka: 1.75 ml) (Captain Morgan's P.R. Spiced Rum: 750ml) (Grey Goose Imp. French Vodka: 750ml)

Rate $ % Rate $ % Rate $ %
COGS $6.26 100.0% $10.02 100.0% $19.08 100.0%
Gallonage Tax $0.00 $0.00 0.0% $0.00 $0.00 0.0% $0.00 $0.00 0.0%
Prompt Payment Mark-up 1.00% $0.06 1.0% 1.00% $0.10 1.0% 1.00% $0.19 1.0%
LCB Mark-up 30.00% $1.90 30.3% 30.00% $3.04 30.3% 30.00% $5.78 30.3%
LCB LTMF 15.50% $0.97 15.5% 15.50% $1.55 15.5% 15.50% $2.96 15.5%
Johnstown Flood Tax 18.00% $1.65 26.4% 18.00% $2.65 26.4% 18.00% $5.04 26.4%

Subtotal $10.84 173.2% $17.36 173.2% $33.05 173.2%
9-Rounding Varies $0.05 0.8% Varies $0.05 0.5% Varies $0.05 0.3%

Retail Shelf Price $10.89 174.0% $17.41 173.7% $33.10 173.5%
Off Premise Sales Tax 6.00% $0.65 10.4% 6.00% $1.04 10.4% 6.00% $1.99 10.4%

Total Price to Consumer $11.55 184.5% $18.45 184.1% $35.09 183.9%

$ % $ % $ %
Total M arkup $2.98 47.6% $4.74 47.3% $8.98 47.1%

Total Taxes $2.31 36.9% $3.69 36.8% $7.03 36.8%
Total $5.29 84.5% $8.43 84.1% $16.01 83.9%

Liquor Price Simulation: Gallonage Tax Structure
Value Spirit Premium Spirit Super Premium Spirit

(Vladimir Vodka: 1.75 ml) (Captain Morgan's P.R. Spiced Rum: 750ml) (Grey Goose Imp. French Vodka: 750ml)
Rate $ % Rate $ % Rate $ %

COGS $6.26 100.0% $10.02 100.0% $19.08 100.0%
Gallonage Tax $8.31 $3.82 61.1% $8.31 $1.66 16.6% $8.31 $1.66 8.7%
Prompt Payment Mark-up 1.00% $0.06 1.0% 1.00% $0.10 1.0% 1.00% $0.19 1.0%
LCB Mark-up 30.00% $1.90 30.3% 30.00% $3.04 30.3% 30.00% $5.78 30.3%
LCB LTMF 15.50% $0.97 15.5% 15.50% $1.55 15.5% 15.50% $2.96 15.5%
Johnstow n Flood Tax 0.00% $0.00 0.0% 0.00% $0.00 0.0% 0.00% $0.00 0.0%

Subtotal $13.01 207.9% $16.37 163.4% $29.67 155.5%
9-Rounding Varies $0.05 0.8% Varies $0.05 0.5% Varies $0.05 0.3%

Retail Shelf Price $13.06 208.7% $16.42 163.9% $29.72 155.8%
Off Premise Sales Tax 6.00% $0.78 12.5% 6.00% $0.99 9.8% 6.00% $1.78 9.3%

Total Price to Consumer $13.85 221.2% $17.41 173.7% $31.50 165.1%

$ % $ % $ %
Total M arkup $2.98 47.6% $4.74 47.3% $8.98 47.1%

Total Taxes $4.61 73.6% $2.65 26.4% $3.45 18.1%
Total $7.59 121.2% $7.39 73.7% $12.42 65.1%
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Effect of Tax Structure on Price 
 
In the following chart, the current JFT tax structure is compared to a proposed gallonage tax 
structure for three classes of wine products – value, premium, and super premium. For this 
analysis, a 1.5L bottle of Cavit Pinot Grigio was used as the value brand; a 750ml bottle of 
Kendall-Jackson Vintner’s Reserve Chardonnay was used for the premium brand; and a 750ml 
bottle of Santa Margherita Pinot Grigio Alto Adige was used for the super premium brand 
comparison.  All three of these items are the top selling PLCB products (by price segment).54 

 
$ Price Simulation: JFT vs. Gallonage Tax Structure  

(Value, Premium, Super Premium Wine)  
 

 
 
In the next chart, the current JFT tax structure is compared to a proposed gallonage tax 
structure for three classes of liquor products – value, premium, and super premium. For this 
analysis, a 1.75L bottle of Vladimir Vodka was used as the value brand; a 750ml bottle of 
Captain Morgan’s Puerto Rican Spiced Rum was used for the premium brand; and a 750ml 
bottle of Grey Goose Imported French Vodka was used for the super premium brand 
comparison.  All three of these items are top selling PLCB liquor products (by price segment).55 

                                                             

54 Prices on items used for example were derived from the current pricing levels provided by PLCB for FY 2009-10. The following 
purchase order prices (COGS) were used: Value Brand:1.5L bottle of Cavit Pinot Grigio at $7.88, Premium Brand: 750ml bottle of 
Kendall-Jackson Vintner’s Reserve Chardonnay at $8.64, and Super Premium Brand: 750ml bottle of Santa Margherita Pinot Grigio 
Alto Adige at $13.79.  
55 Prices on items used for example were derived from the current pricing levels provided by PLCB for FY 2009-10. The following 
purchase order prices (COGS) were used: Value Brand:1.75L bottle of Vladimir Vodka at $6.26, Premium Brand: 750ml bottle of 
Captain Morgan’s P.R. Spiced Rum at $10.02, and Super Premium Brand: 750ml bottle of Grey Goose Imp. French Vodka at 
$19.08.  
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$ Price Simulation: JFT vs. Gallonage Tax Structure 

(Value, Premium, Super Premium Liquor) 
 

 
These charts highlight two key points.  First, COGS and mark-up are the same for each item, 
whether under the JFT structure or a new gallonage structure.  Second, the only variation in 
pricing is the change in tax burden resulting from the respective tax (JFT or gallonage).  Under 
the gallonage structure, as expected, there is price inflation at the value level for both wine 
(1.9%) and spirits (19.9%) driven by the product size, 1.5L and 1.75L respectively.  At the 
premium level, the consumer sees a $1.18 price difference for wine and a $1.04 price difference 
for liquor – with the gallonage tax structure assessing a lower tax.  At the super premium level, 
the gallonage tax is significantly less burdensome - $2.62 less than the JFT for wine and $3.58 
less for liquor.  This equates to 10.3 percent price difference for wine and a 10.2 percent price 
difference for liquor under the gallonage tax structure.  The following chart illustrates the 
percentage price differences from the two tax structures.  

Price Simulation: Percent Change from JFT to Gallonage Tax Structure 
(Wine and Liquor) 
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Effect of Tax Structure on Total Mark-Up 
 
In either a JFT or a gallonage tax structure, mark-up and taxes will significantly increase the 
price from the COGS.  However, the total mark-up (including taxes) under a gallonage tax 
structure is less than the current JFT for premium and super premium products while more for 
value products, as illustrated in the following charts: 

 
Percent of COGS Price Simulation: JFT vs. Gallonage Tax Structure 

(Value, Premium, Super Premium Wine) 

 
 
 

Percent of COGS Price Simulation: JFT vs. Gallonage Tax Structure 
(Value, Premium, Super Premium Liquor) 

 
As the charts above illustrate, under the current structure COGS and mark-up are static 
regardless of tax structure or price point.  The only variance in total price as a percentage of 
COGS is the tax load.  Under the gallonage tax structure, less tax is collected at the premium 
and super premium levels due to the volume rather than the price nature of the tax. 
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Price of Wine and Liquor 
 
Key Highlights 
 

 As the sole wholesaler and retailer within the Commonwealth, PLCB pricing policies 
have a significant impact on retail shelf prices of wine and liquor. 
 

 The shelf price is predominantly driven by the wine and liquor tax structure and product 
markups.  While the tax structure is set and regulated by the State and local authorities, 
markups are generally controlled by the wholesaler and retailer – which in the current 
structure is PLCB.   

 

 There are factors in a private sector pricing model (including variable pricing and volume 
discounts) that do not exist in the PLCB model.  These may have an impact on price and 
will likely depend on the local market and the retailer’s business model. 
 

 While the PFM static pricing model suggests some minor increases in price under the 
Wholesale and Retail Auction approach (Option Three) based on a ‘Fiscal Neutrality’ tax 
structure, most of the sales in the Commonwealth will likely occur in highly competitive 
areas where market forces will mitigate price increases and may lead to price reductions 
on high volume items. 

 
Key components of wine and liquor pricing for both control states and license states are: 

 
 Cost of Goods Sold (COGS):  Product cost from the wine/liquor manufacturer for the 

product and its delivery to the wholesaler. 
 

 Markup:  Amount that wholesalers and retailers add to the product cost to cover their 
costs and make a profit.  
 

 Taxes:  Wine/liquor taxes (for example an excise or gallonage tax) that are added to the 
product cost.   This does not include taxes (such as sales taxes) that are added to the 
shelf price of an item at the time of sale. 
 

 Fees/Surcharges:  Amount that wholesalers/retailers are charged to support a specific 
operation and/or service. 

 
The current PLCB pricing structure includes the following augmentations to the COGS (listed in 
order that they are applied):  
 

 Prompt Payment Markup: 1.0 percent. 
 

 Standard Markup: 30.0 percent. 
 

 Logistics, Transportation and Merchandising Factor (LTMF): 15.5 percent (on average). 
 

 Johnstown Flood Tax: 18.0 percent. 
 

 Rounding: $0.05 (per bottle on average). 
 

 Off-Premise Sales Tax: 6.0 percent. 
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PLCB Pricing Structure Overview 
 

Pricing Structure  Rate 
Sample 
Bottle 

COGS $ $8.45 
 + Prompt Payment Markup 1.0% $0.08 
 + Standard Markup 30.0% $2.56 
 + LTMF 15.5% $1.31 
 + Johnstown Flood Tax 18.0% $2.23 
 + Rounding $0.05 $0.05 
 = Retail Shelf Price $ $14.69 
 + Off-Premise Sales Tax 6.0% $0.88 

 = Final Price to Consumers $ $15.57 

 
 
Components Affecting Price  
 
COGS 
 
Cost of Goods Sold (COGS) is the price PLCB (or any wholesaler) pays for the wine and liquor 
product from the manufacturer plus delivery charges. As the sole wholesaler and retailer for 
Pennsylvania, some suggest PLCB has an inherent volume advantage when negotiating with 
manufacturers.   
 
Volume pricing is often used in the alcohol beverage industry. 56  However, the consumer may 
not actually benefit significantly from PLCB’s purchasing volume.  According to the industry, 
PLCB does not realize significantly lower prices on many items (especially the high-volume 
items) because PLCB must either list or not list a given product.  Not listing a popular product 
would prevent PLCB from meeting minimum consumer demand.  As a result, manufacturers do 
not provide more significant volume discounts to PLCB.   According to some industry sources, 
discounts are on par with other large-volume purchasers, because PLCB is perceived to be 
required to purchase popular brands for consumers and licensees.  However, PLCB’s 
purchasing volume may be beneficial to consumers who purchase products within the 
Chairman’s Selection program, as it procures large quantities of (typically) higher-end wines at 
reduced prices (due to volume). 
 
In a privatized system, some of PLCB’s negotiating leverage could be diminished, depending on 
the structure of the wholesale market.  Most license states are dominated by wholesale 
distributors that have negotiated exclusive agency agreements with manufacturers.  Hence, on 
a product-by-product basis, the wholesalers will have the same volume leverage as PLCB.  
While the theory of larger purchases leading to reduced unit costs is a well-known and accepted 
concept, it is difficult to determine if this translates to better pricing for PLCB versus a future 
wholesale system.  As a result, the assumption is treated as a risk that may generate price 
inflation, but it is not quantified or assumed to occur. 

                                                             

56 Volume pricing is seen when a percentage discount in the per-unit price of a product is applied based upon the amount of product 
purchased.  The purchasing volumes associated with such discounts are generally very significant.  Typically, a larger order 
commands a larger per-unit discount. 
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At present, PLCB buys approximately 10 percent of its product – mostly special order items – 
from distributors.  On these items, the cost reflects some mark-up; however, the project team 
has not been able to determine this mark-up, even after discussions of this subject with PLCB 
staff.  Accordingly, it is not reflected in potential available mark-up scenarios but constitutes an 
up-side risk. 
 
Markups 
 

 Prompt Pay Discount:  According to PLCB, suppliers and manufacturers used to give the 
Commonwealth a one percent invoice discount if they remitted payment to the vendor 
within ten business days.  Since the mark-ups were computed from the invoice price of 
the product, the prompt-payment discount essentially represented an additional one 
percent profit.  When vendors phased out this process, PLCB instituted an additional 
one percent mark-up into the pricing structure to maintain the historical margins.  In 
essence, PLCB transferred this ‘cost of doing business’ from the manufacturer to the 
consumer.  At present, PLCB applies a 1 percent markup to the cost of goods sold 
before any other markups.  
 

 Standard Mark-up:  As would be done by a private wholesaler or retailer, PLCB imposes 
a markup on the cost of goods sold to generate profit.  The current mark-up is a uniform 
30 percent, with the exception of products priced over $65.00.  For these items, the 
mark-up is 30 percent on the first $65 and 10 percent for any amount over $65.57  This 
markup is applied after the one percent ‘prompt payment markup’ and therefore benefits 
from compounding.  

 

 LTMF Fee:  Logistics, Transportation, and Merchandising Factor (LTMF) is a fixed 
handling charge that is applied to all products; the actual charge depends on product 
type and container size.  The LTMF is not tied to any specific operating costs and 
effectively functions as another markup.  The LTMF was formerly known as the 
Operational Cost Component (OCC) and has not changed in 18 years.  The current 
LTMF rate structure can be found in Appendix I. 

 
Accounting for approximately half the standard markup (on average) in Fiscal Year 
2009-10, the fixed-dollar handling charge structure is a critical component of PLCB’s 
markup structure, but this fixed unit charge structure has eroded the percentage of gross 
margins, as COGS has increased over the past 18 years.  In 2011, PLCB approved 
converting the current LTMF fixed-dollar structure into a fixed-percentage rate structure 
equivalent to current prices, so that future approved supplier price increases will similarly 
increase PLCB’s gross margins while also increasing product prices. 
 

 Rounding:  PLCB rounds the final retail shelf product price to the nearest $0.09 or 
nearest $0.19.  If the pre-rounding retail shelf price hundredths value totals $0.05 or 
lower, the product will be rounded to the final $0.09 cents.  If over $0.05, it will be 
rounded to the next $0.19 cents (for example, $24.95 would be rounded to $24.99, and 

                                                             

57 Since 1991, the mark-up has been modified numerous times.  The mark-up was increased from 25.0 percent to 27.0 percent in 
1991; it was increased by an additional 2.5 percent to 29.5 percent in 1992; it was raised to the current 30.0 percent standard mark-
up plus an operational cost component in 1993.  In 2003, the PLCB reduced the mark-up on the price of product over $65 to ten 
percent for the portion of the product cost over $65. 
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$24.96 would be rounded to $25.09.).  However, PLCB indicated that most suppliers 
target retail prices that they want their product to hit, normally $0.49 and $0.99, which 
are generally regarded as the most attractive retail prices.  As a result, vendors generally 
price their cases to hit these shelf prices.  In instances where rounding would take the 
price to ‘non-attractive’ retail prices, vendors often request that PLCB round up further 
and take the additional mark-up.  PLCB estimated rounding to be on average $0.04 to 
$0.06 per bottle sold and it was estimated Rounding provided $5.4 million to $8.1 million 
in additional revenue (mark-up).  
 

Taxes 
 

 Johnstown Flood Tax (JFT):  This excise tax has been raised several times, most 
recently in 1968 to its current 18 percent rate.58  Most privatized systems do not impose 
an excise tax. 
 

 Gallonage Taxes:  In most license states, a gallonage tax is imposed at the wholesale 
level based on alcohol by volume (ABV) content within the product, as well as whether it 
is classified as a distilled spirit, wine, fortified wine, or sparkling wine.  Since the tax is 
based on the product type and product container size, it is a more regressive tax than an 
excise tax, as there is no correlation between product price and tax amount. The highest 
gallonage taxes would be paid on large, ‘value’ products with generally lower product 
prices.  Like excise taxes, gallonage taxes will impact the price of wine and liquor to the 
extent the taxes can be passed on to the consumer.  Price and valuation have a positive 
correlation, so to the extent that taxes can be passed on to the consumer, wholesale and 
retail markups are preserved, and valuation is preserved.  
 

 State Sales Tax:  The State imposes a 6 percent state sales tax on all off-premise sales 
of wine and liquor. In the case of sales to licensees (such as bars and hotels), which 
receive a 10 percent discount from the retail price, sales tax is applied to the discounted 
amount.  PFM assumes that in a privatized system sales tax will continue to be imposed 
on retail sales to the consumer and collected by wholesalers based on the price they 
charge licensees. 

 

 Local Sales Tax:  Both Philadelphia and Allegheny Counties impose additional local 
sales taxes upon retail purchases of 2 and 1 percent, respectively. In Fiscal Year 2009-
10, a total of $6.6 million was collected in local sales taxes.59   PFM assumes that in a 
privatized system local sales taxes will continue to be imposed on retail sales.  

 
Fees/Charges  
 
Currently, PLCB does not impose other fees or charges at the wholesale or retail level.  In a 
privatized system, the Commonwealth may choose to impose fees or other charges on 
wholesalers and retailers to recover some or all of the operating costs of the remaining PLCB.  
Creating a fee structure, applied at a uniform rate based on a unit of economic activity that 
covers the cost of regulatory and enforcement activities, is common among governmental 

                                                             

58 Pennsylvania Department of Revenue website, accessed July 17th, 2011, 
http://www.revenue.state.pa.us/portal/server.pt/community/malt_beverage___liquor_tax/11425 . 
59 Pennsylvania Liquor Control Board, “Contributions to State Treasury and Local Municipalities”, prepared September 2010. 
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regulatory agencies.  Any fees/surcharges that are imposed will behave like taxes; to the extent 
that they can be passed on to the consumer, it will affect price. Instances where the 
fee/surcharges can’t be passed on to the consumer, either due to statutory restrictions or 
market conditions, will erode wholesale/retailer markup and valuation.60  
 
Other Price Considerations 
 

 Licensee Discounting:  In 2002, licensees (which are the hospitality industry purchasing 
wine and liquor for resale) were granted a 7 percent discount on products purchased.  
This discount was increased to 10 percent in 2005.61  Licensees are still required to pay 
all markups and the JFT tax.  In Fiscal Year 2009-10, it is estimated that licensee sales 
accounted for 23 percent of total sales. 
 

 Variable Pricing:  Currently, PLCB does not vary its prices by store location or size of 
purchase.  PLCB is required to apply the same 31 percent markup to all wine and liquor 
products.62  While the LTMF does create some variability, it is solely based on product 
type and container size and does not take into account the purchase order price of the 
product63.  Additionally, PLCB is limited in its ability to apply in-store discounts and sales. 
The only discounting that is permitted is when manufacturers provide PLCB discount 
product prices, which are passed on to PLCB customers as a product sale. Also, when 
PLCB delists a product, they put the product on clearance, often at or marginally above 
cost.  
 
In privatized markets where competition is strong, variable pricing is very much a part of 
sales and marketing strategies.  Generally, popular, high volume products have 
relatively low markups and therefore lower prices.  Low volume, less popular products 
would likely have higher markups and therefore higher prices. 
 
Variable pricing would also be important for off-premise license holders where wine and 
liquor is not the primary sales product (such as general merchandise retailers, groceries, 
convenience stores).  These sellers might use aggressive mark-downs of wine and 
liquor to generate customer traffic and/or additional item sales that raise their average 
ticket sales results.  The Nielsen Company’s proprietary market research has shown that 
when wine and liquor are purchased by a consumer, on average their total cost of 
purchased items increases by more than the cost of the wine and/or liquor product. On 
the other hand, in locations with less competition, markups and final prices would likely 
be higher. 

 

                                                             

60 The determination of who will ultimately pay for these fees generally depends on the demand elasticity for the product.  Products 
with relatively inelastic demand curves (meaning demand does not significantly decline with price increases) will be able to pass 
along this cost to the consumer, while those with relatively elastic demand curves will likely have to absorb this as another cost of 
doing business; of course, there will be instances where a share of the cost will be borne by both the business and the consumer. 
61 Based on information provided by the PLCB Office of Finance. 
62 With the exception of products priced over $65.00.  For these items, the mark-up is 30.0 percent on the first $65.00 and 10.0 
percent for any amount over $65.00. 
63 In Fiscal Year 2011, PLCB approved converting the LTMF fixed-price markup to an additional ad valorem mark-up, which should 
improve margins in the future, while also increasing product pricing. 
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Price Model 
 
Methodology/Design 
 
PFM designed a price model that simulates the impact of markups, taxes and other charges on 
a sample product under the current PLCB pricing structure and an estimated privatized pricing 
structure. For comparability, the model simulates the price of a sample product, which is the 
average weighted cost of wine and liquor units that were sold over a 52 week period. 64  
Additionally, for comparison purposes, average markup and tax burdens were used, although 
the impact of taxes, fees and markups on individual product prices will vary due to tiered 
tax/markup structures (i.e., actual gallonage taxes will vary depending on product alcohol by 
volume and LTMF varies by product type and size). 
 
Under the Baseline scenario, a sample product incurs a price increase of 73.8 percent from 
COGS to retail shelf price (47.4 percent markup, 26.4 percent taxes).  Under the Wholesale 
Auction, Open Retail privatization option, the sample product incurs a price increase of 72.7 
percent (43.2 percent markup, 29.5 percent taxes/fees) while under the Wholesale and Retail 
Auction privatization option, the sample product incurs a price increase of 75.7 percent (44.0 
percent markup, 31.6 percent taxes/fees.  In this ‘static’ model (excluding the influence of 
market conditions and holding all other variables constant) there is no resulting price difference 
from the baseline scenario to the Wholesale Auction, Open Retail privatization option while 
there is a 1.0 percent increase from the baseline scenario to the Wholesale and Retail Auction 
privatization option.  
 
The tax/fee structure employed was fixed to maintain Fiscal Neutrality for both privatization 
options.  Based on industry research, the model assumes an average wholesale markup of 20 
percent and a retail markup of 16.1 percent.65  There will likely be some markup compression in 
highly competitive areas of the State, which will reduce price increases. 
 
The Price Model Outputs can be found in Appendix I. 
 
Price Simulation Aggravating/Mitigating Factors 
 
There are factors that may mitigate aggregate price inflation in a privatized market, both at the 
wholesale and retail level:  
 

 Wholesalers will face pressure from manufacturers to increase customer accounts and 
product sales volumes, which may result in discounting and promotions that reduce 
wholesale aggregate markup. 
  

 High density and high sales areas will have a significant number of retail licensees, 
including retailers who live on tight margins but are profitable because of high sales 
volume (for example, ‘big box’ stores or grocery chains).  In these areas, retailers will 
have limited pricing power due to competitive conditions, especially on high volume 
items, which are traditionally deeply discounted to near cost by many chain retailers.   
This will significantly reduce aggregate margins. 

                                                             

64 As of 7/3/2011. 
65 Please see the Valuation Chapter for a detailed discussion of wholesale and retail markup assumptions. 
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 Currently, 18 counties make up approximately 82 percent of total sales in Pennsylvania.  
These 18 counties are among the top 20 counties in population density.  There is a 
strong expectation that these will be the counties most likely to experience competitive 
price pressures. As a result, for the majority of sales in Pennsylvania, the product prices 
will be at or slightly lower than the results from the static model. 
 

There are also factors that could aggravate aggregate price inflation in a privatized market, both 
at the wholesale and retail level: 

 

 Wholesale competition may be limited by the small number of companies who tend to 
dominate this market, and/or by policies that offer exclusive statewide agency on a 
brand basis.  As a result, companies could feel less pressure to increase product 
volumes through price reductions. 
 

 Wholesale competition is strong and therefore reduces their negotiating leverage with 
manufacturers thereby increasing manufacturer pricing, which is ultimately passed on to 
the consumer.  

 

 Overly restrictive privatization regulations that limit license access to low margin 
retailers, for example ‘big box’ and specialized retailers or grocery chains. 
 

Overall, given a market structure that would allow low margin retailers to sell many of the most 
popular products in high density, high sales areas, the project team estimates that 
approximately 75 percent of sales would operate on a 10 to 15 percent aggregate margin, 
resulting in the same or slightly lower prices.  In the less dense sales areas, it is likely that 
margins will have to approximate changes necessary to reach parity.  It is estimated that 
approximately 25 percent of the market will operate on an overall aggregate margin of 20 to 25 
percent. 



 

 

 

 

 

 

 

 

Sales and Consumption 
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Sales and Consumption 
 
Key Highlights 
 

 The current baseline assumption for PLCB is 4 percent sales growth, which is below 
historic growth levels. 
 

 The US and Pennsylvania have both generally experienced growth in wine and spirits 
sales, although the 2007-08 national recession had a negative impact. 

 

 Changes in price will have an impact on levels of sales, with the degree of changes 
depending on elasticity of demand (how closely changes in price equate with changes in 
demand). 

 

 Higher levels of income correlate with higher dollar amounts of purchase of alcohol – 
which does not necessarily translate into alcohol consumed, as it often reflects higher 
quality purchases. 

 

 Increased consumer convenience – better and more accessible locations – can increase 
sales. 

 

 There is general agreement that Pennsylvania is currently losing a significant amount of 
sales (with estimates ranging up to 30 percent) to other states. 

 

 In Pennsylvania’s case, much of an expected increase in sales in a privatized system 
will be ‘repatriated’ from other states and not necessarily reflect increased consumption. 

 

 A region-by-region analysis finds that current sales are below expectations (based on 
population density and income levels) in southern regions of the State. 

 

 A region-by-region analysis estimates an increase in Fiscal Year 2009-10 sales of 
approximately $92 million in a privatized system. 

 
The PFM Sales Model 
 
Using data provided by PLCB, PFM developed a baseline forecast to determine what sales 
growth would look like in the Commonwealth, at both the county and regional levels by 
developing a five-year baseline forecast.  A discussion of the design of the Sales Model can be 
found in Appendix J.  If the forecast were to be extended beyond this point, various factors – 
unexpected economic improvement or deterioration, significant changes in population and 
location - may substantially alter the expected sales figures. 
 
In addition to the baseline forecast, an assumed forecast was developed for privatization, 
assuming that a privatized system will improve aggregate price and access, thereby increasing 
repatriation of sales in specific areas from bordering states, such as Delaware, Maryland and 
New Jersey.   
 
Baseline Forecast 
 
Under the baseline forecast, based on the project team’s analysis, the Commonwealth could 
see $1.3 billion in total retail sales of wine and distilled spirits in Fiscal Year 2014-15 (this does 
not include licensee sales).  This is calculated based on an assumed 4.0 percent growth rate for 
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each of the forecast fiscal years.  A discussion of the design of the model can be found in 
Appendix J. 
 
Sales and Consumption 
 
There are two related issues that will impact revenue levels for the Commonwealth:  how 
changes in price and convenience may impact the purchase and consumption of wine and 
distilled spirits.  These are complex topics that do not lend themselves to simple rules-of-thumb 
analysis.  In the following discussion, it is likely that changes in the model for delivering service 
in the Commonwealth will lead to different levels of sales in communities and regions within the 
Commonwealth. 
 
Sales and consumption cannot be used interchangeably for two important reasons.  First, a 
portion of the wine and liquor consumed by Pennsylvania residents is purchased out of state.  
Studies have suggested that this amount is significant; given a different wholesale and retail 
system in the Commonwealth, it can be argued that overall sales will grow without necessarily 
increasing consumption – in this case, some out-of-state purchases will be ‘repatriated’ and 
occur in-state in private retail stores.  Second, higher income households tend to spend more on 
wine and liquor but do not necessarily consume more than those in lower income cohorts:  in 
this case, they tend to consume higher priced wine and liquor, which increases the amount of 
sales rather than the sheer volume of wine or liquor consumed. 
 
Nationally, consumption of distilled spirits has been steady or increasing, both in total gallons 
and per capita, since the year 2000.  Over that period, yearly growth in total gallons has 
averaged 2.6 percent, while per capita consumption has grown by 1.7 percent.66  The following 
chart details these trends: 
 
 

US Consumption of Distilled Spirits, 2000-2009 

 

Source:  2010 Liquor Handbook. 
 
 

                                                             

66 The Beverage Information Group, “Liquor Handbook 2009,” p. 13. 
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Growth has moderated of late, likely due in part to the lingering effects of the national economic 
downturn.  According to the National Bureau of Economic Research, the nation entered into a 
recession in December 2007, and that recession ended in June 2009.67  However, economic 
growth since the end of the recession has not matched that at the end of prior recessions, and 
current forecasts suggest current conditions will persist into 2012.   Current forecasts project 
growth in distilled spirits will be approximately 1.6 percent over the next five years on an 
ACGR.68  
 
The Commonwealth of Pennsylvania has also experienced growth during this timeframe, with 
consumption of total distilled spirits (9-liter cases) growing from 4.87 million cases in 2000 to 
6.59 million in 2009.69  This represents average growth of 3.4 percent.  The following chart 
details this trend: 

 
Pennsylvania Consumption of Distilled Spirits, 2000-2009 

 

 
Source: 2010 Liquor Handbook 

 
 
While the Commonwealth’s growth rates have generally kept pace with other control states in 
recent years, it is still well below average in per capita consumption.70  For 2009, Pennsylvania’s 
per capita consumption of distilled spirits for those 21 years of age and older was 1.72 gallons, 
which ranked 40th among the 50 states and the District of Columbia.  The states with lower per 
adult consumption of distilled spirits were West Virginia, Utah, Oklahoma, Ohio, Alabama, 
Tennessee, Texas, Arkansas, Virginia, Kentucky and North Carolina.71  As previously noted, 
                                                             

67 National Bureau of Economic Analysis, accessed electronically at http://www.nber.org/cycles/cyclesmain.html 
68 The Beverage Information Group, “Liquor Handbook 2009,” p. 7. 
69 Ibid, p. 26-27. 
70 Ibid. p. 30.  Pennsylvania’s percent change of total distilled spirits consumption in 2005-2009 were 2.5, 3.9, 3.0, 3.0 and 2.9 
percent respectively.  U.S. states average growth rates for those years were 2.8, 3.7, 2.8, 2.1, 1.6 percent respectively.  
71 It is notable that of the bottom ten states in adult consumption, seven are alcoholic beverage control states (Alabama, North 
Carolina, Ohio, Pennsylvania, Utah, Virginia and West Virginia) and four are license states (Arkansas, Kentucky, Tennessee and 
Texas).  Each of the license states are located in the region often classified as “the dry South.” 
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some of this can be explained by purchases by Pennsylvania consumers out of state, as the 
data on consumption is primarily drawn from levels of purchases within each state. 
 
As the following charts show, there has been a dip in per capita wine consumption, at both the 
national and state level: 
 

US Consumption of Wine, 2000-2009 
 

 
Source: 2010 Wine Handbook. 

 
 
 

Pennsylvania Consumption of Wine, 2000-2009 
 

 
Source:  2010 Wine Handbook. 
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The following discussion outlines some of the factors that may have an impact on levels of sales 
and/or consumption in Pennsylvania. 
 
The Relationship of Price and Demand 
 
For most products, a basic market principle is that there is a relationship between its price and 
the quantity that will be demanded.  This relationship varies, depending on the perceived 
necessity of the product or service.  The measure of responsiveness of quantities demanded 
with changes in price is known as the price elasticity of demand.  In general, price elasticity of 
demand is a negative number, and is expressed as the change in quantity demanded in 
response to a one percent change in price.  Elasticities of demand of less than -1.0 are 
generally considered relatively inelastic (changes in demand are less responsive to changes in 
price), while elasticities of demand greater than -1.0 are considered relatively elastic (changes 
in demand are more responsive to changes in price). 
 
There has been extensive research and study done related to the price elasticity of demand for 
alcoholic beverages.  In some cases, this research has been conducted by surveys or other 
methods to make direct price comparison, but many use tax rates and/or state mark-up as 
surrogates, as changes in prices across a region are largely the result of differences in tax rates 
or other state-imposed costs.72   
 
Calculations of the price elasticities of demand for alcohol have varied from relatively inelastic to 
relatively elastic. 73   Studies that differentiate by type of product have also found differing 
elasticities for beer, wine and distilled spirits, with generally (but not always) lower elasticities of 
demand for beer and wine than for distilled spirits.74 
 
Because this has been an extensive topic for study, additional research has included several 
‘studies of the studies.’  These have examined differences in scope, methodology and analysis 
that can materially impact on the results.  One method for seeking to create order from widely 
varying study results is to conduct a meta-analysis.  A meta-analysis uses statistical methods to 
assess the results of studies that address a particular research topic.  In the case of alcohol 
price elasticities of demand, three meta-analyses have been conducted.75  The most recent of 
these reported average elasticities of -0.46 for beer, -0.69 for wine, and -0.80 for distilled 
spirits.76   This analysis, which discussed potential areas of concern with the previous two 

                                                             

72 A recent survey of the available surveys was done by Alexander Wagenaar, Matthew Salois and Kelli Komro, “Effects of beverage 
alcohol price and tax levels on drinking: a meta-analysis of 1003 estimates from 112 studies,” Addiction, 2008, p. 179. 
73 A meta-analysis of studies from 18 countries, including 46 beer own-price elasticity estimates, 54 wine own price elasticity 
estimates and 50 spirits own price elasticity estimates ranged from ‘highly inelastic (-0.09) to elastic (-1.20) with a mean of -0.38.’ 
James Fogarty, “The Nature of the Demand for Alcohol: Understanding Elasticity,” British Food Journal, 2006, p. 320. 
74  One frequently cited source, S.F. Leung and C.E. Phelps determined price elasticities of demand to be -0.3 for beer, -1.0 for 
wine, and -1.5 for distilled spirits.  “My Kingdom for a drink..?  A review of estimates of the price sensitivity of demand for alcoholic 
beverages”, in M.E. Hilton and G. Bloss “Economics and the Prevention of Alcohol-related Problems: Proceedings of a Workshop on 
Economic and Socioeconomic Issues in the Prevention of Alcohol Related Problems”, National Institute on Alcohol Abuse and 
Alcoholism, 1993, p. 1-31. 
75 The first two studies were by Fogarty, previously cited, and C.A. Gallet, “The Demand for Alcohol: A Meta-Analysis of Elasticities,” 
Australian Journal of Agricultural Resource Economics, 2007, (51):p. 121-135. 
76 Wagenaar, Salois and Komro, p. 187. 
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metastudies,77 has, of late, become something of a consensus for discussion of elasticities of 
demand for alcoholic beverages. 
 
As a consequence, the report and models use these demand elasticities in the calculation of 
changes to sales based on price increases or decreases for wine and distilled spirits.  It is 
notable that these are starting points where warranted; there are other factors that will similarly 
impact discussions of price and sales.78  One possibly significant factor is the relationship 
between price and demand in control versus license states.  One study of the differences in 
these systems determined that the demand for distilled spirits and beer were significantly more 
sensitive to price changes in license states than in control states.79 
 
Convenience as a Driver of Sales 
 
A key topic for discussion is whether greater convenience in the purchase of wine and distilled 
spirits will increase sales within the Commonwealth.  The primary factors cited in support of this 
are: 
 

 Current levels of consumption of wine and distilled spirits in Pennsylvania are lower than 
would be expected in many areas, given population density and household income 
levels. 
 

 The Commonwealth’s experience with increased access through Sunday sales is that it 
has increased overall levels of sales. 

 
 

 Increased access will recapture sales lost to private stores in neighboring states (the so-
called ‘border bleed’). 

 
Alcohol Expenditures and Household Income 
 
It is generally accepted that there is a correlation between levels of income and expenditures on 
alcohol, with higher income cohorts having higher levels of expenditure per capita.  This 
correlation has been found both in academic studies80 and in data from the U.S. Bureau of 

                                                             

77 The study noted that Fogarty’s review only included studies to 1992; it also noted that both studies aggregated the results and did 
not provide additional weighting for primary studies.   
78 For example, the concept of ceteris parabis – holding other things constant – must be kept in mind.  In the case of changes in 
demand based on changes in price, the Virginia Alcoholic Beverages Commission suggested during interviews that there was little 
impact on demand on the occasions when they initiated price increases.  However, these price increases were generally small and 
infrequent.  For example, their product mark-up was not changed between August 1, 2004 and February 1, 2008 – a period of three 
years and six months.  The increase at that time was 4.0 percent.  By contrast, the Consumer Price Index in that same timeframe 
had increased by 11.7 percent.  In these cases, it is likely that positive changes in levels of household income for Virginia 
consumers were larger than the price changes. 
79 Bjorn Trolldal and William Ponicki, “Alcohol Price Elasticities in Control and License States in the United States, 1982-99,” 
Addiction (100), 2005, p. 1158-1165. 
80 For example, one multiple-model study found that the preferred model showed that income had a significant effect on alcohol 
expenditures, with a one percent increase in household income increasing the probability of consumption by 0.21 percent, the 
conditional level of expenditures by 0.13 percent, and the unconditional level of expenditures by 0.34 percent; the study concluded 
that “the effects of income on alcohol expenditures are small but positive.”  Steven T. Yen and Helen H. Jensen, “Determinants of 
Household Expenditures on Alcohol,” Working Paper 95-WP 144, Center for Agricultural and Rural Development, Iowa State 
University, December 1995, p. 9.  A recent study supported by a grant from the National Institute of Health, one of the first to 
examine the relationship between lifetime income trajectories and alcohol consumption, reported that across each of the three age 
cohorts they studied, level of income was the most important predictor of alcohol use.  Magdalena Cerda, Vicki Johnson-Lawrence 
and Sandro Galea, New York Academy of Medicine, “Income and Alcohol Consumption: Investigating the Links Between Lifecourse 
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Labor Statistics (BLS) Consumer Expenditure Survey.  The following chart, from the October 
2010 BLS survey, indicates that higher income consumers spend significantly more on alcohol 
than lower income cohorts:81 
 

Income before Taxes and Proportional Alcohol Consumption 
 

 
 
Source: US Bureau of Labor Statistics, Consumer Expenditure Study, October 2010. 
 

                                                                                                                                                                                                    

Income Trajectories and Adult Drinking Patterns,” Paper presented at the Population Association of America 2010 Annual Meeting, 
April 15-17, 2010.  Downloaded electronically at http://paa2010.princeton.edu/download.aspx?submissionId=101517 
81 United States Department of Labor, Bureau of Labor Statistics, “Consumer Expenditure Survey,” October 2010, accessed 
electronically at http://www.bls.gov/cex/ 
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This upward progression continues at higher income levels as well:82 
 

Higher Income before Taxes and Proportional Alcohol Consumption 

 
 
Source: US Bureau of Labor Statistics, Consumer Expenditure Study, October 2010. 

 
 
The BLS data combines beer, wine and distilled spirits; analysis of consumption and spending 
for wine and distilled spirits without beer yields a similar relationship.  This relationship also 
exists with studies of consumption by income level for wine and distilled spirits alone.  The 
analysis supporting this relationship can be found in Appendix J. 
 
Other State Experience with Increased Access 
 
There is practical experience in other states with privatization of the retail function in sales of 
alcoholic beverages.  In March 1987, the State of Iowa became the first state since the end of 
Prohibition to privatize the retail portion of its State distilled spirits monopoly.83  The legislation 
that privatized its retail liquor operation required that in the event that a private liquor retailer 
opened a store within 15 miles of a state store, the state store must be closed.  On the effective 
date of the legislation, there were 195 private retailer licenses that had been granted, and this 
required the State to close a similar number of its stores.  Following privatization, the number of 

                                                             

82 Ibid. 
83 It should be noted that Iowa had allowed the private sale of wine and beer with over four percent alcohol content beginning in July 
1985; the state also sold wine in its state stores until July 1986, at which time it ended its wholesale monopoly on wine.  Beer under 
four percent alcohol content for both on and off-sale had been handled by licensed private wholesalers since the end of prohibition.  
See Harold D. Holder and Alexander C. Wagenaar, “Effects of the Elimination of a State Monopoly on Distilled Spirits’ Retail Sales:  
A Time-Series Analysis of Iowa,” British Journal of Addiction, 1990, p. 1615-1625. 
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liquor retail outlets increased from the 221 state liquor stores to over 400 private liquor retailers.  
Besides the increases in physical numbers, the hours of operation also increased, with private 
licensees able to sell distilled spirits 20 hours a day, including Sundays and holidays.  The 
overall selection of products also increased, from around 900 items to approximately 1,200.84  
 
A review of Iowa’s experience 10 years after privatization reached the following conclusions: 
 

 Price increases were gradual and totaled 7.4 percent above what they would have been 
if the State had retained its stores.  Private retailers initially resisted major price 
increases that may have created a backlash against privatization.85 
 

 Privatization was deemed successful from a revenue standpoint, with profits increasing 
by $125 million over the first 11 years of privatization compared to estimates under State 
control of the stores.86  At the time of the 10-year review, the conclusion was that most of 
the increase in profits was the result of eliminating the state stores and the costs 
associated with them. 
 

An academic study reached a differing consumption conclusion (at least in the period it 
reviewed).  It determined that consumption within the State increased significantly after 
privatization of its retail operation.  Using a time-series analysis (January 1968 to March 1980, a 
total of 230 monthly pre-change and 25 post-change observations) that took into account 
stocking of initial inventory, seasonal sales patterns, substitution effects and cross-border 
effects, the authors determined that there was a “significant 9.5 percent increase in apparent 
consumption of distilled spirits in Iowa,” which began in March 1987.87 
 
However, a follow-up academic study reached a different conclusion.  Based on later 
consumption statistics for the State, it determined that time series analyses of monthly sales 
trends showed that the increased availability had no lasting impact on consumption.  The 
study’s authors concluded that “the findings of this study offer compelling evidence that 
increasing the availability of alcohol does not necessarily increase its consumption.”88 
 
In terms of analysis of applicability to Pennsylvania, it is notable that Iowa’s two largest 
population centers, the Des Moines and Cedar Rapids metropolitan statistical areas, are 
insulated from border sales effects, with both over an hour’s drive to the nearest state.  As a 
consequence, it is unlikely to have the same issue of repatriation of sales that could be 
experienced in Pennsylvania.  It should also be noted that Iowa had already privatized sale of 
wine, which was widely available.  It is possible that some of the increases noted in the first 

                                                             

84 “Privatization of Retail Liquor Sales in Iowa,” State of Iowa Alcoholic Beverages Division, July 16, 1999, unnumbered pages 1-2.  
Accessed electronically at http://iowaabd.com/files/client_files/191/1912/privatization_of_retail.pdf. 
85 Ibid, unnumbered pages 2-3.  According to the analysis, the State marked up its product by 76 percent.  After privatization, this 
was reduced to 50 percent; with compounding, this meant that if private retailers sought to maintain current shelf prices, their mark-
up would have to be about 17.3 percent.  The analysis determined that, on average, the retail mark-up increased to 20 percent in 
1988, 23.4 percent in 1989, 24.0 percent in 1990 and 24.7 percent in 1991.  It also concluded that mark-up had, at the time of 
writing, leveled to 25 percent. 
86 Ibid, unnumbered page 3 and attachments A and B.   
87 Harold D. Holder and Alexander C. Wagenaar, “Effects of the Elimination of a State Monopoly on Distilled Spirits’ Retail Sales:  A 
Time-Series Analysis of Iowa,” British Journal of Addiction, 1990, p. 1620. 
88 Mulford, H.A., Ledolter, J. and Fitzgerald, J.L. (1992) Alcohol Availability and Consumption: Iowa Sales Data Revisited. Journal of 
Studies on Alcohol.  53(9) 487-494. 
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study were the result of substitution of now more readily available distilled spirits for previously 
readily available wine and beer. 
 
West Virginia subsequently privatized its retail operation.  It is notable that studies have been 
mixed on its impact on sales, consumption and revenue.89  It is possible that this relates to 
characteristics of the state that may not be applicable to Pennsylvania.  While both Iowa and 
West Virginia are less populous, Iowa’s population is larger than West Virginia’s (although only 
about one-fourth the population of Pennsylvania), as is its median household income. It is also 
conceivable that, as the first state to privatize its retail operation since the end of Prohibition, 
Iowa’s experience was under more scrutiny and study than West Virginia’s later privatization. 
 
Other Factors Impacting Sales or Consumption 
 
There are other demographic and social characteristics that may impact on overall levels of 
sales and consumption of wine and distilled spirits.  The following discusses some key factors. 
 
Cross-border Competition 
 
In a variety of areas, research has determined that consumers will travel significant distances to 
make purchases that they believe provide greater value.  This has been confirmed in research 
on state border areas with varying sales tax,90 cigarette tax91 and gasoline tax rates.92  
 
There is general acceptance that cross border competition is an issue for the Commonwealth.  
Besides significant circumstantial evidence,93 a variety of studies have sought to quantify the 
magnitude of this ‘border bleed.’  Among the findings: 
 

 A 2010 study commissioned by the Wine and Spirits Wholesalers of America found that 
23.6 percent of the wine purchased by consumers in Pennsylvania comes from out of 
state, resulting in the loss of $17.3 million in excise taxes.94 

                                                             

89 As an example, one study, which looked at the experience in both Iowa and West Virginia, concluded that  there was a net 
increase in absolute alcohol consumed in both states across all beverages (beer, wine and distilled spirits) associated with 
privatization.   Alexander C. Wagenaar, Harold D. Holder, “A Change from Public to Private Sale of Wine – Results from Natural 
Experiments in Iowa and West Virginia,” Journal of Studies on Alcohol and Drugs, Vol. 52, 1991, Issue 2: March 1991 .  By contrast, 
testimony by Geoffrey F. Segal, Director of Government Reform Policy for the Reason Foundation before the Pennsylvania General 
Assembly on April 18, 2007 indicated that there are no dramatic differences between control states and license states.  Equally, 
there have been no dramatic shifts in consumption, underage drinking, drinking and driving and alcoholism attributable to 
privatization in Iowa, West Virginia and Alberta.  The testimony also noted that “Implementation of Iowa, West Virginia and Alberta 
deregulation followed a trending period of moderate increases in per capita alcohol consumption.  As a result it is difficult to attribute 
causation to a trend that continued after the implementation of privatization.” 
90 See for example Walsh, M. and J. Jones (1988) “More Evidence on the ‘Border Tax’ Effect: the Case of West Virginia,” National 
Tax Journal, Vol. 14, pp. 362-374; F. Steb Hipple, “Retail Sales and Sales Tax Losses from Tennessee to Virginia in the Tri-states 
Metropolitan Area 1996 and 2003,” State of Tennessee Tax Structure Study Commission, November 6, 2003; Rossitza Wooster and 
Joshua Lehner, “Reexamining the Border Tax Effect: A Case Study of Washington State” September 2008. 
91 See for example Patrick Fleenor, “How Excise Tax Differentials Affect Interstate Smuggling and Cross-Border Sales of Cigarettes 
in the United States,” The Tax Foundation, Background Paper No. 26, October 1998. 
92 Mark D. Manuszak and Charles C. Maul, “How Far For a Buck? Tax Differences and the Location of Retail Gasoline Activity in 
Southeast Chicagoland,” January 26, 2009. 
93 It is notable, for example, that Delaware’s ‘consumption’ of alcohol, measured by sales, is among the highest of all states.  There 
is a general acknowledgement within this field of study that when viewing consumption figures Washington  DC, Delaware and 
Nevada are ‘outliers’ because of cross-border competition and tourism issues.  See, for example, William Kerr, “Categorizing US 
State Drinking Practices and Consumption Trends,” International Journal of Environmental Research and Public Health, 2010, pp. 
269-283. 
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 A 2011 analysis by the Distilled Spirits Council of the United States (DISCUS) estimated 
that cross border purchases by Pennsylvania residents total over 900,000 cases of 
spirits and over two million cases of wine, about 16.5 percent of total sales representing 
approximately $313 million in retail revenue.95 
 

 A 2004 study prepared for the Pennsylvania Food Merchants Association determined 
that 29.4 percent of the Commonwealth’s consumption of wine comes from cross border 
sales, as well as 20.8 percent of distilled spirits.96 
 

While PLCB has not reached a specific conclusion about the extent of border bleed, staff 
interviewed for this report has agreed that it is an issue.  PLCB has done limited sample surveys 
on the issue that suggest that the lost sales are in the range of 15 to 20 percent. 
 
