
Testimony Before the House Liquor Control Committee 
 

December 1, 2011 
 
John Cape, Managing Director, Public Financial Management, Inc. 
 
Andrew M. Paris, Deputy Policy Director, Governor’s Office of Policy and 
Planning 

 
Principles and Considerations 
 
Good morning Chairman Taylor, and thank you for the opportunity to provide testimony 
on behalf of the Corbett Administration on the Commonwealth of Pennsylvania’s state-
controlled wine and spirits delivery system.  I am Andrew Paris and I serve as a Deputy 
Policy Director in Governor Corbett’s Office of Policy and Planning.   
 
During Governor Corbett’s budget address in March of this year, the governor 
announced his perspective on the state’s involvement in liquor delivery.  Governor 
Corbett stated: 
 

My administration is committed to a study that looks at how best to get us out of 
a business we should never have entered.  I’m talking about the liquor business.  
This isn’t about the money.  It’s about the principle.  Government should no more 
run the liquor stores than it should run the pharmacies and gas stations.  
Business and its opportunities belong to the people.    

 
The number one role of government is to provide for public safety.  Reasonable 
regulation of alcohol sales, enforcement of a liquor code and aligning state resources 
with programs designed to mitigate the potential deleterious effects of alcohol 
proliferation are appropriate extensions of that public safety role.  However, the 
Commonwealth currently has inconsistent roles as both the promoter of alcohol 
consumption and as the regulator of that consumption.  These contrary roles create a 
fundamental conflict between the state’s competing missions.  This direct conflict raises 
serious questions regarding the state’s continuing policy of prohibiting wine and spirits 
sales from becoming a private sector opportunity.   
 
While providing a private sector opportunity is about principle rather than fiscal 
considerations, it is incumbent upon us as policymakers to ensure that any path to a 
privatized liquor system gives due consideration to the current structure as a possible 
asset to the taxpayers.  It is necessary to consider: Can any revenue the state derives 
from the current system be preserved without jeopardizing its ongoing fiscal benefits?  
Can a private wine and spirits sales system be designed – with a corresponding 
regulatory policy – that continues to adequately protect against any associated social 
consequences?  What is the value of the wholesale and retail distribution structure in 
Pennsylvania, and can its liquidation provide a meaningful opportunity to provide a 
much-needed infusion of capital to accomplish other critical priorities?  And will a private 
system preserve or increase convenience and choices for consumers, while maintaining 
price parity?   



 
In order to provide answers to each of these questions, the Administration engaged 
Public Financial Management (PFM).  PFM has conducted a comprehensive analysis of 
the current system and has modeled potential paths to responsibly privatize while fully 
satisfying each of the aforementioned considerations.   
 
Pennsylvania is one of only two states in the nation that fully operate both the wholesale 
and retail distribution of wine and spirits.  PFM’s report provides vital guidance on how 
the Commonwealth can responsibly join 48 other states in creating a timely private 
sector opportunity while safeguarding the state’s fiscal and social health.  John Cape of 
PFM will discuss the report’s findings, and recommendations on how Pennsylvania can 
capitalize on this opportunity, in greater detail.   
 
 
PFM Findings 
 
Good morning and thank you for allowing me the opportunity to provide testimony to this 
committee. My name is John Cape, and I am a Managing Director for Public Financial 
Management Inc (PFM).   
 
PFM is a national financial services company, based right here in Philadelphia, with over 
40 offices nationwide – three in Pennsylvania.  Our firm is the number one independent 
financial advisor to governments in the United States.  We advise clients on capital 
markets and bond issuance, manage more than $50 billion of governmental funds, and 
provide management consulting.  Our consulting practice provides services at the 
Federal, State, and local levels of government.  My colleague Randy Bauer and I lead 
the State practice.  Both of us are former State Budget Directors – Randy in Iowa, and 
me in New York.  Additionally, I am currently a Senior Fellow at the Rockefeller Institute 
of Government, a national state public policy foundation that is part of the State 
University of New York.  Between us, we have nearly 50 years of experience as state 
government managers. 
 
Prior to this engagement, our practice had conducted a similar analysis for the 
Commonwealth of Virginia, and is currently working on a project in the State of Ohio. 
 
