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INTRODUCTION 
 
Chairman Taylor and Honorable members of the House Liquor Control Committee, I 
would like to thank you today for allowing me the opportunity to testify before you on 
House Bills 11 and 1933. Committee members and House leaders have conducted a 
more thorough public review of the operations of the Pennsylvania Liquor Control Board 
than any public officials in the last 30 years. Today’s hearing on House Bills 11 and 
1933, coupled with tomorrow’s public session on the findings of the PFM study 
commissioned by the Corbett Administration, will provide ample information for 
significant change in the method of the sale of adult beverages including wine, spirits 
and beer in the Commonwealth of Pennsylvania. 
 
The members of the Pennsylvania Food Merchants Association (PFMA) and the 
Pennsylvania Convenience Store Council (PCSC) are anxious to assist in any way 
possible to satisfy the needs of Pennsylvanians seeking to purchase adult beverages at 
convenient locations within the Commonwealth rather than being enticed to purchase 
wine and spirits in surrounding states. 
 
The members of our Association include over 1,000 corporations operating 4,500 retail 
food stores in Pennsylvania. Our membership includes small corner grocery stores, 
convenience store chains and supermarkets operating across the state. The retail food 
industry in Pennsylvania employs approximately 150,000 Pennsylvanians and sells over 
$23 billion in food and beverages annually to the citizens of the Commonwealth. 
 
PFMA/PCSC PRINCIPLES 
 
The directors and members of the Association agreed upon specific principles that 
should guide the sale of wine, spirits and beer in Pennsylvania. Those principles include 
the following:  
 

1. The retail and wholesale distribution for adult beverages should be operated by 
private businesses. 
 

2. The current 3-tier system of distribution should be preserved. 
 

3. The new system should provide added customer convenience and should feature 
Pennsylvania products. 
 

4. The new system should protect the equity of current license holders. 
 
5. The new system should enhance revenue by capturing sales lost to other states 

and selling current PLCB assets.  
 
6. The new system should provide business opportunities to small, medium and 

large retailers. 
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7. The new system should have iron clad safeguards to prevent the sale of alcohol 
to minors. 

 
8. The new system should not create unnecessary barriers and burdens for 

potential buyers of state store licenses. 
 
9.  Licenses to sell beer, wine and spirits should eventually be available to all 

retailers who can responsibly sell alcohol; and  
 
10. The new system should provide support to current state store employees who 

are making a transition to private or to other public employment. 
 

CONCLUSIONS OF THE PFM STUDY 
 
The recently completed study provides information that documents increasing expenses 
and declining net income. “PFM managers determined that the PLCB has incurred 
steady growth and expenses, growing at a compound annual growth rate of 5.5 percent. 
During the same period, revenue growth was 3.5 percent.” In fiscal year 2009 – 2010, 
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. In addition the study determined that: 
 

1. If administrative costs were allocated appropriately to retail stores, “nearly all 600 
PLCB stores would be unprofitable.” 
 

2. Administrative expenses have incurred the most growth over the past 10 years, 
growing at a compound annual growth rate of 7.5 percent. 
 

3. The PFM baseline forecast for fiscal years 2010 – 2011 to 2014 – 2015 predicts 
that expenses will continue to grow faster than revenues. 

 
4. Finally, “there is general agreement that Pennsylvania is currently losing a 

significant amount of sales (20 – 30 percent) to surrounding states. By increasing 
the number of retail outlets in the Commonwealth, sales lost to neighboring 
states could be “repatriated”, and an additional $80 – 100 million in annual tax 
revenues could be realized in Pennsylvania. 

 
5. The privatization option model preferred by PFM includes limited wholesale 

licensing and open, market-based retail licenses that would result in the licensing 
of 3,500 – 4,500 retailers including supermarkets, convenience stores, big box 
discount stores, beer distributors and pharmacies to sell wine and spirits. 