Some research on cross border competition for alcohol suggests that it is generally a bigger 
issue for beer sales than it is for wine and distilled spirits.  A key factor may be the age cohort 
that tends to prefer beer as opposed to wine and distilled spirits – beer consumers tend to be 
younger and have less disposable income.  For that consumer, traveling several miles for a 
reduced price may have greater perceived benefit.97  Of course, that analysis would focus on 
cross border sales driven by price; while an important factor, other issues, including selection 
and convenience (such as Sunday sales or expanded hours) may also drive cross border sales 
for wine and spirits. 
 
Given the extent of studies with similar conclusions – even with dissimilar methodologies98 - the 
PFM analysis of changes to levels of sales focuses on expected changes to levels of retail sales 
based on the correlation between levels of income and expenditures on alcohol.  In each case, 
similar conclusions are reached – there are current cross border sales that are likely to be 
recaptured with increased customer convenience and selection.  The extent of this recapture 
will depend on a host of factors that cannot be readily modeled. 

                                                                                                                                                                                                    

94 “The Effects of Out-of-State Wine Sales in Pennsylvania,” Wine and Spirits Wholesalers of America, 2010.  According to the 
report, the analysis was done by John Dunham and Associates, a New York City-based economic consulting firm. 
95 David Ozgo, “Estimated Pennsylvania Lost Cross Border Sales,” DISCUS, 2011, p. 3. 
96 “Increased Tax Revenue and Jobs for Pennsylvania,” Pennsylvania Food Merchants Association, March 2004. p. 2.  The analysis 
was done by American Economics Group, Inc., a national economics consulting firm based in Washington DC. 
97 T. Randolph Beard, Paula A. Gant, Richard P. Saba, “Border-Crossing Sales, Tax Avoidance, and State Tax Policies:  An 
Application to Alcohol,” Southern Economic Journal, July 1997, p. 300-302. 
98 John Dunham and Associates built an interstate demand model to reach its conclusions; AEG combined regression analysis with 
non-linear programming to build a 50 state matrix to account simultaneously for each state’s alcoholic beverage inflows from each 
other state and its outflows to each other state; Ozgo used regression analysis based on per capita consumption in Pennsylvania, 
other control states and surrounding license states.  PLCB used limited sample market surveys. 
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Social Characteristics 
 
While income levels are generally a good predictor of expenditures on alcohol, social folkways 
(behaviors and customs of a social group) also play a role.  Aggregate data would suggest that 
Pennsylvania’s level of median household income will result in increases in sales of wine and 
distilled spirits; at the same time, it is important to discuss other characteristics of the State 
population that may suggest otherwise. 
 
Over the years, the National Alcohol Survey (NAS), which was conducted in 1964, 1979 and 
1984, has identified Census-defined regions as either ‘Wet’ or ‘Dry.’99  More recent research has 
modified this categorization into three groups – Wet, Moderate and Dry.  Within this context, 
Pennsylvania, and its regional counterparts Maryland, New York, New Jersey, Delaware and 
Connecticut are characterized as the ‘Moderate Mid Atlantic’ region. 100   Based on the research 
around this group, it is reasonable to expect that Pennsylvania’s levels of total retail sales would 
approximate these other states on a per capita basis.  The following map identifies the regions 
classified as Wet, Moderate and Dry: 
 

Census Defined Regions 

 

Source: International Journal of Environmental Research and Public Health 

                                                             

99 Wet areas were determined to be those with relatively high per capital consumption and percentage of heavy drinkers and low 
levels of abstention.  See William C. Kerr, “Categorizing US State Drinking Practices and Consumption Trends,” International 
Journal of Environmental Research and Public Health, 2010, Number 7, p. 269-283. 
100 Ibid, p. 272-276.  It is notable that this classification analysis does not rely solely on consumption, but also takes into 
consideration the number of drinks, frequency of drinking, percentage of abstainers, etc. 
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Estimated Sales Outcomes from Retail Privatization 
 
As the above discussion demonstrates, there are a variety of factors that will impact sales (and 
ultimately revenue) performance under a new retail model.  Besides the factors discussed, 
timing factors will play a critical role.  The manner in which PLCB stores are closed – and 
private stores are opened – will have a material impact on overall system (and revenue) 
performance.  This implementation phase will be impacted by a variety of factors, both 
endogenous and exogenous.  Critical details – like the timing and success of auctions awarding 
the expected number of licenses in all of the proposed locations, local administrative or legal 
challenges to store locations and ability for the current order placement and stocking system to 
handle a major ramping up of private retail inventory – are practically impossible to model with 
any degree of confidence. 
 
It should also be expected that there will be a significant spike in sales immediately prior to the 
opening of new private retail outlets.  This will occur as the new private establishments stock 
their stores and begin to build inventory.  This will likely occur over the approximately 30 days 
prior to opening and reflect expected sales in a two to four week period, depending on seasonal 
and other issues.  For purposes of discussion, this should be assumed to be one-time revenue 
and is not discussed in terms of expected growth (or decline) in revenue from privatization of the 
retail operation in the Commonwealth. 
 
Beyond these critical details, various regions within the Commonwealth have unique 
characteristics that can create significant challenges to an aggregate analysis of how the new 
system will operate.  The Commonwealth borders both license and control states, has both 
urban and rural areas and areas with well above average – and well below average – household 
income.  Each of these factors will impact projected performance under the new models. 
 
Regional Characteristics 
 
In any discussion of statewide impacts from privatization, it has to be understood that the 
Commonwealth has widely differing counties and regions, and the impact will be different 
depending on location.  In particular, key characteristics relating to population density and 
household income will affect market dynamics in different ways around the State. 
 
For this discussion, the PFM team used counties and regions for comparison purposes.  The 
regions are those used by the Pennsylvania Department of Community and Economic 
Development to identify clusters of counties; they provide a useful method for examining 
broader characteristics than would be possible on a county-by-county basis. 
 
A key factor in these discussions is population density, as more densely populated areas 
generally have more ready access to retail outlets.  The size of a market, in terms of available 
consumers and distance to travel to make purchases, are generally key factors in business 
location decision-making.101  

                                                             

101 Population density is a useful measure, as distance to travel to purchase/consume is an important factor in a choice of 
what/where to shop or consume.  In retail and similar operations, gravity models are often used to determine the available market 
and the likelihood to make purchases.  A retail gravity model is based on the theory that any consumer’s choice of store or activity 



 

Liquor Privatization Analysis  Sales and Consumption 
Pennsylvania Office of the Budget  116 

 
At present, the top 18 counties, in terms of total sales by county, are among the 20 most 
densely populated counties in the State.  The sales from these counties also make up nearly 82 
percent of the total sales in the State.  These counties and their share of sales can be found in 
Appendix J. 
 
The following shows population density by county within the State, with the more dense 
counties in the darker shades.  As is to be expected, the areas of highest population density are 
in and around Philadelphia and Pittsburgh. 
 

Population Density by County 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
The following provides this information on a regional basis: 
 

Population Density by Region 
 

 

                                                                                                                                                                                                    

will be based on two primary considerations - convenience (travel time) and venue attractiveness.  Of the two, convenience is 
generally more heavily weighted. 

For a discussion of gravity model’s application to alcohol purchase decisions:  Room, Robin, “Tsunami or ripple? Studying the 
effects of current Nordic alcohol policy changes,” Paper presented at the 30th Annual Alcohol Epidemiology Symposium of the Kettil 
Bruun Society for Social and Epidemiological Research on Alcohol in Helsinki, Finland, May 31 – June 4, 2004.  Accessed 
electronically at www.robinroom.net/tsunami.doc 
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As previously discussed, there is a strong correlation between higher levels of income and 
levels of expenditure for wine and liquor.  This relationship is strong at all income quintiles:102 
 

Alcohol Expenditures by Income Quintile, 2009 
 

 
 
Given this factor, it is helpful to determine the location of higher income households.  The 
following provides this information by county: 
 

Median Household Income by County 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

                                                             

102 US Bureau of Labor Statistics, Consumer Expenditure Survey, 2009, Table 1. 
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It is notable that, of the top 18 counties in terms of Median Household Income, 12 of them are 
also among the 18 more dense counties.  In this comparison, key outliers are Philadelphia and 
Allegheny Counties, where their sheer size takes on more importance than their median 
household income. 
 
The following illustrates this factor by region. 
 

Median Household Income by Region 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
When comparing the regional maps, the areas that stand out (besides the City of Philadelphia, 
which is a region of its own) are the Southeast, South Central and Southwest regions.  Given 
their similarities, it is not surprising to find that these regions also contain the majority of the 
counties with high sales volumes: 
 

Sales by County with Region Borders 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
As with the previous maps, the Southeast, South Central, Southwest regions and the City of 
Philadelphia are key regions for sales: 
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Sales by Region 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
As has been noted earlier, the correlation between alcohol expenditures and household income 
is strong, and population density is another key factor.  An examination of the sales levels, 
measured on a per capita basis, suggests that this relationship is not reflected in the sales data 
for key counties in the State.  This comparison is generally relied upon in studies of cross-
border sales, the ‘border bleed’ that would seem to artificially deflate the per capita consumption 
levels (when measured based on county and state-wide sales) for wine and distilled spirits in 
the Commonwealth. 
 
Most studies of cross-border competition suggest that there is a distance, which can vary by 
type of product, that consumers will be willing to travel to make purchases that they perceive to 
be in their economic benefit.103  In general, this will make ‘border bleed’ more of an issue for 
counties that border other states – in this case, particularly license states that may be perceived 
as having better selection, price and facilities.  It is notable that, when comparing per capita 
levels of retail sales by county with per capita levels of income, the counties that show the 
closest correlation (i.e., lower per capita income align with lower sales per capita and higher per 
capita income align with higher sales) are all non-border counties. 

                                                             

103 One commonly cited study determined that the greatest benefit on the lower taxed side of a border (in this case Illinois and 
Indiana) extended for 2 to 3 miles.  The study found similar effects in other corridors they studied, such as the Massachusetts-New 
Hampshire border.  See William Lilley III and Laurence J. DeFranco, “Impact of Retail Taxes on the Illinois-Indiana Border,” 
Workshop, Federal Reserve Bank of Chicago “Designing State-Local Fiscal Policy for Growth and Development,” July 17, 1996. 
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Region by Region Analysis 
 
As noted in the maps and discussion, there are county-by-county differences within regions, and 
county data analysis helps to inform policy decisions in a variety of areas – for example around 
possible numbers of licenses to issue.  At the same time, there are limitations on drawing 
conclusions from county data.  For one thing, consumer mobility must be considered in many 
county discussions, as residents whose household income is categorized in one county may in 
fact regularly make purchases in a neighboring county.  For the broader issues of changes in 
retail sales patterns, it makes sense to smooth out this ‘noise’ by discussing regional patterns. 
 
The analysis that follows isolates off-premise sales to non-licensees.  While there may be some 
impact on licensees from a privatized system, possible changes in levels of sales are likely to be 
most directly connected to activities of non-licensee consumers.  As a rule of thumb, sales to 
licensees make up about 23 percent of PLCB’s total sales.  To determine the entirety of sales, 
those sales in the base year will be added into the sales figures generated by sales to non-
licensees.104 
 
The following provides data by region for several key factors: 
 

Region 
Universe: Households 

Median Household 
Income 

Per Capita 
Income 

FY2009-10, PA Retail (W/O 
Lic) - Total Wine and 

Spirits 

PA Per Capita $-Wine 
and Distilled Spirits 
(Age 21 and Over) 

Central $40,612 $21,096 $42,513,906 $66.84 

North Central $40,910 $18,718 $41,758,021 $88.18 

Northeast $45,792 $23,476 $88,919,981 $120.95 

Northwest $41,873 $21,738 $36,400,669 $92.93 

Philadelphia $36,669 $20,882 $141,259,126 $130.01 

South Central $54,744 $26,517 $135,693,944 $103.20 

Southeast $68,246 $33,903 $409,224,238 $163.56 

Southwest $45,785 $26,011 $243,614,417 $121.97 

Total/Average $49,737 $24,971 $1,139,384,302 $124.70 
 
 

Recalling the discussion about the correlation between median household income and alcohol 
sales, the region that is most out of line with the expected pattern is the South Central region.  
This region has Median Household Income that is significantly higher than the statewide 
average but per capita sales that are well below the statewide average. 
 
In regional discussions, it should also be noted that four of the eight regions (Southeast, 
Southwest, South Central, and Philadelphia) make up over 75 percent of the total population 
aged 21 and over.  Impacts from privatization on these four regions will have a pronounced 
effect on the Commonwealth as a whole.  While there will likely be variations among the other 
regions in terms of performance, they will not have nearly the impact on the aggregate numbers.  
The population by region can be found in Appendix J. 

                                                             

104 It is important that the licensee sales be figured on the current PLCB baseline, as applying it to any larger base that may exist 
because of privatization repatriation will incorrectly inflate the level of sales to licensees; the theory is that to the extent that 
repatriation of lost sales to non-licensees occurs, the actual percentage of total sales made to licensees is likely to decrease. 
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For purposes of discussion and the correlation between income and sales, the following table 
details the current levels of per capita income and sales in each region, as well as the variance 
from the regional totals to the statewide averages: 
 

Region 

Universe: 
Households 

Median 
Household 

Income 

Per 
Capita 
Income 

Difference 
PC 

Income 
from State 
Average 

FY2009-10, PA 
Retail (W/O 
Lic) - Total 
Wine and 

Spirits 

PA Per 
Capita $-
Wine and 
Distilled 

Spirits (Age 
21 and Over) 

Difference 
Sales from 
Statewide 
Average 

Sales 
Variance 

from 
Correlation 

Central $40,612 $21,096 -15.5% $42,513,906 $66.84 -46.4% -30.9% 

North Central $40,910 $18,718 -25.0% $41,758,021 $88.18 -29.3% -4.2% 

Northeast $45,792 $23,476 -6.0% $88,919,981 $120.95 -3.0% 3.0% 

Northwest $41,873 $21,738 -12.9% $36,400,669 $92.93 -25.5% -12.5% 

Philadelphia $36,669 $20,882 -16.4% $141,259,126 $130.01 4.3% 20.6% 

South Central $54,744 $26,517 6.2% $135,693,944 $103.20 -17.2% -23.4% 

Southeast $68,246 $33,903 35.8% $409,224,238 $163.56 31.2% -4.6% 

Southwest $45,785 $26,011 4.2% $243,614,417 $121.97 -2.2% -6.3% 

Total/Average $49,737 $24,971   $1,139,384,302 $124.70     
 
 
This way of looking at current sales suggests that the likely areas for additional sales in a 
privatized structure are the South Central, Southeast and Southwest regions.  While the Central 
and Northwest regions would also seem likely to gain sales, these are less populous regions 
with significantly less population density, which suggests that factors other than income will 
continue to impact sales performance, even in a privatized system.   
 
Philadelphia should be understood to be a special case in any analysis.  While its income levels 
would not be expected to support its level of sales, its high population density is likely a factor.  
Probably more important, Philadelphia is a destination city – during the work week it draws 
commuters from across the region, some of whom are likely making purchases at PLCB stores 
as a matter of convenience.  There are also a significant number of tourists and out-of-region 
business travelers who are likely frequenting PLCB stores.  As a result, as with Washington DC, 
it is difficult to view Philadelphia’s level of sales separate from the region as a whole. 
 
Southeast Region 
 
The Southeast Region is critical to the analysis of impacts for the State as a whole.  As the most 
populous region, it has the highest per capita income and the highest level of sales, both in 
sheer numbers and on a per capita basis.  All seven of the counties in this region are among the 
18 counties that comprise nearly 82 percent of total PLCB sales.  This region also has 
reasonable access to out-of-state retail operations. 
 
While sales levels somewhat approximate income levels, there is a negative variance; given the 
population density of the region, the expectation is that sales levels should at least reach a level 
that approximates the levels of income. 
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South Central Region 
 
Of the four regions that make up 75 percent of the Commonwealth’s population, this region has 
the largest variance between levels of sales and levels of income.  Four of its eight counties are 
among the 18 counties that make up nearly 82 percent of total sales.  Of the four counties 
(Cumberland, Dauphin, Lancaster and York), Lancaster and York are also border counties and 
all four have high population density.   Given these factors, there is a reasonable expectation 
that there would be a significant increase in sales for this region in a privatized system. 
 
Southwest Region 
 
This region under-performs expectations, although there are some mitigating factors that may 
not lead to significantly differing results in a privatized system.  First, its population is largely 
centered around Pittsburgh, but there isn’t as pronounced a case for cross border sales in this 
area as in other parts of the southern regions.  For the Pittsburgh area, the state in closest 
proximity is Ohio, which is also a control state.  The counties that border Maryland (Greene, 
Fayette and Somerset) are lower density counties with less household income on average than 
Washington, Butler or Allegheny Counties.  In the modeling, this area experiences moderate 
additional growth from repatriation but less than either the Southeast or South Central regions. 
 
Philadelphia 
 
Philadelphia is an aberration in terms of the correlation between income and sales and is likely 
to remain so in a privatized system.  Its significant population density (not surprisingly, the 
highest among any region) and role as a destination city outweigh its income level.  For this 
analysis, it is assumed that Philadelphia will maintain approximately the same relative share of 
sales within the Commonwealth, with some decline based on increases in other regions. 
 
As noted above, the four regions already discussed make up 75 percent of the State’s 
population and 82 percent of current PLCB sales.  As a result, the analysis of the following four 
regions, while important, will not have as material an impact on overall sales results as the 
preceding four. 
 
Northeast Region 
 
There is a significant fall-off in population and sales beginning with this region.  That said, three 
of the top 18 counties in terms of sales (Lackawanna, Luzerne and Monroe) are located in this 
region, although only Monroe is a border county.  Its population density and income also trail the 
regions already discussed.  In the modeling, growth from cross border sales and convenience is 
considered to be modest, and there is risk that some areas will see price-related reduction in 
sales. 
 
Central Region 
 
This region, as with the Northeast, is less densely populated and has on average less 
household income – in fact, there are no counties in the region that would be considered well 
above average in these categories.  None of the 18 ‘top sales’ counties are in this region, and 
the border counties (Bedford and Fulton) are not population or wealth centers.  As a 
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consequence, the expectation is that there will not be an appreciable change in levels of sales 
from repatriation in this region, and there is risk that some areas will see price-related reduction 
in sales. 
 
North Central Region 
 
With the lowest average income and second smallest population, the North Central region also 
has the lowest population density and no counties that are among the 18 ‘top sales’ counties in 
the State.  While four of its counties share a border with New York, it is not likely that there will 
be significant changes in sales levels attributable to repatriation, and there is risk that some 
areas will see price-related reduction in sales. 
 
Northwest Region 
 
The Northwest Region is the smallest terms of geography and population – it has one county, 
Erie County, among the top 18 counties in terms of overall sales.  While Erie County has above 
average density, it is about average in terms of income.  While the County borders both New 
York and Ohio, the City does not – its border is Lake Erie.  As a result, the expectation is that 
there would not be significant sales growth from repatriation, and there is risk that some areas 
will see price-related reduction in sales. 
 
Summary 
 
Based on analysis of the key characteristics of the regions, the model assumes the following: 
 

 Significant growth in sales, largely through repatriation, will occur in the Southern 
regions, particularly the South Central and Southeast Regions, to approximate its level 
of income and population density. 
 

 While there will likely be some additional growth in other regions, there are downside 
risks as well, particularly around price levels in less dense, less served areas, which are 
likely to balance out. 

 

 The four most populous regions (Southeast, South Central, Southwest and Philadelphia) 
currently make up 82 percent of overall sales, and that figure may increase with 
privatization – as a consequence, the impacts in this region will drive the aggregate 
numbers for the Commonwealth. 

 

 There is likely to be some price-related sales destruction in the four less populated 
regions.  In these regions, price-related impacts of approximately 5 percent will likely 
generate declines of approximately 3.5 percent for wine and 4.0 percent for distilled 
spirits, based on the elasticity of demand for each. 
 

When viewing estimated results related to repatriation and price, it should be noted that there 
are multiple factors that will impact the timing of these effects, including the phase-in of new 
retail locations, the types of retail locations and offerings and the number and location of these 
retailers.  It is impossible to model these variances with any degree of confidence; the estimates 
here are for a fully implemented retail model that provides sufficient locations, hours of 
operation, products and price to accommodate Pennsylvania consumers and creates a 
competitive environment with surrounding states. 
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Based on these significant assumptions, the model generates an additional $92.0 million in 
revenue, largely from cross-border sales in the four most populous regions.  The following are 
the generated revised sales figures by region: 
 

Region 

Universe: 
Households 

Median 
Household 

Income 

Per 
Capita 
Income 

Difference 
PC 

Income 
from State 
Average 

FY2009-10, PA 
Retail (W/O 
Lic) - Total 
Wine and 

Spirits 

PA Per 
Capita $-
Wine and 
Distilled 

Spirits (Age 
21 and 
Over) 

Difference 
Sales from 
Statewide 
Average 

Sales 
Variance 

from 
Correlation 

Central $40,612 $21,096 -15.5% $40,906,881 $63.31 -48.4% -32.9% 

North Central $40,910 $18,718 -25.0% $40,179,568 $84.85 -32.0% -6.9% 

Northeast $45,792 $23,476 -6.0% $87,239,394 $118.66 -4.8% 1.1% 

Northwest $41,873 $21,738 -12.9% $35,024,724 $89.41 -28.3% -15.3% 

Philadelphia $36,669 $20,882 -16.4% $150,000,000 $138.06 10.7% 27.1% 

South Central $54,744 $26,517 6.2% $183,000,000 $139.18 11.6% 5.4% 

Southeast $68,246 $33,903 35.8% $435,000,000 $173.86 -39.4% 3.7% 

Southwest $45,785 $26,011 4.2% $260,000,000 $130.17 4.4% 0.2% 

Total/Average $49,737 $24,971   $1,231,350,567 $134.76     

 
 
Based on the projected sales, the bulk of the additional revenue will be in the Southeast and 
South Central regions.  There would be some minor price-related sales destruction in the four 
least populated regions; the smallest percentage reduction would be in the Northeast, given that 
it contains three counties with significant population density and sales.  Overall, however, the 
reductions in these areas are more than made up for by revenue growth generated in the more 
densely populated regions. 
 
 
 



 

 

Retail License Distribution
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Retail License Distribution 
 
Key Highlights 
 

 The number and type of retail licenses will likely have a material impact on levels of up-
front revenue obtained through auction; the goal should be to meet consumer needs 
while preserving sufficient license scarcity to enhance individual license valuation. 
 

 Compared to other States, Pennsylvania has a low number of off-premise retail locations 
per 10,000 drinking age population – 0.7 versus an average of 4.8. 

 

 The optimal level of locations is difficult to model, but a range of 2-3 locations per 10,000 
drinking age population is reasonable. 
 

 In option three (full privatization with limits on number of retail licenses), using the above 
range – but also seeking to maintain scarcity – PFM believes that approximately 1,500 
licenses would strike a reasonable balance; in general, the preference is to err on the 
higher side of the range of number of licenses. 

 

 Because of the wide range of possible retail locations, some type of license tiering is 
generally adopted – this can vary based on sales levels, square footage of retail space 
or shelf-space devoted to alcohol.  PFM assumes a two-tiered approach in modeling 
option three based upon retail square footage of the licensed establishment and the 
linear feet of shelf-space devoted to the retail of alcohol in the licensed establishment. 
 

 Option four (full privatization with open, market-based retail licenses) may result in 
approximately 3,500 licensees. 

 

 Allocation of licenses varies, with some states allowing the market to determine numbers 
and locations, while others use population-based allocation methods.  For purposes of 
analysis, PFM provided an allocation method based on historic sales, population density 
and a requirement for each county to maintain at least its current number of license 
locations.  Any form of ‘market engineering’ is likely to negatively impact overall license 
valuation, but the extent of this impact is impossible to predict or model. 

 
License Overview 
 
While the number fluctuates annually, in Fiscal Year 2009-10 there were 613 PLCB retail wine 
and liquor stores located throughout the Commonwealth.  As part of a long-standing PLCB 
policy, every county in Pennsylvania has at least one retail store.  High population counties 
contain the largest number of stores, with Allegheny and Philadelphia being home to 76 and 55 
stores respectively.  At the lower end of the scale, nine counties are home to only one store, 
located in primarily rural areas of the state.  PLCB categorizes the type of retail outlet into nine 
store types.  A breakdown and description of the nine store types can be found in Appendix K. 
 
As highlighted in the benchmarking section, the number of Pennsylvania retail wine and liquor 
stores per capita is well below that of comparable states.  Assuming Pennsylvania retail 
locations approximated the per capita average of the comparable states (in the range of 4.4 to 
4.8 per 10,000), approximately 5,000 retail wine and liquor licenses would be issued.  While 
every state is different, it is reasonable to assume that the Pennsylvania wine and liquor retail 
market would warrant 3,000-4,000 licenses if there were no restrictions on the number of 
licenses available. 
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One of the Commonwealth’s charges for this analysis is to achieve up-front revenue from the 
issuance of licenses.  A critical factor in achieving this objective is properly selecting the number 
and issuance methodology for wholesale and retail licensure.  Achieving high-order value is a 
complex process that involves striking the correct balance between providing sufficient 
convenience and reasonable limits on the number of licenses made available for auction, to 
increase valuation.  As with other past studies of this issue, PFM found the ideal number of 
retail licenses difficult to quantify.  PFM relied on comparative data from other states that had a 
variety of control environments, third-party diminishing returns analysis and other retail alcoholic 
beverage license experience in Pennsylvania. 
 
Comparable State Data 
 
As detailed in the Benchmarking chapter, Pennsylvania has a low number of off-premise stores 
per drinking-age residents relative to other states in the region.  For every 10,000 residents over 
the age of 21, Pennsylvania has 0.7 stores, significantly below the comparable states average 
of 4.8. 
 

Number of Off-Premise Stores per 10,000 Persons (>21) 

 
Sources: Various Annual Reports; Liquor Handbook 2010; U.S. Census Bureau. 
 
 

It is important to note that Ohio is an agent state rather than a true license state.105  Authorized 
agents sell product purchased by the State and earn a commission based on sales.  Excluding 
Ohio, the average number of licenses per 10,000 drinking-age residents decreases to 4.4.  The 
number of licensees, population 21 or over and licenses per 10,000 for key states can be found 
in Appendix K. 
 
To begin the process of developing reduced license strategies, the PFM team reviewed the 
number of off-premise retail licenses in a number of control and license states.  However, the 
data on these activities is far from perfect.  Published information contains significant overlaps 

                                                             

105 The Ohio Division of Liquor Control is the sole purchaser and distributor of spirituous liquor in the state.  The Division owns the 
product and supplies it to authorized agents who are contracted to sell the product on the Division's behalf and receive a 
commission based on sales.  Agents receive a 4 percent commission on wholesale transactions and a 6 percent commission on 
retail transactions (Ohio Division of Liquor Control). 
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between the types of alcoholic beverage sold by retail licensees.  In many other states wine 
and/or liquor retailers also sell beer.  While beer and wine are, at times, sold without the 
accompaniment of another form of alcohol (specialty wine shops, etc.), distilled spirits are rarely 
sold as the only form of alcohol in a business that sells alcoholic beverages. 
 
Across the country, the regulations where wine may be sold vary significantly.  Some states 
allow its sale in grocery stores, big box stores, pharmacies, convenience stores, etc.  Other 
states may pair wine and beer sales, but not distilled spirits; yet other states pair wine and 
distilled spirits.  As a result, the potential range of retail licenses for wine is likely greater than 
the range of retail licenses for distilled spirits.  Accordingly, the PFM team selected retail distilled 
spirits data for comparison purposes in determining the appropriate range of retail licenses. 
 
DISCUS has cited an approximate range of 2 to 3 retail licenses per 10,000 residents as the 
‘best fit’ for outlet density and consumer sales. The following graphic plots off-premise outlets 
per 10,000 adults (age 21 and over) and associated consumption levels.  The trend line in the 
chart below is only representative of the impact outlet density has on gallons sold, holding other 
factors constant.  The PFM team also reviewed an analysis conducted for the Food Marketing 
Institute in March 2004 that reached a similar conclusion.106 
 

 
 
The DISCUS data suggest that the optimization curve of the distribution of licenses begins to 
flatten at approximately 2 outlets per 10,000 adults, and an incremental increase is largely 
diminished at 3 outlets per 10,000 adults.  Given the level and disparity of the data, DISCUS 
reached no definitive conclusion regarding the causal relationship between outlet density and 
demand as retailers may be likely to add alcohol to their product mix or open new alcohol retail 
businesses in those locations where demand is the greatest.   
 
The second chart, below, shows outlet density (per 10,000 adults 21 and over) on the y-axis 
and cases sold per off-premise license on the x-axis.  The graph indicates that at very high 
levels of outlets per 10,000 adults, each respective store sells a low number of cases.  As outlet 

                                                             

106 State Licensing of Wine Sales in Food Stores: Impact on Existing Liquor Stores.” American Economics Group, Inc. for Food 
Marketing Institute, March 2004. 
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density per 10,000 adults decreases, the number of cases sold per off-premise license 
increases.  DISCUS suggests the cluster of stores between 2 and 3 off-premise licenses per 
10,000 adults tends to be the level at which cases sold per off-premise license and off-premise 
outlets per 10,000 adults are best matched. 
 

 
 
For comparison purposes, Pennsylvania currently has 1,222 ‘D’ licensees that are permitted to 
retail malt beverages by the case.107   That number equates to approximately 1.3 licenses per 
10,000 adult residents.108  
 
The comparable states’ average of the number of off-premise outlets per 10,000 drinking-age 
residents is 4.8 (the details of these data are discussed in the benchmarking section of this 
report).  If applied to Pennsylvania, this ratio would result in approximately 4,400 off-premise 
licenses versus the current level of 613 off-premise outlets (0.7 licenses per 10,000 adult 
residents of Pennsylvania). 
 

                                                             

107 Per PLCB, as of July 28, 2011, there are 1,049 active Distributor-Wholesalers and 173 active Importing Distributors in the 
Commonwealth. 
108 Per PLCB website: “The legislature has generally limited the number of licenses for the retail sale of malt or brewed beverages 
and liquor to one (1) license for each three thousand (3,000) inhabitants in any county, exclusive of licenses granted to public 
venues, performing arts facilities, continuing care retirement communities, airport restaurant, municipal golf courses, hotels, 
privately-owned public golf courses, racetracks, automobile racetracks, non-primary pari-mutual wagering locations, and national 
veterans' organizations.  Club licenses are somewhat different in that they are not included in the quota but are subject to the 
quota.  Once the quota is filled, no additional club licenses, except for incorporated units of national veterans' organizations, may be 
issued.  Once the number of existing retail licenses in a municipality exceeds one (1) license per three thousand (3,000) residents, 
then an applicant who wishes to move into that municipality must receive written approval, in the form of an ordinance or resolution 
following a hearing, from the municipality before the Board can consider the application…There is also a restriction on the number of 
distributor and/or importing distributor licenses that may be issued in any county.  No new distributor or importing distributor license 
may be granted in any county where the combined number of distributor and importing distributor licenses exceeds one (1) license 
for each thirty thousand (30,000) inhabitants of the county in which the license is to be issued, provided that a combined total of five 
(5) such licenses may be granted in any county.” Via: 
http://www.lcb.state.pa.us/portal/server.pt/community/for_licensees/17488/bureau_of_licensing_frequently_asked_questions/61174
5.  
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Accordingly,  the range of potential licenses runs from the current PLCB stores (613) to the 
benchmarking-driven comparable states’ average of 4,400109 with the market-driven number of 
beer licenses and the results of third-party studies in between. 
 
After significant discussion and review, PFM concluded that the data presented above, while 
informative, does not support a quantitative conclusion regarding the ideal number of licenses in 
Pennsylvania.  Multiple factors complicate the determination of an optimal number of retail 
licenses; including significant variations in license structure across the country, a wide variety of 
potential business models that could serve the Pennsylvania market and substantial distortions 
in consumption and price data due to the influence of neighboring states. PFM and the 
econometric modelers the team consulted concluded the selection of the number of retail 
licenses that should be offered in Pennsylvania is best made as an informed policy choice.   
 
The structure of the wine and distilled spirits retail markets in other states (including regional 
states) is varied.  Some states use per capita ratios to determine the number of licenses, while 
others license all responsible retailers to sell some or all alcoholic beverages without limitation.  
PFM concluded that determining an optimal range of licenses should commence with defining 
the desired outcomes.  In this review, the Commonwealth’s stated charge of ensuring enhanced 
convenience, selection and price competition requires a greater number of licenses than 
currently exist in the Commonwealth.  The charge from the Commonwealth to achieve up-front 
revenues also requires that a certain level of scarcity exists in the number of retail and/or 
wholesale licenses so as to ensure the licenses have value. 
 
In order to meet these goals, PFM started with the 2 to 3 licenses per 10,000 adults identified in 
the third-party analysis.  At a ratio of 2 licenses per 10,000 adults, the total number of licenses 
in Pennsylvania would be approximately 1,827.  At a ratio of 3 licenses per 10,000 adults, the 
total number of licenses would be approximately 2,741. 
 
The PFM team concluded that due to the Commonwealth’s geographic and regional differences, 
two licenses per 10,000 adults may not adequately represent the final point achieved by the 
market.  PFM used the average of the ratio of licenses produced at 3 licenses per 10,000 adults 
and the comparable states average licenses per 10,000 adults to arrive at an approximate mid-
point between the two ratios of 3,500 licenses.  PFM believes this number is best viewed within 
a range as a variety of market intangibles could affect the number to move up or down.  In an 
open, market-based retail license option (option four), 3,500 licenses would likely satisfy the 
associated convenience, selection and price competition charge from the Commonwealth. 
 
However, in order to achieve additional valuation, the number of licenses could be reduced to 
introduce scarcity; as in option three.  Given the mix of markets in Pennsylvania, PFM believes 
reducing the total licenses by about one-half to two-thirds would produce sufficient scarcity 
depending upon policy goals.  For this analysis, PFM used an approximate mid-point between 
these ranges and yielded a total of approximately 1,500 licenses110 is a reasonable figure to 

                                                             

109 Licenses could be issued to any responsible bidder with no cap.  The comparable states average was used to provide an 
illustration of a potential upper-limit based upon an off-premise license per 10,000 adults ratio. 
110 The total number of licenses yielded when subtracting one-half is 1,750.  The total number of licenses yielded when subtracting 
two-thirds is 1,167.   The average of a one-half and two-thirds reduction yields 1,458 licenses.  For policy decision-making purposes, 
this number was rounded to 1,500 and then subject to the above referenced range of risk. 
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produce the desired result.  Because of all of the intangibles involved, the PFM team suggests 
that a range of +/- 500 licenses around this number is appropriate to accommodate the other 
goals of the Administration and concerns of the Legislature, the industry and the public.  
Accordingly, for evaluation purposes, throughout this analysis, PFM models the results 
associated with option three (limited retail licenses) with 1,500 retail licenses. 
 
As a practical matter, PFM believes that the Commonwealth should err on the side of a higher 
number, particularly if it plans to use a retail auction.  In an auction process, it is easier to leave 
some licenses initially unsold than to subsequently increase the number.  The businesses that 
bid on licenses will do so with the expectation of a certain competitive environment.  Leaving 
some licenses unsold permits them to be issued in the future if a willing buyer (at the minimum 
price) materializes without changing the underlying economic premise for the initial bidders.  If 
the original number of licenses is found to be too low, a supplemental issuance could jeopardize 
the amount of initial franchise payments collected. 
 
Licensee Overview 
 
PFM assessed the types of licensees that are likely to exist in retail privatization.  The likely 
types of licensees are: 
 

 Big-Box/Membership Club Stores 
 

 Grocery Stores 
 

 Drug Stores 
 

 Convenience Stores 
 

 Chain Retailers of Alcoholic Beverages 
 

 Small Retailers of Alcoholic Beverages 
 
The characteristics and business plans of each of the likely licensees are critical to the 
assessment of valuation.  Each of the six types of likely licensees has unique characteristics 
that are important for considerations.  A generalized, broad overview of the likely types of retail 
licensees that may exist in a privatized system and a discussion of their characteristics is found 
in Appendix K. 
 
For modeling purposes, due to similarities among several of the identified six likely types of 
licensees, the following four groupings were created: 
 

 Big-Box/Membership Club Stores and Large Grocery Stores 
 

 Drug Stores and Convenience Stores 
 

 Chain Retailers of Alcoholic Beverages 
 

 Small Retailers of Alcoholic Beverages 
 
License Distribution Levels for Option Three (Limited Retail Licenses) 
Using 1,500 retail licenses as a starting point, PFM assessed the structure of licenses and 
sought to ensure compliance with the Commonwealth’s charge to ensure convenience, 
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selection and price competition to the Pennsylvania consumer. 111  To satisfy convenience, the 
distribution of licensees would likely need to be managed by geographic boundaries (county, 
sub-regions, etc.), population or some other variable that ensures proper coverage throughout 
the entirety of the Commonwealth, especially in more rural areas.  This structure could be set 
forth in legislation, by regulation or some combination of the two. 
 
Consumer convenience does not, by itself, guarantee broad selection to the consumer.  For 
example, big box stores, membership club stores, drug stores and convenience stores would 
likely stock popular brands with a smaller selection beyond them.  If licenses were issued 
without regard for store type and all licenses were of one level, it could be argued that a 
significant number of the licensees would be grocery stores, big box stores and membership 
club stores.112  
 
In order to meet the Commonwealth’s charge to ensure consumer selection, PFM determined it 
would be necessary to develop a tiered structure for retail licenses to ensure that other entrants, 
especially those whose primary sales are from alcoholic beverages, are present in the market.  
Larger independent alcoholic beverage retailers and smaller alcoholic beverage retailers 
generate most of their sales from alcoholic beverages.  As a result, it would be likely that their 
offerings would be greater than the larger stores mentioned above.  Additionally, specialty 
shops could develop to serve a niche market if sufficient demand is present. 
 
For illustration purposes, PFM classified retail licenses into two license levels.  PFM selected 
two levels to minimize the impact on the free market operation of the industry in accordance 
with the charge from the Commonwealth.  If additional levels are added, it may allow licensees 
to ‘game’ the system, as larger licensees may seek to limit their shelving space or footprint to 
qualify at a lower level and pay less up-front revenue.  The ‘gaming’ concern stems from the 
notion that different licenses levels will have a different minimum bid factor.   This could dilute 
the Commonwealth’s up-front revenue.  While actions could be taken to prevent this, it too 
would require additional regulation, could delay license auctions and could adversely impact the 
ability of the free market to promote greater convenience and price competition to the 
consumer. 
 
The license levels could be structured in several different ways.  License types could be 
separated based on retail square footage (or linear feet of shelving) only attributable to alcohol.  
This approach would likely benefit the large retailers (big box stores, grocery stores, etc.) who 
already have a footprint and would likely devote only a small percentage of that footprint to the 
retail of wine and distilled spirits.  Smaller retailers (small businesses, etc.) whose principal 
business is the retail of alcoholic beverages could be disadvantaged in this approach. 
 
Another means to differentiate between the levels of licenses is to use overall retail square 
footage of an establishment.  This approach would classify licensees based upon the total retail 
square footage of establishments in which wine and distilled spirits would be sold.  A licensee 
with greater than a certain amount of retail square feet would be classified as a Level One 
licenses and a licensee at or below the given retail square feet would be Level Two licensees.  

                                                             

111 Retail licenses are auctioned in option three (limited retail licenses), but not option four (open, market-based retail licenses). 
112 This was largely the result when the State of Iowa privatized its retail operation for the sale of wine and distilled spirits, where 
these types of stores provide well over half of all retail sales. 
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This approach may be subject to some ‘gaming,’ as larger independent chains and small 
businesses may choose physical space for their new retail locations in locations that fall just 
under the stated square footage and thus pay a smaller amount in up-front revenue.  While this 
may or may not occur, it should be considered in license design for its potential impact on up-
front revenues. 
 
The graphic below presents the approximate size of various types of retailers in the country.113  
Based upon the approximations below, it is likely that a cut-off point between larger and smaller 
retailers could be somewhere in the 13,000 square foot range.  It is likely there is a reasonable 
range above and below this 13,000 square foot number.  For this reason, PFM is assuming a 
buffer of 3,000 square feet and uses 16,000 square feet in the following analysis.  Additional 
study may be required to determine the precise value within a range. 
 

 
 
 
PFM’s two level approach is as follows: 
 

 Level One:  Licensees with more than 16,000 total retail square feet and a minimum of 
500 linear feet of shelving space devoted to the sale of wine and distilled spirits. 
 

 Level Two:  Licensees with 16,000 or less total retail square feet and a maximum of 200 
linear feet of shelving space devoted to the sale of wine and distilled spirits. 

 
License Allocation – Option Three 
As further discussed in the Valuation chapter, PFM assumed the Level One licenses to be 
attributable to the big box/membership club stores, large grocery stores and chain retailers of 
alcoholic beverages.  Level Two licenses were assumed to be attributable to drug stores, 
convenience stores and small retailers of alcoholic beverages. 
 
To illustrate the results within the above license class stratification, the PFM team estimated the 
number of licenses for each type.  In the more densely populated areas of the Commonwealth, 
the big box, membership club stores, and large grocery stores have locations and an incentive 
to compete for consumer-share.  Additionally, larger independent chain retailers of alcoholic 

                                                             

113 The graphic was produced by the New Rules Project, a program of the Minneapolis-based Institute for Local Self-Reliance. 
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beverages could locate in areas with greater median household income and educational 
attainment that may result in further selection and price competition.  Convenience and drug 
stores could also supplement the larger locations.  Smaller retailers of alcoholic beverages 
could locate in certain towns and cities of more densely populated areas, but would likely not be 
as prevalent as in less populous areas of the Commonwealth.  It is possible that niche stores 
could develop in areas where market demands are sufficient to support them. 
 
In less populated areas, it is likely that convenience stores, drug stores and small business 
retailers of alcoholic beverages would be the primary retailers, although some grocery or big 
box stores may also serve as retail outlets.  These smaller operations would help to meet the 
Commonwealth’s goal of providing consumer convenience, selection and price competition in 
these regions. 
 
Based on the above, PFM assigned a statewide mix of licenses.  It is important to note that this 
estimate is provided within a range of possible outcomes.  In assessing the likely types of 
licensees and the structure that could meet the Commonwealth’s charges, PFM estimates the 
likely number of licenses that could result in each potential licensee type.  Actual experience will 
no doubt deviate from the projections; this breakdown is provided for illustrative purposes. 
 

 
 
 
License Allocation – Option Four 
Option four would create an open, market-based retail licensure system.  As discussed earlier in 
this chapter, option four may yield approximately 3,500 licensees.  For modeling purposes, data 
from the U.S. Census Bureau and the State of Iowa was used to inform an example of the 
potential types of licensees that would result from the open, market-based approach.  The State 
of Iowa has a retail license system similar to the open, market-based retail system contemplated 
in option four.  The following example, informed by Iowa’s experience, shows the types of likely 
licensees that could result in an open, market-based allocation approach if results are similar to 
those in the current Iowa system. 

Types of Stores
Level of 
License

Number of 
Stores

Percentage 
of Licenses 

Percentage 
Gross Sales

Big Box/Membership Club Stores and 
Large Grocery Stores

1 825 55% 65%

Chain Retailers of Alcoholic Beverages 1 150 10% 10%

Level 1 Subtotal 975 65% 75%

Drug Stores and Convenience Stores 2 225 15% 15%
Small Retailers of Alcoholic Beverages 2 300 20% 10%

Level 2 Subtotal 525 35% 25%

TOTAL 1,500 100% 100%
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Types of Stores Number of Stores 
Percentage of 

Licenses  
Big Box/Membership Club Stores and 
Grocery Stores 

1,500 43% 

Drug Stores and Convenience Stores  1,125 32% 
Alcoholic Beverage Only Retailers 825 24% 
Other/Miscellaneous 50 1% 

Total 3,500 100% 

 
 
Model Allocation Methodology for Option Three and Option Four 
 
PFM developed a license allocation model that estimates where licenses will likely be located 
given a set of identified parameters.  Licenses are allocated on a county basis based on the 
following key variables: 
 

 Historical Sales (net of licensee sales) 
 

 Population Density 
 

 Household Income 
 
Key Assumptions 
 

 The model design has weighted historical sales and population density equally and 
household income has been weighted approximately at 50 percent of these two factors. 
 

 All counties shall have at least the same number of stores as they currently have. 
 

 For option three, the model assumes that stores will be categorized into two classes 
(Level 1 and Level 2). 
 

 Option four does not have any license classes and is an open, market-based model. 
 

Model Outputs 
Based on the assumptions listed above, a table providing the number of retail licenses to be 
issued by county can be found in Appendix K. 
 



 

 

 

 

 
 
 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Wholesale Licenses



 

Liquor Privatization Analysis  Wholesale Licenses 
Pennsylvania Office of the Budget  137 

Wholesale Licenses 
 
Chapter Summary 
 
As the point between manufacturers and retailers, the wholesale tier has differing regulations 
and market controls in states across the nation.  The privatization options contemplated are 
likely to result in a consolidated wholesale industry dominated by several major, national 
wholesalers complemented by smaller, regional operations.  Three options for license 
distribution, in varying degree of market control and regulation, are analyzed.  The best match 
with the charges from the Commonwealth is a wholesale license distribution auction by brand of 
alcohol. 
 
Key Highlights 
 

 The wine and distilled spirits wholesale industry is a consolidated industry with a 
relatively small number of wholesalers controlling a large portion of the market. 
 

 Many different regulations and market controls exist in states across the nation. 
 

 The presence of a franchise law can have varying affects on the three-tier system and 
consumers. 
 

 10-30 primary wholesalers are likely to exist in the contemplated privatization option. 
 

Auctioning wholesale licenses by brand is determined to be the ‘best fit’ with the 
Commonwealth’s stated goals. 
 
Overview 
 
In a privatized system, the wholesale operations would be subject to auction or sale.  Several 
options could be considered to distribute wholesale licenses.  The lack of other states’ 
experience in transitioning a state-owned wholesale system to a multi-license privatized system 
presents modeling challenges.  
 
Background 
 
The three-tier system used in most states consists of: 
 

 Manufacturing (distiller or winery) 
 

 Wholesale (logistics and market delivery) 
 

 Retail (sales to consumer) 
 
Each tier has a role, and many states have regulations defining the limits of each tier’s role.  In 
many states, the wholesale tier serves as the point where states collect excise or gallonage 
taxes.  Additionally, the manufacturer often relies on wholesalers for product marketing, 
ensuring product availability and delivery.  Wholesalers also often provide advice on product 
selection, pricing and advertising. 
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Many states have franchise laws that play a key role in the process.114  In some license states 
with franchise laws, manufacturers select one wholesaler to be the exclusive agent for their 
product(s); this prevents intra-brand competition on a manufacturer’s product line.  In other 
states with franchise laws, a manufacturer may have multiple wholesalers, some with exclusivity 
and others without.  In states with franchise laws, after selecting a wholesaler, the manufacturer 
must adhere to the state requirements that govern how, and if, any severance of the affiliation 
can occur; brand exclusivity with complicated or difficult terms can make it difficult for a 
manufacturer to terminate its relationship with a wholesaler.  A comprehensive list of franchise 
laws by state may be found in Appendix L.   
 
If there is brand exclusivity, wholesalers compete against each other to place their represented 
products with new and established accounts.  Some states require that each wholesaler has 
exclusivity on the brands it offers and must offer its goods to all on-and-off-premise retailers.  
Other states require wholesalers to post their prices, offer those prices to all retailers and 
maintain those prices for a given period of time.  States may also include a mix of these 
approaches, as well as others.  As a result, the design and regulation of the wholesale industry 
fluctuates across the country, but the factor that may have the greatest impact is the application 
of a state’s franchise law (as strong, weak or non-existent). 
 
Regardless of brand exclusivity or franchise laws, it is likely that in the contemplated privatized 
scenarios manufacturers will seek to implement performance-based measures in their contracts 
with wholesalers.  The licensees, regardless of franchise law, may need to meet these 
performance metrics to maintain their contract.   
 
The following possible options are presented to illustrate methods that could be used for 
wholesale license allocation.  There may be other options worthy of consideration; the list is not 
intended to represent the only viable options. 
 