PFM serves as the Financial Advisor to the Pennsylvania state government.  In that 
capacity, we were asked 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.  We were also asked to evaluate 
various approaches to privatization and the fiscal, market and operational implications of 
the options. 
 
The Governor’s office provided our team with five key goals for this analysis that we 
used to weigh the options.  These 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. 

 
To complete the analysis, we conducted extensive interviews with staff from both PLCB 
and other state agencies, as well as reached out to various stakeholders in the wine and 
liquor industry. As part of our analysis, our team used a combination of data and reports 
obtained from the PLCB, annual reports of other state entities involved in the control and 
sale of wine and liquor, and used proprietary data purchased through reputable private 
sources. The report submitted to the Governor’s Budget Office in October is the 
culmination of that analysis. 
 
As you are already aware, states take varying approaches to alcoholic beverage 
operations but are primarily split into two categories. The first category is comprised of 
what are commonly referred to as control states. These states, including the 
Commonwealth, are responsible to varying degrees for the wholesale and retail sale of 
wine and/or distilled spirits.  
 
The second category of states is referred to as license states. As the name suggests, 
these are states that license private entities to handle the wholesale and retail sale 
operations of wine and distilled spirits.  There are currently 32 license states and 18 
control states – although it should be noted that earlier this month voters in the State of 
Washington approved an initiative to transition towards a license state system.  For 
those soon-to-be 17 control states, the degree of involvement which the government has 
in the sale, distribution, and enforcement of laws pertaining to alcohol varies greatly. 
Pennsylvania is one of two states – the other being Utah – that controls both the 
wholesale and retail operations of the sale of both wine and distilled spirits within state 
boundaries. 
 
The PLCB wholesale operation is already essentially privately operated, 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 the 
flexibility to function more like a privately run business. This poses the obvious question: 
why not fully privatize the system? 
 
PLCB is a large enterprise with significant responsibilities. Its 600 plus state-run stores 
provide wine and spirits to all residents of the Commonwealth. It also handles the 
licensing and regulation of over 20,000 on-premise licenses, as well as the enforcement 
of laws that provide for the public health and safety. 
 
In addition to providing the residents of Pennsylvania with wine and spirits, PLCB 
provides the State with a recurring revenue source, transferring an average of $97 
million annually to the Commonwealth’s General Fund.  However, the system’s 
profitability has declined in recent years, as expenses have grown faster than revenues.  
Based on our analysis and the development of a baseline forecast going forward, PFM 



estimates that $80 million a year would be a more likely annual General Fund Transfer 
amount. 
 
Over the last 10 years, revenue has grown at a compound annual growth rate of 3.5 
percent, while expenses have grown at a rate of 5.5 percent.  Some of this expenditure 
growth relates to improvements in 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, have grown faster than the other broad 
expenditure categories, such as expenses related to store and warehouse overhead, 
licensing and enforcement.   
 
The PFM baseline model predicts that expense growth will continue to be higher than 
revenue growth in the coming fiscal years.  As expenses are projected to continue to 
grow at a rate higher than revenues, there are legitimate concerns that the PLCB can 
continue to operate as a profitable business, when measured in normal business terms. 
 
PLCB recently started reporting on profit and losses by store.  In Fiscal Year 2008-09, 
based on methodology used by PLCB, 25 stores were deemed unprofitable; this number 
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 the methodology is altered to allocate indirect costs and 
separate wholesale mark-up from store revenues, nearly all PLCB stores would be 
deemed unprofitable. 
 
Benchmarking PLCB with Other States 
 
In order to understand where the Commonwealth stands nationally in a number of 
categories, our team 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 such as 
Iowa, Ohio and Michigan that have privatized their retail systems but retain wholesale 
operations 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 comparison 
to other control and license states, Pennsylvania fares poorly in many of the key metrics. 
 
Assessment of State Privatization Options 
  
Using history as a guide and the range of options available for divestiture of the PLCB, 
PFM analyzed the privatization under a number of approaches. The preferred method 
for the Commonwealth to pursue ultimately depends on the key outcomes that are 
hoped to be achieved. To help identify the scope of available options, we 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 
using private agents to sell its product.  Besides analyzing a variety of privatization 
alternatives in between, we also considered the option of allowing the PLCB to operate 
more like a private-sector operation. 
 