 
The preferred PFM Option 4 would be greatly improved from a business and consumer 
perspective if beer was included in the licensing recommendation. Members of our 
Association believe that by licensing interested existing retail locations to sell adult 
beverages within their current store structure as a department while cross 
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merchandising the product in other areas of the store, one-time initial licensing fee 
revenue of in excess of $300 million could be realized by the Commonwealth for the 
licensing of these retail locations. Additional one time licensing income would be 
provided by wholesale distributors and importers of the product. Distributors would 
include existing licensed wholesalers in the Commonwealth and new businesses 
incorporated to promote and market the sale of Pennsylvania produced beer, wine and 
spirits. 
 
COMMENTS ON HOUSE BILL 11 AND HOUSE BILL 1933 
 
In general, we concur with the criticisms of the Commonwealth Foundation on House 
Bill 11. Simply, there should be no caps on the number of stores licensed to sell wine 
and spirits in the Commonwealth, barriers to entry such as the prohibition against 
gasoline and adult beverage sales should be eliminated, exclusive territories for sale 
are not conducive to competition or innovation in retailing and merchandising adult 
beverage products.  
 
Finally, rather than eliminating existing taxes on wine and spirits, renaming the tax 
levied in 1936 and dedicating the revenue to fund statewide priorities including 
expanded enforcement of adult beverage laws would be preferable.  
 
House Bill 1933 calls for the implementation of a new wine and spirits sale structure 
with current malt beverage distributors serving as the only private businesses  
competing with the state store system. Other existing licensees would be allowed to sell 
a limited number of bottles of wine for off premises consumption by customers. The 
implementation of such a system would do nothing to improve the revenue and 
expenditure problems currently experienced by the Pennsylvania Liquor Control Board. 
In fact, those problems would probably be exacerbated by competition from the private 
sector and ultimately result in the collapse of the state store distribution and retail wine 
and spirits sale system as we know it. 
 
On behalf of our membership, I want to commend those who have worked so hard on 
both of the legislative proposals being considered by this committee. We have started a 
process that I believe will ultimately result in the development of a “normal” wholesale 
and retail distribution system of wine and spirits in the Commonwealth that will allow 
food retailers, restaurants, pharmacies, convenience stores and other creative retailers 
to sell beer, wine and spirits just as Pennsylvanians experience when traveling to other 
states.  
 
Public policy makers have correctly identified the fact that the state should not be in the 
business of purchasing, distributing and retailing adult beverages. The state does have 
a legitimate role in the enforcement of adult beverage sale and consumption laws, and 
efforts need to be increased in that area. 
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CONCLUSION 
 
The affliction experienced by the Pennsylvania Liquor Control Board has been 
diagnosed by one of America’s most famous economists, William J. Baumol, a 
professor at Princeton and more recently at New York University, as “Baumol’s Cost 
Disease”. If you remember in 2010, before Governor Corbett took office, and as the last 
legislative session was about to close, the PLCB announced a price increase for 
products sold in the Wine and Spirits stores. The incoming Administration was quick to 
demand a roll back of the plan pending review of the PLCB operations by the new 
Administration and the new General Assembly.  
 
Over the past year, PLCB costs have continued to increase as documented by PFM. In 
order to maintain adequate cash flow, the PLCB has slowed payments to suppliers. A 
cash squeeze will continue and worsen, and even if price increases are enacted by 
PLCB administrators, the response of consumers will be to shop out-of-state in even 
higher numbers.  
 
In a recent survey conducted by the Harrisburg Patriot-News consumers were asked, 
“Should the proposed liquor store privatization bill include beer?”  Eighty-one percent of 
respondents said yes and 19 percent said no. Clearly, your constituents and customers 
of the convenience stores, corner grocery stores and supermarkets represented by our 
Association have high expectations that a convenient, competitive business system will 
be established in the Commonwealth to bring the sale of adult beverages into the 
modern age.  
 
I believe that more than $100 million in tax revenue now flowing to New Jersey, 
Delaware, Maryland, and to a lesser extent, West Virginia, Ohio and New York can be 
realized to provide critical services in the Commonwealth. 
 
Thank you again for involving us in this significant and important discussion about 
business development, customer service and the respective roles of business and 
government in Pennsylvania. Clearly, we agree with Governor Corbett and Majority 
Leader Turzai and urge you to take effective action that will cause Utah to be the sole 
remaining state where consumers are forced to purchase wine and spirits from a state 
controlled monopoly.  
 