Distribution of Privatization Licenses 
 
Wholesale Licenses – Regional Competition 
 
Wholesale licenses could be auctioned based upon geographic regions.  Licensees could 
wholesale any wine and/or distilled spirit product within a given geographic area, but not 
exclusively within the region.  This model could generally benefit the consumer by creating 
competition for brands.  The competition would likely involve mark-up and pricing strategies 
designed to sell more of a particular product.   
 
Under this approach, the Commonwealth would be divided on a county or multi-county basis, 
and two or more wholesale licenses would be auctioned for each region, likely based upon a 
minimum price derived from current or projected PLCB sales volume within the region.  
Potential wholesalers could bid on licenses in one or more regions and could be capped at a 
certain limit to avoid controlling too much of the statewide market because of the associated 
monopolistic risks. 
 

                                                             

114 Franchise laws govern the right or license that is granted to an individual or group to market a company's goods or services in a 
particular territory. 
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Wholesale Licenses Auction - Defined Number of Licenses  
 
This option would auction a set number of licenses based upon the number of retail and on-
premise licenses in the Commonwealth.  A ratio would determine the number of wholesale 
licenses to be auctioned, and the market would determine the distribution.  This allows the 
Commonwealth to control the number of wholesalers, raising competition between potential 
wholesalers.  It could be that the most likely types of licensees from this approach would be 
larger wholesalers, as the up-front license cost may be out of range for smaller wholesalers, and 
bidding competition could be significant.  A minimum bid formula could be derived from current 
or projected PLCB sales volume with some consideration for the number of licenses to be 
issued. 
 
Wholesale License Auction by Brand 
 
A third option would auction exclusive licenses for each brand of wine and distilled spirits.  This 
may need to include an upper limit on the percentage of total market-share and total licenses of 
a type of product (i.e. vodka, merlot, etc.) that an individual wholesaler can own in order allow 
for appropriate competition and selection choices for retailers and consumers.  A minimum bid 
formula could be derived from current or projected PLCB sales volume by brand. 
 
Analysis 
 
The regional competitive model has the same potential advantages and disadvantages as retail 
licensure - it creates competition in high-density and high-sales volume markets and may leave 
gaps in smaller, rural areas.  This is at odds with the convenience, selection and price 
competition goals of the Commonwealth.   Where competition for licenses exists, there should 
be strong up-front revenue performance.  Given these issues, this approach may not maximize 
the up-front revenues.   
 
This could lead to several regionally-focused wholesalers and relatively few wholesalers who 
have accounts across the Commonwealth.  Additionally, this could lead to mini-monopolies in 
regions across the Commonwealth.  Manufacturers would likely desire the flexibility to change 
wholesalers if performance issues arise.  This license distribution could make that process more 
challenging to regulate and less enticing for another wholesaler to take over an account that is 
not close to their current region.   
 
The defined number of licenses option requires statewide licenses and may result in a few 
licensees representing all of the major brands.  Retail licensees and on-premise establishments 
are likely to desire the ability to assure product availability based upon need.  This need could 
vary by type of retail licensee, region and consumer demand in a privatized market and many 
other factors.  This approach presents a challenge in setting the appropriate number of 
wholesale licenses to serve the number of retail licenses.  As a result, determining the 
appropriate level of wholesale licenses has a significant range of risk around it, as the retail 
industry the wholesalers would serve does not currently exist.   
 
Under this approach, it may be necessary to ensure that no wholesaler owns more than one 
license, to ensure sufficient competition. The market may coalesce around several larger 
wholesalers who have more financial flexibility to operate in such a competitive market.  It is 
unlikely that a set ratio of licenses is the best method to determine the market needs.  A more 
free market approach may better suit the needs of the industry and determine the appropriate 
number of licenses as well as garner enhanced up-front revenues; setting the number of 
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wholesale licenses too high or too low could result in not maximizing the up-front valuation of 
the wholesale licenses. 
 
The wholesale auction by brand option, while not perfect, is most similar to how the industry 
operates in most other states.  Auctioning exclusive rights by brand may create significant 
competition at auction for the largest, most-established brands of wine and distilled spirits and 
generate significant up-front revenue.  The lower volume or new products may not have as 
much demand and may present an opportunity for a smaller wholesaler to win an auction and 
build upon their current operations or begin operations in the Commonwealth.   
 
In this scenario, the licensee would control the wholesale of that brand statewide.  Some 
wholesalers could seek to form partnerships or sub-contract some of their wholesale 
responsibilities to others in certain regions of the state.  A key to ensuring competition among 
wholesalers under this system could be to allow the manufacturer to set performance goals for 
wholesalers that are fair and quantifiable.  If a wholesaler is unable to meet agreed upon 
performance metrics, balanced and flexible regulations should exist that allow for the 
manufacturer to change wholesalers.  This may help incent performance, pricing competition 
and selection to retailers – and ultimately consumers.  While this may diminish a portion of 
valuation, the enhanced competition and up-front competition for license could yield a better 
overall result. 
 
While any of the approaches could be structured to meet the identified goals, the auction of 
licenses by brand is the option that appears the best fit for the Commonwealth’s goals, as it 
provides an opportunity for competition, selection and up-front revenue for the Commonwealth. 
 
According to industry information, the top 10 wholesalers account for approximately 59 percent 
of the total wholesale market for wine and distilled spirits. 115  It is assumed that a Pennsylvania 
market structure that auctions the exclusive right to brands would coalesce around 
approximately 10 to 30 major wholesalers that perform the majority of wholesale activity.  The 
major wholesalers would be better positioned to effectively bid on the largest brand licenses 
and, some currently have operations within the Commonwealth for beer.  Smaller, regional 
wholesalers may exist and serve smaller product lines, as well as supplement larger 
wholesalers’ operations as ‘jobbers,’ sub-contracted entities who perform services the larger 
wholesalers may not find economically feasible or optimal.  As the market matures, there could 
be some consolidation among brands, as wholesalers seek to maximize their delivery options.  
Should smaller brands that initially were won at auction by smaller wholesalers become larger 
sellers, the larger wholesalers may seek to purchase the license or the company to further 
enhance their capabilities.  As the licenses would be transferable, this could provide some 
economic incentive for smaller wholesalers. 
 
 

                                                             

115 “Navigating Brand Entry: Understanding the Three-tier system,” Moderated by John Beaudette, President and CEO, MHW, Ltd., 
U.S. Drinks Conference 2010. 
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Valuation 
 
Key Highlights 
 

 Based on actions and activities in other states, retail and wholesale licensees will pay for 
the privilege of providing wholesale and retail services for wine and distilled spirits. 
 

 The value of licenses to potential purchasers will be largely determined by the licensee’s 
ability to generate profits from ownership.  Potential licensees are likely willing to pay in 
one of two ways: up-front or on-going – but not both. 
 

 PFM developed three different methods and models for estimating valuation for a 
privatized industry that does not currently exist in the Commonwealth and has not been 
created from scratch in any other state since Prohibition.  Based on research, data and 
certain assumptions, the projected valuation of retail and wholesale licenses as 
contemplated in the auction wholesale and retail licenses approach is approximately 
$1.1 to $1.6 billion.  The associated up-front valuation of the auction wholesale, open 
market-based retail approach is approximately $575 million. 

 
Introduction 
 
Valuation is largely a function of profit.   Profit is influenced by:  
 

 Underlying Price of Goods Sold 
 

 Operating Costs 
 

 Debt and Taxes 
 

 Demographics of the Local Market 
 

 Number and Composition of Likely Competitors 
 

 Current Price of the Product(s) 
 
The private sector retail and liquor industry in Pennsylvania does not currently exist, and many 
of the policy decisions will be based on judgments about what the future will hold.  To help 
understand this ‘future state,’ PFM created a series of models, based on some broad 
assumptions, to help inform the potential range of valuation that may result if the market is 
privatized.   
 
There are many exogenous variables that cannot be modeled with absolute certainty due to 
market factors and dynamics that result from the creation and composition of retail and/or 
wholesale licenses.  These calculations should not be viewed as an exact science; they are 
presented to give a general sense of how the private market may look and operate.  While other 
studies have calculated the value of existing store operations, the project team believes that 
actual valuation will depend on a host of issues not yet resolved.  Models are provided as an 
example of how valuation decisions may be made; they should be viewed given the associated 
range of risk. 
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The valuation estimates use PLCB Fiscal Year 2009-10 retail sales net of taxes as a base.116  It 
is assumed that the sales net of taxes will grow at an annual 4 percent rate.  PFM assumes that 
Fiscal Year 2012-13 will be the base for sales net of taxes in calculations.  If implementation 
occurs faster or encounters delays, the baseline sales net of taxes would change and impact 
the associated valuation. 
 
Key Business Terms 
 
For valuation, it is important to define several key business terms.  The following definitions are 
provided for this discussion: 
 

1. Gross Sales:  Total sales of a given entity. Includes COGS and markup.  
 

2. Cost of Goods Sold (COGS):  
 

o Wholesale Definition: The actual cost of the product from the manufacturer and 
cost of delivery to the wholesaler. 

o Retail Definition: The actual cost of the product from the wholesaler and cost of 
delivery to the retailer. 
 

3. Gross Profit:  The gross profit is equal to the gross sales minus COGS.  This is 
sometimes referred to as the gross margin. 
 

4. Operating Expenses:  Sum of all expenses related to operating the business.  
 

5. Earnings Before Interest, Taxes, Depreciation, Amortization (EBITDA):  An entity’s 
income prior to adjusting for interest, taxes, depreciation, amortization.   It is generally 
considered to be pre-tax earnings minus operating expenses and a measure of 
profitability before what may be considered the distorting effects of depreciation, 
amortization, interest and taxes.117 

 

6. Interest, Depreciation, Amortization:  Cost of interest, depreciation and amortization. 
 

7. Taxes:  Levy enforced by level(s) of government. 
 

8. Net Income (Free Cash Flow):  An entity’s total earnings – treated as free cash flow for 
modeling purposes and calculated as EBITDA minus sum of interest, depreciation, 
amortization and taxes. 

 
Data Sources 
Data for the analysis included: 
 

 Purchased data for over 12,000 entities across the nation (stores whose principal sales 
were alcoholic beverages, including beer and/or wine and/or distilled spirits) 118 
 

                                                             

116 The PLCB FY09-10 Sales Net of Taxes equaled $1,511,390,409 as shown in PLCB financial statements.  PLCB data indicated 
23 percent of total sales were to on-premise licensees.  As such, PFM removed this percentage from its calculation as these sales 
would become a wholesale transaction instead of a retail transaction under privatization. 
117 As examples of why these can be considered distorting effects – taxes may vary from jurisdiction to jurisdiction; amortization, 
depreciation and interest are impacted by past business decisions that may not be indicative of current earnings and operations. 
118 Data sets were purchased from BizMiner.  Retailers with principal sales comprised of alcohol in this data sample tended to be 
smaller retailers as opposed to those retailers for which alcohol is not the principal item sold (for example, grocery stores, big box 
stores, pharmacies, convenience stores).  As a result, the data set is likely most applicable to smaller retailers with a single store or 
smaller number of stores and larger alcohol only chain/independent stores.  The data are not likely to be as applicable to the larger 
entities who would add alcohol to their retail mix, but for whom alcohol would not constitute a principal item. 
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 2007 U.S. Census Bureau Economic Census Data 
 

 The Beverage Information Group 2010 Liquor and Wine Handbooks 
 

 Other states’ licensee data 
 

 Financials of publicly-traded entities119 
 

 Proprietary data and research products from the industries 
 
Four Types of Likely Retail Licensees – Option Three (Wholesale and Retail Auction)  
 
Option three contemplates approximately 1,500 retail licenses.  As discussed in the Retail 
License Distribution chapter, four groupings of likely licensees and two levels of license were 
created: 
 

 Big Box/Membership Club Stores and Grocery Stores 
 

 Drug Stores and Convenience Stores 
 

 Chain Retailers of Alcoholic Beverages 
 

 Small Retailers of Alcoholic Beverages 
 

Types of Stores Level of License Number of Stores 
Big Box/Membership Club Stores and 
Large Grocery Stores 

1 825 

Chain Retailers of Alcoholic Beverages 1 150 
Drug Stores and Convenience Stores 2 225 

Small Retailers of Alcoholic Beverages 2 300 

Total 1,500 
 
 
For modeling purposes, PFM used data from the U.S. Census Bureau and the State of Iowa to 
examine total sales by type of licensee.120  The data suggest that big box stores, membership 
club stores, and large grocery stores constitute a greater share of total sales than their total 
share of licenses.  Small businesses constitute a smaller percentage of total sales compared to 
their total licenses.  The following chart displays the potential total percentage share of licenses 
and the potential total percentage share of gross sales for various licensees. 

                                                             

119 In order to obtain data and information regarding the larger retailers (big-box stores, grocery stores, convenience stores, 
pharmacies, and larger independent alcohol retailers), PFM obtained available publicly-traded companies financial data, various 
confidential proprietary data from the industry and trade associations, and used this information to inform modeling for valuation of 
licenses for these entities.  It is important to note that individual retailer business plans, mark-ups, expenses, and revenues are likely 
to vary from retailer to retailer and from store to store.  As a result, PFM developed a range to represent certain items and, within 
such a range, assumptions are made to reflect the potential situation in Pennsylvania.   
120 2007 U.S. Census Bureau Economic Census Data and State of Iowa Retail Licensee data. 
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Types of Stores 
Level of 
License 

Number of 
Stores 

Percentage of 
Licenses  

Percentage 
Gross Sales 

Big Box/Membership Club Stores and Large 
Grocery Stores 

1 825 55% 65% 

Chain Retailers of Alcoholic Beverages 1 150 10% 10% 
Level 1 Subtotal 975 65% 75% 

 

Drug Stores and Convenience Stores 2 225 15% 15% 
Small Retailers of Alcoholic Beverages 2 300 20% 10% 

Level 2 Subtotal 525 35% 25% 
    

 

TOTAL 1,500 100% 100% 

 
 
Methods to Model Potential Valuation 
 
PFM constructed three valuation models based upon the purchased data and proprietary data 
from the industry.121  The models are: 
 

 Discounted Free Cash Flow (DCF) 
 

 Multiple of Earnings Before Interest, Taxes, Depreciation and Amortization (EBITDA) 
 

 Multiple of Gross Profit  
 
During the course of the analysis, the PFM team interviewed wine and distilled spirits retail 
industry officials who described their approach to valuation based on a series of factors 
involving profitability, location, market conditions, demographics, store’s overall marketing 
strategy, competition, etc.  Due to the lack of publicly available data, the risk in calculating 
valuation for an industry that does not exist and – if created – is several years from maturity, the 
PFM team developed a broad range of estimates that yield expected net profit as an estimate 
for each type of likely retail licensee. 
 
Discounted Cash Flow Model - Retail 
The net benefit to retailers will depend on the expenses associated with the retail sale of wine 
and distilled spirits.  PFM created a sample pro forma for each of the four likely types of 
licensees for the retail of wine and distilled spirits.  Other goods that may be sold by retailers 
(some at significant mark-ups) were not included in the calculations.  The impact of these sales 
for retailers cannot be modeled, but their presence may affect how businesses assess the value 
of a license.  The following table shows the differences in financial metrics among various types 
of licensees.  A discussion of the impact of associated mark-ups on valuation can be found in 
Appendix M. 

                                                             

121 Retail valuation data are most applicable in the discussion of option three as there is no retail auction in option four.  Wholesale 
valuation data are applicable in the discussion of options three and four as a wholesale auction process exists in both options.   
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Key Financial Metrics by Business Type122 
 

 

Big 
Box/Grocery

Convenience/Drug 
Store/Small Grocery 

Chain/Large 
Independent  Liquor 

Store 
Small Business 

 COGS 88.5% 83.3% 84.0% 78.5% 

 Gross Margin  11.5% 16.7% 16.0% 21.5% 
 Operating Expenses 5.0% 5.0% 11.8% 19.0% 

 EBITDA 6.5% 11.7% 4.2% 2.5% 
 Interest, Depreciation, and 
 Amortization 

0.2% 0.2% 0.7% 1.2% 

 Effective Tax Rate 36.0% 38.5% 31.5% 18.3% 

 Net Income 4.0% 7.0% 2.2% 0.9% 
 
 
Big Box/Membership Clubs, Large Grocery, Drug and Convenience Stores 
Established big box/membership club stores and large grocery stores have existing 
infrastructure and personnel. These retailers will have most, if not all, of the administrative 
employees needed to manage sales (e.g. bookkeepers, accountants, managers, etc.).  While 
there may be some incremental payroll impact, administrative expense, and pro-rated allocation 
of overall store costs, a significant portion of gross profit is expected to translate into net profit.   
 
PFM reviewed several retailers’ publicly-traded financials within these categories.123  In general, 
big box and club membership stores work on the smallest margins but generate significant 
volume. Membership club store data showed the lowest mark-up margin of retailers in this 
category.  Large grocery stores also operate on models with small percentages of gross sales 
reaching the bottom line.  Pharmacy and convenience stores operate with slightly higher 
margins. 
 

Publicly-Traded Entities’ Metrics as a Percent of Gross Sales-Estimated 
 

Retailer COGS Gross Profit 
Operating 
Expenses 

Net Income/Free Cash 
Flow 

Grocery/Big Box 
AVG 78.5% 21.5% 18.5% 2.2% 

MEDIAN 75.2% 24.8% 19.7% 1.6% 
Pharmacy 

AVG 73.6% 26.4% 21.3% 3.3% 

MEDIAN 72.6% 27.4% 22.4% 3.3% 

 
                                                             

122 All numbers shown as percentage of gross sales except the “effective tax rate.”   

123 PFM reviewed publicly available financials for BJ’s Wholesale Club, Costco, Wal-Mart, Delhaize, Kroger, Safeway, CVS-
Caremark (all operations), CVS (non-pharmacy data), Rite Aid, Walgreen’s.  As noted, this list is not intended to be exhaustive, but 
rather generally inform as to the business realities for segments of the market that may become licensees under a potential 
privatization.  
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In reviewing the operating expenses of the types of stores seen above, it is likely that the 
associated operating expenses directly related to wine and distilled spirits will not be as great as 
industry averages.  Because of existing retail space and personnel, the addition of wine and 
distilled spirits represents, primarily, a change in the product mix.  PFM lowered operating costs 
to reflect an estimation of potential operating costs.   Similarly, the associated mark-up for wine 
and distilled spirits in big box stores and membership club stores is likely lower for the best 
selling and most popular products. 
 
Large Independent Retailers of Alcoholic Beverages 
PFM purchased data and obtained proprietary data from the industry regarding the operation of 
large independent chain retailers of alcoholic beverages.  This group of retailers is likely to have 
gross margins slightly below drug stores and convenience stores but higher than big box and 
grocery stores.124  This type of retailer may purchase significant volumes and generally offer 
competitive pricing on the most popular products.  They may also focus on keeping operating 
costs as low as possible, as they are operating on relatively thin margins to remain competitive 
in the market place. 
 
Small Retailers of Alcoholic Beverages 
PFM purchased market data on revenues and expenses of small retailers of alcoholic 
beverages.  The data show that small retailers have a higher mark-up than the other likely types 
of licensees.  This is likely due to many of the small retailers having a larger portion of their 
gross profit consumed by operating expenses.  This results in a smaller net profit as a 
percentage of gross sales than larger licensees. 
 
Model Methodology 
PFM constructed pro formas containing the following: 
 

 Gross Sales 
 

 COGS 
 

 Gross Profit 
 

 Operating Expenses 
 

 EBITDA 
 

 Interest, Depreciation, Amortization 
 

 Taxes 
 

 Net Income (Free Cash Flow) 
 

PFM used the data sources described in this chapter to calculate COGS, gross profit, mark-up 
and operating expenses as a percentage of gross sales for each of the four categories of likely 
licensees.  PFM calculated EBITDA by subtracting operating expenses from gross profit.  
Interest, Depreciation, and Amortization and Taxes125 were then subtracted from EBITDA.  This 

                                                             

124 With some potential variation as some larger independent stores may deviate up or down from the average. 
125 PFM reviewed associated taxes for the previously discussed publicly-traded retail entities.  For the grocery stores and big box 
stores, the median effective tax rate was 35.7% (the average was 36.0%).  For the pharmacies reviewed, the median effective tax 
rate 38.5% (the average was also 38.5% percent).  This method was used to inform approximate tax rates of various potential 
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calculation results in net income (free cash flow).  PFM, after consultation with the industry, 
uses the following assumptions as a baseline for its valuation estimates.  All assumptions and 
the associated results have a significant range of associated risk.  The details of the model’s 
estimated valuation total of approximately $810 million can be found in Appendix M. 
 
The activities and results of individual licensees will vary from these assumptions; however, they 
reflect a valid method of assessing the potential profitability of private sector retail wine and 
distilled spirits businesses in the Commonwealth.  There are many potential licensees, each 
with their own business plans, in many instances making forecasts for varying timeframes.  As a 
result, all assumptions and the associated results have a significant range of associated risk.   
 
The available mark-up is a significant factor in assessing valuation.  The table below shows 
valuation with the associated weighted average retail mark-up.  Any variation – up or down – to 
available mark-up will have an impact on the associated valuation of licenses.   
 

Mark-up 
Sensitivity 

Number of 
Licenses 

Implied Weighted Average Retail Mark-up 

14.0% 15.0% 16.1% 17.0% 18.0% 

TOTAL 1,500 $592,836,195 $694,108,753 $809,151,052 $902,041,265 $1,016,354,719 

 
Discounted Free Cash Flow - Wholesale 
The valuation estimates use PLCB Fiscal Year 2009-10 sales net of taxes as a baseline.  Per 
PLCB guidance, it is assumed that sales net of taxes will grow at an annual 4 percent growth 
rate and that COGS is 69 percent of sales net of taxes.126 
 
As discussed in the Wholesale License chapter, the wholesale industry is likely to operate with a 
smaller number of competitors in the market.  PFM estimates that approximately 10-30 primary 
wholesalers are likely to exist in a privatized wholesale market.  With the likelihood of a more 
monolithic group of licensees than the retail industry, PFM constructed its models with a focus 
on the total industry experience as opposed to the nuances experienced by various types of 
licensees (as in the retail model).127 
 
Model Methodology 
The Discounted Cash Flow model is structured as a pro forma for the wholesale industry.128  
The pro forma for each likely licensee-type consists of the following elements: 
 

 Gross PLCB Warehouse Sales 
 

 Cost of Goods Sold (COGS) 
 

                                                                                                                                                                                                    

licensees so as not to over or underestimate the tax level and artificially inflate or deflate profitability – and thus valuation.  PFM 
acknowledges that many entities may not realize this tax rate and does not use this tax rate elsewhere in figuring tax revenue.  This 
rate is used solely to inform estimates for valuation. 
126 The PLCB Fiscal Year 2009-10 Sales Net of Taxes equaled $1,511,390,409 as shown in PLCB financial statements. 
127 During the course of the analysis, the PFM Team reviewed industry data (proprietary and non-proprietary), publicly-traded 
financials for major manufacturers and interviewed officials from the wine and distilled spirits wholesale industry.  Across the review 
of this industry, multiple entities described the approach to valuation of wholesale license estimates as being based on a series of 
factors involving profitability, market conditions/restrictions, competition, etc.  The PFM Team developed a broad range of estimates 
for the line items that yield expected net profit as an estimate for each type of likely retail licensee. 
128 PFM reviewed data from publicly traded entities to help inform wholesale entities’/alcohol manufacturing entities’ effective tax 
rates.  Data were reviewed for Diageo, Brown-Foreman, Constellation Brands, Molson Coors, Core-Mark, Amcon, Sysco and 
Central European Distribution Corporation. 
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 Gross Profit 
 

 Operating Expenses 
 

 EBITDA 
 

 Interest, Depreciation, Amortization 
 

 Taxes 
 

 Net Income (Free Cash Flow) 
 

The model estimates that the discounted free cash flow valuation would total $488 million.  The 
calculation can be found in Appendix M. 
 
The available mark-up is a significant factor in assessing valuation.  The table below shows the 
valuation with the associated available average mark-up.  Any variation – up or down – to 
available mark-up will have an impact on the associated valuation of licenses. 
 
Wholesale 
Licenses 

Amortization 
(Years) 

Implied Average Wholesale Mark-up 

18.0% 19.0% 20.0% 21.0% 22.0% 

TOTAL 25 $249,734,997 $367,966,739 $488,297,094 $598,567,492 $711,032,613 

 
 
Multiple of EBITDA Model - Retail 
An industry standard valuation technique is to use a multiple of an entity’s EBITDA.  Based on 
industry research, PFM used a multiple of 7.0 of EBITDA to estimate valuation.  To calculate, 
PFM reviewed the trailing-twelve-month (ttm) Enterprise Value129/EBITDA rate for a cross-
section of publicly traded retail entities.130  As additional publicly-traded companies are added or 
subtracted from the above sample, their results may affect valuation.  For illustrative purposes, 
the calculated multiple of EBITDA is in Appendix M. 
 

Multiple of EBITDA Estimated EBITDA 2013 Potential Valuation 

7.00 $89,994,906 $629,964,345 

 
 
Multiple of EBITDA - Wholesale 
As with the retail multiple of EBITDA above, PFM performed this calculation based upon the 
EBITDA from the Wholesale Discounted Cash Flow Model.  Based on industry research, PFM 
uses a multiple of 11.0 of EBITDA to estimate valuation in this method.  To calculate this model, 
PFM reviewed the trailing-twelve-month (ttm) Enterprise Value/EBITDA value for a cross-
section of publicly traded retail entities.131  As additional publicly-traded companies are added or 
subtracted from the above sample, their results may affect valuation.  For illustrative purposes, 
the calculated multiple of EBITDA is in Appendix M. 
 
 

                                                             

129 Enterprise value reflects the market value of a business and is similar to a theoretical takeover price.  It is equal to the sum of 
market capitalization, debts, minority interest and preferred shares minus total cash and cash equivalents. 
130 Retail Enterprise value/EBITDA data may be found in Appendix M. 
131 Wholesale Enterprise value/EBITDA data may be found in Appendix M. 
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Multiple of EBITDA Estimated EBITDA 2013 Potential Valuation 

11.00 $55,523,198 $610,755,180 

 
 
Multiple of Gross Profit Model – Retail 
PFM sought to determine the value of up-front payments using a ‘rule of thumb’ methodology, 
suggested by some industry representatives, of a simple multiple of gross profit.  PFM used 
multiples similar to those included in the recent legislation.  Based on the breakdown of types of 
retail stores and their gross profit multiple, the estimated valuation would be approximately $756 
million.  The calculations can be found in Appendix M. 
 
Multiple of Gross Profit Model – Wholesale 
PFM also sought to determine the value of up-front wholesale payments using a ‘rule of thumb’ 
methodology, which was suggested by some industry representatives, of a simple multiple of 
gross profit.  PFM used multiples similar to those included in recent legislation.  Based on this, 
wholesale valuation would be approximately $631 million.  The calculations can be found in 
Appendix M. 
 
Analysis and Associated Risks  
 
Retail 
Each model is based on assumptions that result in a range of possible likely results.  The 
model’s respective outputs are all within a range to estimate a valuation for 1,500 retail licenses 
of approximately $730 million. 
 
Given all of the variables involved, the limited experience of other states and the subjective 
nature of any bidding process, there is a significant range of possible outcomes surrounding this 
estimate.  While there is insufficient data to support a statistical calculation of a risk coefficient, 
PFM believes it is reasonable to plan on a symmetrical $150 million variance – either high or 
low – from the $730 million estimate. 
 

Retail Valuation Results 

Discounted Free 
Cash Flow 

Multiple of 
EBITDA 

Multiple of Gross Profit Average 

$809,151,052 $629,964,345 $755,928,343 $731,681,247 

 
 

Retail Valuation Range of Risk 

Mitigating Average Aggravating 

$580,000,000 $730,000,000 $880,000000 
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A number of the characteristics of any license strategy will impact on bids that, at this juncture, 
cannot be wholly quantified; they contribute to the above range of possible outcomes.  These 
include: 
 

 Whether licenses would be issued in perpetuity (assumed in model). 
 

 If licenses can be sold along with a business (assumed in model). 
 

 Opportunity for retailers to create private-label brands (assumed in model). 
 

 Possible requirements for separate entrances/registers for alcohol sales (not assumed in 
model). 

 

 Possible restrictions on ancillary retail activities (not assumed in model). 
 

 The structure of the wholesale industry and its associated cost to retailers. 
 
The first three factors could add to the value of retail licenses, while the fourth and fifth factors 
may tend to depress the amount of the bids.  Outside of the retail realm, the structure of the 
wholesale industry could also positively or negatively affect valuation. 
 
Wholesale 
Each model relies on assumptions and results in a range of possible results.  The models’ 
respective outputs are all within a range to estimate a valuation of wholesale licenses of 
approximately $575 million. 
 
Given all of the variables, the limited experience of other states and the subjective nature of any 
bidding process, there is a significant range of possible outcomes surrounding this figure.  While 
there is insufficient data to support a statistical calculation of a risk coefficient, PFM believes it is 
reasonable to plan on a symmetrical $120 million variance – either high or low – from the $575 
million estimate. 
 

Wholesale Valuation Results 

Discounted Free 
Cash Flow 

Multiple of 
EBITDA 

Multiple of Gross Profit Average 

$488,297,094 $610,755,180 $630,945,434 $576,665,903 

 
 

Wholesale Valuation Range of Risk 

Mitigating Mid-Point Aggravating 

$455,000,000 $575,000,000 $695,000,000 

 
 
Similar to retail licenses, a number of the characteristics of any wholesale license strategy will 
impact on bids that, at this juncture, cannot be wholly quantified and thus contribute to the 
above risk range.  These include: 
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 Whether licenses would be issued in perpetuity. 
 

 If licenses can be sold along with a business. 
 

 Ability for retailers to create private-label brands. 
 

 Restrictions on other wholesale of alcoholic beverages. 
 

 Wholesalers’ use of jobbers.132 
 

 The structure of the retail industry. 
 
The first two factors should add to the value of wholesale licenses, while the third and fourth 
factors could depress the amount of the bids.  The fifth and sixth factors could impact the 
associated value of the wholesale licenses in either a positive or a negative manner depending 
on design. 
 
Combined Valuation Range 
 

Wholesale and Retail Valuation Range of Risk 

Mitigating Mid-Point Aggravating 

$1,035,000,000 $1,305,000,000 $1,575,000,000 

 
 
The auction process is a complex and intricate endeavor.  If the Commonwealth pursues an 
auction strategy for retail and/or wholesale licenses under any privatization option, it is 
vulnerable to losing up-front revenue.  The implementation of an auction strategy is something 
the Commonwealth would need to pursue in a deliberate and careful manner.  A comprehensive 
and properly structured auction strategy should be part of the Commonwealth’s approach to 
ensure the full maximization of up-front revenue. 

 

                                                             

132 In places that wholesalers may not find it economically efficient or viable to provide staff and resources to deliver product, it may 
result in sub-contracting responsibilities to smaller regional wholesalers. 
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Use of Proceeds 
 
Key Highlights 
 

 The auction of wholesale and/or retail licenses will provide the Commonwealth with 
significant up-front proceeds that can be dedicated to other key priorities. 
 

 At the same time, this will be one-time revenue and should be used for one-time (as 
opposed to on-going) purposes. 

 

 Although it would not dramatically reduce the State’s current obligations, proceeds could 
be used to reduce unfunded liabilities of employee retirement and benefits systems. 

 

 Proceeds could be used for additional economic development initiatives or to further 
fund existing incentive programs. 

 

 Leveraged investments in infrastructure improvements can be a vehicle for both jobs 
creation and economic and community development. 

 

 Use of proceeds to capitalize the existing Pennsylvania Infrastructure Bank could be one 
method for furthering these goals and is currently being pursued in Virginia. 

 

 Regardless of the specific area for funding, the State can use standard financing 
methods to leverage the original investment. 

 
Use of Proceeds 
 
It is likely that the Commonwealth will receive up-front payments for licensing of wholesale 
and/or retail operations under the privatization approaches analyzed within this report.  This has 
been the case in other states that have used either a P3 or auction approach.133   The PFM 
models developed for this project suggest that the up-front proceeds could range from 
approximately $575 million (for a wholesale only license auction) to $1.6 billion (for wholesale 
and retail license auctions). 
 
While these are significant sums that can (and should) be put to a productive purpose, they 
should be viewed in the broader context of the Pennsylvania state budget, which is estimated to 
total $64 billion for all funds and $27 billion for the General Fund in Fiscal Year 2011-12.  These 
proceeds will be one-time funds, and they should be dedicated to one-time purposes to avoid 
structural budget problems in following years. 
 
With this context in mind, three possible uses suggest themselves: 
 

 Reduce the State’s unfunded pension liability; 
 

 Provide direct loans or incentives for job creation and economic development; or 
 

 Dedicate to transportation or other critical infrastructure investments. 

                                                             

133 For example, the State of Maine entered into a 10-year lease of its wholesale operation in 2004; the State of West Virginia 
auctioned 10-year retail licenses in 2000 and re-bid them in 2010. 
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Unfunded Pension Liability Relief 

As the nation continues to grapple with a sluggish economy, issues concerning pension  
liabilities for states are often at the forefront of discussions around state budgets.   As of April 
2011, among all 50 states, the collective gap between promised employee retirement benefits 
and resources committed to funding them was $1.26 trillion.134 
 
Across the country, ‘The Great Recession’ that began in December 2008 and officially ended in 
June 2009 had a significant negative impact on state revenues.  During the five quarters of this 
period, aggregate state revenues decreased by 4.0 percent, 12.2 percent, 16.8 percent, 11.5 
percent and 4.0 percent respectively. 135   Coupled with lower rates of return on pension 
investments as a result of the downturn, states have seen investments erode and had a 
cumulative unfunded pension liability of 23 percent in 2010.136  The following table illustrates 
Pennsylvania’s current unfunded liability in comparison to surrounding states. 
 

States Public Sector 
Pensions, FY 2008-09 

Latest Liability 
($ 000s) 

% 
Funded 

Latest 
Required 

Contribution 
% 

Paid 

Delaware 7,615,166 94% 148,940 97% 

Maryland 53,054,565 65% 1,338,342 84% 

New Jersey 134,928,225 66% 4,053,524 36% 

New York 146,733,000 101% 2,456,223 100% 

Pennsylvania 111,317,700 81% 2,405,156 31% 
Source: The Pew Center on the States. 

 
 
Unfortunately, the recovery after the last recession has been slight, and unemployment is a 
continuing concern.  As states deal with the lingering effects of the economic downturn, one 
approach has been to restructure public employee pension benefits.  Many states are either 
scaling back benefits for new and future employees or requiring employees to contribute more 
to the retirement system to reduce the unfunded liabilities.  
 
In 2010, Act 120 was passed into law in Pennsylvania.  It included a series of actuarial and 
funding changes that impacted both the State Employees’ Retirement System (SERS) and the 
Public Schools Employee Retirement System (PSERS).  Act 120 reduced pensions and benefits 
for all new employees hired on or after July 1, 2011.  However, the Act had no impact on 
pension and benefits liabilities for current members and instituted ‘rate collars’ that limit the rate 
of increase annually for employer contributions. 

A combination approach of using the one time revenue associated with privatization, coupled 
with significant structural changes to pension benefits, could result in a plan that would allow the 
Commonwealth to reduce its unfunded liability for pension benefits.  However, the maximum 
one-time revenue from the wholesale and retail auction is estimated to be $1.6 billion.  This 

                                                             

134 The Pew Center on the States, “The Widening Gap: The Great Recession’s Impact on State Pension and Retiree Health Care 
Costs”, April 2011. 
135 National Governors Association, Testimony to the Senate Budget Committee on the Fiscal Situation of the States, February 3 
2011. 
136 Ibid 
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would be a relatively minor portion of the cumulative $30 billion unfunded liability in SERS and 
PSERS.137   
 
Potential Leverage 
The table below illustrates the potential impact of a one-time infusion of funding into the State’s 
pension assets. 
  Current Pension Asset Shortfall:  $30,000 million 
  Extraordinary pension contribution:  $   1,600 million 

Remaining Pension Asset Shortfall:  $28,400 million 
 
Percent Reduction:    5.33 % 

 
Given this relatively minor impact on the unfunded liability bottom line, this may not be the most 
impactful use of these resources. 
 
Possible Approaches to Financing Investments 
In the following two initiative areas (economic development and transportation or other 
infrastructure investments), it is possible to use a variety of methods to seek to maximize the 
amount the State would have to invest.  For example, the State may wish to investigate these 
options, which are not exhaustive but provide a starting point for discussion: 
 

 Single fund, fixed number of years to expend principle and interest.  In this 
approach, the State would put the upfront proceeds into a fund and make investments 
over time, which would allow it to earn interest on the idle proceeds. 
 

 Single fund maintained in perpetuity.  In this approach, the State would maintain the 
corpus and only make investments from the ‘thrown off’ interest from the previous year. 
 

 Single fund, issue bonds.  In this approach, the State would put the upfront proceeds 
into a fund and earn interest on those funds.  Meanwhile, the State would issue bonds 
and use the upfront proceeds and interest earned to pay off the bonds.  Depending on 
the interest rate earned by the fund, this may allow it to benefit from the relatively lower 
cost of capital for tax exempt bonds – but only if the State can achieve a desirable rate 
of return. 

 
The following demonstrates possible returns from these approaches, based on either a $500 
million or $1.5 billion level of upfront proceeds to invest.  As can be seen, when the assumed 
rate of return is 5.0 percent, the bonding option provides less in proceeds for investments in 
economic development, transportation or other infrastructure.  On the other hand, if the State is 
able to realize a 7.5 percent rate of return on proceeds, the bonding options become attractive.  
In each case, this relies on debt service costs of 8.5 percent.  In all of these examples, the 
actual rates will vary over time – these are provided purely to illustrate possible approaches that 
would require in-depth analysis.  For example, the State, through its investments for the SERS, 
has been able to realize a 20 year rate of return of 9.1 percent, a 25 year rate of return of 9.3 
percent, and a 30 year rate of return of 10.1 percent.  However, in some recent years, those 

                                                             

137 Referenced from actuarial valuations completed in 2010 of the SERS and PSERS by outside auditors from The Hay Group and 
Buck Consultants, respectively.   
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averages have not been attained.  For shorter terms (such as the 10 year bond option), there 
would be significant risk associated with timing and possible lower rates of return. 
 

Illustrative Use of Proceeds Funding Models138 

 
 
Potential Economic Development Initiatives 
 
Governor Corbett has made investments in jobs a key priority for the Commonwealth, and 
Pennsylvania is grappling with an unemployment rate that is hovering around 8 percent.  In this 
respect, Pennsylvania is faring better than many other states, as the national unemployment 
rate is around 9 percent.  At the same time, creating private sector jobs that add value to the 
state economy is widely accepted as a key policy goal. 
 
In this context, a potential use of proceeds would be to create additional economic development 
incentives or to provide additional funding for existing programs.  One advantage of this 
approach is that the funds can be dedicated to one-time purposes and would not create 
additional future obligations.  To the extent that they are used for low or no-interest loans or 
other uses with a potential pay-back, they can also be recycled for future use. 
 
Currently, the Commonwealth’s Department of Community and Economic Development (DCED) 
is responsible for providing grants, low interest loans, loan refunds and other incentives for 
small businesses, individuals and various community groups throughout the state.    As part of 
the Commonwealth’s Fiscal Year 2011-12 Enacted Budget, DCED is in the process of 
restructuring its programs with a core focus on “job creation and attracting businesses to 
Pennsylvania.” 139  As part of this restructuring, DCED eliminated over thirty line item 
appropriations for various economic development initiatives and was appropriated $212.8 
million for Fiscal Year 2011-12, a 35 percent reduction from Fiscal Year 2010-11 levels.140  
 

                                                             

138 This table is provided for illustrative purposes only. Actual results will vary.  

139 The Commonwealth of Pennsylvania Office of the Budget, “2011-12 Enacted Budget Highlights”, accessed electronically on 
September 21, 2011, 
http://www.budget.state.pa.us/portal/server.pt/community/current_and_proposed_commonwealth_budgets/4566 
140 Commonwealth of Pennsylvania’s Office of the Budget, “2011-12 Enacted Budget Line Item Appropriations”, accessed 
electronically on September 21, 2011, 
http://www.budget.state.pa.us/portal/server.pt/community/current_and_proposed_commonwealth_budgets/4566 

10 YR Cash 10 YR Bond 30 YR Cash 30 YR Bond In Perpetuity 10 YR Cash 10 YR Bond 30 YR Cash 30 YR Bond In Perpetuity
Annual Spending $63,815 $58,087 $31,664 $28,829 $24,795 $70,900 $79,750 $40,300 $45,982 $43,150
Years of Spending 10 10 30 30 Perpetuity 10 10 30 30 Perpetuity
Trust Fund Deposit $500,000 $500,000 $500,000 $500,000 $500,000 $500,000 $500,000 $500,000 $500,000 $500,000
Total Program Spending $638,150 $580,870 $949,920 $864,870 $24M per YR $709,000 $797,500 $1,209,000 $1,379,460 $43M per YR
Cumulative Interest Earnings $138,152 $594,049 $449,962 $1,250,886 NA $209,047 $1,002,098 $709,234 $2,292,734 NA

10 YR Cash 10 YR Bond 30 YR Cash 30 YR Bond In Perpetuity 10 YR Cash 10 YR Bond 30 YR Cash 30 YR Bond In Perpetuity
Annual Spending $186,210 $169,497 $92,397 $84,124 $72,353 $204,350 $229,850 $116,156 $132,526 $124,365
Years of Spending 10 10 30 30 Perpetuity 10 10 30 30 Perpetuity
Trust Fund Deposit $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000
Total Program Spending $1,862,100 $1,694,970 $2,771,910 $2,523,720 $72M per YR $2,043,500 $2,298,500 $3,484,680 $3,975,780 $124M per YR
Cumulative Interest Earnings $362,141 $1,692,472 $1,271,968 $3,609,036 NA $543,523 $2,829,148 $1,984,719 $6,548,700 NA

5.0 % Assumed Rate of Return 7.5 % Assumed Rate of Return

5.0 % Assumed Rate of Return 7.5 % Assumed Rate of Return



 

Liquor Privatization Analysis  Use of Proceeds 
Pennsylvania Office of the Budget  158 

The potential impact of the one-time revenue earned from privatization could provide a 
substantial source of funding for strengthening current economic development initiatives in the 
Commonwealth or for creating new initiatives.   Recent examples of new economic development 
initiatives in states within the region could provide guidance for the Commonwealth.  For 
example, in July 2011, the U.S. Department of Treasury approved Delaware’s State Small 
Business Credit Initiative application for a total of $131 million.141  Funding through this initiative 
will increase the amount of credit available to small businesses and in turn the potential for job 
growth and economic development. 

Another example of a potential use of proceeds would be an investment in developing business 
sectors. In July 2011, New Jersey’s Economic Development Authority announced the creation 
of the Clean Energy Solutions Energy Efficiency Revolving Loan Fund. The fund is designed to 
allow “New Jersey-based commercial, institutional or industrial entities that have already 
received an approved Energy Reduction Plan under the New Jersey Board of Public Utilities’ 
Pay for Performance program can now apply for a low-interest loan up to a maximum of 80 
percent of total eligible project costs, not to exceed $2.5 million.”142 

Finally, as part of New York’s Fiscal Year 2011-12 Enacted Budget, the State created 10 
Regional Economic Development Councils.  The goal of these councils is similar to DCED’s 
new approach, in that they aim to spur job creation and incent businesses to come to New York.   
A potential use of these proceeds could be the establishment of regional councils that would 
incentivize job creation and growth in economically depressed areas or areas where there is 
potential for substantial economic growth. 

Of course, the scale of economic development initiatives must be taken into consideration.  
Some large-scale state economic development efforts could quickly consume these additional 
one-time resources.  For example, in 2009 the State of New York agreed to provide a total of 
$1.4 billion over 15 years to Global Foundries, Inc. for the location of a 1.3 million-square-foot, $ 
4.2 billion semiconductor manufacturing plant in Saratoga County.  
 
Potential Leverage 
While there are a variety of approaches that may be used for economic development, the table 
below illustrates the leverage potential if these funds were used to provide a form of gap 
financing in job-creating projects: 
 
  Cost of a potential manufacturing facility:  $100 million 
  Less private capital/financing:   $  70 million 
  Less State and Federal Grants and incentives: $  15 million 
  Unfinanced project costs:    $  15 million 
  One-time capital grant:    $  15 million 
   

Resulting leverage:  $100 million / $15 million = 6.66 to 1 

                                                             

141 According to a U.S.  Treasury Department Office of Public Affairs press release issued July 2, 2011.  Under the Small Business 
Jobs Act, Delaware can access $13.1 million in SSBCI funds.  Delaware estimates that for each $1 of federal funding there will be 
$10 of private investment. 

142 New Jersey Economic Development Authority press release, issued July 18, 2011, accessed electronically on September 21, 
2011, http://www.njeda.com/web/Aspx_pg/Templates/Press_Rls.aspx?topid=721&Doc_Id=1486&ParentDocID=163 
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By financing the ‘missing piece’ of the project, the entire project can be built.  As such, the one-
time use of a $15 million capital grant, tied to job-creation thresholds, can leverage a $100 
million project.  If the entire $1.6 billion were to be used in this way, it could potentially ‘leverage’ 
up to $10.67 billion.   
 
Infrastructure Investments 
 
Another approach to use of one-time proceeds is to leverage investments in state infrastructure, 
such as through the Pennsylvania Infrastructure Bank (PIB) or a newly created/repurposed state 
infrastructure bank.  Infrastructure investments serve two inter-related purposes: 
 

1. They create or retain high-paying private sector jobs in the construction and related 
industries; and  

 

2. They make improvements in critical local, regional and state systems that are vital for 
continued economic and community development. 

 
A state infrastructure bank is a version of a revolving loan program used by the federal 
government, and many states use this to address issues in the transportation sector. 143  
Infrastructure banks generally begin with one-time ’seed’ money from a government (or 
governments).  This infusion of money is then used to entice private investment by providing 
low-cost loans and partial loan guarantees.  An infrastructure bank generally funds only a small 
portion of total costs; enough to capture participation of private investors but generally a small 
portion of total expenses.  Projects that are slow-starting and/or need an initial boost but are 
likely to pay for themselves in time are generally thought to be best candidates for infrastructure 
bank investment.144  IBs use securitization or leveraging of their initial capitalization to enable 
even more lending supporting additional projects.  As infrastructure funding needs increasingly 
outpace public resources, infrastructure banks may provide assistance to fund large projects by 
maximizing limited resources and cultivating public/private partnerships (P3). 
 
The Commonwealth already has this structure in place; the Pennsylvania Infrastructure Bank 
(PIB) was capitalized with Federal and State funds in 1998, in accordance with 1997 enabling 
legislation and a Cooperative Agreement between PennDOT and the U.S. Department of 
Transportation (DOT). The PIB is a revolving loan fund administered by PennDOT that offers 
flexible financing opportunities for eligible transportation improvement projects throughout the 
Commonwealth. The PIB provides direct, low-interest loans that are repaid over time. 
Repayments are recycled into new project loans, creating new financing opportunities.145  The 
2010 annual report to the U.S. Department of Transportation identified $77.2 million of active 
PIB loans.146 

Earlier this year, the Commonwealth of Virginia, attempting to accelerate transportation 
construction programs, created a Virginia Transportation Infrastructure Bank (VTIB) program.  

                                                             

143 While more than 30 states have established State Infrastructure Banks (SIBs), only a handful are active, with South Carolina’s IB 
representing about a half of total SIB lending at approximately $2 billion. 
144 Projects that may pay for themselves over time are generally those projects that have a revenue stream attached.  For example: 
tolls, user fees, taxing authorities, etc. 
145 Pennsylvania Department of Transportation  
146 ftp://ftp.dot.state.pa.us/public/Bureaus/Cpdm/PIB/2010AnnualReport.pdf 
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The goal of the program is to enhance transportation funding, accelerate project construction 
and support transportation infrastructure financings that cannot gain ‘traditional’ market access 
on a standalone basis.  VTIB would be initially be capitalized by $400 million of available 
transportation funds plus the proceeds generated by the privatization of their state-controlled 
alcoholic beverages operation,147 if and when authorized and executed.   

Infrastructure Funding Methods 
 
Whether through an SIB or other methods, there are several ways to  provide financial 
assistance to highway and transit projects.  The following are intended to provide an overview of 
different potential models. 