The desired outcomes are important factors in weighing the differing approaches.  As 
noted above, we were given five goals against which to evaluate these options. 
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 reduces the 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 and state taxes applied amounting to $453 and $377 million, respectively, in 
Fiscal Year 2009-10.  The analysis assumes 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, totaling $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 $1 million for treatment and prevention programs for the Department of 
Health.  Under any future privatized system, these expenses would require a new 
funding source.  Based on our analysis, we estimate 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.  Therefore, in order to achieve Fiscal Neutrality, any 
option chosen for a privatized system must provide a net fiscal impact of $408 million 
through new and/or enhanced revenues or additional reductions to PLCB expenditures. 
 
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.  A 
key factor in how prices will be affected will be how taxes and mark-ups are applied to 
these goods going forward. 
 
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.  
And 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 privatization options recommended by our analysis 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 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, on average, into a 15.5 
percent 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 
should be at or slightly lower than the results from the static model.   
 
Sales and Consumption 
 



The 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.  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 a year 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 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, our 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, we developed three different 
methods and models.  Based on research, data and certain assumptions, the estimated 
valuation of retail and wholesale licenses is $1.1 to $1.6 billion.  The upfront revenue 
related to auction of the wholesale operation would be generated in both privatization 
approaches.  
 
Use of Proceeds 
 
The proceeds from retail and/or wholesale auctions 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 was 
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 
Commonwealth 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. 
 
When it comes to the process of transitioning from a public enterprise to the private 
sector, the preservation of consumer access and an uninterrupted tax revenue stream 
will be a challenging and complex process if privatization is pursued. 
 
Moreover, it 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. We estimate, barring 
extensive delays or setbacks, 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 
 
In closing, Pennsylvania is one of the last states employing strict post-prohibition control 
over the sale of wine and spirits. The PLCB has grown into a complex and expensive 
organization that plays the roles of both regulator and retailer.  We believe that the 
Governor’s commitment to privatize PLCB’s wholesale and retail operations and focus 
solely on regulation and public safety is well founded.  Moreover, privatization of PLCB 
can unlock valuable resources for the Commonwealth to dedicate to achieve other policy 
goals, while providing economic opportunities to the private sector and enhanced 
convenience and choice to the state’s consumers. 
 
Given the policy goals and charges the Governor established for conducting this 
analysis, we believe 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: the first 
being a highly-structured license issuance strategy accomplished through an auction 
process; the second is an open-market approach that would provide licensure 
opportunity to any qualified applicant.  Both have advantages that policymakers should 
consider.  In either approach, significant licensure fees should be applied as a way to 
promote voluntary compliance with the State’s Liquor Code. 
 
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, we believe that a 
privatized system affords the State the best opportunity to improve on the current system 
and optimize the financial benefits for its citizens. 
 
Thank you again for the opportunity to speak before this committee. I’m happy to answer 
any questions you may have at this time. 
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PLCB Revenue and Expenses: Fiscal Years 2001
 
 

 
PLCB expenses are categorized into three main cost centers:

 Store and warehouse expenses.

 Administrative expenses.

 Licensing and enforcement expenses.
 
While store and warehouse expenses 
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 Planni
ERP related expenses are expected to level off, they have not as of Fiscal Year 2009
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PLCB Revenue and Expenses: Fiscal Years 2001-2010

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
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Profit 

Source: Various annual reports.
 
 
An examination of profit as a percent of sales in Fiscal Years 2008 and 2009, 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.
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Profit as a Percentage of Total Sales (Fiscal 2010) 
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An examination of profit as a percent of sales in Fiscal Years 2008 and 2009, as found in 
revealed that PLCB has consistently been one of the least profitable control 

state agencies, even during years of stronger sales. 
 
 
 
 
 
 

PLCB Net Income: Fiscal Years 2001-2010 
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General Fund Excess Revenue 
 

Operating Costs as a Percentage of Total Sales
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Excess Revenue Transfer and Net Income: Fiscal Years 2001

 
 
 
 
 
 
 
 
 

Operating Costs as a Percentage of Total Sales (Fiscal 2010)
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Baseline Scenario Outputs

2010 2011 2012 2013 2014 2015

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