 
 A Direct Loan Program is the simplest method with project loans structured similar to a 

commercial bank loan. 
 

 A Leveraged Loan Program results if revenue bonds are issued supported by project 
loan repayments in order to make additional direct loans. 

 

 
Direct Loan Programs 
One common approach is a ‘Direct Loan’ program.  As the name suggests, this would provide 
direct loans to eligible projects.  The loans would generally be supplementary to grants and 
bond funds generated for the project and would provide incremental project funding to close 
gaps remaining after traditional financing capacity has been exhausted.  A direct loan program 
allows the State to loan its funds and receive up to a market interest rate return.  As loans are 
paid back, additional funds are available for future loans. 
 
One role for a direct loan program is to enhance debt service coverage for project bonds by 
financing a portion of a project on a long term subordinate basis.  The value of a project loan to 
project sponsors who arrange the primary debt financing for the project is derived from the 
increased debt service coverage provided by not needing to issue project revenue bonds for 
100 percent of project capital costs.  The direct loan structure would have most value for 
revenue generating projects and/or weaker credits which are able to obtain independent 
financing, but are often required to have very high debt service coverage ratios.  The downside 
of long term subordinate direct loans is that the funding ‘recycles’ very slowly, limiting total 
project capacity. 
 
Direct loans can also be used to provide low cost pre-construction financing on a short-term 
basis.  Developmental costs, such as preliminary design and engineering costs as well as 
environmental permitting, are among the most risky project costs for the investment community 
to finance due to the many uncertainties inherent in large infrastructure projects at early stages.  
By providing financing for pre-construction activities, the State could bridge the funding gap 
between a good project concept and actual construction financing.  The Commonwealth could 
be repaid from the proceeds of the permanent construction financing and then be loaned again.  
The risk is that the additional developmental work funded by the State results in a determination 
that the project is not financially feasible, meaning the there is the risk of losing a portion of the 
funding corpus. 
 

                                                             

147 Virginia controls the wholesale and retail sales operation of distilled spirits only – wine has already been privatized. 
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An extension of both the long term and the interim financing concepts would be to make direct loans 
to projects to pay the interest on other project indebtedness during construction and the early years 
of operations.  That is, the Commonwealth could fund capitalized interest.  While less risky than the 
developmental stages, the construction and initial operating stages of an infrastructure project are 
still subject to substantial risk and are difficult credits for the investment community.  Providing for 
capitalized interest would reduce the amount of the primary project borrowing, thereby increasing the 
debt service coverage to the primary borrowing.   
 
Leveraged Loan Programs 
While a direct loan program is the simplest and provides minimal risk, (assuming appropriate credit 
standards are employed in making the loans), it also produces the least amount of funding for 
projects unless the loan program is leveraged.  The strength of a direct loan program is its simplicity.  
The weakness is that it is limited, at least initially, in the amount of loans it can support to the amount 
of the initial funding plus any future moneys added to the program.   
The first leverage model is based upon making direct loans with the proceeds of the initial 
capitalization funds and then using the funded loans as additional security for future bond 
issues, the proceeds of which would be used to make additional loans.  In many instances, this 
has proved to be a very efficient model and one capable of achieving leverage ratios of 1.5 to 
4.0 times the initial investment.  For transportation it has been used successfully by states like 
Florida, where there are a large number of borrowers, and South Carolina, where recurring state 
revenues have been dedicated to this purpose.   
 
Once the State has made project loans and begins receiving repayments, it has a valuable 
asset base, i.e. its loan portfolio, which can be leveraged to create additional capital for 
additional loans.  These bonds would not be backed by the Full Faith and Credit of the 
Commonwealth.  An existing stream of loan repayments from creditworthy projects should 
provide adequate security for tax-exempt bonds, especially if a portion of the capitalization 
money were used as a debt service reserve for such bonds (as is described below).  While this 
leveraging concept may seem complicated, it is a structure currently in use by three states for 
transportation and by numerous state wastewater revolving loan funds across the nation.   
 
Potential Leverage 
As with economic development incentives, there are a variety of approaches for use of a single 
payment for infrastructure; the table below illustrates the leverage potential if these funds were 
used to capitalize an Infrastructure Bank that made very low-interest loans to local governments 
to pay  the local share of financing for a local highway project:: 
 
  Cost of the project:     $10 million 
  Less State and federal capital funding:  $  9 million 
  Unfinanced project costs:    $  1 million 
  One-time capital grant:    $  1 million 
   

Resulting leverage:  $10 million / $1 million = 10 to 1 
 
If the local government did not have the ability to pay for, or finance the local share, providing a 
low-interest loan completes the project financing allowing the project can to move forward.  As 
such, the one-time use of a $1 million loan can leverage a $10 million project.  If the entire $1.6 
billion were to be used in this way, it could potentially ‘leverage’ up to $16.0 billion.   
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Social Impact Analysis 
 
Key Highlights 
 

 Extensive research has been conducted around issues of alcohol price, outlet density, 
advertising and other factors and their impact on consumption and behavior.  The 
outcome of this research is mixed and does not definitively answer questions about the 
social impact of a privatized system in Pennsylvania. 

 

 Studies in other states that have privatized their retail operations have also been mixed.  
In particular, the State of Iowa experience (the first state to privatize retail sales of wine 
and distilled spirits since the end of Prohibition) has been the subject of studies with 
remarkably diametrically opposed conclusions. 
 

 While it has been suggested that control states are better able to restrict access to 
alcohol, empirical data related to alcohol-related and DUI motor vehicle fatalities and 
underage drinking for Pennsylvania and surrounding control states do not bear this out. 
 

 There are alcohol-related regulation and enforcement measures that have been proven 
effective in dealing with social issues, and those can be a useful approach in either a 
license or control state environment. 

 
The social impact of privatization is worthy of careful study and analysis.  Concerns have been 
raised that privatizing retail sales may lead to a variety of negative social impacts, including 
increased alcohol consumption, alcohol abuse, underage consumption and impaired driving.  It 
is important to determine how this specific privatization may have an impact – keeping in mind 
that privatization of the off-premise retail sale of wine and spirits will not necessarily impact the 
system for the off premise retail sale of beer or the on-premise sale of beer, wine and spirits.   
 
Overview 
 
PFM reviewed the current body of research related to the varying degrees of state control of 
alcohol and its social impacts.  In addition, PFM benchmarked Pennsylvania against regional 
control states on metrics associated with alcohol abuse.  While this is useful for comparison 
purposes, there are a multitude of factors that influence consumption rates and alcohol abuse, 
and many of these go beyond the method the state uses to retail these products.  Moreover, 
state enforcement strategies, regardless of the type of regulatory system in place, may have a 
significant impact on reducing alcohol related fatalities and abuse. 
 
Influences on Alcohol Consumption 
 
Alcohol abuse and misuse can be attributed to a variety of factors – not only to rates of alcohol 
consumption but also to differences in genetic predispositions, economic, social and 
environmental factors.  Alcohol related disorders have been proven to be genetically based; 
however, the degree of influence of environmental factors is suspected but less clear.148  There 
is an extensive body of research around issues related to price, outlet density, advertising, 
family and social environments, mental health and personal stress.  Studies have indicated that 

                                                             

148 Tatiana Foroud, Howard, Edenberg, and John Crabbe (2010) “Genetic Research: Who Is at Risk for Alcoholism,” Alcohol 
Research & Health, 33, 1; Joseph G. Lorenz (2 February 2006) “Genetics and Environmental Influences on Alcohol Consumption,” 
Medical News. 
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they may influence rates of alcohol consumption, particularly among problem drinkers.149  At the 
same time, there are other studies that reach differing conclusions.150  As described throughout 
this chapter, determining the impact of policy changes on each of these related issues is a 
complicated undertaking. 
 
Disparities in Alcohol Consumption 
 
Among those who consume alcoholic beverages, there are wide differences in quantity 
consumed.  Individuals in the top 10 percent of the drinking distribution consume more than half 
of all alcohol.151  The majority of research indicates that drinking practices are closely linked 
within a population.152  As the general level of consumption increases, so does the prevalence 
of heavy use. 
 
An examination of statistics relating to average consumption indicates that there is a wide 
variation in consumption levels among individuals.  According to the 2010 National Survey on 
Drug Use and Health, 51.8 percent of Americans ages 12 and older reported having at least one 
drink during the previous 30 days.  By contrast, 23.1 percent reported participating in binge 
drinking153 in the past month, and 6.7 percent reported engaging in heavy drinking.154  In the 
United States, the National Institute on Alcohol Abuse and Alcoholism estimates that alcohol 
dependence or alcoholism affects four to five percent of the population at any given time.155  
Since alcohol problems are also highly concentrated among this top group of heavy drinkers, 
government programs often target alcohol-control measures at them.156 

                                                             

149 Inge Sillaber, Markus SH Henniger (2004) “Stress and alcohol drinking,” Journal of Alcohol Abuse, 36, 8, 596-605; Philip J. Cook, 
& Michael J. Moore (2002) “The Economics of Alcohol Abuse and Alcohol-Control Policies,” Drugs, Economics & Policy, 2, 2, 120-
33; Gina Agostinelli & Joel W. Grube (2002) “Alcohol Count-Advertising and the Media: A Review of Recent Research,” Preventing 
Alcohol Related Problems, 26, 1, 15-21. 
150For example, a good discussion of the problems with making causal connection between the density of alcohol outlets and 
alcohol related problems can be found in  “Changing the Density of Alcohol Outlets to Reduce Alcohol-related Problems,” Michael 
Livingston, Tanya Chikritzhs and Robin Room, Drug and Alcohol Review, 26, 553-562 (September 2007).  The authors note, for 
example, that “studies examining the relationship between outlet density and alcohol consumption have produced mixed results.”  
The study also discusses the difficulty of focusing solely on wine and spirits and not taking into account the effect of beer.  They 
note an econometric analysis by Godfrey that found that licensing and beer consumption were related, with new licenses stimulating 
more demand but found no relationship for wine and spirits.  In reviewing the literature, the authors note that “one of the major 
weaknesses of most outlet density studies is the underlying assumption that every outlet (within broad license categories) is 
equivalent.”  It is also notable that studies related to sales and consumption of alcohol in Iowa after privatization of  the retail sale of 
wine and spirits reached diametrically opposite conclusions – with some studies finding an increase in consumption and sales and 
later ‘look behind’ studies reaching the opposite conclusion.  See “Alcohol Availability and Consumption:  Iowa Sales Data 
Revisited,” H.A. Mulford, J. Ledolter, and J.L. Fitzgerald, Journal of Studies on Alcohol, September 1992, 487-494.  The authors 
conclude that “the findings of this study offer compelling evidence that increasing the availability of alcohol does not necessarily 
increase its consumption, but beyond that people’s drinking decisions and the alcohol availability/consumption connection remain 
scientific mysteries.” 
151 Philip J. Cook, & Michael J. Moore (2002) “The Economics of Alcohol Abuse and Alcohol-Control Policies,” Drugs, Economics & 
Policy, 2, 2, 120-33. 
152 O.J. Skog (1985) “The Collectivity of Drinking Cultures: A Theory of the Distribution of Alcohol Consumption,” British Journal of 
Addiction, 80, 1, 83-99. 
153 Binge drinking is defined as consuming five or more drinks on the same occasion (i.e. at the same time or within a couple hours 
of each other) on at least 1 day in the past 30 days. 
154 Heavy drinking is defined as consuming five or more drinks on the same occasion on each of 5 or more days in the past 30 days. 
155 Tatiana Foroud, Howard, Edenberg, and John Crabbe (2010) “Genetic Research: Who Is at Risk for Alcoholism,” Alcohol 
Research & Health, 33, 1. 
156Philip J. Cook, & Michael J. Moore (2002) “The Economics of Alcohol Abuse and Alcohol-Control Policies,” Drugs, Economics & 
Policy, 2, 2, 120-33. 
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Few and Conflicting Studies 
 
Few studies have examined the effect of state-regulated alcohol sales on alcohol use or related 
problems.157  Among those that have, results have been mixed. 
 
One of the more recent reviews of privatization effects comes from the Task Force on 
Community Preventive Services.  Established by the United States Department of Health and 
Human Services in 1996, the Task Force is staffed by a group of volunteer public health and 
prevention experts who are appointed by the Director of the Centers for Disease Control (CDC) 
and Prevention.  The Task Force conducts systematic reviews of peer-reviewed studies to 
provide recommendations to help inform policy makers and researchers.  This organization and 
its recommendations are independent of the CDC. 
 
In 2011, the Task Force recommended against the further privatization of alcohol in settings 
where the government currently controls retail sales.  According to the Task Force, privatization 
of retail operations “results in increased per capita alcohol consumption, a well-established 
proxy for excessive consumption.”158  Privatization was found to increase the number of off-
premise outlets as well as days and hours of sale, all of which have been shown in previous 
Task Force reviews to lead to increases in excessive alcohol consumption and related physical 
harms.  In addition, the Task Force discussed how privatization may be linked with increases in 
alcohol advertising, increases in the number of brands sold and less stringent enforcement of 
both sales regulations and the minimum drinking age. 
 
However, the Task Force also noted that only two studies in the body of evidence on 
privatization assessed the effects of privatization on alcohol-related harms.  These studies had 
several methodological limitations and yielded mixed and statistically insignificant results. 
 
The Task Force first reviewed the effects of privatization on excessive alcohol consumption and 
related harms in 2006.  At that time, evidence indicated that privatization increased per capita 
alcohol sales, but the Task Force did not conclude that the link between societal levels of 
alcohol consumption and excessive alcohol consumption had been clearly established.  
Therefore, the Task Force concluded that there was insufficient evidence to support the claim 
that privatization would result in mortality and morbidity related to excessive alcohol 
consumption. 
 
Two of the studies reviewed by the Task Force discussed the impact of the privatization of wine 
and spirit sales in Iowa.  Researchers expected to find increased consumption rates, and as a 
result, increased heavy drinker and problem drinker rates.  However, they found that 
privatization had "no significant impact" on wine or spirit consumption.159  In addition, they also 
found no consistent trend in heavy or problem drinking rates in the four years after 

                                                             

157 National Institute on Alcohol Abuse and Alcoholism. 
158 The Task Force on Community  Preventive Services (February 2011) “Preventing Excessive Alcohol Consumption: Privatization 
of Retail Alcohol Sales”. 
159  Mulford, H.A. & J. L. Fitzgerald (1988) "Consequences of Increasing Off-premise Wine Outlets in Iowa," British Journal of 
Addiction, 83, 1271-1279; J.L. Fitzgerald & H.A. Mulford (1992) "Consequences of Increasing Alcohol Availability; the Iowa 
Experience Revisited, " British Journal of Addiction, 87, 267-274. 
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privatization.160 They note that "though several studies have found availability, consumption, 
heavy drinking and problem drinking to be interrelated, it does seem apparent that factors other 
than availability influence consumption, and factors other than availability affect heavy and 
problem drinking rates."161 
 
It is also important to understand that privatization is a term applied broadly to encompass many 
systems on the continuum of state regulation.  As noted throughout this report, states have 
varying degrees of control over the retail and wholesale of different types of alcohol.  Policy 
changes will impact different systems on a variety of dimensions, including price, number and 
type of licenses and sale hours.  Existing research does not thoroughly catalogue the variety of 
policy impacts on different systems.  Moreover, studies relating to alcohol consumption and 
social impacts tend to acknowledge the difficulty in assessing alcohol consumption based on 
self-report. 
 
Finally, as noted throughout this report, levels of consumption and levels of sales within a state 
are inter-related and difficult to untangle.  It is possible to see an increase of sales within a state 
without a necessary increase in alcohol consumption.  In some instances, this connection has 
not been carefully factored into conclusions about the impacts of privatization.162 
 
Alcohol Related Fatalities 
 
The National Highway Traffic Safety Administration tracks alcohol related fatalities through a 
Fatality Analysis Reporting System (FARS).  This data is widely accepted and referenced by 
both by the PLCB and Mothers Against Drunk Driving (MADD) in reports. 
 
FARS ranks states based on the percentage of total DUI related traffic deaths.  Lower rankings 
indicate a lower percentage of the DUI related deaths in 2009.163  The Commonwealth has a 
relatively high percentage of DUI related traffic fatalities compared to other comparable license 
states.  Nationally, Pennsylvania is ranked 30th with 32 percent of traffic deaths related to DUI’s.  
Among other comparable license states, only Illinois and Delaware have higher percentages of 
DUI related fatalities.  Comparing DUI fatalities on a per capita basis, Pennsylvania has the 
second highest rate of fatalities per 10,000 drinking-age residents. 

                                                             

160 Mulford, H.A. & J. L. Fitzgerald (1988) "Consequences of Increasing Off-premise Wine Outlets in Iowa," British Journal of 
Addiction, 83, 1271-1279; J.L. Fitzgerald & H.A. Mulford (1992) "Consequences of Increasing Alcohol Availability; the Iowa 
Experience Revisited, " British Journal of Addiction, 87, 267-274. 
161 Ibid, 1278. 
162 Ibid. 
163 The Fatality Analysis Reporting System (FARS) 2009. 
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Comparable State Ranking of DUI Related Traffic Deaths (2009) 
 

 
 

Source: National Highway Traffic and Safety Administration. 
 
 
The Substance Abuse and Mental Health Service Administration conducts the National Survey 
on Drug Use and Health to track the prevalence and patterns of alcohol and other drug use 
(Appendix N).  According to the most recent data available, Pennsylvania has a significantly 
higher number of minors self-reporting alcohol abuse than other comparable license states.  Of 
12-20 year olds, 29 percent reported consuming alcohol within the past month, a figure slightly 
above the comparable average of 28 percent.164 
 

Comparable State Ranking of Alcohol Consumption by Minors (2009) 

State 

Alcohol Use in 
Past Month 

Among 12-20 
Year Olds 

Binge Alcohol Use 
in Past Month 

Among 12-20 Year 
Olds 

West Virginia 24% 16% 
New Jersey 26% 18% 
Maryland 28% 18% 
Pennsylvania 29% 19% 
Illinois 28% 20% 
New York 32% 20% 
Ohio 29% 21% 
Delaware 30% 21% 
Average 28% 19% 

PA Rank (of 8): 6 4 
 

Source: National Survey on Drug Use and Health. 
 
 
Other statistics do not suggest that Pennsylvania’s control state status reduces problems 
related to drinking.  For example, the Commonwealth’s current rate of self-reported binge 

                                                             

164 The Substance Abuse and Mental Health Services Administration gathers data on alcohol consumption in the National Survey on 
Drug Use and Health (NSDUH). Respondents age 12-20 are asked to report being past month drinkers of alcohol in 2007-2008. 
Utah has the lowest self-reported rate while New Hampshire has the highest (both are control states).  

State Rank
DUI 

Fatalities
DUI Fatalities Per 

10,000 Residents 21>
% of DUI Related 

Traffic Deaths
New Jersey 3 149 0.24 26%
New York 11 321 0.23 28%
Maryland 17 162 0.40 30%
Pennsylvania 30 406 0.44 32%
Illinois 37 319 0.35 35%
Delaware 39 45 0.72 39%
Average (excluding PA): 199 0.39 32%
PA Rank (of 6): 1 2 5
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drinking among 12-20 year olds is 19 percent, which is equal to the average among other 
comparable license states.165 
 
The number of licenses per capita appears to have little relation to the number of alcohol related 
fatalities.  Pennsylvania has the lowest ratio of licenses per 10,000 drinking-age residents 
compared to other comparable license states, yet it has a higher percentage of DUI related 
fatalities.  West Virginia, with a significantly greater number of licenses per 10,000 drinking-age 
residents has the same percentage of DUI related fatalities as Pennsylvania.  And while Illinois 
and New Jersey have a similar ratio of licenses per 10,000 drinking age residents, they have 
dramatically different DUI related fatality rates and rankings (Illinois is ranked 37th with 35 
percent, while New Jersey is ranked 3rd with 26 percent). 

 
Licenses Per Capita and Alcohol Related Fatalities (2009) 

 

 
 
Sources: Liquor Handbook 2010, U.S. Census Bureau, Various state licensing authorities, National Highway Traffic 
and Safety Administration. 
 
 
In addition, there appears to be little relationship between alcohol abuse among 12-20 year olds 
and the number of retail outlets.  When comparing the number of licenses per 10,000 drinking-
age residents, Pennsylvania has significantly fewer licenses than other regional states but 
above average alcohol use by underage individuals and average binge drinking rates among 
the same cohort.  West Virginia, with a significantly greater license per capita ratio has below 
average rates of underage alcohol consumption and binge drinking.  New York, while below the 
average number of licenses per 10,000 drinking age residents, has the largest percentage of 
alcohol use by minors. 

                                                             

165 Ibid. Nationally among respondents ages 12-20, Utah had the lowest rate of binge drinking (15.1 percent) and North Dakota had 
the highest rate of consumption.  

State Licenses
2010 

Population 
21+

Licenses Per 10,000 
Residents (21 or >)

Rank (Low to High 
DUI Related Traffic 

Deaths)

% of DUI 
Related 

Fatalities
Pennsylvania (current) 613 9,137,258  0.7 30 32%
New York 2,921 14,069,053 2.1 11 28%
New Jersey 1,784 6,249,269  2.9 3 26%
Illinois 2,949 9,019,463  3.3 37 35%
Maryland 1,515 4,032,589  3.8 17 30%
Delaware 369 620,734     5.9 39 39%
Ohio 8,245 11,628,269 7.1 26 32%
West Virginia 1,172 1,350,025  8.7 29 32%
Average (excluding PA): 2,708 6,709,915 4.8 23 32%
PA Rank (of 8): 7 3 8 3 3
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Licenses per Capita and Alcohol Abuse among 12-20 Year Olds (2009) 

 

 
 

Sources: Liquor Handbook 2010, U.S. Census Bureau, Various state licensing authorities, National Survey on Drug 
Use and Health. 
 
 
Effective Measures of State Controls 
 

States currently institute a wide array of alcohol-control measures, including minimum age of 
purchase, excise taxes, a licensing system for retail outlets, enforcement agents and penalties 
for DUI. 
 
Enforcement checks have been found to be effective in preventing the sale of alcohol to minors. 
Further, regularly scheduled enforcement was found to be necessary to maintain deterrence. 
Pennsylvania licensing agents on average handle enforcement duties per 216 licenses.  Among 
other license and control states examined in the benchmarking chapter, Pennsylvania agents 
have the 7th lowest licensing enforcement workload. 
 

Enforcement Agents among License and Control States 
 

 
Sources:  NABCA, Liquor Handbook 2010. 
 

State Licenses
2010 

Population 
21+

Licenses Per 10,000 
Residents (21 or >)

Alcohol Use in Past 
Month Among 12-20 

Year Olds

Binge Alcohol 
Use in Past 

Month Among 
12-20 Year 

Olds
Pennsylvania 613 9,137,258  0.7 29% 19%
New York 2,921 14,069,053 2.1 32% 20%
New Jersey 1,784 6,249,269  2.9 26% 18%
Illinois 2,949 9,019,463  3.3 28% 20%
Maryland 1,515 4,032,589  3.8 28% 18%
Delaware 369 620,734     5.9 30% 21%
Ohio 8,245 11,628,269 7.1 29% 21%
West Virginia 1,172 1,350,025  8.7 24% 16%
Average (excluding PA): 2,708 6,709,915  4.8 28% 19%
PA Rank (of 8): 7 3 8 3 5

State
Enforcement 

Agents
On and Off-

Premise Licenses
Licenses 

Per Agent
Population 

21 >
Agents Per 10,000 

Population >21

Delaware 14 1,141 82 620,734      0.23
Alabama 126 12,091 96 3,303,931 0.38
Virginia 137 18,841 138 5,533,822 0.25
Utah 21 3,432 163 1,686,838 0.12
West Virginia 31 5,380 174 1,350,025 0.23
North Carolina 110 22,871 208 6,442,248 0.17
Pennsylvania 140 30,218 216 9,137,258   0.15
Ohio 112 26,084 233 11,628,269  0.10
Washington 49 18,866 385 4,647,212 0.11
New Jeresy 20 7,929 396 6,249,269   0.03
Michigan 42 17,168 409 7,146,269 0.06
Maryland 23 10,002 435 4,032,589   0.06
Illinois 30 21,732 724 9,019,463   0.03
New York 33 46,615 1,413 14,069,053  0.02
Iowa -- 8,868 -- 2,127,219
Average (excluding PA): 58 15,787 373 5,561,210   0.14
PA Rank (of 15): 1 2 8 3 6
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It is important to note that enforcement agent responsibilities are not uniform across states. 
Iowa and Illinois do not require agents to conduct pre-license inspections.  In New Jersey, the 
local municipality also has concurrent authority.  The number of enforcement agents in Iowa is 
not currently available. 
 
The National Highway Traffic Administration and National Research Council indicate that the 
effectiveness of alcohol control policies is directly related to the “intensity of implementation and 
enforcement and on the degree to which the intended targets are aware of both the policy and 
its enforcement.”166  If liquor retail clerks and license owners believe that they are likely to be 
caught if they violate the law, they are more likely to strictly comply with the law. 
 
Many other counter measures have been shown to reduce both alcohol related injuries and 
drinking and driving across various state control systems: 
 

 Stricter enforcement of the minimum legal drinking age.167 
 

 The use of sobriety checkpoints.168  
 

 Enactment and enforcement of a.08-percent legal BAC limits for adult drivers.169  
 

 Mandating the use of ignition interlocks for people convicted of drinking and driving.170 
 
Summary 
 
While the impact of privatization of retail sales is a significant concern in the current 
environment, few studies exist addressing the social impacts and available results are often 
conflicting.   A multitude of factors influence consumption rates and alcohol abuse and must be 
considered in concert.  Moreover, state enforcement strategies, regardless of type of regulatory 
system, have been proven effective in reducing the amount of alcohol related fatalities and 
abuse. 
 

                                                             

166 National Research Council, Institute of Medicine (2003) “Reducing Underage Drinking: A Collective Responsibility,” National 
Academies Press, Washington, p. 164. 
167 Alexander C. Wagenaar, David M. Murray, John P. Geban, et. al. (2000) “Communities Mobilizing for Change: Outcomes from a 
Randomized Community Trial,” Journal of Studies on Alcohol, 61, 1, 85-94. 
168 John H. Lacey, Ralph K. Jones, and Randall G. Smith (1999) “Evaluation of Checkpoint Tennessee: Tennessee’s Statewide 
Sobriety Checkpoint Program, Department of Transportation HS, 808 841, Washington, D.C: National Highway Traffic Safety 
Administration; John H. Lacey, Ralph K. Jones, and Randall L. Smith (2000) “Evaluation of New Mexico’s Anti-DWI Efforts,” 
Department of Transportation HS, 809 024, Washington, D.C: National Highway Traffic Safety Administration; Ruth A. Shults,  
Randy W. Elder, David A. Sleet, et. al. (2001) “Reviews of Evidence Regarding Interventions to Reduce Alcohol-Impaired Driving,” 
American Journal of Preventative Medicine, 21, 4, 66-88. 
169 Ruth A. Shults, Randy W. Elder, David A. Sleet, et. al. (2001) “Reviews of Evidence Regarding Interventions to Reduce Alcohol-
Impaired Driving,” American Journal of Preventative Medicine, 21, 4, 66-88; Robert B. Voas, A. Scott Tippetts, and Eileen Taylor. 
(1997) “Temporary Vehicle Immobilization: Evaluation of a Program in Ohio,” Accident Analysis and Prevention, 29, 5, 635-642.  
170 Kenneth H. Beck, William J. Rauch, and Elizabeth A. Baker & Allan F. Williams. (1999) “Effects of the Ignition Interlock License 
Restrictions on Drivers with Multiple Offenses: A Randomized Trial in Maryland,” American Journal of Public Health, 89, 11, 1690-
1700. 
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Transition Model 
 
Key Highlights 
 

 The residual agency will likely consist of 290 full-time equivalents and approximately 
3,200 employees will be separated from service. 
 

 Bureaus with licensing and enforcement duties are expected to increase staffing levels 
prior to the transition to accommodate the additional workload. 

 

 Retail and supply chain staff will be eliminated over a 14 month period as private 
retailers phase in. 

 

 Central office staffing levels will be significantly reduced in the final months of the 
transition. 

 
Overview 
 
The process of transitioning an agency of this size over a multi-year period is a complex and 
dynamic process.  There are many exogenous variables that cannot be modeled with absolute 
certainty.  Workforce movement, particularly in the Retail Bureau, will not follow a linear path. 
Union rules allow furloughed employees with seniority to bump down to lower titles and even 
part-time employment, county by county, as state stores are decommissioned.  Moreover, 
employment trends are difficult to assess in a market that does not yet exist.  The number of 
jobs created is dependent upon the number and types of licenses permitted, and the percentage 
of displaced workers who find reemployment in the resulting market will depend upon these 
variables.  
 
Acknowledging these challenges, PFM sought to provide a high level depiction of the residual 
agency, ultimate movement of the displaced workforce and costs associated with the transition 
when privatizing retail first and wholesale operations second.  It is important to note that the 
transition plan applies to both privatization options discussed.  However, the sequence of 
decommissioning retail and wholesale operating does influence transition costs and timing.  
Information relating to the privatization of wholesale then retail can be found in Appendix O. 
 
Methodology 
 
The PFM model identifies key workforce features, including the functions and complement for 
the remaining PLCB after privatization, retirements, transfers and displaced employees.  Details 
on these calculations can be found in Appendix O. 
 
The transition model estimates were based off of total full-time equivalents.  Current full-time 
and part-time budgeted headcounts were converted to full-time equivalents (FTEs) to provide a 
standard unit for assessing workforce headcounts and costs.  Full-time and part-time employees 
have different rates of compensation, health care benefits and furlough rights in the event of 
termination.  The use of a standard workforce unit simplifies cost calculations and headcount 
estimates.  For internal headcounts, PLCB estimates indicate that two part-time employees are 
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roughly equal to one full-time employee.171  Using this convention, PLCB had a total of 4,482 
FTEs as of April 15, 2011. 
 
The majority of full-time and part-time employees work within the Retail Bureau.  The remaining 
PLCB staff is divided among wholesale operations, supporting bureaus and executive 
leadership.  The following table details the workforce division among the seven bureaus: 
 

Employees by Bureau 
 

Bureau 
Full-Time 

Employees 
Part-Time 

Employees 
Current 

FTE 

Executive 64 1 65 
Regulatory Affairs 173 0 173 
Administration 167 44 189 
Marketing 160 0 50 

Finance 50 0 160 
Supply  49 38 68 
Retail 2,610 2,333 3,777 

Total: 3,273 2,416 4,482 

 
 
Using budgeted rather than actual headcounts provides a conservative estimate of costs to the 
Commonwealth.  As the majority of vacancies are within the Retail bureau, the number of 
displaced and ultimately unemployed employees in a transition will likely be less than the 
estimate provided by PFM.  Including budgeted vacancies in the total FTE count ensures that 
should PLCB hire seasonal employees before privatization occurs, costs to the Commonwealth 
would still be within the range provided. 
 
For each privatization scenario, workforce movement follows several critical paths: 
 
 
 
 
 
 
 
 
 
 
 
 

                                                             

171 The basic straight time work week for full-time UFCW employees consists of 37.5 hours per five day week.  Regular part-time 
employees must work a minimum of 13 hours weekly.  After a probationary period, part-time employees are eligible to work 20 hour 
weeks, up to a maximum of 32 hours per week.  ISSU employees have a 37.5 hour five day work week. 

  Current PLCB

Retirement Residual PLCB Displacement

State Transfer Private Transfer Unemployment 

Liquor Retail Other Private 
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Current PLCB employees will remain as a part of the residual agency, retire or become 
displaced.  Displaced employees will find employment with another State agency, transfer to 
private employment or become unemployed.  Individuals in the unemployment pool may find 
employment at a later date, either with the Commonwealth or another employer.  In addition, 
employees who found work after being furloughed may later retire or become laid off and join 
the unemployment pool.  The workforce model moves FTEs through this basic progression. 
While there will be continuous movement of the workforce after the transition to privatization is 
complete, this model captures the initial headcounts and related costs to the Commonwealth. 
 
Various assumptions were made in order to estimate how the workforce may be impacted under 
the privatization scenarios.  Changes to assumptions made at any level impact the resulting 
total FTEs at each subsequent step.  These assumptions, as well as how changes may 
influence outputs, are discussed in the following pages. 
 
Retirements 
 
PLCB provided retirement projections from calendar year 2011 through calendar year 2015 for 
full-time employees, by sub-bureau.  Part-time projections were more difficult to obtain.  PLCB 
estimates that 396 part-time regional retail staff (intermittent liquor clerks) will be eligible for 
retirement by calendar year 2016 based on years of service or age.  PFM assumed that these 
retirements will occur evenly over the five year period.  Part-time estimates for other bureaus 
were not included in the model. 
 
Projected retirements were removed from the current FTE totals.  These individuals were not 
included in the displaced employee pool; costs associated with their retirement were determined 
separately.  The model’s calculation of total number of projected retirements over the next five 
fiscal years is included in Appendix O. 
 
Pre-Retirement Adjustments 
 
Several sub-bureau staffing levels were returned to pre-retirement levels before conducting 
future analysis.  Sub-bureaus with licensing or regulatory functions were adjusted to pre-
retirement workforce levels, as these areas will need additional staffing post-privatization. 
Retirement costs for these individuals are still reflected in the retirement cost section. 
 
Residual PLCB 
 
The remaining sub-bureau staffing was evaluated by function to determine residual FTE totals 
post-privatization.  Those with licensing and enforcement responsibilities were projected to 
increase levels of staffing.  Retail and wholesale related sub-bureaus, depending upon the 
selected scenario, were slated to eliminate all staff as state operations ceased.  Sub-bureaus 
with central administrative responsibilities were expected to decrease staffing levels as needed 
to support the residual agency. 
 
A detailed discussion of resulting FTE counts and methodology involved for each affected sub-
bureau can be found in Appendix O. 
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Agency Transitions 
 
Each sub-bureau was assigned a phase in or out schedule that can be adjusted as other timeline assumptions change.  A value of 
100 percent indicates the sub-bureau is operating at current capacity. Values greater than 100 percent indicate the bureau 
operations are expected to increase (indicated in green on the below charts).  Values less than 100 percent indicate that the sub-
bureau operations are expected to decrease or completely phase out (decreases are indicated in red and complete phase outs are 
indicated in gray on the charts below).  An example of how percentages were assigned over a one year period is included in 
Appendix O. 
  
Staffing levels and bureau expenditures were adjusted by the assigned percentages over time until arriving at the indicated residual 
level.  The following transition timeline depicts workforce movement over the course of the transition. 
 

Sub-Bureau Transition Timeline 
 

Implementation Action Jun-12 Aug-12 Oct-12 Dec-12 Feb-13 Apr-13 Jun-13 Aug-13 Oct-13 Dec-13 Feb-14 Apr-14 Jun-14 Aug-14 Oct-14 Dec-14 Feb-15 Apr-15

Executive

Administrative Law Judge

Regulatory Affairs

Licensing

Alcohol Education

Regulatory Affairs

Administrative

Human Resources, Support Services -1 -1

Talent Management -1 -1

Finance -1 -1

Marketing

Supply Chain

Retail Operations

To Zero

PLCB Privatization Timeline: Retail then Wholesale
(Months)

Decreasing Increasing
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Executive and Regulatory Affairs:  Sub-bureaus with licensing and regulatory functions would 
expand over a six month period prior to the wholesale license auction.  It is expected that new 
employees would need to be hired and trained before handling the new duties associated with 
private wholesale and retail licenses. 
 
Supply Chain:  Sub-bureau operations would be phased out over a period of four months after 
the wholesale auction and retail transition are complete. 
 
Retail Operations:  Sub-bureau operations would be phased out over a period of fourteen 
months after the wholesale transition and retail licensing activity are complete. 
 
PFM built in a one month lag period between the entrance of private retailers and termination of 
PLCB retail employees.  Some employees will quickly be moved to a nearby store ahead of 
schedule, while others will not be transitioned as originally planned if a store closing is delayed.  
This one month buffer slows the cost phase out to provide a more conservative estimate of 
agency expenditures during the transition. 
 
Administration, Marketing and Finance:  Sub-bureaus with support functions would be 
significantly reduced or eliminated over a period of four months at the end of the retail transition.  
While residual administrative and financial staff will remain, the Marketing Bureau and Talent 
Management sub-bureau will be eliminated entirely by the end of the retail transition, as the 
PLCB will be a licensing and regulatory agency only.  
 
While the central office staff could be downsized earlier in the transition process, these timelines 
backload it.  This reflects conservative cost estimates and emphasizes the importance of this 
staff in an agency transition.  
 
Displaced Employees 
 
Employees separated from employment were classified as displaced employees.  These 
individuals will have several options upon separation: 
 

 Transfer to state employment. 
 

 Transfer to private employment: 
 

o Non-Liquor 
 

o Private Liquor 
 

 Transition to unemployment. 
 
A percentage of employees will remove themselves from PLCB before receiving notice, either 
relocating or voluntarily separating from employment.  While this is likely to be a small 
percentage, PFM includes these individuals in the displaced and unemployed categories to 
provide a conservative estimate. 
 
It is important to acknowledge that it is difficult to predict market conditions and state 
reemployment rates several years out from the present date.  To provide general estimates of 
displaced workforce movement, PFM made several assumptions which are described in this 
chapter. 
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The following table breaks down the number of displaced employees by bureau.  
 

Displaced Employees by Bureau 
 

Bureau Retail Then Wholesale 

Executive 0 
Regulatory Affairs 0 
Administration 156 
Marketing 42 
Finance 131 
Supply  58 
Retail 2,823 
Total: 3,210 

 
 
The majority of displaced employees will be from the Retail Bureau, primarily liquor store clerk 
positions.  As a result, PFM estimates for percentage of public and private sector reemployment 
were based on average experience, education and skills related to this job title.  Displaced 
employees from other positions may experience longer or shorter wait periods for reemployment 
depending on the same set of variables. 
 
Transfer to State Employment:  A percentage of employees will likely be reemployed with 
another state agency.  The Office of Administration (OA) provided 7-year historic attrition and 
hiring rates for A-1 bargaining unit members, which includes non-professional, non-supervisory 
job titles to approximate the likely rate of PLCB transfers.  Using this data, PFM determined a 
ratio of hired employees per retirements each year to determine how often the Commonwealth 
filled vacancies.  Prior to the recession, the Commonwealth was more likely to replace retiring 
workers; however the ratios in calendar years 2009 to 2011 illustrate the effects of hiring 
freezes. 
 

Total Hires, Retirements and Net Difference (CY 2004-2011 to date) 
 

 
 
 
In addition, OA provided projected retirements for this unit from 2011 to 2015.  PFM determined 
7, 5 and 3-year averages of the historical ratios of hires to retirements to project the number of 
positions the Commonwealth is likely to fill.  OA believes that the 3-year average (1.23) will most 
closely approximate hiring that will occur over the years of the transition.  This indicates that for 
every retirement, the Commonwealth will fill 1.23 positions. 

2004 2005 2006 2007 2008 2009 2010 2011
Hires 747 805 584 807 677 144 371 247
Retirements 637 498 326 687 299 364 363 444
Net Difference 110 307 258 120 378 -220 8 -197
Ratio of Hires to Retirements (H/R) 1.17 1.62 1.79 1.17 2.26 0.40 1.02 0.56
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Ratio of Hires (H) to Retirements (R) 
 

Method Ratio 
Est. H/R Ratio 7-Yaer 1.35 
Est. H/R Ratio 5-Year 1.33 
Est. H/R Ratio 3-Year 1.23 

 
 

Expected Retirements and Projected State Hiring (CY 2011-2015) 
 

Calendar Year 2011 2012 2013 2014 2015 
Expected Retirements 997 309 358 362 378 
Estimated Hires (7-yr avg) 599 417 483 488 510 
Estimated Hires (5-yr avg) 590 411 476 481 503 
Estimated Hires (3-yr avg) 545 379 439 444 464 

 
 

While the Commonwealth can make every effort to successfully place PLCB employees, 
furloughed individuals must meet job placement guidelines.  Furloughed individuals may not 
qualify for certain positions opening at the time of their separation; therefore, not all displaced 
employees will be able to fill open positions within the Commonwealth.  

In general, OA has over a 70 percent success rate with employees who sought placement. 
Using this guideline, PFM assumed that all furloughed PLCB employees would seek placement 
and that 70 percent of the available state openings would be available for furloughed PLCB 
employees. 
 

Displaced FTEs and Estimated State Transfers 

 
 
 

Based on this data, PFM believes approximately 780 employees are likely to find reemployment 
with another State agency.  This data includes those individuals who do not immediately find 
placement with the state but who placed within a one year period after the date of furlough. 
 
Challenges, limitations and effective placement strategies are detailed in the Transition Plan. 
 
Transfer to Private Employment:  A percentage of displaced employees will likely find 
reemployment with private employers and private liquor retailers.  While employment trends are 
difficult to gauge several years in the future, this estimate will also vary considerably based on 
the mix of licensees.  
 
On the retail side, job creation estimates will vary based on licensee characteristics: 
 

 Big Box/Large Grocers:  Big Box retailers and grocery stores are likely to hire minimal 
additional staff after purchasing a liquor license.  These stores have sufficient existing 
employees to manage the registers and will tend to reallocate store space to 
accommodate the new product.  
 

Retail Then Wholesale FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 Total
New PLCB Furloughs -- 1,130 2,062 -- 3,192
State Openings Available to PLCB 282 300 312 162 1,056
Transfers to State Employment -- 300 312 162 774
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 Drug Store/Convenience:  Existing drug stores and convenience shops will also 
reallocate store space and therefore hire minimal additional staff. 

 

 Chain Retailers:  The majority of private liquor related jobs will be created by chain 
retailers.  These stores require several front-of-store staff per shift and would be opening 
stores across the Commonwealth.  Industry estimates suggest that large volume chain 
stores might employee 20-25 FTEs per location; approximately one-third will serve as 
front-of-store staff, positions comparable to current liquor store clerk PLCB titles.  
Smaller chain retailers will hire fewer FTEs per location. 

 

 Small Retailer:  Smaller volume, non-franchise retailers will also be unlikely to create a 
large number of jobs. 
 

 Other/Miscellaneous (Open retail license only):  Smaller volume, non-franchise retailers 
will also be unlikely to create a large number of jobs. 

 
In addition to the retail jobs created, the privatization of wholesale operations will result in 
additional warehouse and supply related positions.  Again, job creation estimates vary based on 
wholesaler size as well as number of retail stores.  Industry estimates indicate that large 
wholesalers may hire several hundred individuals, primarily in sales, but the companies will also 
need transport, administrative and warehouse staff.  Since PLCB currently contracts out the 
majority of wholesale operations, the number of net jobs created is likely to be minimal. 
 
Not all private retail positions will be filled by displaced PLCB employees.  Private employer 
preference, geography, employee skill set and timing will be key factors in determining the 
number of displaced employees who will be reemployed in this new industry. 
 
Unemployment Pool  

Displaced employees who are not transferred to state or private employment are counted in the 
unemployment pool.  Retaining wholesale operations results in a slightly smaller number of 
unemployed individuals, as the supply chain staff is excluded from furloughs. 

 
Unemployment by Sub-Bureau 

 

Bureau Number of FTEs 

Executive 0 
Regulatory Affairs 0 
Administration 111 
Marketing 28 
Finance 94 
Supply 41 
Retail 2,028 
Total: 2,302 

 
 

Costs associated with unemployment are detailed in the Transition Costs section of this chapter. 
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Transition Costs by Bureau 
 
The structuring of the transition will have unique financial impacts for the residual PLCB and the 
Commonwealth. 
 
Residual agency costs were estimated by sub-bureau from Fiscal Year 2011-12 to Fiscal Year 
2015-16 to capture costs during and after transition periods.  Sub-bureaus were assigned a 
percentage based on operational level for each month of the transition: 100 percent indicated 
the sub-bureau was operating at current expected levels, 0 percent indicated no remaining 
costs associated with a particular sub-bureau. 
 
Fixed costs relating to the Oracle Enterprise Resource Planning (ERP) system were tracked 
separately as these will not vary based on the number of employees remaining in the bureau.  
Once retail operations were completely phased out, ERP system costs were removed from 
bureau expenditure estimates.  
 

Operational Expenditures over the Transition 
 

  
 
 
Separation Costs 

Unemployment Compensation:  Displaced full and part-time employees who are unable to 
transition into new work can file to receive unemployment compensation (UC) from the 
Commonwealth for a maximum of 26 weeks after involuntary separation.  If eligible, the 
individual’s rate of compensation is based on highest quarterly wages within the current one 
year period. 172   The PLCB currently contributes quarterly tax payments for each active 
employee toward unemployment insurance. 
 
The Department of Labor and Industry provides financial charts listing highest quarterly wage 
ranges and corresponding UC amount.  PFM calculated the average annual full-time base 
salary for each sub-bureau to identify the amount of UC unemployed individuals are likely to 
receive. 
 
The length of time an unemployed individual can receive benefits varies.  The Department of 
Labor and Industry’s CWIA determined the historical 5-year average for the length of time 

                                                             

172 Employees are mailed a Notice of Financial Determination (Form UC-44F). This form lists the individual’s employers and the 
amount of wages paid for each quarter of in his or her base year.  The Notice determines an individual’s "financial eligibility" for UC 
benefits based on his or her highest quarterly wages, total base-year wages, and credit weeks during the base year. If a displaced 
employee is financially eligible, this determination establishes his or her weekly benefit rate, partial benefit credit, maximum benefit 
entitlement, and allowance for dependents.  

Fiscal Year
Retail Then 
Wholesale

2012-13 $450,397,789
2013-14 $445,213,138
2014-15 $212,411,894
2015-16 $31,367,945
2016-17 $32,719,351

Total: $1,172,110,117
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employees within the retail and clerical industries have received unemployment compensation 
from the Commonwealth: 
 

 Retail – 20 weeks 
 

 Clerical – 18 weeks 
 
The transition model tracks the number of PLCB furloughs each month as well as the number of 
newly unemployed PLCB staff by month.  The number of PLCB separations is a larger pool than 
the unemployed totals, as it includes staff that will transfer to public and private sector 
employment.  In order to provide a conservative estimate of UC costs likely incurred by the 
Commonwealth, PFM determined UC cost estimates for total number of PLCB separations (high 
estimate) as well as the total number of unemployed PLCB staff who did not find state or private 
employment (moderate estimate).   
 
To estimate likely UC costs, PFM determined the highest quarterly wages by sub-bureau based 
on the average salary for that department.  This figure was then multiplied by the number of 
employees separated from PLCB each month; employees were removed from the 
unemployment compensation pool after 20 weeks to approximate likely duration of benefits.   
The high estimate was used when estimating total transition costs. 
 

Unemployment Compensation Estimates 

  
 
 

Paid Leave:  All active employees who separate from service are paid for unused personal and 
annual leave.  In addition, retired employees separating from service receive compensation for 
unused, accumulated annual leave, personal and sick time.  Union collective bargaining 
agreements provide stipulations about the accumulated amount payable upon retirement based 
on years of service.   

PFM estimated paid leave costs for active and retiring employees based on accumulated leave 
totals as of July 2010.  To estimate leave costs associated with retirements, PFM applied the 
percentage of projected retirements to the annual, personal and sick leave totals for 2010. To 
estimate the cost of active paid leave, PFM applied the percentage of actives separating from 
service to the active portion of costs for annual and personal leave. These costs are provided in 
the following table: 

Fiscal Year
UC Payment

High Estimate
UC Payment

Moderate Estimate
2012-13 $0 $0
2013-14 $2,550,200 $2,415,039
2014-15 $11,922,736 $11,188,589
2015-16 $22,398,034 $20,896,767
2016-17 $31,332,936 $29,672,290
Total: $68,203,906 $64,172,686
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Paid Leave Estimates 
 

   
 
 
Residual PLCB Costs 
 
PLCB operations currently support other State operations.  In addition, it supports retired 
individuals and employees receiving workers’ compensation pay.  These costs will remain after 
privatization, regardless of agency size or residual functions.  These include: 
 

 PSP Transfer:  PLCB annually transfers funds to the Pennsylvania State Police to 
support liquor control enforcement operating expenses. 

 

 Comptroller Operations:  PLCB annually pays a fee to the Comptroller’s Office. The 
amount of this fee will be significantly reduced after the privatization of retail operations. 

 

 Department of Health Transfer:   Two percent of PLCB's annual profits are transferred 
to the Department of Health (DOH) for drug and alcohol rehabilitation programs. 

 
Projected costs for PLCB transfers are listed in the following tables: 
 

PLCB Transfers: Privatize Retail then Wholesale 
 

Option Three: Wholesale and Retail Auction 
 

 
 
 

Option Four: Wholesale Auction, Open Retail 
 

  
 

Fiscal Year
Active Leave 

(Personal, Annual)
Retirement Leave 

(Personal, Annual, Sick)
Total Leave

2012-13 $0 $1,875,312 $1,875,312
2013-14 $3,551,676 $586,338 $4,138,014
2014-15 $6,478,808 $591,184 $7,069,992
2015-16 $0 $649,333 $649,333
2016-17 $0 $673,562 $673,562
Total: $10,030,484 $4,375,728 $14,406,212

Transfer FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17
PSP Transfer $26,838,283 $27,240,858 $27,649,471 $28,064,213 $28,485,176
Comptroller Operations $5,959,158 $6,126,014 $4,445,015 $647,387 $665,514
Department of Health Transfer $2,568,058 $2,639,963 $2,713,882 $2,789,871 $2,867,987
Total: $35,365,499 $36,006,835 $34,808,368 $31,501,471 $32,018,677

Transfer FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17
PSP Transfer $23,783,519 $24,140,272 $24,502,376 $24,869,912 $25,242,961
Comptroller Operations $5,959,158 $6,126,014 $4,445,015 $647,387 $665,514
Department of Health Transfer $1,412,432 $1,451,980 $1,492,635 $1,534,429 $1,577,393
Total: $31,155,109 $31,718,266 $30,440,027 $27,051,728 $27,485,868
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Annuitant Pension Benefits:  Full and permanent part-time PLCB employees are members of 
the State Employees’ Retirement System (SERS).  Employees who were hired prior to January 
1, 2011 can retire at age 60 or with 35 years of credited service.  By the year 2015, PLCB 
expects 1,103 individuals to retire, the majority of coming from the Retail Bureau. 
  
In addition, 2,924 full- and part-time PLCB employees are vested and therefore eligible for 
retirement benefits.173  On average, approximately 50 new employees become vested with 
PLCB a month.  According to the proposed timeline, approximately 4,724 employees will be 
vested with SERS when the retail transition begins. 

PLCB will continue to make pension contributions regardless of agency size. The agency’s 
employer contribution rates would remain the same; however, the dollar amount contributed 
would be significantly reduced as a result of the smaller payroll after privatization.174 

The reduced PLCB contribution would have a minimal impact on the Commonwealth’s unfunded 
actuarial accrued liability. Over the past ten years, investment earnings have been the primary 
source of plan funding (69 percent); employee and employee contributions combined provided 
31percent.175  In addition, the pension fund liability is pooled. Commonwealth agencies pay a 
portion of the total liability.  Agency contribution rates are expected to remain at current levels176 
for the foreseeable future, and therefore the plan’s unfunded liability will be influenced by a 
number of factors, including the number of Commonwealth employees and retirees, investment 
returns, life expectancy, salary increases, and rates of withdrawal.    
 
In 2010, PLCB staff represented 5.5 percent of the total Commonwealth employees in 2010.  
With an estimated 780 employees transferring to another position within the State, the total 
Commonwealth employment would be reduced by approximately 4.7 percent, assuming State 
staffing is held constant.   
 
Liabilities associated with current PLCB employees are included in the pension valuation and 
paid during the years that those employees serve.177  As the agency transitions, those who 
separate from employment will no longer make contributions.  However, these individuals also 
stop accruing benefits.  An actuarial assessment would determine if the reduction in employee 
compensation associated with a significant furlough would outweigh the benefits accrued by 
those individuals prior to separation.  
 
To provide a basic estimate of PLCB pension costs going forward, PFM assumed that current 
employer contribution rates would be held constant.  PFM projected baseline pension costs out 
until 2022 for all departments and determined a current per employee cost.  This ratio was then 
applied to number of residual employees to find the new per employee cost and adjusted 
upwards to reflect the new, slightly reduced number of active Commonwealth employees after 

                                                             

173 Employees hired prior to January 1, 2011 are considered “vested” with five years of continuous service or 3 years if age 60 or 
older.  Employees hired after that date are considered vested with ten years of continuous service or 3 years if age 60 or older. 
174 Factors include: number of active, vested and retired employees, rate of return on investment, salary increases, age of 
retirement, mortality, and rates of withdrawal. 
175 State Employees’ Retirement System, “Pension Funding” 
176 The passage of Act 120 in 2010 created new classes of service for new SERS members (A-3 and A-4).  As a result, employer 
contribution rates are expected to remain at current levels for approximately 5 years. 
177 PLCB currently pays 6.99 percent for Class AA employees and 4.83 percent for Class A-3/A-4 employees. 
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privatization.178  These pension costs are incorporated in sub-bureau expenditures annually but 
also broken out below:  

Estimated Annuitant Pension Costs 
 

 
 
Annuitant Health Care: Retiring employees who were eligible for Pennsylvania Employees 
Benefit Trust Fund (PEBTF) benefits as full-time active employees receive medical and 
prescription benefits under the Retired Employees Health Program (REHP).  The 
Commonwealth’s annuitant liabilities are pooled and agencies pay a portion of the annual 
claims based on the total number of current active employees. The agency would be 
responsible for a smaller portion of the total annuitant health liability accrued by the 
Commonwealth. 
 
Actuarial projections account for the number of currently vested PLCB employees and when 
they are likely to retire.  While this liability is already accounted for, the Commonwealth may 
need to find additional funds to pay the associated costs if the number of claims surpasses 
expectations.  
 
PFM recommends that an actuary determine how employer contributions would change as a 
result of the number of actual retirements that occur.  To provide a basic estimate of the cost of 
claims paid, PFM determined the cost per active employee under the current PLCB, applied this 
to the residual agency headcount and then adjusted the ratio based on the new total number of 
Commonwealth employees after privatization.179  The estimated costs are shown on the table 
below: 
 

Estimated PLCB Share of Annuitant Health Care Claims 
 

 

                                                             

178 This basic estimate is based on the number of PLCB full-time equivalent employees as of April 15, 2011 and the number of 
Commonwealth employees as of December 31, 2010.  The number of total active, vested and retired employees as well as 
investment returns would need to be considered by an actuary when estimating agency costs. 
179 Ibid. 

Fiscal Year
Current Expected 

Contribution
Residual Agency 

Contribution

2011-12 $6,345,247 $6,345,247
2012-13 $7,320,109 $5,734,504
2013-14 $8,444,746 $4,340,476
2014-15 $9,657,721 $653,409
2015-16 $10,948,346 $740,728
2016-17 $12,301,963 $832,309

Fiscal Year
Current Expected 

Contribution
Residual Agency 

Contribution

2011-12 $21,478,531 $21,478,531
2012-13 $22,762,072 $17,831,590
2013-14 $24,122,317 $12,398,517
2014-15 $25,563,849 $1,729,563
2015-16 $27,091,526 $1,832,921
2016-17 $28,710,496 $1,942,455
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Workers’ Compensation Claims: While there would be a significant reduction in new claims 
filed after the retail transition is complete, PLCB would be responsible for paying existing 
workers’ compensation claims after the divesture from retail and/or wholesale operations 
occurs.  In addition, there tends to be an increase in new claims filed in the final months leading 
up to a furlough situation.  This will place an additional financial burden on the Commonwealth. 
 
PFM assumes that historic rates of claim growth will not accurately reflect the spike in the cost 
of claims during the transition period. PFM recommends the Commonwealth examine claim 
rates in other agency furlough situations to estimate costs. 
 
Assets for Liquidation: PFM conservatively assumed a zero percent return on liquidated 
assets. While the agency can likely recover some costs, there will be additional expenses 
incurred in the transition process, specifically related to inventory transfer, shrinkage and 
breakage.  These expenses could be partially offset by the sale or liquidation of the following: 
 

 Store Inventory:  In Fiscal Year 2009-10, PLCB held approximately $304 million of 
merchandise inventory.180  This inventory will have to be re-distributed to remaining state 
stores during the transition or sold to private retailers. 
 

 Fixed Equipment:  The majority of PLCB stores are fitted with shelving and display 
fixtures, and, in some cases, refrigeration equipment and minimal office furniture. In 
addition, stores contain cleaning supplies and related equipment as well as cash 
registers and computer equipment.  Other than the computer equipment, it is likely that it 
would be more cost effective to dispose of the remaining equipment at the store level 
rather than returning items to a central location.  In Fiscal Year 2009-10, PLCB reported 
$18.5 million of equipment and machinery.181  

\ 

 Vehicle Fleet:  PLCB currently has 23 leased vehicles and 40 special fund vehicles (36 
designated for home; 14 for work).  Under privatization, vehicles associated with retail 
and supply bureaus will no longer be needed. 
 

 Buildings:  Building assets were valued at $19.6 million in Fiscal Year 2009-10. 
 

 Computer Software:  While some software can be resold, other aspects of the system 
are highly customized and will be of little value to another user. 

 
Total Agency and Transition Costs 
 
Privatizing retail operations first and wholesale operations second minimizes the total costs 
incurred by the Commonwealth.  The majority of PLCB employees are located within the Retail 
Bureau.  Deferring the phase out of retail operations continues operating expenditures but also 
increases the total separation costs later incurred as annual salaries grow.  The following table 
provides aggregate, annual totals for agency and transition costs. 

                                                             

180 PLCB FY 2009-10 Statement of Net Assets. 
181 PLCB FY 2009-10 Statement of Net Assets. 
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Total Agency Operating and Transition Costs 
 

  Retail Then Wholesale 

Fiscal Year Option 3 Option 4 
2012-13 $490,290,547 $486,080,157 
2013-14 $490,634,391 $486,345,822 
2014-15 $268,548,433 $264,180,091 
2015-16 $85,916,783 $81,467,041 
2016-17 $96,744,526 $92,211,716 
Total: $1,432,134,679 $1,410,284,827 

  
 
 
Alternative Transition Estimates 
 
As previously discussed, the order in which retail and wholesale operations are privatized 
influences the workforce movement, associated costs and ultimate timeline.  While both 
sequences result in the same residual agency total, privatizing retail operations first slightly 
reduces the number of displaced employees.  Transitioning retail upfront enables a larger 
portion of furloughed staff to seek State placement and fill positions more evenly over time. 

 
Workforce Transition Comparison 

 

Workforce Transitions 
Retail Then 
Wholesale 

Wholesale Then 
Retail 

Current PLCB FTEs 4,482 4,482 
Displaced FTEs 3,210 3,210 
State Transfers 774 532 
Remaining Unemployed 2,436 2,678 
Residual PLCB 286 286 

 
 
In addition, transitioning retail prior to wholesale reduces the costs incurred to the 
Commonwealth.  Eliminating retail operations first reduces operating expenses more quickly. 
The majority of personnel expenses come from the Retail Bureau, and the bulk of the ERP 
system costs can be phased out after the PLCB retail stores close.   
 

Transition Cost Comparison 
 

  Retail Then Wholesale Wholesale Then Retail 

Fiscal Year Option 3 Option 4 Option 3 Option 4 
2012-13 $490,290,547 $486,080,157 $481,006,897 $476,796,508 
2013-14 $490,634,391 $486,345,822 $463,046,619 $458,758,050 
2014-15 $268,548,433 $264,180,091 $344,048,098 $339,679,756 
2015-16 $85,916,783 $81,467,041 $100,079,882 $95,630,139 
2016-17 $96,744,526 $92,211,716 $96,781,726 $92,248,916 
Total: $1,432,134,679 $1,410,284,827 $1,484,963,221 $1,463,113,369 
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In terms of separation pay, it is again more cost effective to privatize retail operations before 
wholesale.  Compensating retail employees for earned leave pay becomes more costly in later 
fiscal years, as retiring employees accrue additional leave over time and salary costs grow with 
inflation.  
 
Detailed tables summarizing the operating and separation costs under both transition 
sequences are included in Appendix O. 
 
 



 

 

 

Transition Plan
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Transition Plan 
 
Key Highlights 
 

 PFM recommends privatizing retail operations first and wholesale operations second. 
 

 The residual agency will likely consist of 290 full-time equivalents and approximately 
3,200 employees will be separated from service. 

 

 Stranded costs are the residual expenses associated with profit transfers, annuitant 
pension and health benefits and workers compensation claims that will remain 
regardless of the agency’s size. 
 

 Separation costs relating to unemployment compensation and paid leave will be 
significant. 

 

 Separate furlough rules must be considered for civil service, non-civil service, union and 
non-union employees. 
 

 The Commonwealth can work with the Office of Administration, Civil Service 
Commission and the Department of Labor Relations to help place furloughed 
employees. 

 
Recommendation 
 
PFM was tasked with evaluating nine privatization options and ultimately developing a 
conceptual transition plan for the scenarios that best aligned with the charges provided by the 
Commonwealth.  Privatization of retail and wholesale operations, with limitations, as well as the 
open retail approach proved to be the best fit options. 
 
Both of the preferred privatization scenarios result in identical residual agencies and require 
similar transition sequencing, therefore they follow the same transition plan (with few noted 
caveats).  
 
PFM recommends the Commonwealth privatize retail operations first and wholesale operations 
second.  While either system could be privatized first, PFM prefers this approach for several 
reasons: 
 

 Precedence – No other state has privatized wholesale operations first.  As a result, there 
is a lack of experience to use as a guide in modeling the transition. 
 

 Magnitude – The retail bureau is the largest PLCB complement.  Privatizing retail first 
significantly reduces government involvement early in the transition process. 

 

 Principle – PLCB stores are the most common point of contact for consumers.  
Transitioning retail operations first accelerates private entry into the market and 
expeditiously provides convenience and price competition for Pennsylvania consumers. 

 
The following plan describes the residual PLCB, decommissioning costs, associated timeline 
and critical issues the Commonwealth would likely encounter. 
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Overview 
 
Under this privatization scenario, the Commonwealth completely divests itself from wine and liquor retail and wholesale operations 
but retains licensing, enforcement and regulatory functions.  This will result in a significant workforce reduction and internal 
reorganization.  PFM estimates that approximately 290 employees would remain.  Statutory requirements and strategies for 
managing the transition are discussed below. 
 
Transition Timeline 
 
The conversion of PLCB and transition to private retail and wholesale systems is a complex process that will require time and proper 
management.  The key transition elements are illustrated in the following chart and further detailed below:  

 
 
 
 
 

Implementation Action Jun-12 Aug-12 Oct-12 Dec-12 Feb-13 Apr-13 Jun-13 Aug-13 Oct-13 Dec-13 Feb-14 Apr-14 Jun-14 Aug-14 Oct-14 Dec-14 Feb-15 Apr-15

Legislation Enacted Jan-00

Decommissioning Plan Established 1 1 1

Establish Retail Auction/Sale Producedures 1 1 1

Retail License Auction/Sale 1 1 1

License Application Processing Complete 1 1 1 1

Stores Open/State Stores Close 1 1 1 1 1 1 1

Wholesale License Auction 1 1

Wholesale Conversion Complete 1 1 1 1 1 1 1

PLCB Privatization Timeline: Retail then Wholesale
(Months)
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Enactment of Legislation & Establish PLCB Decommissioning Plan (6 months): Defining the 
framework for the privatized industry and resulting PLCB is a complicated task. There are 
numerous policy and logistical issues to be addressed. PFM recommends the Commonwealth 
engage a third party administrator to initiate and implement the decommissioning and transition 
process. 
 
Establish Retail Auction/Sale Procedures and Regulations (6 months): The design and 
execution of the competitive process to select licensees is critical to the long-term success of 
the privatization plan.  The Commonwealth will want to design a strategy to maximize license 
valuation and minimize the need to rebid licenses, which would delay the transition process. 
 
Retail License Auction/ Sale (6 months):   
 

 Wholesale and Retail Auction (Option Three): The retail auction will likely be done in a 
series, running concurrently with the license application approval process in the later 
months.   

 

 Wholesale Auction, Open Retail (Option Four): The retail sale will run concurrently with 
the license fee and application approval process.  As retailers are approved, they will be 
charged a license fee, paid either annually or bi-annually to stagger the process working 
for the regulatory staff. 

 
Because of the desire to achieve privatization as quickly as possible, there will be a need to 
create a process where multiple activities that occur at varying stages are acted upon 
simultaneously, which will increase complexity and the need for significant planning resources 
dedicated to these activities. 
 
License Application Approval Process (8 months):  While some of the new licensees may be 
current beer retailers, PLCB will need to devise a new licensing process for private retailers.  
This will include a background investigation, public notice and possibly an appeal period.  This 
will likely take 45 to 90 days to complete.  Objections from the public or governments can be 
expected, especially in urban areas with a high concentration of on-premise licenses.  In this 
case, a hearing before an Administrative Law Judge (ALJ) is required.  The protests may also 
be appealed to the Court of Common Pleas.  In cases like this, PLCB counsel indicates, the 
process can drag on for months.  Licensees can avoid the appeals process by working to 
negotiate a resolution - a Conditional Licensing Agreement (CLA) - which allows the retailer to 
operate with restrictions fashioned to address concerns of protesters. 
 
Given the workload created by wholesale licenses, 1,500 new retail licenses or 3,500 license 
fees to the agency’s existing activities, PFM believes it is reasonable to assume that the 
majority of new license approvals will fall into the three to six month timeframe.  A few licenses 
will be approved sooner, while a portion will require protracted processing. 
 
Private Store Openings: PLCB Store Decommissioning:  Given a 60-day landlord notice and 
employee notification, PLCB stores can be decommissioned within three to four weeks, 
including disposal of store stock and fixture removal or transfer. 
 
Given these timeframes, the PLCB store decommissioning process and reciprocal transition to 
private stores will require 14 to 18 months to complete.  While the available data does not 
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suggest a definitive forecast, the PFM team believes it is reasonable to assume that the 
transition will resemble the following chart. 

Store Decommissioning Process 
 

 
 

Wholesale License Auction (2 months):  The PFM recommended approach would auction these 
licenses by brand.  Wholesalers would bid on brand licenses, some of whom may already have 
licenses to distribute beer.  Because the number of wholesale licenses is expected to be small 
in comparison to retail licenses, this process should present less complexity and be completed 
in significantly less time than the retail process. 
 
It is important to note that under option four, the State supply chain would likely be serving a 
significantly larger number of retailers at the end of the transition period (PFM estimates 3,500).  
While it would take time for the private retailers to phase in, this final stage of the transition may 
pose a challenge to the existing State system.  The Commonwealth may consider allowing 
private wholesalers a degree of access to the market – possibly by brand – to reduce the strain 
on the State system. 
 
Wholesale Conversion (12 to 14 months):  The Commonwealth currently contracts wholesale 
operations, and the switch to private ownership will be less complex and involve less system 
change than the retail transition.  Industry representatives indicate that it takes approximately 12 
months to complete the licensing and set-up process.  Smaller wholesalers may take longer to 
satisfy regulations and build-out operations. PFM recommends that the Commonwealth set a 
conversion date when retailers will switch to ordering exclusively through private wholesalers.  
When the conversion is complete, the PLCB will be exclusively a licensing and regulatory 
agency. 
 
Store Decommissioning Process 
 
To provide state stores with sufficient lead time to phase-down operations, PFM proposes that 
the Licensing Bureau provide the Director of Retail Operations with notice of pending licensing 
approvals.  As new license applications clear the investigative process and the subsequent 
preliminary internal evaluation stage, Licensing would notify Retail Operations of probable store 
locations.  The Director would then notify PLCB stores within the license zone of the new 
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licensee, and PLCB stores would have 60 days to close.  This should provide stores with 
sufficient time to begin an orderly phase-out process. 
 
PLCB has a store closure process for underperforming stores.  In Fiscal Years 2009-10 and 
2010-11, eight stores, largely marginal or low volume stores, were decommissioned over a 
period of three to four weeks.  The inventory and transfer of saleable merchandise takes 
approximately one to two weeks.  After giving notice to employees and the public, PLCB 
performs a product inventory of all saleable merchandise and then ships product to neighboring 
stores.  A secure ‘check-in’ process takes place to ensure transferred product matches shipped 
items. 
 
The process of leaving a store ‘room clean’ takes an additional two weeks.  Store fixtures, 
cleaning and electronic equipment and other furnishings are evaluated for future use.  These 
items are transferred to nearby state stores in need; otherwise, the items are shipped to one of 
four state maintenance shops for future use.  Maintenance staff within the retail division handles 
the transfer as well as the final closure.182  
 
There will likely be remaining product after the PLCB stores close.  PFM recommends that any 
privatization bill contain language to require the regional wholesalers to buy back (at fair value) 
all unsold inventory after state stores close.  Retail maintenance staff would remain for a month 
after the final state store closures to transfer remaining inventory for a product sale. 
 
Private retail store openings will occur on various timelines.  Existing retailers who obtain 
licenses will need several weeks to purchase product and make minor modifications to the 
existing store layout.   New retailers entering the market will need several months to remodel a 
selected retail space, obtain the appropriate permits and complete the fixtures and signage 
process.  Chain retailers will likely satisfy licensing and permit requirements within 45 to 60 
days, as they have prior experience completing the necessary forms.  After this period, it will 
take approximately three months to remodel the structure, install fixtures and place product on 
shelves.  Smaller retailers will likely take longer to complete the leasing and licensing processes 
as they have less experience and organizational support in the application process.  
 
Store Inventory 
 
PFM recommends the PLCB decommissioning team create a phase-out inventory protocol for 
state stores slated for closure.  Upon receiving a 60-day closure notice from Retail Operations, 
PLCB store managers would override automatic replenishment, ceasing orders for low volume 
products several weeks from the close out date.  To provide access for consumers and 
maximize store revenue for as long as possible, orders for high volume product would continue 
until the closing date. 
 
Assets for Liquidation 
 
As a conservative balance on other financial issues, PFM assumed zero value of assets.  This 
will help to offset other unforeseen costs and one-time costs incurred during the transition. 
Assets include: 
 

                                                             

182 Additional closing procedures include cancelling armored car service, utilities and trash collection. 
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 Store Inventory:  In Fiscal Year 2009-10, PLCB held approximately $304 million of 
merchandise inventory.183 This inventory will have to be re-distributed to remaining state 
stores during the transition or sold to private retailers. 
 

 Fixed Equipment:  The majority of PLCB stores are fitted with shelving and display 
fixtures, and, in some cases, refrigeration equipment and minimal office furniture.  In 
addition, stores contain cleaning supplies and related equipment as well as cash 
registers and computer equipment.  Other than the computer equipment, it is likely that it 
would be most cost advantageous to dispose of the remaining equipment at the store 
level rather than returning items to a central location.  In Fiscal Year 2009-10, PLCB 
reported $18.5 million of equipment and machinery.184  

\ 

 Vehicle Fleet:  PLCB currently has 23 leased vehicles and 40 special fund vehicles (36 
designated for home; 14 for work).  Under privatization, vehicles associated with retail 
and supply bureaus will no longer be needed. 
 

 Buildings: Building assets were valued at $19.6 million in Fiscal Year 2009-10. 
 

 Computer Software: The ERP system was valued at $55 million in Fiscal Year 2009-
10.  While some software can be resold, other aspects of the system are highly 
customized and will be of little value to another user. 

 
Residual PLCB 
 
The phasing of sub-bureaus is an issue requiring careful consideration and management.  
Bureaus with licensing and enforcement duties will be hiring and training staff, while the majority 
of other areas will be eliminating or significantly reducing headcounts.  Much of this process will 
occur in a new business environment, further complicating the process. 

                                                             

183 PLCB FY 2009-10 Statement of Net Assets. 
184 PLCB FY 2009-10 Statement of Net Assets. 
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With these factors in mind, PFM recommends sub-bureau transitions adhere to the following schedule.  Sub-bureaus with green bars 
will increase operations and staffing levels over the period denoted.  Those with red bars will be decreasing and those with gray will 
completely eliminate operations and staffing over the period indicated. 
 
 

Recommended Sub-Bureau Transition Timeline 

 
 
 

 
 

Implementation Action Jun-12 Aug-12 Oct-12 Dec-12 Feb-13 Apr-13 Jun-13 Aug-13 Oct-13 Dec-13 Feb-14 Apr-14 Jun-14 Aug-14 Oct-14 Dec-14 Feb-15 Apr-15

Executive

Administrative Law Judge

Regulatory Affairs

Licensing

Alcohol Education

Regulatory Affairs

Administrative

Human Resources, Support Services -1 -1

Talent Management -1 -1

Finance -1 -1

Marketing

Supply Chain

Retail Operations

To Zero

PLCB Privatization Timeline: Retail then Wholesale
(Months)

Decreasing Increasing
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Executive and Regulatory Affairs (6 months):  Sub-bureaus with licensing and regulatory 
functions are projected to marginally expand over a 6-month period prior to the retail license 
auction/sale. It is expected that new employees would need to be hired and trained before 
handling the new duties associated with private wholesale and retail licenses. 
 
PFM recommends that Chief Counsel staffing levels increase to accommodate the expected 
growth in the number of new license appeal hearings and, eventually, license or fee renewals. 
Similarly, Administrative Law Judge staffing is expected to increase to accommodate the 
expected growth in hearings, citations, fines and fees. 
 
To continue PLCB’s current levels of alcohol education, staffing within this sub-bureau is also 
expected to increase.  This will be necessary to provide additional educational outreach in 
response to the increased number of licenses and sales. 
 
Staff within the Board and Secretary sub-bureau will remain constant. 
 
Retail Operations (14 months):  Sub-bureau operations would be phased out over a period of 14 
months after the retail license auction is complete.  PFM built a one month lag period between 
the entrance of private retailers and termination of PLCB retail employees.  Some employees 
will quickly be moved to a nearby store ahead of schedule, while others will not be transitioned 
as originally planned if a store closing becomes delayed.  This one month buffer slows the cost 
phase-out to provide a more conservative estimate of agency expenditures during the transition. 
 
The assumed phase-out forecast, shown in the store decommissioning chart above, shows that 
only 15 percent of new licensees – approximately 225 establishments in the limited retail 
privatization scenario – will open in the first three months.  In order to maintain consumer 
access and revenue flow, only 15 percent or 94 PLCB stores will close.  As Fiscal Year 2013-14 
progresses, the pace of new license openings and existing store closures will accelerate, and by 
the end of 2015, over 1,425 private licensees will be open and all but 30 state stores will be 
closed. 
 
Under the open retail (Option Four) scenario, PFM anticipates a similar percentage phase in 
and out of State and private retailers.  However, it is difficult to determine the exact number of 
private licensees as the market will fluctuate.  
 
Administration, Marketing and Finance (4 months):  Sub-bureaus with supportive functions 
would be significantly reduced or eliminated in the final four months of the retail transition. 
Administrative staff will be critical to managing the transition as employees receive furlough 
notices, and the organization is in flux. 
 
In addition, Talent Management staff will no longer be necessary under the residual PLCB, as 
there will be no need for product education programs and retail staff training.  Central office 
training and mentoring program responsibilities could be absorbed by the Human Resource 
sub-bureau or the Office of Administration.  
 
Finance staff will be needed to manage the cash flow and financial reporting for remaining state 
stores throughout the transition.  Marketing staff will be needed to publicize state store offerings 
and availability as well as any closing sales.  While residual administrative and financial staff will 
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remain, the marketing bureau will be eliminated entirely by the end of the retail transition, as the 
PLCB will be a licensing and regulatory agency only. 
 
The Centers of Excellence (COE) is the largest sub-bureau within Finance and provides support 
for bureaus that use the Oracle Enterprise Resource Planning (ERP) system: Retail, Supply 
Chain, Finance and Marketing.  Privatizing retail and wholesale operations would significantly 
alter the level of support necessary from COE staff.  After the final state stores have been 
closed, PLCB will no longer need a robust, integrated ERP system to link retail operations, 
supply chain, finance and marketing intelligence.  In addition, the volume of calls to the Services 
and Support Division is expected to significantly decline, as 90 percent are currently related to 
retail stores.   
 
The agency will continue to run financial reports, but revenue will be limited to license fees, fines 
and license auction or sale proceeds.  To this end, COE support and application development 
will be limited mainly to licensing, payroll and other administrative functions.  These bureaus 
currently use legacy systems and are not yet integrated with the ERP system.  PFM 
recommends COE staff be responsible for downsizing and restructuring the existing ERP 
system after the divesture is complete.  
 
While the central office staff could be downsized earlier in the transition process, these timelines 
backload furloughs to provide more conservative cost estimates as well as to emphasize the 
importance of this staff in an agency transition.  
 
It is important to note that other comparable license states have significantly smaller agency 
complements.  New Jersey and Illinois do not have dedicated finance staff; instead, the 
departments share finance staff with other agencies.185  When PLCB becomes an agency with 
mainly regulatory and licensing functions, it may make sense to further reduce the central office 
complement and use a parent agency’s central office staff as needed. 
 
Supply Chain (4 months):  Staffing would be eliminated over a four month period following the 
divesture from retail operations and subsequent wholesale license auction. 
 
PFM estimates that the residual agency will total approximately 290 individuals. 
 

PLCB Complement Comparison 
 

                                                             

185 In New Jersey, financial functions are provided by the Department of Law and Public Safety, the umbrella agency with which the 
Division of Alcohol Beverage Control operates under.  Information obtained from conversations with respective state licensing 
authorities. 

Bureau Current FTE Residual FTE Variance

Executive 65 70 8%
Regulatory Affairs 173 191 10%
Administration 189 11 -94%
Marketing 50 0 -100%
Finance 160 14 -91%
Supply 68 0 -100%
Retail 3,777 0 -100%
Total: 4,482 286 -94%
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Displaced Employees 
 
PFM anticipates that approximately 3,200 PLCB employees will be displaced as a result of 
privatizing both retail and wholesale systems.  The furloughs of civil service and non-civil 
service employees are governed by separate sets of rules.  The majority of PLCB employees 
(99 percent) are classified as civil service employees.  Of those in civil service positions, 
employees may belong to one of three unions: the United Food & Commercial Workers 
(UFCW), Independent State Store Union (ISSU) and the American Federation of State, County 
and Municipal Employees (AFSCME).  Each union has procedures relating to furloughs within 
their respective collective bargaining agreements.  
 
UFCW:  The majority of unionized PLCB employees - approximately 3,000 in 2010 - are 
members of the United Food & Commercial Workers (Local 1776, Local 23, Local 27).  The 
current contract expired on June 30, 2011, and the Commonwealth is currently negotiating with 
union representation. 
 
Article 27 of the current UFCW contract sets forth requirements should management decide to 
permanently close any state store.  The Commonwealth must provide statewide notice to 
UFCW members within 20 days of the decision to privatize the statewide sale of liquor.  
 
Article 27 also requires the Commonwealth to “advise prospective buyers that this contract is 
binding in its entirety upon them for the duration of its term.”  This will likely be the most 
contentious contract issue.  The Bureau of Labor Relations interprets this provision as requiring 
that the Commonwealth only needs to notify perspective buyers of the contract.  In addition, the 
Commonwealth’s Labor Counsel is required to meet and discuss the impact of the permanent 
closing of stores with UFCW employees.186 
 
UFCW furlough units are determined by county.  As a result, employee bumping rights extend 
only to other positions within the county where store closures are occurring.  Full-time 
employees affected by a furlough may bump within a county into positions of lower 
classifications as described by the collective bargaining agreement.187  If such a move is not 
available, the employee would be furloughed. 
 
ISSU:  The ISSU had approximately 740 employees at PLCB in 2010, consisting mainly of store 
general managers.  This group is a memorandum unit, which means that the Commonwealth 
has no contractual obligation regarding notice of furlough.  The Commonwealth would likely 
send a statewide courtesy notice within 20 days of the decision to privatize the retail system. 
 
ISSU furlough units are also determined by county.  Furloughs for ISSU employees must be 
made in inverse order of supervisory unit seniority within the same class in the same county.  
Seniority is defined as the length of unbroken service with PLCB.188  Employees furloughed may 

                                                             

186 Public Employee Relations Act, No. 195. 
187 Full-time Liquor Store Clerk 1 titles may bump the least senior regular part-time Intermittent Liquor Store Clerk, provided they 
have more seniority. Full-time liquor Store Clerk 2 titles may bump the full-time Liquor Store Clerk 1 title or the least senior regular 
part-time Intermittent Liquor Store Clerk, provided they have more seniority. Liquor Stock Clerk titles bump the least senior full-time 
Liquor Store Clerk 1 or Intermittent Liquor Store Clerk, provided they have more seniority. 
188 Service in the below classifications is considered equivalent: Liquor Store General Manager 1A and Liquor Store Manager 1; 
Liquor Store General Manager 1B and Liquor Store Manager 2; Liquor Store General Manager 2A and Liquor Store Manager 3.  
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move laterally or down to another manager position if they have greater seniority over the 
employee with the least seniority within the same county. 
 
AFSCME:  Approximately 430 AFSCME members were employed at PLCB in 2010.  These 
employees are largely in clerical and administrative positions.  The union recently ratified a new 
four year agreement, which extends through June 2015. 
 
The Commonwealth is required to give AFSCME members notice of furlough within 30 days.   
AFSCME furloughs are governed by seniority units.  Permanent full-time employees have 
bumping rights to full-time and part-time positions.  Employees affected by a furlough may bump 
down into the next lower classification within the series within the same geographical location as 
the seniority unit providing they have more seniority than the least senior employee in that unit.   
Employees with the least seniority in a classification affected by a furlough may then bump an 
employee in another geographic location within the seniority unit.  Permanent part-time 
employees only have bumping rights to part-time positions. 
 
Non-union Civil Service:  Employees not covered by collective bargaining agreements are 
covered under Civil Service furlough laws.  These laws primarily apply to central office and 
regional office management positions.  When downsizing central office operations, the 
Commonwealth is required to provide a 10-day written notice to all employees in affected 
bureaus.  The Office of Administration has standard letters and required forms that are included 
with the written notice. 
 
For those not covered by collective bargaining agreements, employees within a unit targeted for 
furlough are split into quartiles based on performance on the Civil Service exam.  Employees 
who fall within the lowest quartile are considered for termination.   Within the bottom quartile, the 
person with the least seniority is furloughed first.189 
 
Displaced employees may appeal the furlough either through the union or through Civil Service.  
If the employee goes through the union, the claim must be based on a violation of the collective 
bargaining agreement.  Claims pursued through Civil Service must be made within 20 days of 
the furlough and challenge the premise of the furlough, whether the agency truly lacks work or 
funds.  Employees cannot simultaneously appeal through both the union and Civil Service.  
Regardless of the track pursued, the employee remains furloughed throughout the appeal 
process.  With large scale furloughs, a significant volume of appeals will clog the system.  While 
there is no time limit for the length of a hearing, only three commissioners handle the appeals. 
 
In general, the statewide notice would involve PLCB coordinating with the State Civil Service 
Commission and Office of Administration.  Furloughed employees would receive a written notice 
as well as several required forms to facilitate the transition and begin the process of state 
reemployment. 
 

                                                             

189 Underlying rights may become an issue in very limited circumstances.  Employees who transferred from another agency into the 
PLCB may retain rights at their former agency if they are still within the probationary period (6 months).  In this case, the employee 
may transfer back to his or her former place of employment.  After the probationary period ends, the employee no longer has 
absolute rights.  
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Employment Transfers 

Public Sector Reemployment:  Government reemployment is a common practice in state 
service.  Employees targeted for furloughs are identified for reemployment in other state 
departments and agencies.  While it is difficult to predict market conditions several years in 
advance, the current environment and historical rates provide insight into the likelihood of 
placement.   
 
As outlined in Appendix O, the Office of Administration provided statewide rates of attrition for 
A1 bargaining unit members from calendar year 2004 to 2011 as well as projected retirements 
for this bargaining unit. 190   This unit includes non-professional, non-supervisory clerical, 
administrative and fiscal job titles. 
 
Using this data, PFM determined historical ratios of hires to retirements to project future hiring 
rates.  OA believes that the 3-year average will most closely approximate hiring that will occur 
over the years of the transition.  This figure evenly weights years of economic growth and 
contraction, providing a realistic but conservative estimate of statewide market conditions in the 
future.  

Historically, OA has over a 70 percent success rate with employees who sought placement. 
Using this guideline, PFM assumed that all displaced PLCB employees would seek placement 
and that 70 percent of the available State openings would be available for furloughed PLCB 
employees.  The following table details the estimated number of placements by year: 
 

A1 Bargaining Unit Furloughs, Openings and Estimated Transfers 
 

 
 
 
According to this data, it is likely that 24 percent of furloughed employees (approximately 774 
individuals) will find reemployment with the state.  This number includes employees who are 
initially unsuccessful in finding a state transfer but are placed one year after being furloughed. 
 
Placement Process 
 
A furlough of this size would be one of the largest in state history.  The Office of Administration 
and the State Civil Service Commission have handled large furloughs involving 300 to 400 
individuals statewide, but no single workforce action approaching this magnitude. 
 
The skill set, job class and prior experience of furloughed employees are taken into account 
when determining likely agencies for placement.  The clerical nature of the bulk of PLCB retail 
positions matches well with a variety of other State jobs in human services, motor vehicles and 
other agencies with field offices around the State.   
 

                                                             

190 Totals from calendar year 2011 are partial year totals.  Averages do not include 2011 data. 

Retail Then Wholesale FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 Total
New PLCB Furloughs -- 1,130 2,062 -- -- 3,192
State Openings Available to PLCB 282 300 312 162 -- 1,056
Transfers to State Employment -- 300 312 162 -- 774
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The State Civil Service Commission would ask displaced civil service employees to complete an 
application for placement and reemployment (SCSC-1R) to: 
 

 Determine any counties where the displaced employee is willing to accept employment. 
 

 Identify jobs for which a displaced employee is qualified in the same or lower 
classifications as the job from which the individual was furloughed. 
 

Displaced employees from the Administration and Finance bureaus during the downsizing 
period have recall rights to vacancies in the job title and department from which they were 
furloughed at locations where they indicated availability.191  These employees will be placed on 
a mandatory reemployment list.  The residual PLCB Administration and Finance bureaus must 
use this list when filling vacancies in the job title from which furloughs occurred, unless the 
vacancy is reserved for employees on leave of absence or a preferred reemployment list is in 
place. 
 
As state stores close gradually within the Commonwealth, some vacancies may occur as 
employees line up work elsewhere.  Displaced retail employees will have rights to vacancies 
that may occur in still operating PLCB stores.  The Commonwealth may seek to cover 
vacancies with additional shifts, use of part-time employees and overtime rather than 
temporarily hire a displaced individual for a limited duration. 
 
For one year from the date of furlough, displaced employees will also have an optional 
reemployment preference.  These employees will be given preference for vacancies in all 
agencies at locations where they indicated availability for the title from which they were 
furloughed and for job titles with equal and lower pay grades than the one from which they are 
qualified. 
 
State hiring freezes and budgetary restrictions are key challenges to placing a significant 
number of furloughed employees.  The OA indicated that the Commonwealth is presently at its 
lowest field agency complement since 1960.  The State cut 2,000 jobs in the first six months of 
2011 alone.  While sectors like corrections are growing, these positions will not likely be filled by 
retail or clerical furloughed PLCB staff in part due to Civil Service requirements. 
 
Geographic issues also impede transfers.  Traditionally, the OA has the greatest success in 
offering individuals employment in metropolitan areas within the state such as Pittsburgh, 
Philadelphia and Harrisburg.  Employees residing in more rural counties will have fewer 
opportunities for state reemployment. 
 
Enhancing Placement Opportunities 
Several mechanisms exist to enhance an employee’s chances of placement.  As the majority of 
PLCB employees are in civil service positions, these individuals have the advantage of being 
considered for both civil service and non-civil service placement.  Prior to a furlough, an 
employment list can be ‘blocked’ by the OA’s Bureau of State Employment (BSE) or the Civil 
Service Commission so that other state agencies cannot access the lists without first 
considering furloughed employees for any openings. 

                                                             

191AFSCME employees have a three-year recall rights to the same job title or lower that they previously held. 



 

Liquor Privatization Analysis  Transition Plan 
Pennsylvania Office of the Budget  202 

 
In addition the Department of Labor and Industry has a rapid response team that can work with 
furloughed employees having difficulty finding new employment.  This division provides career 
counseling, resume editing services and interview training to help employees find either public 
or private sector employment. 
 
A limited number of opportunities may also exist for retail employees to transfer within the 
agency to fill an emerging need.  It is not uncommon for PLCB employees with transferable 
skills to switch jobs between bureaus and sub-bureaus, provided they meet the Civil Service 
classification requirements.  Store employees apply for entry-level positions such as mailroom 
clerks and licensing technicians.  Mailroom employees are used as a feeder group for entry-
level licensing positions. 
 
Some displaced retail employees may be able to fill emerging needs in the Regulatory and 
Executive Bureaus rather than completely separate from the agency.  Recent examples of inter-
bureau transfers include: 
 

Recent Internal Transfers (June 1, 2009 - March 31, 2011) 
 

 
 
 
Several central office positions are difficult to fill through internal transfers from across program 
areas.  These positions are typically filled by promoting lower level staff within the department or 
hiring from outside the agency: 
 

 Attorneys 
 

 Information Technology Positions 
 

 Budget Analysts 
 

 Human Resource Analysts 
 

 Alcohol Education Specialists 
 

 Mid-level Licensing Positions 
 

 Division Chief and Bureau Head Positions 
 
Comparable Pay 
The issue of comparable pay will likely arise in any discussion relating to privatization.  Private 
sector retailers, on average, are not likely to provide comparable salary and benefits to those 
that PLCB employees receive.  
 

Position Transferred To Division

Intermittent Liquor Store Clerk Regulatory Affairs Financial Operations, Cash Management Sales Audit Division

Regulatory Affairs Licensing Administrative and Divergent Licensing Division

Regulatory Affairs Licensing Systems and Program Management Division

Regulatory Affairs Licensing Systems and Program Management Division

Regulatory Affairs Licensing Investigations

Liquor Store Clerk 1 Regulatory Affairs Licensing Evaluation Division

Regulatory Affairs Licensing Systems and Program Management Division
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The following table lists the 2010 minimum, midpoint and maximum hourly rates and salaries for 
Intermittent Liquor Store Clerk, Liquor Store Clerk 1 and Stock Clerk 1 positions.  Step E 
represents the middle step on the pay scale. 
 

2010 Annualized Wages 
 

 
 
Under their current contracts, Clerk 1s working 37.5 hour weeks make approximately $22,113 to 
$37,226 in annual base wages.  The salary range based on a 40 hour week was also provided 
in order to make comparisons to data from the Bureau of Labor Statistics. 
 
The Bureau of Labor Statistics tracks hourly rates and annual wages for various occupations 
and industries.  The following table provides the average hourly rate and wage for several 
positions with comparable job duties and education or experience requirements among 
comparable license states as compared to the average Intermittent Store Clerk, Liquor Store 
Clerk 1 and Stock Clerk salaries.192  
 

Annualized Wage Comparison 
 

 
 
 
In 2010, PLCB employees in the positions noted above would have made $5,693 more annually 
that the average retail salesperson salary.  Compared to the average cashier or stock clerk rate 
among surveyed states, these PLCB individuals also make considerably more than their private 
sector counterparts.  The Counter or Rental Clerk (e.g. repairs, rentals and services) average 
annual salaries were most closely aligned with the PLCB salary. 
 
A comparison of entry level retail salaries from regional state licensed retailers demonstrates 
how PLCB starting salaries are significantly higher.  While not meant to be an exhaustive 
sample, the chart indicates that PLCB retail employees make more than their private sector 
counter parts per hour, regardless of geographic location.  
 
                                                             

192 BLS annual salary is based off of the average hourly rate as of May 2010 over a 2,080 hour work week. Full-time PLCB 
employees work 37.5 hour weeks; however, PFM determined the 2,080 hour equivalent salary based on the October 2010 the Step 
E hourly rate.  (Source: Occupational Employment Survey, Bureau of Labor Statistics). 

Step Level Hourly Rate
Annual Wage 

(37.5 hour week)
Annual Wage 

(40 hour week)
Step A Min $11.34 $22,113 $23,587
Step E Mid $15.01 $29,270 $31,221
Step I Max $19.09 $37,226 $39,707

State
Retail 

Salesperson
Cashier

Gaming Change
Booth Cashiers

Counter/Rental 
Clerk

Stock 
Clerk

Delaware $24,410 $20,440 $22,720 $28,080 $22,970
Illinois $25,070 $20,250 $26,520 $24,590 $23,670
Maryland $24,510 $21,070 -- $28,240 $24,710
New Jersey $26,780 $20,070 $28,810 $28,930 $24,360
New York $26,630 $20,250 $22,770 $28,920 $23,290
Pennsylvania $25,770 $18,950 $26,220 $26,070 $23,640
PLCB $31,221 $31,221 $31,221 $31,221 $31,221

Average (excluding PLCB) $25,528 $20,172 $25,408 $27,472 $23,773
PLCB +/- $5,693 $11,049 $5,813 $3,749 $7,448
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Entry Level Retail Related Hourly Rates, CY 2011 
 

 
Source: Information obtained from outreach to industry in June 2011. 
 
 
The above wage comparisons indicate that a shift to a privatized retail system would likely result 
in a net pay cut for those employees who transfer to private retail outlets.  Private sector wages 
for liquor related retail employees are relatively consistent from state to state, indicating that 
PLCB is allocating resources beyond what is necessary to operate state stores.  Resources 
currently dedicated to PLCB staffing costs could be reallocated to benefit residual agency 
programming. 
 
Unemployment Compensation 
 
Displaced full- and part-time employees who are unable to transition into new work can file to 
receive unemployment compensation (UC) from the Commonwealth.  State UC benefits are 
available for a maximum of 26 weeks; beyond this period, unemployed individuals may be 
eligible for federal extended unemployment compensation (EUC) and extended benefit (EB) 
programs.  The State rate of UC is based on an individual’s highest quarterly wages within the 
first four of the last five completed calendar quarters after the claim was filed.  PLCB currently 
contributes quarterly tax payments for each active employee toward unemployment insurance.  
 
The Department of Labor and Industry’s Center for Workforce Information and Analysis (CWIA) 
determined that the 5-year historical average duration of UC benefits for employees in retail 
industries was 20 weeks.  For individuals in the clerical industry, the average duration was 18 
weeks.193 
 
PFM believes the State will pay the following amounts per year of the transition (methodology 
discussed in the Transition Model): 

                                                             

193 Historic averages were determined over the period of January 1, 2006 – December 31, 2010.  

State Position Location Store Range Low High
Illinois Sales Associate Chicago Area Wal-Mart $8.00 - $11.00 $8.00 $11.00
Illinois Cashier Chicago Area Wal-Mart $7.00 - $8.00 $7.00 $8.00
Illinois Cashier Chicago Area Walgreens $9 $9.00 $9.00
New Jersey Cashier Newark Wal-Mart $6.00 - $11.00 $6.00 $11.00
New Jersey Sales Associate Newark Kmart $8.00 - $9.00 $8.00 $9.00
New Jersey Sales Associate Newark CVS $8.00 - $10.00 $8.00 $10.00
New Jersey Cashier Newark CVS $7.00 - $10.00 $7.00 $10.00
New York Liquor Store Clerk New Rochelle Wine Bazaar $10 $10.00 $10.00
New York Overnight Stocker New York City Area Wal-Mart $10.00 - $11.00 $10.00 $11.00
New York Cashier New York City Area Duane Reade $7.00 - $13.00 $7.00 $13.00
New York Sales Associate/Cashier New York City Area CVS $7.00 - $10.00 $7.00 $10.00
New York Cashier New York City Area Stop and Shop $8.00 - $10.00 $8.00 $10.00
Pennsylvania Cashier Pittsburgh Giant Eagle Grocery $8.00 - $9.00 $8.00 $9.00
Pennsylvania Cashier Erie Wal-Mart $8.00 - $9.01 $8.00 $9.00
Pennsylvania Cashier Philadelphia Giant Food Stores $8.00 - $9.02 $8.00 $9.00
Pennsylvania Cashier Philadelphia Wegmans $8.00 - $9.03 $8.00 $9.00

PLCB
Liquor Store Clerk I /Stock/ 
Intermittent Clerk

-- -- $11.34 - $19.09 $11.34 $19.09

Average (excluding PLCB): $7.94 $9.88
PLCB +/- Average: $3.40 $9.22
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Aggregate Unemployment Compensation Estimates  
 

  
 
 

Earned Benefits 
 
The Commonwealth has accrued liabilities related to PLCB employee pensions, retiree health 
care and accumulated leave over time.  These benefits have grown naturally and must be paid 
by the State in time as employees separate from service.  Privatization accelerates the 
separation process and therefore payment due date for certain employees; however, it is not the 
origin of the costs.  PFM discusses these liabilities in the sections below. 
 
Pension 
Full and permanent part-time PLCB employees are members of the State Employees’ 
Retirement System (SERS).  Employees who were hired prior to January 1, 2011 can retire at 
age 60 or with 35 years of credited service.   By January 1, 2016, PLCB expects 1,103 
individuals to retire.  The majority of those retirements will come from Retail Operations. 
 
In addition, 2,924 full and part-time PLCB employees are vested and therefore eligible for 
retirement benefits in the future.  Employees hired prior to January 1, 2011 are considered 
‘vested’ with five years of continuous service or 3 years if age 60 or older.194   On average, 
approximately 50 new employees become vested with PLCB a month.  According to the 
proposed timeline, approximately 4,724 PLCB employees will be vested with SERS when the 
retail transition begins.195 

The annual employer contribution rate for Commonwealth agencies is established by SERS 
based on the fund’s liabilities and reserve requirements.  Employer contribution rates are 
expected to remain constant for the next five years.  As a result, PLCB will continue to pay the 
current contribution rate, but the dollar amount will be significantly less due to the residual 
agency’s smaller payroll. 
 
Privatization is likely to have a minimal impact on the Commonwealth’s unfunded actuarial 
accrued liability. Investment earnings have traditionally been the primary source of plan funding 
(69 percent over the past 10 years).  Reductions to employer or employee contributions are 
likely to have little impact on the funding status.   

                                                             

194 Employees hired after January 1, 2011 are considered vested with 10 years of continuous service or three years if age 60 or 
older. 
195 Upon separation from employment, vested members are eligible for monthly benefit payments. These individuals are not required 
to begin taking such annuity payments immediately.  Instead, members can become vested and their accumulated deductions will 
remain in the fund and continue to accrue interest until they desire to receive benefit payments. 

Fiscal Year
UC Payment

High Estimate
2012-13 $0
2013-14 $2,550,200
2014-15 $11,922,736
2015-16 $22,398,034
2016-17 $31,332,936
Total: $68,203,906
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Moreover, liabilities associated with current PLCB employees are included in the SERS pension 
valuation and paid during the years that those employees serve.  As the agency transitions, 
those who separate from employment will no longer make contributions but will also stop 
accruing benefits.   
 
An actuarial assessment would be necessary to determine the exact impact of privatization on 
future employer contribution rates.  It is important to note that a number of factors will influence 
future rates, including the number of Commonwealth employees and retirees, investment 
returns, life expectancy, salary increases, and rates of withdrawal.    
 
To provide a basic estimate of PLCB pension costs going forward, PFM estimated pension 
costs over the transition period (methodology discussed in the Transition Model). 
 

Estimated Annuitant Pension Costs 

  
 
 
Other Post Retirement Benefits (OPEB) 
The Commonwealth enables retiring employees who were eligible for PEBTF benefits as full-
time active employees to receive medical and prescription benefits under the Retired 
Employees Health Program (REHP).  Eligibility criteria for retiree health benefits are determined 
by individual collective bargaining agreements. 
 

 UFCW – minimum of 15 or 20 years of credited service, depending on date of hire. 
 

 ISSU - minimum of 15 or 20 years of credited service, depending on date of hire. 
 

 AFSCME - minimum of 15 or 20 years of credited service, depending on date of hire. 
 
Qualifying retirees contribute 1.5 to 3 percent of biweekly gross base salary for the cost of 
coverage, and the Commonwealth pays the remaining majority of the cost.196 
 
Employers are not required to fund retiree health benefits in the same manner as they fund 
pensions.  Most governments follow a pay-as-you-go approach, paying an annual amount equal 
to the benefits claimed that year.  As with pension costs, the Commonwealth’s annuitant health 
care liabilities are pooled and agencies pay a portion of the annual claims based on a rate 
determined by REHP.  In Fiscal Year 2009-10, PLCB’s share of the REHP required contribution 
was $32,322,570 even though the agency actually paid $19,124,502 out in claims. 
 
                                                             

196 Under the current UFCW agreement, retirees contribute 1.5 percent or 3 percent of biweekly gross base salary, excluding 
premium or supplemental payments such as overtime, shift differentials, higher class pay, etc.  Under the new AFSCME contract, 
employees who retire on or after July 1, 2011 will contribute 3 percent of biweekly gross base salary. 

Fiscal Year
Current Expected 

Contribution
Residual Agency 

Contribution

2011-12 $6,345,247 $6,345,247
2012-13 $7,320,109 $5,734,504
2013-14 $8,444,746 $4,340,476
2014-15 $9,657,721 $653,409
2015-16 $10,948,346 $740,728
2016-17 $12,301,963 $832,309
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Actuarial projections account for the number of currently vested PLCB employees and when 
they are likely to retire. However, employer contribution rates may increase marginally 
depending on the total number of Commonwealth employees and the cost of claims filed after 
privatization.  
 
To provide a basic estimate of annuitant health care claims going forward, PFM assumed that 
employer contributions will remain constant for the immediate future.  Based on current claims 
paid, PFM estimated a new per employee claims cost for the residual agency (methodology 
discussed in the Transition Model).  As with pension costs, numerous factors, including health 
care inflation and life expectancy, will influence future costs. 
 

Estimated Annuitant Health Care Claims 

 
 
 

Paid Leave 
All employees receive pay for accumulated leave upon retirement or separation.  Non-
retirement eligible employees receive compensation for unused personal days and unused, 
accumulated vacation days.  Retiring employees are paid for accumulated sick, personal and 
vacation days.  Employees are allowed to accumulate and carryover unused  vacation and sick 
leave from year-to-year.   
 
The Commonwealth established a Leave Payout Plan to manage the annual costs of separation 
from employment.  A statewide leave payout (LPO) rate is based on historical leave payouts, 
workforce demographics, anticipated furloughs and changes to collective bargaining provisions.  
This rate is applied to each PLCB employee’s regular biweekly pay, charged to the agency and 
transferred to a restricted account.  As eligible employees terminate employment, the leave is 
paid from this restricted account. 
 
Based on accumulated paid leave data from July 2010, PFM estimates that PLCB will be 
responsible for paying the following amounts for retirees and active employees who separate 
from service: 

Fiscal Year
Current Expected 

Contribution
Residual Agency 

Contribution

2011-12 $21,478,531 $21,478,531
2012-13 $22,762,072 $17,831,590
2013-14 $24,122,317 $12,398,517
2014-15 $25,563,849 $1,729,563
2015-16 $27,091,526 $1,832,921
2016-17 $28,710,496 $1,942,455
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Paid Leave Estimates 
 

  
 
 
With the volume of expected retirements and separations, PFM estimates that the 
Commonwealth may need to increase payments into the account to compensate the pending 
number of furloughed or retired employees. 
 
Workers’ Compensation 
The majority of PLCB workers’ compensation claims come from retail employees.  While state 
retail operations will no longer exist under privatization, it will be difficult for the Commonwealth 
to close out payment of existing compensation claims.  As described in the collective bargaining 
agreements, employees returning from workers’ compensation have a right to return to their old 
job or a comparable position three years after the date of injury.  As a result of divesture, these 
positions will no longer exist, and the Commonwealth will be responsible for paying these claims 
over the life of the impacted employees.  The only exception would be for light duty claims, 
which may expire after 500 weeks (approximately 10 years). 

In addition, there tends to be an increase in new claims filed in the final months leading up to a 
furlough situation.  This will place an additional burden on the Commonwealth.    

Residual Costs 
 

 PSP Transfer.  PLCB annually transfers funds to the Pennsylvania State Police to 
support liquor control enforcement operating expenses.  This transfer would continue 
under privatization and is expected to increase marginally with the increase in private 
retail licenses. 

 

 Comptroller Operations.  PLCB annually pays a fee to the Comptroller’s Office. The 
amount of this fee will be significantly reduced after the privatization of retail and 
wholesale operations.  The Office estimates that approximately 10 percent of costs 
would remain and staffing levels would likely be reduced. 197   The Office may be 
absorbed by Comptroller Operations within the Office of Budget as responsibilities would 
be significantly reduced. 

 

 Department of Health Transfer.  Two percent of PLCB's annual profits are transferred 
to the Department of Health (DOH) for drug and alcohol rehabilitation programs.  This 
transfer would continue under privatization. 

                                                             

197 The current PLCB Comptroller complement is 55. 

Fiscal Year
Active Leave 

(Personal, Annual)
Retirement Leave 

(Personal, Annual, Sick)
Total Leave

2012-13 $0 $1,875,312 $1,875,312
2013-14 $3,551,676 $586,338 $4,138,014
2014-15 $6,478,808 $591,184 $7,069,992
2015-16 $0 $649,333 $649,333
2016-17 $0 $673,562 $673,562
Total: $10,030,484 $4,375,728 $14,406,212
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Optional Aid for Displaced Employees: 
 
In accordance with the Governor’s goal to reduce the economic impact of privatization on 
affected employees, PFM examined several protective measures the Commonwealth could 
incorporate into legislation to assist furloughed employees.   Pennsylvania administrative code 
precludes severance payments; however, the Commonwealth could provide other forms of 
compensation to assist displaced employees in finding new, gainful employment.  The options 
evaluated below have been used by other states to provide for furloughed or unemployed 
individuals. 
 
Training Grant 
Training grants help furloughed or unemployed residents acquire additional skills and transition 
into new employment.  Governments offer a designated amount of money to cover or subsidize 
the cost of a registered training program.  Private employers can register to administer training 
programs to build workforce capacity. 
 
Two states within the region have related programs: 
 

 New Jersey:  The Workforce Investment Act (WIA) provides up to $4,000 in training 
grant funds for displaced government employees to receive job training.  Displaced 
employees in this program are still able to collect unemployment compensation or 
receive food stamps.198 
 

 Delaware:  The State provides Individual Training Accounts (ITA) to help furloughed 
employees pay for the cost of approved training programs.  Employees below specified 
financial thresholds may also participate.  In 2010-2011, the maximum grant allowed 
was $2,000.199 

 
Training grants benefit employees who may otherwise not have the necessary skills to compete 
for available jobs. Employers benefit by building workforce capacity and employee loyalty.  
However, training grants lose effectiveness in times of economic contraction when employers 
cannot afford or are hesitant to expand their workforce. 
 
The Commonwealth may wish to engage UFCW to serve as a training partner for displaced 
employees.  The union has existing membership in state supermarkets, drug stores, 
manufacturing facilities and food processing plants across the state.  Displaced retail employees 
will likely seek comparable positions within the private sector; however, they may need 
additional training to make the transition.  UFCW is uniquely positioned to help displaced 
members build capacity and expand existing skill sets. 
 
Education Grant 
Education grants encourage displaced employees to pursue a degree at an institution of higher 
learning, on either a full-time or part-time basis.  Grant money is typically paid directly to the 
state institution for a predetermined period of time. 
 

                                                             

198 New Jersey, Department of Labor and Workforce Development, 
http://lwd.dol.state.nj.us/labor/forms_pdfs/edtrain/NGO%20(FY%2009)%20-%20WIA%20Title%20II%20(final)%204-14-08.pdf  
199 Delaware, Workforce Investment Board ITA Grants, 
http://www.doe.k12.de.us/infosuites/students_family/dheo/how_to_apply/financial_aid/FA_webpages/dwib.shtml  
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The State of Delaware offers the Governor's Education Grant for Unemployed Adults to assist 
unemployed adult students seeking to acquire new or enhanced skills that will permit them to re-
enter the labor market.  Adults can receive up to $2,000 annually for tuition and fees.  Grant 
funds are payable to non-profit Delaware-based institutions of higher education and participating 
adult education programs at vocational-technical high schools.  Participating residents must be 
18 or older, have a high school diploma, and register with the Department of Labor.200  Grades 
are released to the Delaware Higher Education Office which monitors academic progress and 
determines future eligibility. 
 
Education grants make college more accessible for individuals and provide an opportunity to 
obtain new skills and knowledge to transition into alternate employment.  Those receiving 
unemployment compensation would still be able to collect benefits while enrolled in a program. 
 
However, the costs of tuition and time investment may discourage displaced employees from 
taking advantage of an education grant.  Grant funds may only partially cover costs, leaving 
displaced employees to bear an additional financial burden.  In Fiscal Year 2008-09, the 
Department of Education reported that the average in-state tuition costs in Pennsylvania were 
$10,132 for four-year programs and $3,308 for two-year programs.201 A $1,000 or $2,000 grant 
would not cover tuition costs for two-year programs.  In addition, displaced employees may 
have difficulty attending a program if they are seeking part-time or temporary work. 
 
Re-employment Tax Credit 
Tax credits can serve as incentive for private employers to hire displaced employees.  
Employers who take on a furloughed employee would receive a tax credit, which ultimately 
reduces their state income tax liability, ideally making displaced employees more attractive than 
other job seekers.  Typically, employers must demonstrate that the displaced employee is hired 
on a full-time basis for a specified period of time in order to receive the credit.  The tax credit is 
effective for a predetermined period after individual employees’ dates of separation.  
 
Ease of use and the amount of the credit are two keys factor in determining how many 
employers would likely take advantage of the tax credit.  Limiting the credit to displaced PLCB 
workers restricts the pool of workers from which an employer can choose.  Moreover, licensees 
who are not planning to hire additional staff to sell alcohol will have little use for a tax credit. 
Hiring an additional worker, even one whose payroll costs are subsidized, is an expense the 
employer may not need to incur. 
 
As it is likely that the majority of licensees will be existing retailers, it is improbable that tax 
credits would benefit the majority of the displaced workforce.  Existing retailers are not expected 
to create many jobs as a result of obtaining a retail license.  Tax credits would be more 
applicable to chain retailers who will move into the market and need to staff new stores. 
 

                                                             

200Delaware, Department of Education, 
http://www.doe.k12.de.us/infosuites/students_family/dheo/how_to_apply/financial_aid/FA_webpages/govunemployed.shtml  
201 Department of Education, “Digest of Education Statics,” http://nces.ed.gov/programs/digest/d09/tables/dt09_335.asp  
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Multiplier Effects  
 
It is generally accepted that there can be a multiplier effect within an economy from sales or job 
generation.  The multiplier estimates how many times a given dollar spent in an economy 
results in other local transactions.  While input-output models reduce this concept to a 
mathematical formula, these multipliers often require interpretation and do not reduce to easy 
rule of thumb conclusions. 
 
In the case of retail transactions related to the sale of wine and distilled spirits, PLCB makes 
local purchases of a variety of goods and services, and those direct effects spin off indirectly – 
in the form of additional goods and services that support those direct suppliers.  These are often 
referred to as the direct and indirect sectors.  At the same time, PLCB’s full and part-time 
employees participate in the state economy, purchasing goods and services.  Along with 
purchases made by the employees of PLCB’s suppliers, these are often referred to as the 
induced sector. 
 
The Pennsylvania Department of Labor and Industry uses Implan, a well-known Input-Output 
model, to calculate multiplier effects within specific industries.202  According to Implan, the sales 
multiplier for Food and Beverage Retail Stores for 2011 is 1.89 (includes big box retail and 
grocery stores that carry food and beverages, and retailers of alcoholic beverages).  This means 
for every dollar spent in this industry another 89 cents is generated in the economy at large (the 
indirect and induced effects).   The sales multiplier for Health and Personal Care Retail Stores is 
1.82 (drug stores like CVS and Rite Aid).  The sales multipliers for these two industries are not 
specific to liquor and wine sales, rather all types of sales in that industry.  

It should be noted that ‘the multiplier’ expresses the overall effect from the combination of three 
factors: output (dollars’ worth of production), labor income or jobs generated.  In fact, there are 
output, income and employment multipliers. 

Providing a definitive assessment of a positive (or negative) multiplier effect from privatization of 
the wholesale and retail sale of wine and liquor is outside the scope of this project and would 
require far greater knowledge of the composition of the private wholesale and retail industry that 
will replace PLCB.  That said, there are some logical assumptions that can help guide a 
discussion of the overall impact of privatization of this industry: 

 In the long run, direct and indirect effects related to output will largely depend on 
whether sales increase or decrease.  It is likely that many of the same suppliers will 
service private retailers as currently service state stores; some costs are relatively fixed 
(rents, utilities, insurance), but others will increase or decrease based on retail activity 
(especially goods sold).  In the short run, there may be additional economic activity 
related to construction and renovation of new store locations.  Given that the project 

                                                             

202  According to the Department, Implan analyzes inter-industry supply chains and linkages at the nation, state and county level 
using input-output accounting.  The system is designed to assess the effects of a real or hypothetical economic event in a region.  
An economic event is a condition or initiative that increases or declines economic activity in a region as measured in output (sales), 
income, employment and taxes.  Implan is built on a mathematical input-output (I-O) model developed by Wassily Leontief, the 1973 
Nobel laureate in economics, to express relationships between sectors of the economy in a chosen geographic location.  The idea 
behind input-output modeling is that it’s the inter-industry relationships within a region that largely determine how that economy will 
respond to change.  
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models suggest that there will be additional sales in a privatized system, this should 
have an additional positive impact on the state economy. 
 

 It is difficult to determine the induced impact from jobs generated.  In terms of overall 
employment, it is likely that the wholesale levels of employment will be similar to levels in 
the current system – PLCB already contracts out the majority of this operation.  
According to Implan, the employment multiplier for Warehousing and Storage industry is 
1.68.  This means for every 100 jobs created or destroyed, 68 jobs are created or 
destroyed.  The employment multiplier for the Transportation and Warehousing industry 
is 1.87.  On the retail side, overall levels of employment will depend on the configuration 
of the retail operations – if they are largely stand-alone stores similar to PLCB, it is likely 
that overall employment levels will not appreciably change.  On the other hand, if the 
market is largely served by grocery store chains and big box retailers, where new wine 
and liquor products will be assimilated into their current operations, there likely will be a 
reduction in overall retail employment and some reduction in the current multiplier effect. 
Implan determined that the employment multiplier for Food and Beverage Retail Stores 
is 1.29.  The employment multiplier for Health and Personal Care Retail Stores is 1.41. 
For all types or goods, the Retail Trade employment multiplier is 1.30. 
 

 There will likely be a negative effect related to labor income, but this effect may be 
mitigated by other positive economic effects.  One of the arguments made for retaining 
the current state-run system is the ‘middle class jobs’ the system creates and sustains.  
It is true that many of the retail positions in the PLCB system pay significantly higher 
salaries than comparable private sector positions, and this will likely have some negative 
impact in terms of this multiplier.  That said, these higher salaries come at a cost to the 
economy as well:  they are generated by PLCB’s pricing structure and paid for by 
PLCB’s customers.  While there would be some reduced economic activity from reduced 
retail salaries in a privatized model, those saved dollars could be spent on other goods 
and services that would also generate additional economic activity.  In general, it is an 
accepted axiom that the market is a better method for allocating scarce resources for 
productive purposes.  Over-paying what are largely clerical positions to induce spin-off 
economic activity is a highly questionable premise. 

 
In summary, while definitive judgment of multiplier effects of a privatized system cannot be 
made without additional information, it is likely that direct and indirect effects will depend on 
levels of retail activity compared to the current system; while a privatized system may have a 
negative impact on the induced sector, this should be mitigated by other consumption in a 
privatized system. 
 
Managing the Transition  
 
PFM recommends several strategies to ensure an orderly and efficient transition process: 
 
Assemble a Decommissioning Team 
PFM recommends that the Commonwealth engage an independent third-party to manage the 
staffing transition and store closure process.  There are many complexities involved in a 
furlough of this size and scale.  Union and civil service ‘bumping’ rights alone necessitate a 
management study to effectively and efficiently downsize the agency.  Inventory must also be 
carefully managed to ensure the Commonwealth maximizes revenue during the transfer from 
state stores to private outlets. 
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Use Current Staff 
Central office staff slated for furlough may be offered temporary employment to manage basic 
elements of the transition, such as form processing and information transfer.  In addition, 
maintenance and supply staff slated for furlough should be used to transfer remaining product 
and furnishing to other state stores and eventually the designated warehouse for sale.  
 
Engage Early with Key Agencies 
By involving the OA, the State Civil Service Commission and Department of Labor and Industry 
early in the transition planning process, mechanisms can be put in place before furloughs occur 
to increase the likelihood that separated employees find reemployment with the Commonwealth 
if they desire. 
 
Summary 
 
The conversion of the agency and state retail and wholesale systems is a complex process that 
will require time and proper management.  PFM recommends privatizing retail operations first 
and wholesale operations second.  Divesting retail operations upfront significantly reduces 
government involvement in the sale of alcohol and limits expenses incurred in the transition. 
 
Privatization would result in the furlough of approximately 3,200 state employees and separation 
costs relating to unemployment compensation and paid leave would be significant.  Separate 
rules govern the furlough of various classes of employees, and the Commonwealth will likely 
need to build in protections to help displaced workers find comparable employment. 
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Summary and Recommendations 
 
Summary 
 
PLCB is a large, complex organization with multiple important responsibilities.  Charged with 
both operating a wholesale and retail alcoholic beverage distribution system and regulating that 
and other distribution systems, Pennsylvania is one of the last states to maintain this level of 
strict post-Prohibition control over the sale of wine and spirits.  While it has continued to provide 
a source of revenue for the State, the recent experience and long-term trends both suggest that, 
absent significant changes, PLCB’s profitability will continue to decline in the coming years. 
 
PLCB has grown into a complex and expensive organization that endeavors to balance its dual 
role of regulator and retailer. The metrics examined in this study suggest that PLCB does not 
stack up effectively with either more profitable control states or more price competitive 
surrounding license states.  Based on this and other considerations, PFM firmly believes that 
the Governor’s commitment to privatize PLCB’s wholesale and retail operations, freeing them to 
concentrate solely on the regulation of public safety, is well founded   
 
As the report highlights, system privatization has the potential to unlock valuable resources for 
the Commonwealth to use to achieve other policy goals, while providing economic opportunity 
to the private sector and enhanced convenience and choice to the state’s consumers.  It is 
notable that, when faced with pressure to privatize, the PLCB’s reaction has been to seek tools 
that would allow it to function more like the private sector.  Unless a compelling case can be 
made that these functions should not be entrusted to the private sector, an obvious reaction to 
this plea to act more like the private sector is to ask why not simply get government out of a 
private sector function.  In fact, that has been the answer in a large majority of the states. 
 
Of course, there are legitimate concerns about the regulation and sale of a product that is age-
restricted, is subject to abuse and is potentially harmful.  The subject of privatization of the retail 
sale of alcohol has been widely studied and reported, and there is a divergence of opinion 
among scholars and policymakers on the best methods for minimizing the social and personal 
harms associated with these products.  It is likely that there is no perfect system, but there is 
evidence that counter-measures and effective regulation can assist with minimizing harmful 
effects.  These measures can be implemented and effective in either a licensed or control state 
approach.  The report takes as a given that current enforcement and treatment programs 
funded by PLCB revenue will continue – and may be expanded – in a privatized system. 
 
Of course, the need for resources for effective regulation underscores an important part of the 
discussion about PLCB and privatization: can a privatized system achieve Fiscal Neutrality and 
competitive pricing?  Based on the models developed and the privatization alternatives 
analyzed, this should be the case. 
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Recommendations  
 
Given the policy goals the Governor established for the conduct of this analysis, the project 
team believes the most viable strategy is to privatize both the wholesale and retail operations 
through the issuance of licenses.  On the wholesale side, this would involve the payment of an 
initial franchise fee along with on-going license fees that support the cost of regulation.  On the 
retail side, two alternatives have been identified: either a market-design license issuance 
strategy accomplished through an auction process, or an open-market approach that would 
provide licensure opportunity to any qualified applicant.  In either approach, significant licensure 
fees should be applied to enhance the value of the business privilege the license allows, as a 
way to promote voluntary compliance with the State’s Liquor Code. 
 
Of the recommended approaches, the limited license method provides the opportunity for 
greater up-front payments, but that comes with associated risks.  The open license method 
provides the greatest opportunity for the free market to determine the appropriate numbers and 
types of retail suppliers to meet consumer demand and provide consumer choice.  Limiting the 
number and types of licenses creates a level of scarcity that can elevate the value of those 
licenses but may also interfere with the operation of a free market.  In this case, finding the right 
number and types of license and conducting an effective auction to distribute those licenses 
becomes a very important implementation issue.  Evidence from other states suggests that this 
process can be difficult to effectively manage and may lead to less than optimal results. 
 
Regardless of the variation of privatization selected, the process will take many months to 
implement, and it will have an impact on state workers who are currently employed in the PLCB 
wholesale and retail operations.  While many of these workers will find employment in other 
state departments or in a privatized system, others will be subject to furlough.  In general, state 
programs can have a positive impact on displaced workers, and that should be a focus of the 
Commonwealth as it determines its implementation course of action.  While some have 
suggested that these displaced workers will have a sort of multiplier effect on the overall state 
economy, it is likely that there will be multiplier effects that are both positive and negative in a 
privatized process, and the overall impact is difficult to weigh without better information about 
what the privatized system will look like. 
 
In the end, however, the decision to privatize should, at its core, come down to a consideration 
of what is best for all citizens of the State and the consumers the system serves.  Based on the 
benchmarking, financial analysis and evidence from other states, the project team believes that 
a privatized system affords the State the best opportunity to improve on the current system and 
optimize the financial benefits for its citizens. 
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Wholesale Auction, Open Retail (Option Four) - Summary 

Approach 
 
This option would privatize retail and wholesale beginning with the structured auction of 
wholesale licenses by alcohol brand and the subsequent market-based licensure of responsible 
retailers. 
 
Licenses:  3,500 +/- 
 

• Market-driven allocation of retail licenses.   

• Reflects current 18/80 pattern (18 counties account for more than 80 percent of total 
wine/liquor sales). 
 

• Three likely types of retail licenses: 
 

– “Big Box” Stores and Grocers 
 

– Chain Retailers of Alcoholic Beverages, Convenience Stores and Pharmacies 
 

– “Mom and Pop” Small Businesses (includes stores that only sell alcohol) 
 

• 10-30 major wholesalers with licenses auctioned by brand with a flexible, neutral 
franchise law. 

 
Convenience/Competition: Strongly Positive 
 

• 40-45 percent of licenses likely to be grocery stores, membership club stores, big box 
retailers and chain retailers of alcoholic beverages; 30-35 percent of licenses are likely 
to be convenience stores or pharmacies; the remaining 20-30 percent are likely to be 
small businesses and retailers. 
 

• Larger licensees (big box/grocers, etc.) constitute a greater share of market with lower 
mark-ups, assist in mitigating price increases and enhancing competition. 

 
Repatriation:  Conservative 
 

• Repatriation is projected for South Central and Southeast Regions and to bring the 
regions to their expected sales level given household income and population density – 
conservatively an additional $101 million in Fiscal Year 2012-13. 
 

Fiscal Neutrality:  Neutral 
 

• Requires enhanced tax and fee structure that will likely not affect prices (in aggregate). 
 
Price:  Neutral w/ several vulnerabilities 
 

• No Static price increase. 
 

• Dynamic prices will be the same or lower for most items in high-volume areas; higher in 
less competitive markets. 
 

• Does not include burdensome regulatory limitations/restrictions on licensees that could 
result in higher operating costs, price increases, lower franchise payments, or some 
combination of all three. 
 

• Assumes large volume licensees (big box, large grocery) will not directly pass licensee 
fees on to consumer. 
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Up-front Revenue:  $475 million to $600 million 
 

• Valuation range of approximately $475 million to $600 million from auction of wholesale 
licenses by brand. 

 
Residual PLCB: Positive 
 

• Residual PLCB would contain approximately 290 FTEs. 
 

• Approximately 3,200 employees would be separated from service. 
 

Business-Friendly:  Positive 
 

• Fair and flexible franchise law. 
 

• Relaxed retail operational restrictions and license exclusions. 
 

• Aggressive enforcement requirements. 
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Wholesale Auction, Open Retail (Option 4) - Key Fiscal Metrics 

 

Fiscal: 

a. Up-Front Payment:   $475 million - $600 million 
b. On-going Fiscal Impact:  Neutral 

 

Taxes: ($305 million in FY 2012-13)  

a. Gallonage Rates: 
i. Wine   $5.44 / gallon 
ii. Liquor   $7.99 / gallon 

b. Gallonage to JFT:   Neutral  

Fees (new): ($104 million in FY 2012-13) 

a. License (bi-annual):   $5,000 - $120,000 (based on square footage) 
b. Application:    Structured to cover associated auction costs. 
c. Regulatory Assessment: 

i. Wholesale  None 
ii. Retail   None 

 
 

Market Metrics: 
 

a. Number of Licenses:    3,500 
b. Mark-ups: 

i. Wholesale:  20% 
ii. Retail:   16% 

 
c. Price: 

i. Static:   Neutral  
ii. Dynamic:  Neutral or slightly less 

 
d. Sales Growth: 

i. Repatriation:  7% 
ii. Consumption:  NA 
iii. Total:   7% 
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Auction Wholesale and Retail (Option Three) - Summary 

Approach 
 
This option would privatize retail and wholesale beginning with the structured auction of 1,500 
retail licenses and the subsequent wholesale privatization along the lines of HB 11.   
 
Licenses:  1,500 
 

• The ‘best fit’ was a balance between enough licenses to provide 
convenience/competition, and sufficient scarcity to provide up-front revenue. 
 

• Reflects current 18/80 pattern (18 counties account for more than 80 percent of total 
wine/liquor sales)  
 

• 1,500 Retail Licenses: 
 

– 975 Level One & 525 Level Two Licenses – no set asides, statewide auctions. 
 

– Four likely types of licensees: 
 

• “Big Box” Stores and Grocers 
 

• Major Wine and Liquor Chains 
 

• Convenience Stores and Pharmacies 
 

• “Mom and Pop” Small Businesses  
 

• 10-30 major wholesalers with licenses auctioned by brand with flexible, neutral franchise 
law. 

 
Convenience/Competition: Positive 
 

• 65 percent of licenses likely to be grocery stores, membership club stores, big box 
retailers, and chain retailers of alcoholic beverages. 
 

• Larger licensees constitute greater share of market with lower mark-ups, assist in 
mitigating price increases and enhancing competition. 

 
Repatriation:  Conservative 
 

• Repatriation is projected for South Central and Southeast Regions and to bring the 
regions to their expected sales level given household income and population density – 
$101 million in Fiscal Year 2012-13. 

 
Fiscal Neutrality:  Neutral 
 

• Requires enhanced tax and fee structure that marginally raises static prices. 
 
Price:  Neutral with Vulnerabilities 
 

• Static price increase approximately 1 percent. 
 

• Dynamic prices will be the same or lower for most items in high-volume areas; higher in 
less competitive markets. 
 

• Does not include burdensome regulatory limitations/restrictions on licensees that could 
result in higher operating costs, price increases, lower franchise payments, or some 
combination of all three. 
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Up-front Revenue:  $1.1 to $1.6 billion 
 

• Valuation range of approximately $1.1B to $1.6 billion – assuming a risk range of about 
$300 million (20%). 

 
Residual PLCB: Positive 
 

• Residual PLCB would contain approximately 280 FTEs. 
 

• Approximately 3,200 employees would be separated from service 
 

Business-Friendly:  Positive 
 

• Fair and flexible franchise law. 
 

• Relaxed retail operational restrictions and license exclusions. 
 

• Aggressive enforcement requirements. 
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Auction Wholesale and Retail (Option Three) - Key Fiscal Metrics 

 

Fiscal: 

a. Up-Front Payment:    $1.1 billion - $1.6 billion 
 

b. On-going Fiscal Impact:   Neutral 
 
Taxes: ($358 million in FY 2012-13) 
 

a. Gallonage Rates: 
 

i. Wine    $6.38 / gallon 
 

ii. Liquor    $9.37 / gallon 
 

b. Gallonage to JFT:    Positive (net impact of $53 million) 
 

Fees (new): ($46 million in FY 2012-13) 
 

a. License:     $10,000 annual retail license renewal fee,  
$10,000 annual retail Sunday sales licenses 
renewal 
Fee, and $50,000 annual wholesale licenses fee 
 

b. Application:     Structured to cover associated auction costs. 
 

c. Regulatory Assessment: 
 

i. Wholesale  0.9% of Wholesale COGS 
 

ii. Retail   0.8% of Retail COGS 
 
Market Metrics: 
 

a. Number of Licenses:   1,500 
 

b. Mark-ups: 
i. Wholesale:  20% 

 

ii. Retail:   16% 
 

c. Price: 
i. Static:   Approximately 1% 

 

ii. Dynamic:  Neutral or slightly less 
 

d. Sales Growth: 
i. Repatriation:  7% 

 

ii. Consumption:  NA 
 

iii. Total:   7% 



 

 

 

 

Appendices



 

Liquor Privatization Analysis  Appendix A.  Introduction and Project Overview 
Pennsylvania Office of the Budget  224 

Appendices 
 

Appendix A:  Introduction and Project Overview 
 

Control States and Population  

 

Control States 
2010 US Census 

Population 
Pennsylvania 12,702,379 

Ohio 11,536,504 
Michigan 9,883,640 

North Carolina 9,535,483 
Virginia 8,001,024 

Washington 6,724,540 
Alabama 4,779,736 
Oregon 3,831,074 

Iowa 3,046,355 
Mississippi 2,967,297 

Utah 2,763,885 
West Virginia 1,852,994 

Idaho 1,567,582 
Maine 1,328,361 

New Hampshire 1,316,470 
Montana 989,415 
Vermont 625,741 

Wyoming 563,626 
Source: 2010 US Census
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PLCB Stores by County 

 
County 

Current PLCB 
Retail Stores  County 

Current PLCB 
Retail Stores 

Adams 1  Lackawanna 13 
Allegheny 76  Lancaster 16 
Armstrong 4  Lawrence 5 
Beaver 9  Lebanon 4 
Bedford 2  Lehigh 15 
Berks 13  Luzerne 19 
Blair 5  Lycoming 7 
Bradford 5  McKean 4 
Bucks 34  Mercer 6 
Butler 10  Mifflin 1 
Cambria 11  Monroe 9 
Cameron 1  Montgomery 40 
Carbon 4  Montour 1 
Centre 6  Northampton 13 
Chester 25  Northumberland 4 
Clarion 4  Perry 2 
Clearfield 5  Philadelphia 55 
Clinton 2  Pike 2 
Columbia 2  Potter 2 
Crawford 5  Schuylkill 10 
Cumberland 10  Snyder 1 
Dauphin 15  Somerset 4 
Delaware 20  Sullivan 1 
Elk 2  Susquehanna 3 
Erie 15  Tioga 3 
Fayette 8  Union 2 
Forest 2  Venango 3 
Franklin 5  Warren 3 
Fulton 1  Washington 11 
Greene 2  Wayne 3 
Huntingdon 2  Westmoreland 23 
Indiana 4  Wyoming 1 
Jefferson 4  York 12 
Juniata 1  TOTAL 613

 
Source: PLCB Data (May 2011).  Only includes self-service stores and conventional stores that recorded sales in Fiscal Year 2009-
10.  
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Retail Distribution System for Wine203 

 

 
Wholesale Distribution System for Wine204 

 

 
 
 
 
 

                                                             

203 Provided by the National Health Institute’s Alcohol Policy and Information System, accessed electronically on July 16, 2011, 
http://www.alcoholpolicy.niaaa.nih.gov/ 
204 Ibid 
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Retail Distribution System for Distilled Spirits205 
 

 
 
 

Wholesale Distribution System for Distilled Spirits206 
 

 
 
 

                                                             

205 Ibid 
206 Ibid 
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Appendix B:  Organizational Overview 
 PLCB Organizational Chart 
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Appendix C:  Financial Overview 
 

Historical ERP Expenses: Fiscal Year 2005-06 to Fiscal Year 2010-11 

 

  
Source: PLCB Finance Office 

$ Expense 2005-06 2006-07 2007-08 2008-09 2009-10 5 Year Totals
FY 2010-11 (as of 

Dec. 2011)

Personnel 0 132,000 89,000 277,000 3,884,000 4,382,000 39,901
EDP Contractual Services 0 37,440 2,389,380 6,465,861 11,572,951 20,465,632 5,609,351
Depreciation 0 0 907,153 4,567,396 8,608,668 14,083,217 4,708,292
Miscellaneous 0 25,281 434,794 3,388,467 939,072 4,787,614 343,755

Total 0 194,721 3,820,327 14,698,724 25,004,691 43,718,463 10,701,299

% Year over Year Change 2005-06 2006-07 2007-08 2008-09 2009-10
Personnel - - -32.6% 211.2% 1302.2% - -
EDP Contractual Services - - 6281.9% 170.6% 79.0% - -
Depreciation - - - 403.5% 88.5% - -
Miscellaneous - - 1619.8% 679.3% -72.3% - -

Total - - 1861.9% 284.8% 70.1% - -
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Appendix D:  Benchmarking Analysis 
 

Wine and Spirit Gallonage Tax Rates (2011)207 
 

 
 

Source: Tax Foundation 
 

Operating Expenses  
 

 
Operating Expenses to Total Sales (Fiscal Year 2007-08) 

 

 
Source: Various annual reports.208 

                                                             

207 In control states, products are subject to ad valorem mark-up and excise taxes.  The excise tax rate for spirits is calculated using 
a methodology developed by the Distilled Spirits Council of the United States.  The rates for Pennsylvania, noted in red, were 
estimated by PFM. 
208 Reporting methodologies vary among states which affects comparability. Most recent available data for each state liquor control 
authority was used;  Pennsylvania 2007-2008  financial statements; Iowa “Annual Report 2008”; Michigan “Annual Financial 

State Wine Gallonage Spirits Gallonage State Wine Gallonage Spirits Gallonage
Alabama $1.70 $18.94 Nevada $0.70 $3.60
Alaska $2.50 $12.80 New Hampshire – $0.00
Arizona $0.84 $3.00 New Jersey $0.88 $5.50
Arkansas $0.77 $2.58 New Mexico $1.70 $6.06
California $0.20 $3.30 New York $0.30 $6.44
Colorado $0.32 $2.28 North Carolina $0.79 $11.26
Connecticut $0.60 $4.50 North Dakota $0.50 $2.50

Delaware $0.97 $5.46 Ohio $0.32 $9.14
Florida $2.25 $6.50 Oklahoma $0.72 $5.56
Georgia $1.51 $3.79 Oregon $0.67 $22.38
Hawaii $1.38 $5.98 Pennsylvania $5.84 $8.31
Idaho $0.45 $10.57 Rhode Island $0.60 $3.75

Illinois $1.39 $8.55 South Carolina $1.08 $4.97
Indiana $0.47 $2.68 South Dakota $0.93 $3.93
Iowa $1.75 $12.46 Tennessee $1.27 $4.46
Kansas $0.30 $2.50 Texas $0.20 $2.40
Kentucky $0.50 $6.85 Utah – $10.93
Louisiana $0.11 $2.50 Vermont $0.55 $0.67
Maine $0.60 $5.21 Virginia $1.51 $20.13

Maryland $0.40 $1.39 Washington $0.88 $26.03
Massachusetts $0.55 $4.05 West Virginia $1.00 $1.85
Michigan $0.51 $10.35 Wisconsin $0.25 $3.25
Minnesota $0.35 $5.08 Wyoming – $0.00
Mississippi – $7.78 D.C. $0.30 $1.50
Missouri $0.42 $2.00
Montana $1.06 $8.72 Average (excluding PA): $0.83 $6.40
Nebraska $0.95 $3.75 Rank (of 51) 1 14
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Operating Expenses to Total Sales (Fiscal Year 2008-09) 
 
 

 
Source: Various annual reports209. 

 
Gross Profit Margin  

 

Gross Profit Margin (Fiscal 2007-08) 
 

 
Source: Various annual reports.210 

 

                                                                                                                                                                                                    

Report,” 2008; North Carolina “2008 Annual Report”; Ohio “Fy2008 Annual Report”; Virginia “Mission in Review 2008”; Washington 
“Fy2008 Annual Report”;  Utah “73rd Annual Report”;  the 2008 Annual Report for Alabama was not available.  Iowa data does not 
include enforcement expenses. 
209 Reporting methodologies vary among states which affects comparability. Most recent available data for each state liquor control 
authority was used;  Pennsylvania 2009  financial statements; Alabama “Annual Report 2008-2009”; Iowa “Annual Report 2009”; 
Michigan “Annual Financial Report,” 2009; North Carolina “2009 Annual Report”; Ohio “Fy2009 Annual Report”; Virginia “Mission in 
Review 2009”; Washington “Fy2009 Annual Report”; Utah “74th Annual Report”.  Iowa data does not include enforcement expenses. 
210 Reporting methodologies vary among states which affects comparability. Most recent available data for each state liquor control 
authority was used;  Pennsylvania 2007-2008  financial statements; Iowa “Annual Report 2008”; Michigan “Annual Financial 
Report,” 2008; North Carolina “2008 Annual Report”; Ohio “Fy2008 Annual Report”; Virginia “Mission in Review 2008”; Washington 
“Fy2008 Annual Report”; Utah “73rd Annual Report”;  the 2008 Annual Report for Alabama was not available.  Iowa data does not 
include enforcement expenses. 
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Gross Profit Margin (Fiscal Year 2008-09) 
 

 
 

Source: Various annual reports.211 

 
Percent of Profit to Sales 
 

Profit Percent to Sales (Fiscal 2007-08) 
 

 
Source: Various annual reports.212 

                                                             

211 Reporting methodologies vary among states which affects comparability. Most recent available data for each state liquor control 
authority was used;  Pennsylvania 2009  financial statements; Alabama “Annual Report 2008-2009”; Iowa “Annual Report 2009”; 
Michigan “Annual Financial Report,” 2009; North Carolina “2009 Annual Report”; Ohio “Fy2009 Annual Report”; Virginia “Mission in 
Review 2009”; Washington “Fy2009 Annual Report”; Utah “74th Annual Report”.  Iowa data does not include enforcement expenses. 
212 Reporting methodologies vary among states which affects comparability. Most recent available data for each state liquor control 
authority was used;  Pennsylvania 2007-2008  financial statements; Iowa “Annual Report 2008”; Michigan “Annual Financial 
Report,” 2008; North Carolina “2008 Annual Report”; Ohio “Fy2008 Annual Report”; Virginia “Mission in Review 2008”; Washington 

26.5%
31.9% 34.2%

39.4%
42.8% 44.7% 45.4% 46.4%

0%
5%

10%
15%
20%
25%
30%
35%
40%
45%
50%

Average

37.1%
30.5%

24.2%
19.3%

17.5%
9.2% 8.8%

0.0%
5.0%

10.0%
15.0%
20.0%
25.0%
30.0%
35.0%
40.0%

Average



 

Liquor Privatization Analysis  Appendix D.  Benchmarking Analysis 
Pennsylvania Office of the Budget  233 

 
 
 

Profit Percent to Sales (Fiscal 2008-09) 
 

 
Source: Various annual reports.213 

                                                                                                                                                                                                    

“Fy2008 Annual Report”;  Utah “73rd Annual Report”;  the 2008 Annual Report for Alabama was not available.  Iowa data does not 
include enforcement expenses. 
213 Reporting methodologies vary among states which affects comparability. Most recent available data for each state liquor control 
authority was used;  Pennsylvania 2009  financial statements; Alabama “Annual Report 2008-2009”; Iowa “Annual Report 2009”; 
Michigan “Annual Financial Report,” 2009; North Carolina “2009 Annual Report”; Ohio “Fy2009 Annual Report”; Virginia “Mission in 
Review 2009”; Washington “Fy2009 Annual Report”; Utah “74th Annual Report”.  Iowa data does not include enforcement expenses. 
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Liquor Code Restrictions 
 

 
 
Sources: NABCA Handbook 2009; Various state liquor codes. 
 
 

State
Off-Premise Population 

Quotas
Retail Requirements Age Requirements Sunday Hours

Pennsylvania

1 per 3,000 eating retail; 
1 per 30,000 county pop. for new 
importers/distributors, provided 

total of 5 granted for county

--
18 years of age to serve or 

dispense alcohol

25% of state stores open 
from 12-5pm, except 

holidays

Alabama --
Beer and wine can be sold 

in supermarkets; State 
controls liquor sales

--
Not after 2am unless allowed 

by act of legislature

Iowa -- --

16 years of age to sell 
alcohol in unopened 

containers; 18 on-premise 
employee; 21 to deliver

8am-2am

Michigan
1 per 3,000 per municipality; 

exceptions made by proximity to 
existing license

--
18 years of age to sell or 

serve alcohol
12pm-2am

North Carolina -- --
18 years of age to work in 

retail store
15 counties allow beer/wine, 

no spirit sales

Ohio
1 per 1,000 pop. or part thereof 

per taxing district
-- -- 1pm-10pm or 10am-10pm

Utah

1 per 48,000 state pop; 
1 per 18,000 package good 

stores
--

21 years of age to handle 
alcoholic beverages

Prohibited

Virginia --
Beer and wine can be sold 

in supermarkets; State 
controls liquor sales

--

State ABC stores open 
Sundays from 1-6pm in 

select areas of Northern VA 
and cities over 100,000 pop.

Washington --

Beer and wine can be sold 
in grocery stores; Contract 
stores must be located 1.5 

miles from other liquor 
stores; 500 feet from 
schools or churches

-- Prohibited

West Virginia -- --
18 years of age to sell 

alcohol; 21 to deliver alcohol 
to ABCC warehosue

Prohibited

Delaware -- --
--

12-8pm; 12-6pm in 
Wilmington

Illinois -- -- -- No sales before 11am
Maryland Local Option Local Option -- Local Option

New Jersey
1 per 3,000 municipal pop. for 

restaurant; 1 per 7,500 municipal 
pop. for retail store

--
15 years of age to be stock 
clerk; 18 to sell or handle 

alcohol

No retail licensee may sell 
spiritous liquors in original 
containers before 9am and 
after 10pm; Municipalities 

can restrict hours but cannot 
extend

New York --
Sale wine and spirits not 
permitted at grocery or 

convenience stores

16 years of age to sell 
alcohol at grocery, drug, 
convenience store; 18 to 

work at liquor store

Prohibited in liquor stores; 
grocery and drug stores: 

3am-noon
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Appendix E:  State Privatization Options 
 
Other State Experience with Retail Only Privatization  
 
Iowa 
In March 1987, the State of Iowa became the first state since the end of Prohibition to privatize 
the retail portion of its State distilled spirits monopoly. 214   The legislation that authorized 
privatization required that any state store located within 15 miles of a newly opened private 
store must be shut down.  At the time of enactment, 195 licenses had been granted, requiring a 
similar amount of state operated stores to be shut down.  Following privatization, the number of 
retail liquor outlets almost doubled from 221 stores to 400. Hours of operation also increased, 
with private licenses able to sell distilled spirits 20 hours a day, including Sundays and holidays.  
The overall selection of products also increased, from around 900 items to approximately 
1,200.215 
 
A review of Iowa’s experience, conducted by the Iowa Alcoholic Beverages Division 10 years 
after privatization, reached the following conclusions: 
 

 Price increases were gradual and totaled 7.4 percent above what they would have 
been if the State had retained its stores.  Private retailers initially resisted major price 
increases that may have created backlash against privatization.216 

 
 Profits increased by $125 million over the first 11 years of privatization compared to 

estimates with State control of the stores.217  According to the review, this was 
largely due to the increase in amount of stores and reduced overhead associated 
with the state operations. 

 
West Virginia 
In 1991, West Virginia privatized its distilled spirits retail operation.  West Virginia did not issue 
licenses in perpetuity, instead opting for delimited licenses to be re-bid every 10 years. 
 
West Virginia experienced a significant challenge in selling all of its licenses at auction.  The 
difficulties resulted from a minimum bid process that was lowered if no sufficient bids were 
received.  As a result, it is likely that West Virginia did not fully realize the maximum potential 
up-front revenue stream.  In its subsequent retail license re-bid processes, West Virginia has 
changed its bid formula in an attempt to maximize revenue while ensuring that each license is 
sold. 
 

                                                             

214 It should be noted that Iowa had allowed the private sale of wine and beer with over 4 percent alcohol content beginning in July 
1985; the state also sold wine in its state stores until July 1986, at which time it ended its wholesale monopoly on wine. Beer under 
4 percent alcohol content for both on and off-sale had been handled by licensed private wholesalers since the end of Prohibition. 
See Harold D. Holder and Alexander C. Wagenaar, “Effects of the Elimination of a State Monopoly on Distilled Spirits’ Retail Sales: 
A Time-Series Analysis of Iowa”, British Journal of Addiction, 1990, p.1615-1625. 
215 “Privatization of Retail Liquor Sales in Iowa,” State of Iowa Alcoholic Beverages Division, July 16, 1999, unnumbered pages 1-2, 
Accessed electronically on 7/15/11 at http://iowaabd.com/files/client_files/191/1912/privatization_of_retail.pdf . 
216 Ibid, unnumbered pages 2-3.  
217 Ibid, unnumbered page 3 and attachments A and B. 
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It is notable that studies on the Iowa and West Virginia retail privatization experience have been 
mixed on its impact on sales, consumption and revenue.218  It is possible that this relates to 
characteristics of the states of Iowa and West Virginia that may not be applicable to 
Pennsylvania.  Both Iowa and West Virginia are less populous than Pennsylvania, have several 
different socio-economic considerations and neither has a densely populated metropolitan area 
the size of either Philadelphia or Pittsburgh.  It is also notable that both of these examples 
occurred over 20 years ago. 
 
Virginia 
In November 2010, the Commonwealth of Virginia engaged PFM to analyze options for 
privatization of the Virginia Alcoholic Beverage Control (VABC) Board’s 334 retail outlets.  Two 
scenarios were presented for analysis.  
 
The first was a license approach where all of the 334 retail stores would be closed and replaced 
with 1,000 private retail outlets.  The licenses were to be held in perpetuity by the licensee. 
There would be license restrictions based on population served, size and type of retailer.  The 
licenses would be auctioned to the highest bidder with the intent to create a significant amount 
of one-time revenue for the Commonwealth to be dedicated to transportation funding.219 
 
The second approach was to close all of the 334 retail outlets and replace them with 1,000 retail 
outlets that would operate as agents of the VABC.  VABC would continue to control the price, 
product selection and marketing.  Agents would deposit revenue into VABC accounts after 
taking a commission.220 
 
Under both scenarios, PFM assumed that privatization would happen over the course of 
approximately one year, with store closings and openings scheduled strategically so as to not 
disrupt convenience or sales. 
 
The recommendations provided by PFM were detailed in a report issued in January 2011. The 
issue is now before the Virginia Legislature. 
 

                                                             

218 As an example, one study, which looked at the experience in both Iowa and West Virginia, concluded that  there was a net 
increase in absolute alcohol consumed in both states across all beverages (beer, wine and distilled spirits) associated with 
privatization.   Alexander C. Wagenaar, Harold D. Holder, “A Change from Public to Private Sale of Wine – Results from Natural 
Experiments in Iowa and West Virginia,” Journal of Studies on Alcohol and Drugs, Vol. 52, 1991, Issue 2: March 1991 .  By contrast, 
testimony by Geoffrey F. Segal, Director of Government Reform Policy for the Reason Foundation before the Pennsylvania General 
Assembly on April 18, 2007 indicated that there are no dramatic differences between control states and license states.  Equally, 
there have been no dramatic shifts in consumption, underage drinking, drinking and driving and alcoholism attributable to 
privatization in Iowa, West Virginia and Alberta.  The testimony also noted that “Implementation of Iowa, West Virginia and Alberta 
deregulation followed a trending period of moderate increases in per capita alcohol consumption.  As a result it is difficult to attribute 
causation to a trend that continued after the implementation of privatization.” 
219 “Retail Privatization Options: Commonwealth of Virginia Alcoholic Beverage Control”, The PFM Group, January 10, 2011, page 4. 
220 Ibid 
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Appendix F:  Assessment of PLCB Privatization Options 
 

 

Continuum of PLCB Privatization Options 

 

 
 

 
Selected Options for Analysis 
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Appendix G:  Fiscal Neutrality 
 

Forward Baseline Assumptions 
 
Revenues 
 
PFM projected Fiscal Year 2012-13 PLCB program revenues for the following revenues: 
 

 Revenue from sales.221 
 

 License fees, fines, etc. 
 

 Interest and investment income. 
 

 Miscellaneous income. 
 

Similarly, PFM projected Fiscal Year 2012-13 PLCB state tax revenues for the following taxes: 
 

 JFT at its current 18 percent rate. 
 

 Off-Premise Sales Tax at its current 6 percent rate. 
 
Expenses 
 
PFM projected the following Fiscal Year 2012-13 PLCB expenses: 
 

 General Fund Excess Revenue Transfer. 
 

 PLCB operations. 
 

 Pennsylvania State Police enforcement operations. 
 

 Treatment and prevention programs. 
 
 
Key Fiscal Neutrality Model Assumptions 

 
PLCB Baseline 
To evaluate the fiscal impact of privatized scenarios to the Commonwealth, PFM developed a 
baseline forecast model (see Operations Analysis Chapter for detailed baseline projections) in 
consultation with PLCB.  All baseline assumptions are reflective of baseline forecast factors 
trended from FY 2009-10 to FY 2012-13 (unless otherwise noted). The baseline model assumes 
PLCB will retain all current operations, including, wine and liquor wholesale and retail operations 
and continue to operate at the current markup and tax structure. 

                                                             

221 Derived from sales and COGS forecast. 



 

Liquor Privatization Analysis  Appendix G.  Fiscal Neutrality 
Pennsylvania Office of the Budget  239 

Baseline Forecast  
 
PFM formulated a forecast of critical elements of PLCB’s revenues and expenses.  The 
forecast, detailed below, was largely derived from a straight-line projection of the agency’s 
historical results. The Study Team also considered published forecasts for alcoholic beverages, 
as well as the retail sector overall. Additionally, the forecast was modified by forecast of product 
prices and sales projections provided by PLCB staff.   
 
These estimates assume no change in State or Federal taxes or fees or extraordinary changes 
in states that border Pennsylvania; and no material changes in State law or regulations 
regarding the sale of wine and liquor for on-premises or off-premises consumption. 
 
The resulting baseline projections were developed.  These were reviewed by PLCB fiscal 
executives who concur that they are reasonable and consistent with their own future 
expectations: 
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Notes: Enforcement operation expenses are included in the Executive Bureau expenses.  Fiscal Year 2010-11 
revenue growth of 7.19% is largely due to a change in accounting practices related to freight expenses that affect 
COGS.  Also, the project team’s analysis (including the above baseline projections) was completed prior to the 
availability of Fiscal Year 2010-11 financial results.  While the above Fiscal Year 2010-11 expenses and revenues are 
projections, actual unaudited 2010-11 Fiscal Year total revenues varied from projections by 0.5 percent and total 
expenses varied by 3.3 percent. Fiscal Year 2010-11 actual unaudited net income was $83.7 million.222    

                                                             

222 Fiscal Year 2010-11 PLCB Financial Statements prepared by the Office of the Budget—Comptroller Operations.  

Baseline Scenario Outputs

2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Revenues

Sales Revenue

Sales Net of Taxes 1,511,390,409 1,571,846,025 1,634,719,866 1,700,108,661 1,768,113,007 1,838,837,528

COGS 1,058,769,004 1,084,573,757 1,127,956,708 1,173,074,976 1,219,997,975 1,268,797,894

Revenue From Sales 452,621,405 487,272,268 506,763,159 527,033,685 548,115,032 570,039,634

Other Revenue

Enforcement Fines 1,887,644 2,017,891 2,157,126 2,305,968 2,465,079 2,635,170

License Fees 11,466,852 11,592,987 11,720,510 11,849,436 11,979,780 12,111,557

Miscellaneous Income 3,253,307 2,000,000 2,072,000 2,146,592 2,223,869 2,303,929

Interest Income/loss 369,462 500,000 502,500 505,013 507,538 510,075

Subtotal 16,977,265 16,110,879 16,452,136 16,807,008 17,176,266 17,560,731

Total Revenue 469,598,670 503,383,147 523,215,295 543,840,693 565,291,298 587,600,365

Expenses By Bureau

Executive 52,233,597 54,742,820 57,474,617 60,457,376 63,723,958 66,613,928

Reg Affairs 12,777,616 13,332,644 13,917,565 14,534,664 15,186,226 15,870,634

Admin 8,629,798 9,006,749 9,404,945 9,825,303 10,269,496 10,736,531

Mktg & Merch 9,404,024 9,843,405 10,305,302 10,791,054 11,302,104 11,837,968

Finance 29,144,348 30,823,539 32,661,846 34,679,697 36,900,439 38,880,575

Supply 41,792,485 43,872,106 46,066,220 48,380,669 50,822,830 53,399,652

Retail 263,138,238 274,371,388 287,250,277 300,970,488 315,602,791 331,156,798

Total Expenses 417,120,107 435,992,650 457,080,772 479,639,252 503,807,844 528,496,086

Net Income 52,478,563 67,390,496 66,134,522 64,201,441 61,483,454 59,104,279

GF Excess Revenue 
Transfer 105,000,000 80,000,000 80,000,000 80,000,000 80,000,000 80,000,000

Revenue Growth - 7.19% 3.94% 3.94% 3.94% 3.95%
Expense Growth - 4.52% 4.84% 4.94% 5.04% 4.90%

Average Revenue Growth 2001-2010: 4.3%
Average Expense Growth 2001-2010: 5.9%

Net Income Forecast Range 0.9 0.85 0.8 0.75 0.7
Net Income Low Estimate - 60,700,000 56,200,000 51,400,000 46,100,000 41,400,000
Net Income High Estimate - 74,100,000 76,100,000 77,000,000 76,900,000 76,800,000

1.1 1.15 1.2 1.25 1.3
State Taxes Collected
Johnstown Flood Tax 271,015,028 281,685,451 293,340,229 305,461,198 318,067,006 331,177,046

State Sales Tax 105,518,049 111,211,889 115,683,606 120,334,192 125,170,801 130,200,874

Total 376,533,077 392,897,339 409,023,834 425,795,389 443,237,806 461,377,920

Local Taxes Collected 
Local Sales Tax 6,567,242 6,921,616 7,199,927 7,489,370 7,790,392 8,103,454

Total 6,567,242 6,921,616 7,199,927 7,489,370 7,790,392 8,103,454
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Based on the analysis above, PFM formulated the key estimates shown below for PLCB, absent 
material changes to its operations. 
 

Key Baseline Assumptions 
 

Item Forecast Rate/Notes 

Program Revenues 

PLCB Revenue from Sales 
Derived from a 4.0 percent annual sales growth forecast and a 
cost of goods sold (COGS) estimate of 69 percent (of sales). 

License Fees, Fines, etc. 2.0 percent annual growth forecast 
Interest & Investment 
Income 

2.8 percent  annual growth forecast  

Misc. Income FY 2008-09 base forecasted at 2.8 annual growth forecast 

State Taxes Applied   

Johnstown Flood Tax (18%) 18 percent of FY 2012-13 sales forecast 
Off-Premise Sales Tax (6%) 6 percent of FY 2012-13 sales forecast 

PLCB & Related Expenses  

General Fund Profit Transfer $80.0 million from baseline forecast (sustainable amount) 
PLCB Operations 4.9%, annual growth forecast (CAGR) 
PSP Enforcement 1.5 percent growth forecast  
Treatment and Prevention 
Programs 

2.0 percent of General Fund Profits223  

 

Privatized Scenario 
The privatized scenarios assumes that the Commonwealth with completely divest itself from 
wine and liquor wholesale and retail operations but retain licensing, enforcement and regulatory 
functions, along with some central administration and other support staff. The Auction 
Wholesale and Retail privatization option assumes there will be 1,500 licenses (at two different 
category levels) while the Wholesale Auction, Open Retail privatization option assumes there 
will be approximately 3,500 licenses.  Additionally, as detailed below, both assume new and 
enhanced fees and taxes will be imposed at the wholesale and retail level to achieve Fiscal 
Neutrality.  

                                                             

223 Per Act 1987-14, 2 percent of PLCB's profits shall be transferred to DOH for drug and alcohol rehabilitation programs. 
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Key Privatization Assumptions 

 

Item 
Forecast Rate/Notes-      

Privatization Option: Wholesale 
Auction, Open-Market Retail  

Forecast Rate/Notes- 
Privatization Option: Auction 

Wholesale and Retail 
Program Revenues  
PLCB Revenue from Sales None None 

License Fees, Fines, etc. 

1.9 percent annual growth forecast for 
on- premise licensees and enhanced 
fee structure: $100,000 annual 
wholesale license and tiered bi-annual 
retail license fee structure ($5,000-
$120,000 depending on retail square 
footage). Assumes at least 20-30 
wholesale licenses and 3,500 retail 
licenses. 

1.9 percent annual growth forecast 
for on-premise licensees and 
enhanced fee structure: $10,000 
annual retail license renewal fee, 
$10,000 annual retail Sunday sales 
licenses renewal fee, and $50,000 
annual wholesale licenses fee. 
Assumes at least 20-30 wholesale 
licenses and 1,500 retail licenses. 

Interest & Investment Income None None 
Misc. Income None None 

Wholesale Regulatory Fee None 
PLCB regulatory assessment fee of 
0.9% of COGS 

Retail Regulatory Fee None 
PLCB regulatory assessment fee of 
0.8% of retail sales 

State Taxes Applied   
Johnstown Flood Tax (18%) None - tax repealed None - tax repealed 

Off-Premise Sales Tax (6%) 6 percent of FY2012-13 sales forecast 
6 percent of FY2012-13 sales 
forecast 

Gallonage Tax - Spirits $7.99/gallon $9.38/gallon 
Gallonage Tax - Wine $5.44/gallon $6.38/gallon 

C-Corp (9.99%) 
DOR Estimate= $1.9 million in new 
revenue 

DOR Estimate= $1.9 million in new 
revenue 

S-Corp (3.07%) 
DOR Estimate= $500,000 in new 
revenue 

DOR Estimate= $300,000 in new 
revenue 

PLCB & Related Expenses  

General Fund Profit Transfer 
$80.0 million from baseline forecast 
(sustainable amount) 

$80.0 million from baseline forecast 
(sustainable amount) 

PLCB Operations 
Assumes $35.0 million in residual 
PLCB 

Assumes $35.0 million in residual 
PLCB 

PSP Enforcement 
1.5 percent annual forecast growth 
plus 23 percent  increase over baseline 
in funding at start of transition 

1.5 percent annual forecast growth 
plus 9  percent increase in funding 
at start of transition 

Treatment and Prevention 
Programs 

2.0 percent of GF Profits plus 100 
percent increase over baseline in 
funding; Out-year forecast grown at 
historical CPI (2.8 percent) 

2.0 percent of GF Profits plus 10 
percent increase in funding; Out-
year forecast grown at historical CPI 
(2.8 percent) 
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Fiscal Neutrality Model Outputs: Wholesale Auction, Open-Market Retail (Option Four) 

Item ($ in thousands) 
FY 2012-13 

PLCB Baseline 
Privatization 
Alternative 

Difference 

LCB PROGRAM REVENUE 
LCB Mark-up $527,000 $0  ($527,000)
License Fees, Fines, etc. $14,000 $118,000  $104,000 
Interest & Investment Income $1,000 $0  ($1,000)
Misc. Income $2,000 $0  ($2,000)
Transfer  Fees $0 $0  $0 
Wholesale Regulatory Fee $0 $0  $0 
Retail Regulatory Fee $0 $0  $0 
Subtotal $544,000 $118,000  ($426,000)

STATE TAXES APPLIED 
Johnstown Flood Tax (18%) $305,000 $0  ($305,000)
Off-Premise Sales Tax (6%) $120,000 $129,000  $9,000 
Gallonage Tax - Spirits $0 $152,500  $152,500 
Gallonage Tax - Wine $0 $152,500  $152,500 
Sin Tax: Wholesale $0 $0  $0 
Sin Tax: Retail $0 $0  $0 
C-Corp (9.99%) $0 $1,900  $1,900 
S-Corp (3.07%) $0 $500  $500 
Subtotal $425,000 $436,400  $11,400 

TOTAL REVENUE $969,000 $554,400  ($414,600)

LCB & RELATED EXPENSES 
General Fund Profit Transfer -$80,000 -$80,000 $0 
LCB Operations -$458,000 -$35,000 $423,000 
PSP Enforcement -$22,000 -$27,000 ($5,000)
Treatment and Prevention Programs -$1,000 -$3,520 ($2,520)

TOTAL EXPENSES ($561,000) ($145,520) $415,480 

STATE FISCAL IMPACT $408,000 $408,880  $880 
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Fiscal Neutrality Model Outputs: Wholesale and Retail Auction (Option Three) 

Item ($ in thousands) 
FY 2012-13 

PLCB Baseline 
Privatization 
Alternative 

Difference 

LCB PROGRAM REVENUE 
LCB Mark-up $527,000 $0  ($527,000)
License Fees, Fines, etc. $14,000 $38,000  $24,000 
Interest & Investment Income $1,000 $0  ($1,000)
Misc. Income $2,000 $0  ($2,000)
Transfer  Fees $0 $0  $0 
Wholesale Regulatory Fee $0 $11,000  $11,000 
Retail Regulatory Fee $0 $11,000  $11,000 
Subtotal $544,000 $60,000  ($484,000)

STATE TAXES APPLIED 
Johnstown Flood Tax (18%) $305,000 $0  ($305,000)
Off-Premise Sales Tax (6%) $120,000 $129,000  $9,000 
Gallonage Tax - Spirits $0 $179,000  $179,000 
Gallonage Tax - Wine $0 $179,000  $179,000 
Sin Tax: Wholesale $0 $0  $0 
Sin Tax: Retail $0 $0  $0 
C-Corp (9.99%) $0 $1,900  $1,900 
S-Corp (3.07%) $0 $300  $300 
Subtotal $425,000 $489,200  $64,200 

TOTAL REVENUE $969,000 $549,200  ($419,800)

LCB & RELATED EXPENSES 
General Fund Profit Transfer -$80,000 -$80,000 $0 
LCB Operations -$458,000 -$35,000 $423,000 
PSP Enforcement -$22,000 -$24,000 ($2,000)
Treatment and Prevention Programs -$1,000 -$1,760 ($760)

TOTAL EXPENSES ($561,000) ($140,760) $420,240 

STATE FISCAL IMPACT $408,000 $408,440  $440 
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Appendix H:  Introduction to Taxes 
 

Gallonage Taxes Nationally 
 
According to the Tax Foundation, Pennsylvania’s converted gallonage rate for wine would be 
the highest in the nation224.  The Commonwealth’s converted distilled spirits rate would rank 14th 

highest among the states225.  However, these rates would not change as the price of product 
increased.  
 

Tax Foundation Wine and Spirits Gallonage Tax Rates, 2011 

 
Source: Tax Foundation 

                                                             

224 The Commonwealth’s assumed gallonage tax rates were derived using an even split of the JFT excise tax divided by the total 
gallons sold of spirits and wine. No weighting was given to either category. 
225 Ibid 

State Wine Gallonage Spirits Gallonage State Wine Gallonage Spirits Gallonage
Alabama $1.70 $18.94 Nevada $0.70 $3.60
Alaska $2.50 $12.80 New Hampshire – $0.00
Arizona $0.84 $3.00 New Jersey $0.88 $5.50
Arkansas $0.77 $2.58 New Mexico $1.70 $6.06
California $0.20 $3.30 New York $0.30 $6.44
Colorado $0.32 $2.28 North Carolina $0.79 $11.26
Connecticut $0.60 $4.50 North Dakota $0.50 $2.50

Delaware $0.97 $5.46 Ohio $0.32 $9.14
Florida $2.25 $6.50 Oklahoma $0.72 $5.56
Georgia $1.51 $3.79 Oregon $0.67 $22.38
Hawaii $1.38 $5.98 Pennsylvania $5.84 $8.31
Idaho $0.45 $10.57 Rhode Island $0.60 $3.75

Illinois $1.39 $8.55 South Carolina $1.08 $4.97
Indiana $0.47 $2.68 South Dakota $0.93 $3.93
Iowa $1.75 $12.46 Tennessee $1.27 $4.46
Kansas $0.30 $2.50 Texas $0.20 $2.40
Kentucky $0.50 $6.85 Utah – $10.93
Louisiana $0.11 $2.50 Vermont $0.55 $0.67
Maine $0.60 $5.21 Virginia $1.51 $20.13

Maryland $0.40 $1.39 Washington $0.88 $26.03
Massachusetts $0.55 $4.05 West Virginia $1.00 $1.85
Michigan $0.51 $10.35 Wisconsin $0.25 $3.25
Minnesota $0.35 $5.08 Wyoming – $0.00
Mississippi – $7.78 D.C. $0.30 $1.50
Missouri $0.42 $2.00
Montana $1.06 $8.72 Average (excluding PA): $0.83 $6.40
Nebraska $0.95 $3.75 Rank (of 51) 1 14
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Appendix I:  Price of Wine and Liquor 
 

Current PLCB LTMF Rate Structure 

Type Liters Ounces LTMF 
Spirit 50ML 1.7 $0.50 
Spirit 200 - 375ML 3.4 - 6.9 $1.05 
Spirit 750 ML - 1L 25.4 - 50.8 $1.20 
Spirit 1.75L 59.8 $1.55 
Wine 270 - 400ML 4.0 - 12.7 $1.10 
Wine 550ML - 1.4L 18.9 - 48  $1.30 
Wine 1.5 - 2.75L 50.7 - 76.2 $1.50 
Wine 3L and > 101.4 and > $2.00 

 



 

Liquor Privatization Analysis        Appendix I.  Price of Wine and Liquor 
Pennsylvania Office of the Budget                                                                            247 

Price Model Outputs: Baseline and Privatization Options Comparison 
 

  
 

Price Simulation Model

Baseline

Price Simulation Rate $ Rate $ Rate $

Sample Product (Average Unit Cost)1 $8.45 $8.45 $8.45

Gallonage Tax2 0.0% $0.00 24.2% $2.04 28.4% $2.40
PLCB Regulatory Assessment: Wholesale 0.0% $0.00 0.0% $0.00 0.9% $0.07
Sin Tax: Wholesale 0.0% $0.00 0.0% $0.00 0.0% $0.00
License Fee: Wholesale 0.0% $0.00 0.2% $0.01 0.1% $0.01

Subtotal $8.45 $10.51 $10.93
Wholesale Markup 0.0% $0.00 20.0% $1.69 20.0% $1.69
PLCB Prompt Payment Markup 1.0% $0.08 0.0% $0.00 0.0% $0.00
PLCB Standard Mark-up 30.0% $2.56 0.0% $0.00 0.0% $0.00

PLCB-LTMF3 15.5% $1.31 0.0% $0.00 0.0% $0.00
Subtotal $12.40 $12.20 $12.62

PLCB Regulatory Assessment: Retail 0.0% $0.00 0.0% $0.00 0.8% $0.10

License Fee: Retail4 0.0% $0.00 3.6% $0.44 0.8% $0.10
Sin Tax: Retail 0.0% $0.00 0.0% $0.00 0.0% $0.00
Johnstown Flood Tax 18.0% $2.23 0.0% $0.00 0.0% $0.00
Retail Markup 0.0% $0.00 16.1% $1.96 16.1% $2.03

Subtotal $14.64 $14.60 $14.84
PLCB Rounding $0.05 $0.00 $0.00

Retail Shelf Price $14.69 $14.60 $14.84
Off-Premise Sales Tax 6.0% $0.88 6.0% $0.88 6.0% $0.89

Total Price to Consumer $15.57 $15.48 $15.73

% $ % $ % $
Total Markup 47.4% $4.00 43.2% $3.65 44.0% $3.72
Total Tax/Fees 26.4% $2.23 29.5% $2.50 31.6% $2.67

Total 73.82% $6.24 72.77% $6.15 75.66% $6.39

Notes:
1. Per LCB,  average weighted cost of regular merchandise units that were sold across the last 52 weeks.
2. Reflects Gallonage Taxes converted to a % of COGS.
3. Per LCB, average LTMF (wine and spirits).
4. Model assumes 50% of license fees will be passed on to consumers.

Static Outputs: Wholesale 
Auction, Open Retail

Static Outputs: Wholesale and 
Retail Auction
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Appendix J:  Sales and Consumption 
 

Design of the Model 

The PFM Sales Model was developed using Microsoft Excel software.  PFM intends to transfer 
ownership of all the models to the Governor’s Budget Office (GBO) at the conclusion of the 
study. 
 
Current Sales 

According to data obtained from PLCB, overall sales net of taxes of wine and distilled spirits 
have increased from $1.3 billion in Fiscal Year 2006-07 to $1.5 billion in Fiscal Year 2009-10, a 
12.0 percent increase.  Overall sales include combined revenue from licensee and retail sales. 
 
 

Total Sales Net of Taxes, Fiscal Year 2000-01 to Fiscal Year 2009-10 
 

 
 

Regular stock excludes sales for luxury, one time buy, and special liquor orders.  The total retail 
sales of regular stock wine and distilled liquor are illustrated in the table below.  On average 
between Fiscal Year 2007-08 to Fiscal Year 2009-10 there was a 13.82 percent increase in 
retail sales, varying from 12.15 percent in the Northwest region up to 15.74 percent in the South 
Central region. 
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$1,000,000,000 

$1,100,000,000 

$1,200,000,000 
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Total Retail Sales of Regular Stock Items by Region, Fiscal Year 2007-08 to Fiscal Year 2009-10 
 

Region FY 2007-08 FY 2008-09 FY 2009-10 3 Year % CAGR 

Central $36,758,338 $40,568,347 $42,131,259 14.62% 4.65% 

North Central $34,992,426 $38,609,419 $40,291,699 15.14% 4.81% 

Northeast $77,292,565 $84,144,701 $87,482,985 13.18% 4.21% 

Northwest $31,461,400 $34,197,264 $35,282,975 12.15% 3.90% 

Philadelphia $120,477,926 $133,978,078 $137,637,827 14.24% 4.54% 

South Central $110,729,527 $121,978,758 $128,160,522 15.74% 4.99% 

Southeast $337,973,548 $366,445,103 $380,686,653 12.64% 4.05% 

Southwest $199,613,808 $219,676,211 $228,778,001 14.61% 4.65% 

PA Total $949,299,540 $1,039,597,883 $1,080,451,921 13.82% 4.41% 
 

 
As displayed below, there has been significant growth in the retail wine market within the 
Commonwealth.  Based on the regional breakdown, the most significant growth has occurred in 
the South Central region - $128.2 million in sales in Fiscal Year 2009-10 or a 15.74 percent 
increase from Fiscal Year 2007-08 levels.  Growth has been strong in other regions as well, 
ranging from 12.64 percent in the Southeast region to 15.14 percent in the North Central region. 
 

Total Retail Sales of Regular Stock Wine Items by Region 
Fiscal Year 2007-08 to Fiscal Year 2009-10 

 
Region FY2007-08 FY2008-09 FY2009-10 3 Year % CAGR 

Central $13,406,146 $14,964,676 $15,663,875 16.84% 5.33% 

North Central $13,132,292 $14,591,672 $15,401,900 17.28% 5.46% 

Northeast $32,161,933 $35,553,527 $37,210,050 15.70% 4.98% 

Northwest $10,978,126 $12,169,809 $12,679,071 15.49% 4.92% 

Philadelphia $39,500,014 $45,151,053 $47,212,768 19.53% 6.13% 

South Central $45,456,974 $50,505,274 $53,489,943 17.67% 5.57% 

Southeast $167,539,703 $183,892,670 $191,892,901 14.54% 4.63% 

Southwest $85,299,571 $94,162,597 $99,474,223 16.62% 5.26% 

PA Total $407,474,758 $450,991,278 $473,024,731 16.09% 5.10% 
 
 
Although distilled spirits retail sales growth as a percent was below the trend of wine, it still 
accounts for 56.22 percent of total regular stock retail sales in Fiscal Year 2009-10.  Growth for 
distilled spirits between Fiscal Year 2007-08 and Fiscal Year 2009-10 was strongest in the 
South Central region at 14.40 percent; however this is not significantly higher than other areas, 
which ranged from a low of 10.35 percent in the Northwest region to 13.86 percent in the North 
Central region. 
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Total Retail Sales of Regular Stock Spirits Items by Region  

Fiscal Year 2007-08 to Fiscal Year 2009-10 
 

Region FY 2007-08 FY 2008-09 FY 2009-10 3 Year % CAGR 

Central $23,352,192 $25,603,671 $26,467,385 13.34% 4.26% 

North Central $21,860,135 $24,017,747 $24,889,799 13.86% 4.42% 

Northeast $45,130,632 $48,591,174 $50,272,935 11.39% 3.66% 

Northwest $20,483,274 $22,027,455 $22,603,903 10.35% 3.34% 

Philadelphia $80,977,912 $88,827,025 $90,425,059 11.67% 3.75% 

South Central $65,272,553 $71,473,485 $74,670,579 14.40% 4.59% 

Southeast $170,433,846 $182,552,433 $188,793,753 10.77% 3.47% 

Southwest $114,314,237 $125,513,614 $129,303,778 13.11% 4.19% 

PA Total $541,824,781 $588,606,605 $607,427,191 12.11% 3.88% 
 
 

Retail Sales of Regular Stock Spirits and Wine, Fiscal Year 2007-08 to Fiscal Year 2009-10 
 

Fiscal Year Distilled Spirits Percent Change Wine 
Percent 
Change 

Fiscal Year 2008 $541,824,781 $407,474,758 

Fiscal Year 2009 $588,606,605 8.63% $450,991,278 10.68% 

Fiscal Year 2010 $607,427,191 3.20% $473,024,731 4.89% 

3 Year Total $1,737,858,577 12.11% $1,331,490,767 16.09% 

 
Total Retail Sales Forecast, Fiscal Year 2009-10 to Fiscal Year 2014-15 

 
Fiscal Year Sales Total Percent Change 

2009-10 $1,080,451,921 

2010-11 $1,123,669,998 4.00% 

2011-12 $1,168,616,798 4.00% 

2012-13 $1,215,361,470 4.00% 

2013-14 $1,263,975,929 4.00% 

2014-15 $1,314,534,966 4.00% 
 

 
Distilled Spirits 
 
Under the assumed baseline forecast, distilled spirits retail sales would increase from $607.4 
million in Fiscal Year 2009-10 to approximately $739.0 million in Fiscal Year 2014-15, a 21.7 
percent increase from current levels. 
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Distilled Spirits, Retail Sales Forecast, Fiscal Year 2009-10 to Fiscal Year 2014-15 
 

Region FY 2009-10 FY 2010-11 FY 2011-12 FY 2012-13 FY 2013-14 FY 2014-15 
Percent 
Change 

Central $26,467,385 $27,526,080 $28,627,123 $29,772,208 $30,963,097 $32,201,620 21.7% 

North Central $24,889,799 $25,885,391 $26,920,807 $27,997,639 $29,117,545 $30,282,246 21.7% 

Northeast $50,272,935 $52,283,852 $54,375,206 $56,550,214 $58,812,223 $61,164,712 21.7% 

Northwest $22,603,903 $23,508,060 $24,448,382 $25,426,317 $26,443,370 $27,501,105 21.7% 

Philadelphia $90,425,059 $94,042,062 $97,803,744 $101,715,894 $105,784,530 $110,015,911 21.7% 

South Central $74,670,579 $77,657,402 $80,763,698 $83,994,246 $87,354,016 $90,848,176 21.7% 

Southeast $188,793,753 $196,345,503 $204,199,323 $212,367,296 $220,861,987 $229,696,467 21.7% 

Southwest $129,303,778 $134,475,929 $139,854,966 $145,449,165 $151,267,131 $157,317,817 21.7% 

Spirits Total $607,427,191 $631,724,278 $656,993,249 $683,272,979 $710,603,899 $739,028,055 21.7% 

 
 

Wine 
 
Under the assumed baseline forecast, wine retail sales would increase from $473.0 million in 
Fiscal Year 2009-10 to $575.5 million in Fiscal Year 2014-15, a 21.7 percent increase from 
current levels.  
 
 

Wine, Retail Sales Forecast, Fiscal Year 2009-10 to Fiscal Year 2014-15 
 

Region FY2009-10 FY 2010-11 FY2011-12 FY 2012-13 FY 2013-14 FY 2014-15 
Percent 
Change 

Central $15,663,875 $16,290,430 $16,942,047 $17,619,729 $18,324,518 $19,057,498 21.7% 

North Central $15,401,900 $16,017,976 $16,658,695 $17,325,043 $18,018,045 $18,738,766 21.7% 

Northeast $37,210,050 $38,698,452 $40,246,390 $41,856,246 $43,530,496 $45,271,715 21.7% 

Northwest $12,679,071 $13,186,234 $13,713,683 $14,262,231 $14,832,720 $15,426,029 21.7% 

Philadelphia $47,212,768 $49,101,279 $51,065,330 $53,107,943 $55,232,261 $57,441,551 21.7% 

South Central $53,489,943 $55,629,541 $57,854,723 $60,168,911 $62,575,668 $65,078,695 21.7% 

Southeast $191,892,901 $199,568,617 $207,551,362 $215,853,416 $224,487,553 $233,467,055 21.7% 

Southwest $99,474,223 $103,453,192 $107,591,319 $111,894,972 $116,370,771 $121,025,602 21.7% 

Wine Total $473,024,731 $491,945,720 $511,623,549 $532,088,490 $553,372,030 $575,506,911 21.7% 

 



 

Liquor Privatization Analysis  Appendix J.  Sales and Consumption 
Pennsylvania Office of the Budget  252 

 
Consumption of Distilled Spirits and Wine by Income Group  
 
The following table identifies the percentage of persons who drink distilled spirits by income 
group226: 
 

$75,000 & 
over 

$60,000 - 
$74,999 

$50,000 - 
$59,999 

$40,000 - 
$49,999 

$30,000 - 
$39,999 

Under 
$30,000 

57.30% 47.90% 52.50% 46.10% 47.80% 40.10% 
 
 
There is an even stronger correlation with the income distribution of the total consumption of 
distilled spirits227 
 

$75,000 & 
over 

$60,000 - 
$74,999 

$50,000 - 
$59,999 

$40,000 - 
$49,999 

$30,000 - 
$39,999 

Under 
$30,000 

45.70% 10.50% 9.20% 8.00% 9.00% 17.60% 
 
 
This holds for wine as well, the table below outlines the percentage of persons who drink wine 
by income level228: 
 

$75,000 & 
over 

$60,000 - 
$74,999 

$50,000 - 
$59,999 

$40,000 - 
$49,999 

$30,000 - 
$39,999 

$20,000 - 
$29,999 

Under 
$20,000

51.4.% 42.10% 39.40% 35.10% 35.60% 34.10% 31.40% 
 
The table below accounts for income distribution of consumers by wine category229: 

$75,000 & 
over 

$60,000 - 
$74,999 

$50,000 - 
$59,999 

$40,000 - 
$49,999 

$30,000 - 
$39,999 

$20,000 - 
$29,999 

Under 
$20,000

48.70% 11.00% 8.20% 7.20% 7.90% 7.50% 9.50% 
 

                                                             

226 Total household income, responses based on total households and include consumers aged 21 and over only.  The Beverage 
Information Group, “Liquor Handbook 2009”, p. 296. 
227 Ibid, p.298. 
228 Wine Handbook, 2010, p.178. 
229 Ibid. 
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Top County PLCB Retail Sales 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Population 21 Years of Age and Over by Region 

 

Regions 
Total 

Population 21 
and Over230 

Central 636,092 
North Central 473,561 
Northeast 735,196 
Northwest 391,715 
Philadelphia 1,086,503 
South Central 1,314,889 
Southeast 2,501,984 
Southwest 1,997,318 
Statewide 9,137,258 

 
 

                                                             

230 US Census Bureau, American Community Survey 2005-2009 5-year Estimates. 

Counties 
2009-2010 

Sales 
Allegheny $167,198,784 
Berks $33,737,241 
Bucks $91,625,699 
Chester $72,057,699 
Cumberland $29,824,086 
Dauphin $28,309,955 
Delaware $54,810,809 
Erie $26,147,077 
Lackawanna $25,552,982 
Lancaster $40,587,886 
Lehigh $45,059,029 
Luzerne $32,279,348 
Monroe $24,027,047 
Montgomery $128,398,912 
Northampton $29,482,567 
Philadelphia $163,355,936 
Westmoreland $32,906,280 
York $34,217,505 

Selected County Total $1,059,578,842 
State Total $1,293,050,270 
Selected Counties % of Total Spend 81.94% 
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Appendix K: Retail License Distribution 
 

Option Three (Wholesale and Retail Auction) 
 

County 
License 
1 Total 

License 
2 Total 

Total 
Licenses 

(1+2) 
County 

License 
1 Total

License 
2 Total 

Total 
Licenses 

(1+2) 

Adams 3 5 8 Lackawanna 19 9 28 
Allegheny 106 36 142 Lancaster 25 12 37 
Armstrong 5 3 8 Lawrence 7 5 12 
Beaver 14 7 21 Lebanon 8 6 14 
Bedford 3 2 5 Lehigh 27 15 42 
Berks 21 11 32 Luzerne 26 9 35 
Blair 8 5 13 Lycoming 10 5 15 
Bradford 6 3 9 McKean 5 2 7 
Bucks 52 23 75 Mercer 9 5 14 
Butler 15 8 23 Mifflin 2 2 4 
Cambria 14 5 19 Monroe 15 8 23 
Cameron 1 2 3 Montgomery 66 32 98 
Carbon 6 4 10 Montour 2 3 5 
Centre 10 6 16 Northampton 22 12 34 
Chester 39 19 58 Northumberland 6 4 10 
Clarion 5 2 7 Perry 3 3 6 
Clearfield 6 4 10 Philadelphia 130 89 219 
Clinton 3 2 5 Pike 4 5 9 
Columbia 4 4 8 Potter 2 2 4 
Crawford 6 4 10 Schuylkill 13 5 18 
Cumberland 17 10 27 Snyder 2 3 5 
Dauphin 22 10 32 Somerset 5 2 7 
Delaware 43 28 71 Sullivan 1 2 3 
Elk 3 2 5 Susquehanna 4 2 6 
Erie 21 8 29 Tioga 4 2 6 
Fayette 10 4 14 Union 3 4 7 
Forest 2 2 4 Venango 4 3 7 
Franklin 8 5 13 Warren 4 2 6 
Fulton 2 2 4 Washington 16 7 23 
Greene 3 2 5 Wayne 6 4 10 
Huntingdon 3 2 5 Westmoreland 30 9 39 
Indiana 5 4 9 Wyoming 2 3 5 
Jefferson 5 2 7 York 20 11 31 
Juniata 2 2 4 Total 975 525 1,500 
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Option Four (Wholesale Auction, Open Retail) 

 

County  
License 

Total 
County  

License 
Total 

Adams 20 Lackawanna 61 
Allegheny 310 Lancaster 82 
Armstrong 16 Lawrence 27 
Beaver 43 Lebanon 33 
Bedford 11 Lehigh 104 
Berks 71 Luzerne 68 
Blair 29 Lycoming 27 
Bradford 15 McKean 14 
Bucks 171 Mercer 27 
Butler 48 Mifflin 12 
Cambria 34 Monroe 51 
Cameron 8 Montgomery 242 
Carbon 20 Montour 15 
Centre 35 Northampton 80 
Chester 134 Northumberland 21 
Clarion 14 Perry 14 
Clearfield 17 Philadelphia 652 
Clinton 11 Pike 19 
Columbia 18 Potter 9 
Crawford 20 Schuylkill 32 
Cumberland 64 Snyder 14 
Dauphin 71 Somerset 15 
Delaware 198 Sullivan 7 
Elk 11 Susquehanna 13 
Erie 60 Tioga 12 
Fayette 26 Union 17 
Forest 8 Venango 14 
Franklin 27 Warren 13 
Fulton 9 Washington 44 
Greene 11 Wayne 20 
Huntingdon 12 Westmoreland 74 
Indiana 19 Wyoming 12 
Jefferson 13 York 71 
Juniata 10 Total 3,500 
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License Overview  
 
While the number fluctuates annually, in Fiscal Year 2009-10 there were 613 PLCB retail wine 
and liquor stores located throughout the Commonwealth.231  As part of a long-standing PLCB 
policy, every County in Pennsylvania has at least one retail store.  High population counties 
contain the largest number of stores, with Allegheny and Philadelphia being home to 76 and 55 
stores respectively.  At the lower end of the scale, nine counties are home to only one store, 
located in primarily rural areas of the state.  
 
PLCB categorizes the type of retail outlet into nine store types and the following table provides a 
breakdown of these categories:  
 
 

Store Type Number 
Self-Service Store (SS) 611 
Conventional Store (CS) 2 

Subtotal 613 
Licensee Center (LC) 8 
Special Event Store (SES) 4 
Fulfillment Center (FC) 1 
Boutique (B) 1 

Subtotal 14 
Kiosk (K) 2 

Total 629 
 
 
Store Descriptions232:  
 

 Self-Service Store: Regular store that serves both retail customers and licensees. 
 

 Conventional Store: Old-style counter store, serves both retail customers and 
licensees.  

 

 Licensee Center: Locations that primarily serve licensees. 
 

 Kiosks: Automated wine vending stations. 
 

 Special Event Stores: Stores PLCB moves around to serve different festivals and 
events (wine festival, whiskey festival, flower show, etc.) 

 

 Fulfillment Center: The back end of the PLCB E-Commerce Store. 
 

 Special Order Store: The Central Office Store that serves special order customers who 
place orders for merchandise by phone. 
 

 Special Services Store: The Central Office Store that serves special services 
customers (for example, having custom bottle labels made for a wedding) 
 

                                                             

231 Only includes self-service stores and conventional stores that recorded sales in Fiscal Year 2010. 
232 Provided by PLCB. 
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 Boutique Store: A wine and spirits shop that is collocated with a privately operated 
specialty foods store. 
 

Licenses per 10,000 Drinking Age Residents 

 
 
 
Potential Retail Licenses Under Privatized System 
 

 Big Box/Membership Club Stores: These stores generally operate on a business plan 
requiring high-volume of sales with relatively low mark-ups.  As a result, these stores – 
with an existing building and staff – are likely to dedicate a modest amount of floor/shelf 
space to wine and distilled spirits.  The floor/shelf space devoted to wine and distilled 
spirits is likely to be in place of items selling at less volume and/or associated revenue.  
These large retailers will likely focus on selling well-known and popular brands at or very 
close to cost to maximize the additive characteristic of alcohol to sales.233  Additional, 
moderately popular items may be stocked and associated mark-ups are more likely to be 
greater than the most popular items. 

 

 Grocery Stores: Similar to Big-Box/Membership Club Stores, grocery stores are likely to 
focus on a business plan to maximize the additive characteristic of alcohol to sales.234  
To this end, with an in-place building and staff – grocery stores are likely to utilize similar 
to slightly-higher mark-ups than big box/membership club stores as they also attempt to 
tap into the additive nature of wine and liquor to total sales.  The dedicated shelf space 
is likely to attract solid foot-traffic and the mix of product offerings would likely cater to 
the market demands. 

 

 Drug Stores: Drug stores may also seek to capture the additive nature of wine and 
distilled spirits on gross sales.  With pre-existing staff and physical space, drug stores 
could devote a more moderate amount of shelf space to wine and distilled spirits; 

                                                             

233 Nielsen and IRI data show the average basket size of UPC coded items when wine and/or distilled spirits is present is 
significantly more than then wine and/or distilled spirits is not present.. 
234 Ibid. 

State Licenses
2010 Population 

(21or >)
Licenses Per 10,000 
Residents (21 or >)

Delaware 369 620,734 5.9

Illinois 2,949 9,019,463 3.3

Maryland 1,515 4,032,589 3.8

New Jersey 1,784 6,249,269 2.9

New York 2,921 14,069,053 2.1

Ohio 8,245 11,628,269 7.1

West Virginia 1,172 1,350,025 8.7

Average: 4.8

Average (excluding Ohio): 4.4

Pennsylvania (current) 621 9,137,258 0.7

Pennsylvania (doubled) 1,242 9,137,258 1.4
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offering many well-known and popular brands and other products as the market dictates.  
Drug store margins on alcohol may be slightly higher than grocery stores, but would 
likely remain competitive. 

 

 Convenience Stores:  Convenience stores, similar to the drug stores, are likely to have 
both a pre-existing staff and physical space, and could devote a more moderate amount 
of shelf space to wine and distilled spirits; offering many well-known and popular brands 
and other products as the market dictates.  Convenience store margins on alcohol may 
be slightly higher than grocery stores, but would likely remain competitive and more akin 
to those seen in drug stores. 

 

 Chain Retailers of Alcoholic Beverages:  Chain retailers of alcoholic beverages do not 
currently exist in Pennsylvania but are common in several surrounding states.  These 
retailers would need to secure both a physical space (via rent or purchase) and sufficient 
staff to begin operation.  For the most popular alcoholic beverages, stores generally 
operate on a business plan requiring high-volume of sales with low-to-moderate mark-
ups on the most popular and well-known brands; mark-up on other items would likely be 
competitive within the market.  The stores’ selection and floor space would likely be 
among the largest in the market.  

 

 Small Retailers of Alcoholic Beverages:  Many smaller businesses – those entities with 
one or only a few licenses and typically owner-run – would need to secure a physical 
location and hire staff.  In a store devoted primarily to the sale of alcoholic beverages, 
personnel costs and rent/mortgage costs are likely to require a greater portion of sales 
and thus, likely result in a higher mark-up as compared to other retailers. 

 
One notable exception could be any current beer distributors who would purchase a 
license.  Beer distributors may already have a physical space suitable for retailing wine 
and distilled spirits.  However, beer distributors may also wish to expand their current 
premises to accommodate the retail of such alcoholic beverages. 
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Appendix L:  Wholesale Licenses 
 

Franchise Law Protections in Other States (As of October 2010) 
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Appendix M:  Valuation 
 

Effect of Available Mark-up on Valuation 

 

Currently, PLCB uses a combined (compounded) mark-up of approximately 47.0%.235  Under a 
potential privatization scenario, the amount of mark-up available to retailers and wholesalers will 
be dependent upon a number of factors, including: 

 Price Parity Interests and/or Requirements 
 

 Fiscal Neutrality Interests and/or Requirements 
 

 Number of Licenses 
 

 Classes of Licenses 
 

 Product Mix 
 

 Regulatory Factors 
 

 Customer Convenience/Choice 
 
PFM reviewed a broad spectrum of information representing the wine and distilled spirits 
industry.  PFM reviewed publicly traded companies’ financial data that represent a cross-section 
of retailers, purchased industry data, reviewed other States’ data and discussed the industry 
with a wide array of individuals and entities associated with the industry.  These included (but 
were not limited to): Distilled Spirits Council of the United States (DISCUS), Diageo, Charmer 
Sunbelt, Wine and Spirits Wholesalers Association, Total Wine & More, Wal-Mart, Wegman’s, 
Sheetz, Pennsylvania Food Merchants Association, National Federation of Independent 
Businesses (NFIB) and Malt Beverage Distributors Association of Pennsylvania. 

Retail 
The following assumptions are made in evaluating retail mark-up: 

 In option three: 
o A total of 1,500 tiered retail licenses available at auction to the highest bidder, 

with the 975 Level One retail licenses likely to be held by large grocery stores, 
big box/club stores, and large alcohol-only retailers.  The remaining 525 Level 
Two licenses are likely to be held by convenience/drug stores and small business 
retailers. 
 

 In option four: 
o The market will yield approximately 3,500 retail licenses.  Licensees are likely to 

consist of grocery stores, big box/club membership stores, pharmacies and 
convenience stores, and alcohol-only retailers. 

 

 Sales of wine and liquor by the likely types of retailers described above with the larger 
format stores (grocery, big box, membership club stores, etc) generating a greater 
percentage of total sales than their attributable percentage of total licenses. 
 

                                                             

235 On average. 
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 A free-market approach is taken; no significant license limitations (i.e. license ownership 
limitations, requirements for a separate register or separate sales facilities, no 
restrictions on ancillary business restrictions, etc). 
 

 In accordance with other states’ experience and as discussed in greater detail in the 
Sales Chapter of this report, in high-population density and high-income areas of the 
Commonwealth, competition among retailers will likely result in lower mark-up rates than 
in less populated areas with less competition. 

 
As discussed above, proprietary information obtained from the industry indicates an average 
retail mark-up range of approximately 10 - 28 percent.  It is important to note that in all 
likelihood, mark-up rates will vary based upon retailer.  Several potential licensees are likely to 
have comparable mark-up rates: 

 Big Box/Club Stores, Large Grocery Stores and Larger Alcohol-only Stores 
 

 Convenience Stores/Drug Stores 
 

 Small Alcohol-only Retailers 
 
In reviewing industry data, PFM believes an important factor in pursuing retail licenses for big 
box/club and grocery stores as well as convenience stores/drug stores could be that the 
addition of wine and liquor increases the market-basket purchase above and beyond the cost of 
the alcohol, resulting in additional sales of non-alcohol items and higher register tickets.236 

Additionally, in discussions with the industry and from price sampling in other states, high-
volume, low-margin retailers (i.e. big box stores, large grocery stores, large independent chain 
retailers of alcoholic beverages, etc.) are likely to sell the most popular brands of wine and 
liquor at mark-ups just over cost in competitive markets.  Some stores in this category are likely 
to carry a more limited number of stock-keeping units (SKUs) that reflect a significant 
composition of known, popular brands (big box stores, membership club stores), while others 
are likely to carry a wide variety of products (large independent retailers of alcoholic beverages, 
select grocery stores).  In both cases, the mark-up on more obscure brands or brands with 
medium popularity is likely to be greater than the most popular high-volume brands.  According 
to the industry, the largest portion of sales for these stores is the most popular brands that are 
being sold with lower mark-ups.  Thus, in total, these stores are likely to see average mark-ups 
toward the lower end of the industry range. 

Another factor that may lead to lower mark-ups for high-volume, low-margin retailers is these 
retailers frequently negotiate volume discounts with wholesalers.  Additionally, big box stores, 
membership club stores, and large grocery stores could have small to negligible personnel, rent 
and other expense factors associated solely with the sales of alcoholic beverages, allowing 
them to limit mark-up rates, as costs associated with retailing alcohol would be lower than 
smaller retailers.  Alternatively, the savings could be held to enhance profitability, which would 
result in higher mark-ups than projected. 

Retailers with a small percentage of total shelf-space devoted to wine and distilled spirits (i.e. 
convenience stores, drug stores, etc.) may have somewhat higher mark-ups, which is similar to 

                                                             

236 PFM reviewed data from Symphony IRI Group and Nielsen on grocery sales regarding alcohol in the market basket.  Data show 
that the average purchase with alcohol in the market basket is a net positive to the market basket (i.e. the total purchase increases 
in an amount greater than the price of the alcohol purchased). 
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many other items sold by these retailers.  The cost of purchasing goods from the manufacturer 
may also be higher, as volume discounts may not be as prevalent with these types of stores.  
As a result, these stores may have an average mark-up rate of close to or just above the 
industry average.  Similar to big box/club membership stores and large grocery stores, 
convenience and drug stores are likely to have small–to–negligible personnel, rent, and other 
expense factors associated solely with the retail of alcoholic beverages, allowing this category 
of stores to optimize mark-up rates for profit/sales-leader results, as costs associated with 
retailing alcohol are relatively low.  In other words, it may be likely that mark-up rates are at, or 
around industry average, but operating costs are lower, and more profit is derived. 

According to purchased data and industry confirmation, small businesses generally have the 
highest mark-up rates, as personnel, rent and other factors consume a significant portion of 
gross margin.  With greater overhead, these stores may have comparatively higher mark-ups on 
average than other types of retailers.  Small business average mark-up could be toward the 
higher end of the industry range. 

Similar to current PLCB sales, PFM projects that licensees in the most densely populated and 
higher income areas of Pennsylvania will account for a significant share of the overall sales.  In 
these regions, competition for market share will be significant among licensees – especially the 
larger and high-volume licensees.   
 
On the whole, larger retailers could operate with lower mark-ups than smaller businesses.  With 
a greater number of larger retailers as licensees, the resulting Commonwealth-wide average 
mark-up for all retailers would be slightly lower than the midpoint of the industry range. 
 

Types of Stores Available Mark-up 
Big Box/Membership Club Stores and Large Grocery Stores 13.0% 
Chain Retailers of Alcoholic Beverages 20.0% 
Drug Stores and Convenience Stores 19.0% 
Small Retailers of Alcoholic Beverages 27.5% 
Retail Industry Weighted Average 16.1% 

 
 
To assess the above mark-ups from a different angle, PFM deconstructed retail prices in control 
states where the wholesale function is under the control of the state, but retail is privatized.  In 
doing so, the project team found that mark-ups were somewhat higher than modeled mark-ups, 
but industry sources indicated that mark-ups in states with privatized wholesale and retail 
operations were generally lower.  For the following economic reasons, PFM believes that the 
prices and associated mark-ups modeled could occur in Pennsylvania under the identified 
privatization scenario: 
 

 As the sixth most populous state, Pennsylvania is a very large and significant market for 
the wine and distilled spirits industry.  The volume and sales that can be realized in 
Pennsylvania is likely to provide significant economic interest and competition for market 
share. 
 

 Competition for market share, including border competition, will cause competitive 
pricing environments in higher population density, higher income areas of the 
Commonwealth where a significant proportion of total sales are most likely to occur. 
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 Retailers will want to ensure Pennsylvania consumers, who are accustomed to paying 
an established price for certain wines and distilled spirits, will still be able to purchase 
product in the same range so as to not lose business or market share. 

 

 Retailers are likely to use frequent, advertised sales to attract and retain new 
Pennsylvania customers without established wine and distilled spirits buying patterns. 

 
Based on the associated mark-ups resulting in prices that are realistic and in the range the 
consumer is accustomed to paying, PFM believes there is a reasonable likelihood that mark-ups 
will result, on average across the Commonwealth, in prices that are within the present range.  
These assumptions have been confidentially verified with, and confirmed by, the industry and 
relevant associations.  Based on this described process, the project team models present a 
reasonable approach to estimating valuation, but also acknowledge a significant risk range 
around the estimates.  As noted elsewhere, the results cannot be empirically derived as the 
industry does not currently exist in Pennsylvania. 
 
Wholesale 
The following assumptions are made in evaluating wholesale mark-up: 

 Wholesale licenses are issued via brand of alcohol. 
 

 No significant regulatory mandates exist. 
 

 Manufacturers may change wholesalers within fair, but flexible regulations. 
 

 Similar to retail licenses, in high-population density and high-income areas of the 
Commonwealth, competition among wholesalers to place product to retailers will likely 
result in lower mark-up rates than in less populated areas with less competition. 

 
As a result of the relative lack of competition discussed previously in this analysis, it is assumed 
a greater share of total available mark-up will be realized by the wholesale industry 

 This relative lack of competition may be off-set by the fact that manufacturers would 
likely require wholesalers to acquire additional accounts and meet other performance 
metrics for product placement.  As a result, in an effort to ensure manufacturers do not 
move to another wholesaler, there is a potential that enhanced competition among the 
relatively small number wholesalers would keep prices to retailers within an assumed 
range. 
 

 Proprietary data obtained from the wholesale industry indicates an approximate range of 
15-30 percent mark-up across the industry. 

 

o Larger wholesalers typically operate with 15-25 percent mark-ups on average. 
 

o Smaller wholesalers tend to operate toward the higher range of industry mark-
ups. 
 

 With 10 to 30 large wholesalers likely to wholesale the broadest majority of brands to 
retailers, it is probable that the average Commonwealth-wide wholesale mark-up will 
trend toward the lower-end of the industry range; especially as several potential 
wholesale licensees already wholesale beer to retail distributors and restaurants (with 
the assistance of jobbers). 
 

On the whole, the average wholesale mark-up is assumed to be approximately 20 percent.  
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Retail License Amortization Period 

The assumptions used will affect valuation and are presented to illustrate the impact various 
business models can have on the ultimate outcome.  With a multitude of licensees (each with 
their own business plans), forecasting the exact period of amortization is an inexact science.  
After consultation with the financial industry and retail alcohol industry, PFM assumed an 
average amortization period of 25 years for larger retailers (Big Box, Membership Club Stores, 
Large Grocery Stores, and Chain Retailers of Alcoholic Beverage), an amortization period of 15 
years for Drug and Convenience Stores and an amortization period of 10 years for Small 
Retailers of Alcoholic Beverages.  The weighted average of amortization periods for all stores is 
approximately 21 years.   
  

Types of Stores 
Amortization Period 

(Years) 
Big Box/Membership Club Stores and Large Grocery Stores 25 
Chain Retailers of Alcoholic Beverages 15 
Drug Stores and Convenience Stores 25 
Small Retailers of Alcoholic Beverages 10 
Retail Industry Weighted Average 21 
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Retail Discounted Cash Flow 

 

  

Big Box/ 
Club/Large 

Grocery Stores 

Drug Stores 
and 

Convenience 
Stores 

Chain Retailers of 
Alcoholic Beverages 

Small Retailers of 
Alcoholic Beverages 

Dollars Dollars Dollars Dollars 

Sales NoT $879,874,318 $203,047,919 $135,365,280 $135,365,280 

COGS $778,649,839 $169,206,600 $113,752,336 $106,210,498 

Gross Profit $101,224,479 $33,841,320 $21,612,944 $29,154,782 

Operating Expenses $43,993,716 $10,152,396 $15,973,103 $25,719,403 

EBITDA $57,230,763 $23,688,924 $5,639,841 $3,435,379 

Interest, Depreciation, 
Amortization 

$1,759,749 $406,096 $947,557 $1,624,383 

Income Taxes $20,603,075 $9,120,236 $1,776,550 $628,674 

Subtotal $22,362,823 $9,526,332 $2,724,107 $2,253,058 

Net Income/Free Cash Flow $34,867,940 $14,162,592 $2,915,734 $1,182,321 

Retail Licensees' Total Net 
Income: 

$53,128,587 3.92% 
  

 
Period of Amortization 
(Years) 

25 15 25 10 

WACC 8.00% 
   

Starting Year 2013 
Weighted Average Period of 
Amortization (Years) 

21 
   

Final Year 2034 

Discounted Free Cash Flow 
Valuation (@ 21 Years): 

$809,151,052 
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Wholesale Discounted Cash Flow 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Retail EBITDA Multiple 
 

Ticker Companies Enterprise Value/EBITDA (ttm)237 
WMT Wal-Mart 6.94 
COST Costco 9.93 
CVS CVS-Caremark 7.76 
SWY Safeway 4.88 
DEG Delhaize 4.23 
KR Kroger 5.41 

WAG Walgreen 6.61 
RAD Rite Aid 10.36 
BJ BJ's 6.50 

Average 6.96 
Median 6.61 

 
 

                                                             

237 (ttm) = Trailing twelve months.  Data retrieved from Bloomberg.  All values as of September 7, 2011. 

Wholesale Valuation Dollars 

 
FY2013 Estimated COGS 

$1,261,890,869 

Wholesale Markup 20.0% 

FY2013 Gross Sales Warehouse $1,514,269,042 

Gross Profit $252,378,174 

Operating Expenses $196,854,976 

EBITDA $55,523,198 

Interest, Taxes, Depreciation, and 
Amortization 

$11,357,018 

Taxes (@ 34.5%) $15,237,332 

Net Income/Free Cash Flow $28,928,848 

WACC 8.00% 

Starting Year 2013 

Weighted Average Period of Amortization 
(Years) 

25 

Final Year 2038 

Discounted Free Cash Flow Valuation: $488,297,094 
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Wholesale EBITDA Multiple 
 

Ticker Companies Enterprise Value/EBITDA (ttm)238 

DEO Diageo 11.75 

BF-B Brown-Foreman 11.37 

STZ Constellation Brands 10.68 

TAP Molson Coors 13.82 

CORE Core-Mark 9.27 

DIT Amcon 5.57 

SYY Sysco 7.80 

CEDC Central European Distribution Corp. 22.44 

Average 11.59 

Median 11.03 
 
 

Multiple of EBITDA- Retail  
 

Multiple of EBITDA 
Estimated EBITDA 

2013 
Potential Valuation 

2.00 $89,994,906 $179,989,813 
3.00 $89,994,906 $269,984,719 
4.00 $89,994,906 $359,979,626 
5.00 $89,994,906 $449,974,532 
6.00 $89,994,906 $539,969,439 
7.00 $89,994,906 $629,964,345 
8.00 $89,994,906 $719,959,252 
9.00 $89,994,906 $809,954,158 

10.00 $89,994,906 $899,949,064 
11.00 $89,994,906 $989,943,971 
12.00 $89,994,906 $1,079,938,877 
13.00 $89,994,906 $1,169,933,784 
14.00 $89,994,906 $1,259,928,690 

 

                                                             

238 (ttm) = Trailing twelve months.  Data retrieved from Bloomberg.  All values as of September 7, 2011. 
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Multiple of EBITDA- Wholesale  
 

Multiple of EBITDA Estimated EBITDA 2013 Potential Valuation 
5.00 $55,523,198 $277,615,991 
6.00 $55,523,198 $333,139,189 
7.00 $55,523,198 $388,662,388 
8.00 $55,523,198 $444,185,586 
9.00 $55,523,198 $499,708,784 

10.00 $55,523,198 $555,231,982 
11.00 $55,523,198 $610,755,180 
12.00 $55,523,198 $666,278,379 
13.00 $55,523,198 $721,801,577 
14.00 $55,523,198 $777,324,775 

 
 

Multiple of Gross Profit- Retail  
 

Licensee Segment 
Number of 
Licenses 

Gross Profit 
Multiple 

Amount 

Big Box Stores, Membership 
Club Stores, and Large Grocery 
Stores 

825 5.00 $506,122,395 

Drug Stores, Convenience 
Stores 

225 2.25 
$76,142,970 

Chain Retailers of Alcoholic 
Beverages 

150 5.00 
$108,064,719 

Small Retailers of Alcoholic 
Beverages 

300 2.25 
$65,598,259 

TOTAL 1,500 - $755,928,343 
 

 
 

Multiple of Gross Profit- Retail  
 

Wholesale Industry Gross Profit 

Multiple Gross Profit 
Valuation 
(millions) 

2.5 $252,378,174 $630,945,434 
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Appendix N:  Social Impact Analysis 
 
National Survey on Drug Use and Health (NSDUH) 
 
The National Survey on Drug Use and Health (NSDUH) is the primary source of statistical information on 
the use of illegal drugs, alcohol and tobacco by the U.S. civilian, noninstitutionalized population aged 12 
or older.  The survey collects data through face-to-face interviews with a representative sample of the 
population at the respondent's place of residence. 
 
NSDUH includes questions about the recent use and frequency of consumption of alcoholic beverages, 
including beer, wine, whiskey, brandy and mixed drinks.  Survey respondents are given an extensive list 
of examples of beverage types prior to the question administration. 
 
For the purposes of this survey, a drink is defined as a can or bottle of beer, a glass of wine or a wine 
cooler, a shot of liquor or a mixed drink with liquor in it.  Times when the respondent reported having a sip 
or multiple sips from a drink were not considered to be consumption or included in the data.  
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Appendix O:  Transition Model / Plan 
 
Transition Model Methodology:  
 
Residual LCB 
Workforce estimates were based on budgeted full-time equivalents.  As of April 15, 2011, the 
agency budgeted for a total of 3,273 full-time positions (salary) and 2,416 part-time positions 
(wage).  There were 161 full-time vacancies and 1,049 part-time vacancies.  The majority of 
part-time vacancies (approximately 920) are budgeted seasonal store clerks.  These individuals 
were included as part-time employees in the analysis but do not receive benefits from the 
Commonwealth. 
 

Budgeted, Actual and Vacant Positions, 2008-2011 
 

Salary 8-Apr 9-Apr 10-Apr 11-Apr 
Budgeted 3,211 3,218 3,271 3,273 

Actual  3,036 3,066 3,105 3,112 
Vacant 175 152 166 161 

 
 

Wage 8-Apr 9-Apr 10-Apr 11-Apr 
Budgeted 2,331 2,352 2,408 2,416 

Actual  1,283 1,363 1,354 1,367 
Vacant 1,048 989 1,054 1,049 

 
 
 

Projected Retirements by Sub-Bureau  
 

 
 
 

Bureau Sub-Bureau FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 Total
Executive Board and Secretary 1 3 1 1 0 6

Chief Counsel 4 1 1 1 0 7
Administrative Law Judge 6 1 1 0 0 8

Regulatory Affairs Alcohol Education 4 1 0 2 2 9
Licensing 16 6 6 4 9 41
Regulatory Affairs 0 1 1 0 1 3

Administration Director of Administration 0 0 0 0 0 0
Human Resources 1 0 2 2 1 6
Support Services 3 2 0 1 2 8
Talent Management 2 2 1 2 1 8

Marketing Marketing & Merchandisng 1 0 0 0 0 1
Product Selection 1 0 2 1 0 4
Marketing Programs 1 0 0 0 0 1
Market & Store Analytics 0 0 0 0 1 1
Brand and Design 0 0 0 0 1 1

Finance Director of Finance 0 1 0 1 0 2
Centers of Excellence (COE) 2 7 4 2 4 19
Financial Operations 3 0 0 1 1 5
Purchasing & Contracting 5 2 1 1 0 9

Supply Supply Chain 0 0 0 0 2 2
Planning & Procurement 1 1 1 0 0 3
Distribution & Logistics 0 1 2 0 2 5

Retail Retail Operations 17 4 6 13 15 55
Regional Operations 320 88 93 102 98 701
Intermittent Store Clerks (in FTE) 40 40 40 39 39 198
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Licensing & Enforcement: In both transition scenarios, sub-bureaus with licensing or 
regulatory functions will increase staffing levels to meet growing demands associated with a 
transition to privatized liquor sales. 
 
PLCB currently processes 15,335 on-premise retail and club license applications, including new 
licenses, renewals and transfers.  To estimate the effect that an increased number of off-
premise licenses would have on the above sub-bureaus, PFM assumed 1,500 new off-premise 
licenses would be made available under the limited retail approach.  This would effectively 
increase the number of licenses by 10 percent.  Using a pro-rata approach, staffing levels were 
increased by 10 percent for the identified sub-bureaus (rounding up to the next total FTE).   
 

Licensing and Enforcement FTEs 
 

Bureau Sub-Bureau 
Current 

FTE 
Privatize Retail  
then Wholesale 

Privatize Wholesale 
then Retail 

Executive         
  Chief Counsel 25 28 28 
  Administrative Law Judge 20 22 22 

Regulatory Affairs         
  Alcohol Education 25 28 28 
  Licensing 143 157 157 
  Regulatory Affairs 5 6 6 

Total:   218 241 241 
 
 
Under the limited retail approach, PFM acknowledges that existing staff may be capable of 
absorbing this marginal increase in workload in the short-term.  However, a modest increase in 
staffing within these sub-bureaus provides a conservative estimate of costs incurred as 
additional staff may be needed long-term. 
 
Retail: Sub-bureaus responsible for managing retail sale of alcohol will be eliminated under 
each privatization scenario. 
 

Retail FTEs 
 

Bureau Sub-Bureau FTE 
Privatize Retail  
then Wholesale 

Privatize Wholesale 
then Retail 

Retail         
  Retail Operations 165 0 0 
  Regional Operations 3612 0 0 

Total:   3777 0 0 
 
 
Supply:  Sub-bureaus responsible for managing planning, distribution and logistics related to 
the supply chain will be eliminated if both retail and wholesale systems are privatized.  If only 
retail operations are privatized, these sub-bureaus would remain to manage wholesale 
contracts.  
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Supply FTEs 
 

Bureau Sub-Bureau FTE 
Privatize Retail  
then Wholesale 

Privatize Wholesale 
then Retail 

Supply         
  Supply Chain 2 0 0 
  Planning & Procurement 16 0 0 
  Distribution & Logistics 50 0 0 

Total:   68 0 0 
 
 
Non-Regulatory Support:  Sub-bureaus with non-licensing or enforcement-related support 
functions for the agency will have staffing levels significantly reduced in the transition.  Levels of 
reduction are dependent upon sub-bureau function. 
 
Executive:  Board and Secretary staffing levels would remain constant under each privatization 
scenario. 
 
Administration:  Staffing levels will be adjusted to reflect the reduction of total agency 
workforce under each scenario.  Without a retail complement, this bureau will service the needs 
of a smaller workforce, and certain programming and activities can likely be provided by parent 
agencies within the Commonwealth. 
 

 Director of Administration: Staff levels were adjusted to reflect the residual agency size.  
One individual can manage the reduced department and rely on outside agency support 
for functions that were formerly performed in house. 
 

 Human Resources: Staff levels were adjusted proportionally to maintain the same 
complement ratio for the resulting agency.  The pro-rata analysis was based on a 
residual total of 290 FTEs for retail and wholesale privatization. 

 

 Support Services: Staff levels were adjusted proportionally to maintain the same 
complement ratio for the resulting agency.  The pro-rata analysis was based on a 
residual total of 290 FTEs for retail and wholesale privatization. 
 

 Talent Management: Sub-bureau staff was eliminated, as there will no longer be a need 
for retail staff development or product education.  Additional department duties relating 
to central office training and professional development could likely be absorbed by the 
Administration Bureau or handled by the Office of Administration.  More detailed 
recommendations are provided in the Transition Plan. 
 

Marketing:  All sub-bureau staff levels were set to zero as there will no longer be state retail 
stores or product to promote.  
 
Finance: 
 

 Director of Finance: Bureau leadership was reduced to one individual under all 
scenarios; PLCB can rely on outside agency support for functions that were formerly 
performed in-house. 
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 Centers of Excellence (COE): The COE staff was reduced by division, using a pro rata 
methodology.  The majority of staff reductions under each scenario will come from the 
Services and Support Division, the largest within COE, which manages help center 
calls.  Remaining adjustments will be made to the additional divisions as retail and 
wholesale systems are privatized. Under the scenario where wholesale is retained, a 
larger COE complement will remain to provide related module support. 

 

 Financial Operations: Staff levels were adjusted proportionally to maintain the same 
complement ratio for the resulting agency.  The pro-rata analysis was based on a 
residual total of 290 FTEs for retail and wholesale privatization. 

 

 Purchasing and Contracting: Staff levels were adjusted proportionally to maintain the 
same complement ratio for the resulting agency.  The pro-rata analysis was based on a 
residual total of 290 FTEs for retail and wholesale privatization. 

 
Non-Regulatory Support FTEs 

 

 

Bureau Sub-Bureau FTE
Privatize Retail 
then Wholesale

Privatize Wholesale 
then Retail

Executive
Board and Secretary 20 20 20

Administration
Director of Administration 3 1 1
Human Resources 107 7 7
Support Services 49 3 3
Talent Management 30 0 0

Marketing
Marketing & Merchandising 3 0 0
Product Selection 29 0 0
Marketing Programs 3 0 0
Market & Store Analytics 2 0 0
Brand and Design 13 0 0

Finance
Finance 2 1 1
COE 105 10 10
Financial Operations 20 1 1
Purchasing & Contracting 33 2 2

Total: 419 45 45
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Model Snapshot: Phasing Percentages FY 2012-13 
 

 
 

2013 2013 2013 2013 2013 2013 2013 2013 2013 2013 2013 2013
Jul-12 Aug-12 Sep-12 Oct-12 Nov-12 Dec-12 Jan-13 Feb-13 Mar-13 Apr-13 May-13 Jun-13

Sub-Bureau
Board and Secretary 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Chief Counsel 101% 102% 104% 105% 106% 108% 108% 108% 108% 108% 108% 108%
ALJ 101% 102% 104% 105% 106% 108% 108% 108% 108% 108% 108% 108%
Alc Ed 101% 102% 104% 105% 106% 108% 108% 108% 108% 108% 108% 108%
Licensing 101% 102% 104% 105% 106% 108% 108% 108% 108% 108% 108% 108%
Regulatory Affairs 101% 104% 108% 108% 108% 108% 108% 108% 108% 108% 108% 108%
Dir of Administration 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
HR 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Support Svcs 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Talent Mgmt 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Mktg & Mchdsng 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Product Sel. 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Mktg Prgms 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Mkt & Store Analytics 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Brand and Design 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Finance 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
COE 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Fin. Ops 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Pchsng  Cntrctg 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Supply Chain 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Planning & Prcrmt 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Dstrb & Log. 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Retail Ops 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Regional Ops 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Enforcement 104% 104% 104% 104% 104% 104% 104% 104% 104% 104% 104% 104%
Comptroller Operations 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Miscellaneous 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
EDP 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
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Transition Overview 
 

 
Sub-Bureau Transition Timeline 

 

Implementation Action
Jun-12 Aug-12 Oct-12 Dec-12 Feb-13 Apr-13 Jun-13 Aug-13 Oct-13 Dec-13 Feb-14 Apr-14 Jun-14 Aug-14 Oct-14 Dec-14 Feb-15 Apr-15

Legislation Enacted

Decommissioning Plan Established 1 1 1

Wholesale License Auction 1 1

Wholesale Conversion Complete 1 1 1 1

Establish Retail Auction/Sale Procedures 1

Retail Auction/Sale 1 1 1

License Application Processing Complete 1 1 1 1 1

Stores Open/State Stores Close 1 1 1 1 1 1 1

PLCB Privatization Timeline: Wholesale then Retail
(Months)

Implementation Action Jun-12 Aug-12 Oct-12 Dec-12 Feb-13 Apr-13 Jun-13 Aug-13 Oct-13 Dec-13 Feb-14 Apr-14 Jun-14 Aug-14 Oct-14 Dec-14 Feb-15 Apr-15

Executive

Administrative Law Judge 2 2 2

Regulatory Affairs

Licensing 2 2 2

Alcohol Education 2 2 2

Regulatory Affairs 2 2 2

Administrative

Human Resources, Support Services -1 -1

Talent Management

Finance -1 -1

Marketing

Supply Chain

Retail Operations

Decrease To Zero Increase

PLCB Privatization Timeline: Wholesale then Retail
(Months)
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Executive and Regulatory Affairs:  Sub-bureaus with licensing and regulatory functions would 
increase over a six month period prior to the retail license auction or sale.  It is expected that 
new employees would need to be hired and trained before handling the new duties associated 
with private retail licenses. 
 
Supply Chain:  Supply chain staff would be eliminated over a four month period beginning one 
month from the end of the wholesale license auction. 
 
Retail Operations:  Retail sub-bureau operations would be phased out over the period of 14 
months after the retail license auction.  PFM built a one month lag period between the entrance 
of private retailers and termination of PLCB retail employees to account for transfer delays.  
 
Administration, Marketing and Finance:  Sub-bureaus with support functions would be reduced 
or eliminated in the final four months of the retail transition.  Marketing and talent management 
staff would be eliminated by the end of the retail transition.  
 
While the central office staff could be downsized earlier in the transition process, this timeline 
backloads the transition to reflect conservative cost estimates and to emphasize the importance 
of this staff in an agency transition. 

 
Workforce Transition Scenario Comparison 

 
Workforce Transitions Retail Then Wholesale Wholesale Then Retail 

Current PLCB FTEs 4,482 4,482 
Displaced FTEs 3,210 3,210 
State Transfers 774 532 

Remaining Unemployed 2,436 2,678 
Residual PLCB 286 286 

 
 

State Reemployment Estimates 
 

 
 

Retail Then Wholesale FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 Total
New PLCB Furloughs -- 1,130 2,062 -- -- 3,192
State Openings Available to PLCB 282 300 312 162 -- 1,056
Transfers to State Employment -- 300 312 162 -- 774

Wholesale Then Retail FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 Total
New PLCB Furloughs 58 0 2,629 505 0 3,192
State Openings Available to PLCB 282 300 312 162 -- 1,056
Tranfer to State Employment 58 0 312 162 0 532
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Bargaining Unit Workforce Movement  

 

A1 Bargaining Unit Workforce Movement CY 2004-2011 

 

Source:  Office of Administration (August 2011) 

 
 

Total Project Retirements 

 
 
Source:  Office of Administration (August 2011) 

 

Transition Cost Estimates  

UC Costs for All Separated PLCB Staff (High Estimate) 
 

Fiscal Year 
Retail Then 
Wholesale 

Wholesale 
Then Retail 

2012-13 $0 $88,506 
2013-14 $2,550,200 $383,004 
2014-15 $11,922,736 $10,072,826 
2015-16 $22,398,034 $16,548,470 
2016-17 $31,332,936 $31,332,936 
Total: $68,203,906 $58,425,742 
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Hired Retired Net Difference

Calendar Year 2011 2012 2013 2014 2015
Expected Retirements 997 309 358 362 378
Estimated Hires (7-yr avg) 599 417 483 488 510
Estimated Hires (5-yr avg) 590 411 476 481 503
Estimated Hires (3-yr avg) 545 379 439 444 464
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UC Costs for All Unemployed PLCB Staff (Moderate Estimate) 
 

Fiscal Year 
Retail Then 
Wholesale 

Wholesale Then 
Retail 

2012-13 $0 $83,815 
2013-14 $2,415,039 $362,705 
2014-15 $11,188,589 $9,538,966 
2015-16 $20,896,767 $14,514,169 
2016-17 $29,672,290 $29,672,290 
Total: $64,172,686 $54,171,946 

 
 
 

PLCB Transfers: Privatize Wholesale then Retail 

 

Option Three: Wholesale and Retail Auction  

 
 

Option Four: Wholesale Auction, Open Retail 

Transfer FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17
PSP Transfer $26,838,283 $27,240,858 $27,649,471 $28,064,213 $28,485,176
Comptroller Operations $5,959,158 $6,126,014 $6,245,063 $1,488,991 $665,514
Department of Health Transfer $2,568,058 $2,639,963 $2,713,882 $2,789,871 $2,867,987
Total: $35,365,499 $36,006,835 $36,608,416 $32,343,074 $32,018,677

Transfer FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17
PSP Transfer $23,783,519 $24,140,272 $24,502,376 $24,869,912 $25,242,961
Comptroller Operations $5,959,158 $6,126,014 $6,245,063 $1,488,991 $665,514
Department of Health Transfer $1,412,432 $1,451,980 $1,492,635 $1,534,429 $1,577,393
Total: $31,155,109 $31,718,266 $32,240,074 $27,893,332 $27,485,868
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Transition Costs: Retail then Wholesale 
 

Option Three: Wholesale and Retail Auction  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Bureau Summary Current FTE Residual FTE FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17
Executive 65 70 30,279,048$             32,781,528$             32,752,423$             10,527,170$             10,942,913$             
Board and Secretary 20 20 25,931,627$             28,185,030$             27,974,120$             5,559,101$              5,776,993$              
Chief Counsel 25 28 1,767,896$              1,866,233$              1,936,903$              2,010,497$              2,087,066$              
Administrative Law Judge 20 22 2,579,525$              2,730,265$              2,841,400$              2,957,571$              3,078,854$              
Regulatory Affairs 173 191 15,471,530$             16,456,798$             17,198,530$             17,976,977$             18,793,145$             
Alcohol Education 25 28 3,410,912$              3,607,278$              3,750,954$              3,901,025$              4,057,656$              
Licensing 143 157 11,518,450$             12,279,636$             12,852,556$             13,454,637$             14,086,704$             
Regulatory Affairs 5 6 542,168$                 569,885$                 595,020$                 621,316$                 648,786$                 
Administration 189 11 9,825,303$              10,269,496$             6,520,493$              691,985$                 723,059$                 
Director of Administration 3 1 517,479$                 537,671$                 394,416$                 191,686$                 199,288$                 
Human Resources 107 7 3,487,775$              3,657,374$              2,340,257$              261,659$                 274,619$                 
Support Services 49 3 3,429,602$              3,578,810$              2,276,548$              238,640$                 249,152$                 
Talent Management 30 0 2,390,447$              2,495,642$              1,509,272$              -$                        -$                        
Marketing 50 0 10,791,054$             11,302,104$             6,910,479$              -$                        -$                        
Marketing & Merchandise 3 0 7,031,250$              7,374,390$              4,484,785$              -$                        -$                        
Product Selection 29 0 2,281,115$              2,381,650$              1,489,307$              -$                        -$                        
Marketing Programs 3 0 331,364$                 346,436$                 209,801$                 -$                        -$                        
Market & Store Analytics 2 0 144,411$                 150,844$                 91,270$                   -$                        -$                        
Brand and Design 13 0 1,002,915$              1,048,784$              635,315$                 -$                        -$                        
Finance 160 14 34,679,697$             36,900,439$             28,420,615$             2,171,813$              2,260,234$              
Finance 2 1 14,500,529$             15,886,735$             15,543,850$             235,121$                 243,790$                 
Center of Excellence (COE) 105 10 14,672,029$             15,278,833$             9,457,112$              1,567,071$              1,631,357$              
Financial Operations 20 1 1,803,199$              1,880,579$              1,144,446$              102,367$                 106,853$                 
Purchasing and Contracting 33 2 3,703,940$              3,854,292$              2,275,207$              267,254$                 278,234$                 
Supply Chain 68 0 48,459,269$             50,903,631$             45,910,842$             -$                        -$                        
Supply Chain 2 0 41,827,550$             44,000,068$             39,736,905$             -$                        -$                        
Planning & Procurement 16 0 1,125,896$              1,175,008$              1,052,726$              -$                        -$                        
Distribution & Logistics 50 0 5,505,823$              5,728,556$              5,121,211$              -$                        -$                        
Retail Operations 3777 0 300,891,888$           286,599,141$           74,698,511$             -$                        -$                        
Retail Operations 165 0 663,844$                 625,088$                 160,984$                 -$                        -$                        
Regional Operations 3612 0 300,228,044$           285,974,053$           74,537,528$             -$                        -$                        

Operational Costs:  $          450,397,789  $          445,213,138  $          212,411,894  $            31,367,945  $            32,719,351 

PSP Transfer 26,838,283$             27,240,858$             27,649,471$             28,064,213$             28,485,176$             
Comptroller Operations 5,959,158$              6,126,014$              4,445,015$              647,387$                 665,514$                 

Miscellaneous 2,651,947$              2,726,201$              2,335,446$              -$                        -$                        

Department of Health Transfer 2,568,058$              2,639,963$              2,713,882$              2,789,871$              2,867,987$              

Paid Leave - Active -$                        3,551,679$              6,478,805$              -$                        -$                        
Paid Leave - Retirement 1,875,312$              586,338$                 591,184$                 649,333$                 673,562$                 
Unemployment Compensation (UC) FTE -$                        2,550,200$              11,922,736$             22,398,034$             31,332,936$             
Less Value of Liquidated Assets -$                        -$                        -$                        -$                        -$                        

Totals: 4482 286  $          490,290,547  $          490,634,391  $          268,548,433  $            85,916,783  $            96,744,526 

PLCB Transition Costs

Complement Totals Expenditures



 

Liquor Privatization Analysis        Appendix O.  Transition Model / Plan 
Pennsylvania Office of the Budget            283 

Transition Costs: Retail then Wholesale 
 

Option Four: Wholesale Auction, Open Retail 
 

 

Bureau Summary Current FTE Residual FTE FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17
Executive 65 70 30,279,048$             32,781,528$             32,752,423$             10,527,170$             10,942,913$             
Board and Secretary 20 20 25,931,627$             28,185,030$             27,974,120$             5,559,101$              5,776,993$              
Chief Counsel 25 28 1,767,896$              1,866,233$              1,936,903$              2,010,497$              2,087,066$              
Administrative Law Judge 20 22 2,579,525$              2,730,265$              2,841,400$              2,957,571$              3,078,854$              
Regulatory Affairs 173 191 15,471,530$             16,456,798$             17,198,530$             17,976,977$             18,793,145$             
Alcohol Education 25 28 3,410,912$              3,607,278$              3,750,954$              3,901,025$              4,057,656$              
Licensing 143 157 11,518,450$             12,279,636$             12,852,556$             13,454,637$             14,086,704$             
Regulatory Affairs 5 6 542,168$                 569,885$                 595,020$                 621,316$                 648,786$                 
Administration 189 11 9,825,303$              10,269,496$             6,520,493$              691,985$                 723,059$                 
Director of Administration 3 1 517,479$                 537,671$                 394,416$                 191,686$                 199,288$                 
Human Resources 107 7 3,487,775$              3,657,374$              2,340,257$              261,659$                 274,619$                 
Support Services 49 3 3,429,602$              3,578,810$              2,276,548$              238,640$                 249,152$                 
Talent Management 30 0 2,390,447$              2,495,642$              1,509,272$              -$                        -$                        
Marketing 50 0 10,791,054$             11,302,104$             6,910,479$              -$                        -$                        
Marketing & Merchandise 3 0 7,031,250$              7,374,390$              4,484,785$              -$                        -$                        
Product Selection 29 0 2,281,115$              2,381,650$              1,489,307$              -$                        -$                        
Marketing Programs 3 0 331,364$                 346,436$                 209,801$                 -$                        -$                        
Market & Store Analytics 2 0 144,411$                 150,844$                 91,270$                   -$                        -$                        
Brand and Design 13 0 1,002,915$              1,048,784$              635,315$                 -$                        -$                        
Finance 160 14 34,679,697$             36,900,439$             28,420,615$             2,171,813$              2,260,234$              
Finance 2 1 14,500,529$             15,886,735$             15,543,850$             235,121$                 243,790$                 
Center of Excellence (COE) 105 10 14,672,029$             15,278,833$             9,457,112$              1,567,071$              1,631,357$              
Financial Operations 20 1 1,803,199$              1,880,579$              1,144,446$              102,367$                 106,853$                 
Purchasing and Contracting 33 2 3,703,940$              3,854,292$              2,275,207$              267,254$                 278,234$                 
Supply Chain 68 0 48,459,269$             50,903,631$             45,910,842$             -$                        -$                        
Supply Chain 2 0 41,827,550$             44,000,068$             39,736,905$             -$                        -$                        
Planning & Procurement 16 0 1,125,896$              1,175,008$              1,052,726$              -$                        -$                        
Distribution & Logistics 50 0 5,505,823$              5,728,556$              5,121,211$              -$                        -$                        
Retail Operations 3777 0 300,891,888$           286,599,141$           74,698,511$             -$                        -$                        
Retail Operations 165 0 663,844$                 625,088$                 160,984$                 -$                        -$                        
Regional Operations 3612 0 300,228,044$           285,974,053$           74,537,528$             -$                        -$                        

Operational Costs: 450,397,789$          445,213,138$          212,411,894$          31,367,945$             32,719,351$            

PSP Transfer 23,783,519$             24,140,272$             24,502,376$             24,869,912$             25,242,961$             

Comptroller Operations 5,959,158$              6,126,014$              4,445,015$              647,387$                 665,514$                 

Miscellaneous 2,651,947$              2,726,201$              2,335,446$              -$                        -$                        

Department of Health Transfer 1,412,432$              1,451,980$              1,492,635$              1,534,429$              1,577,393$              

Paid Leave ‐ Active -$                        3,551,679$              6,478,805$              -$                        -$                        

Paid Leave ‐ Retirement 1,875,312$              586,338$                 591,184$                 649,333$                 673,562$                 

Unemployment Compensation (UC) FTE -$                        2,550,200$              11,922,736$             22,398,034$             31,332,936$             

Less  Value of Liquidated Assets -$                        -$                        -$                        -$                        -$                        

Totals: 4482 286 486,080,157$           486,345,822$           264,180,091$           81,467,041$             92,211,716$             

PLCB Transition Costs

Complement Totals Expenditures
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Transition Costs: Privatize Wholesale then Retail 
 

Option Three: Wholesale and Retail Auction 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Bureau Summary Current FTE Residual FTE FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17
Executive 65 70 30,279,048$             32,781,528$             34,809,044$             17,145,511$             10,942,913$             
Board and Secretary 20 20 25,931,627$             28,185,030$             30,030,742$             12,177,443$             5,776,993$              
Chief Counsel 25 28 1,767,896$              1,866,233$              1,936,903$              2,010,497$              2,087,066$              
Administrative Law Judge 20 22 2,579,525$              2,730,265$              2,841,400$              2,957,571$              3,078,854$              
Regulatory Affairs 173 191 15,488,899$             16,487,882$             17,230,986$             18,010,867$             18,828,534$             
Alcohol Education 25 28 3,410,912$              3,607,278$              3,750,954$              3,901,025$              4,057,656$              
Licensing 143 157 11,518,450$             12,279,636$             12,852,556$             13,454,637$             14,086,704$             
Regulatory Affairs 5 6 559,538$                 600,969$                 627,475$                 655,206$                 684,174$                 
Administration 189 11 9,825,303$              10,269,496$             10,647,060$             1,727,293$              724,870$                 
Director of Administration 3 1 517,479$                 537,671$                 554,138$                 224,118$                 201,100$                 
Human Resources 107 7 3,487,775$              3,657,374$              3,804,517$              587,056$                 274,619$                 
Support Services 49 3 3,429,602$              3,578,810$              3,704,184$              621,295$                 249,152$                 
Talent Management 30 0 2,390,447$              2,495,642$              2,584,222$              294,824$                 -$                        
Marketing 50 0 10,791,054$             11,302,104$             11,740,659$             1,290,430$              -$                        
Marketing & Merchandise 3 0 7,031,250$              7,374,390$              7,669,800$              881,299$                 -$                        
Product Selection 29 0 2,281,115$              2,381,650$              2,467,550$              302,487$                 -$                        
Marketing Programs 3 0 331,364$                 346,436$                 359,227$                 41,038$                   -$                        
Market & Store Analytics 2 0 144,411$                 150,844$                 156,276$                 8,233$                     -$                        
Brand and Design 13 0 1,002,915$              1,048,784$              1,087,806$              57,373$                   -$                        
Finance 160 14 34,679,697$             36,900,439$             38,699,158$             7,486,703$              2,260,234$              
Finance 2 1 14,500,529$             15,886,735$             16,998,160$             4,708,541$              243,790$                 
Center of Excellence (COE) 105 10 14,672,029$             15,278,833$             15,777,338$             2,158,984$              1,631,357$              
Financial Operations 20 1 1,803,199$              1,880,579$              1,945,558$              187,673$                 106,853$                 
Purchasing and Contracting 33 2 3,703,940$              3,854,292$              3,978,102$              431,504$                 278,234$                 
Supply Chain 68 0 38,904,087$             80,801$                   83,063$                   21,347$                   -$                        
Supply Chain 2 0 33,582,133$             80,801$                   83,063$                   21,347$                   -$                        
Planning & Procurement 16 0 903,531$                 -$                        -$                        -$                        -$                        
Distribution & Logistics 50 0 4,418,423$              -$                        -$                        -$                        -$                        
Retail Operations 3777 0 300,891,888$           315,521,990$           172,526,202$           3,017,388$              -$                        
Retail Operations 165 0 663,844$                 688,170$                 371,813$                 6,422$                     -$                        
Regional Operations 3612 0 300,228,044$           314,833,820$           172,154,388$           3,010,965$              -$                        

Operational Costs: 440,859,976$          423,344,241$          285,736,172$          48,699,540$             32,756,551$            

PSP Transfer 26,838,283$             27,240,858$             27,649,471$             28,064,213$             28,485,176$             
Comptroller Operations 5,959,158$              6,126,014$              6,245,063$              1,488,991$              665,514$                 

Miscellaneous 2,651,947$              2,726,201$              2,779,181$              259,291$                 -$                        

Department of Health Transfer 2,568,058$              2,639,963$              2,713,882$              2,789,871$              2,867,987$              

Paid Leave - Active 165,658$                 -$                        8,260,319$              1,580,174$              -$                        
Paid Leave - Retirement 1,875,312$              586,338$                 591,184$                 649,333$                 673,562$                 
Unemployment Compensation (UC) FTE 88,506$                   383,004$                 10,072,826$             16,548,470$             31,332,936$             
Less Value of Liquidated Assets -$                        -$                        -$                        -$                        -$                        

Totals: 4482 286 481,006,897$           463,046,619$           344,048,098$           100,079,882$           96,781,726$             

PLCB Transition Costs

Complement Totals Expenditures
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Transition Costs: Privatize Wholesale then Retail 
 

Option Four: Wholesale Auction, Open Retail 
 

  
 
 
 
 

Bureau Summary Current FTE Residual FTE FY 2012‐13 FY 2013‐14 FY 2014‐15 FY 2015‐16 FY 2016‐17

Executive 65 70 30,279,048$             32,781,528$             34,809,044$             17,145,511$             10,942,913$             
Board and Secretary 20 20 25,931,627$             28,185,030$             30,030,742$             12,177,443$             5,776,993$              
Chief Counsel 25 28 1,767,896$              1,866,233$              1,936,903$              2,010,497$              2,087,066$              
Administrative Law Judge 20 22 2,579,525$              2,730,265$              2,841,400$              2,957,571$              3,078,854$              
Regulatory Affairs 173 191 15,488,899$             16,487,882$             17,230,986$             18,010,867$             18,828,534$             
Alcohol Education 25 28 3,410,912$              3,607,278$              3,750,954$              3,901,025$              4,057,656$              
Licensing 143 157 11,518,450$             12,279,636$             12,852,556$             13,454,637$             14,086,704$             
Regulatory Affairs 5 6 559,538$                 600,969$                 627,475$                 655,206$                 684,174$                 
Administration 189 11 9,825,303$              10,269,496$             10,647,060$             1,727,293$              724,870$                 
Director of Administration 3 1 517,479$                 537,671$                 554,138$                 224,118$                 201,100$                 
Human Resources 107 7 3,487,775$              3,657,374$              3,804,517$              587,056$                 274,619$                 
Support Services 49 3 3,429,602$              3,578,810$              3,704,184$              621,295$                 249,152$                 
Talent Management 30 0 2,390,447$              2,495,642$              2,584,222$              294,824$                 -$                        
Marketing 50 0 10,791,054$             11,302,104$             11,740,659$             1,290,430$              -$                        
Marketing & Merchandise 3 0 7,031,250$              7,374,390$              7,669,800$              881,299$                 -$                        
Product Selection 29 0 2,281,115$              2,381,650$              2,467,550$              302,487$                 -$                        
Marketing Programs 3 0 331,364$                 346,436$                 359,227$                 41,038$                   -$                        
Market & Store Analytics 2 0 144,411$                 150,844$                 156,276$                 8,233$                     -$                        
Brand and Design 13 0 1,002,915$              1,048,784$              1,087,806$              57,373$                   -$                        
Finance 160 14 34,679,697$             36,900,439$             38,699,158$             7,486,703$              2,260,234$              
Finance 2 1 14,500,529$             15,886,735$             16,998,160$             4,708,541$              243,790$                 
Center of Excellence (COE) 105 10 14,672,029$             15,278,833$             15,777,338$             2,158,984$              1,631,357$              
Financial Operations 20 1 1,803,199$              1,880,579$              1,945,558$              187,673$                 106,853$                 
Purchasing and Contracting 33 2 3,703,940$              3,854,292$              3,978,102$              431,504$                 278,234$                 
Supply Chain 68 0 38,904,087$             80,801$                   83,063$                   21,347$                   -$                        
Supply Chain 2 0 33,582,133$             80,801$                   83,063$                   21,347$                   -$                        
Planning & Procurement 16 0 903,531$                 -$                        -$                        -$                        -$                        
Distribution & Logistics 50 0 4,418,423$              -$                        -$                        -$                        -$                        
Retail Operations 3777 0 300,891,888$           315,521,990$           172,526,202$           3,017,388$              -$                        
Retail Operations 165 0 663,844$                 688,170$                 371,813$                 6,422$                     -$                        
Regional Operations 3612 0 300,228,044$           314,833,820$           172,154,388$           3,010,965$              -$                        

Operational Costs: $          440,859,976 $          423,344,241 $          285,736,172  $            48,699,540  $            32,756,551 

PSP Transfer 23,783,519$             24,140,272$             24,502,376$             24,869,912$             25,242,961$             
Comptroller Operations 5,959,158$              6,126,014$              6,245,063$              1,488,991$              665,514$                 

Miscellaneous 2,651,947$              2,726,201$              2,779,181$              259,291$                 -$                        

Department of Health Transfer 1,412,432$              1,451,980$              1,492,635$              1,534,429$              1,577,393$              

Paid Leave - Active 165,658$                 -$                        8,260,319$              1,580,174$              -$                        
Paid Leave - Retirement 1,875,312$              586,338$                 591,184$                 649,333$                 673,562$                 
Unemployment Compensation (UC) FTE 88,506$                   383,004$                 10,072,826$             16,548,470$             31,332,936$             
Less Value of Liquidated Assets -$                        -$                        -$                        -$                        -$                        

Totals: 4482 286  $          476,796,508  $          458,758,050  $          339,679,756  $            95,630,139  $            92,248,916 

PLCB Transition Costs

Complement Totals Expenditures


