
MINUTES 

MONTANA SENATE 
52nd LEGISLATURE - 1st SPECIAL SESSION 

COMMITTEE ON TAXATION 

Call to Order: By Chairman Mike Halligan, on January la, 1992, 
at 9:05 a.m. 

ROLL CALL 

Members Present: 
Mike Halligan, Chairman (D) 
Dorothy Eck, Vice Chairman (D) 
Robert Brown (R) 
Steve Doherty (D) 
Delwyn Gage (R) 
John Harp (R) 
Francis Koehnke (D) 
Gene Thayer (R) 
Thomas Towe (D) 
Fred Van Valkenburg (D) 
Bill Yellowtail (D) 

Members Excused: None. 

Staff Present: Jeff Martin (Legislative Council) 

Please Note: These are summary minutes. Testimony and 
discussion are paraphrased and condensed. 

Announcements/Discussion: None. 

HEARING ON SENATE BILL 3 

Presentation and Opening Statement by Sponsor: 

Senator Bob Brown, District 2, told the Committee SB 3 is an 
act to eliminate the authority of the Department of Revenue (DaR) 
to establish and maintain state employee operated liquor stores 
after December 31, 1992. He said he b~lieves it is a good 
concept, and read from an October 17, 1991 article in the Great 
Falls Tribune and an article from the Bozeman Chronicle (Exhibits 
#1 and #2). 

Senator Brown explained that most other states have gotten 
out of the liquor business. He stated that a "fact sheet", 
distributed in the Capitol this week, has since been repudiated 
by its source, so he would not be refuting that information. 
Senator Brown commented that he hoped the opponents would use 
constructive criticism in the public interest. 

Senator Brown advised the Committee that DaR requested and 
drafted the bill. He referred to a chart on liquor enterprises 
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from 1975 with projections through 1995 (Exhibit #3), and said 
the 1991 $46 million projection was expected to continue through 
1995. Senator Brown explained that total revenue is about $15 
million, and is projected to continue at that level. He alluded 
to the one-time $4 million revenue gain from the bill, and said 
there should be no change in revenue to the state. 

Senator Brown said he believes the bill will free up other 
revenue, and reported that there are 95 agency stores now, 30 of 
which are still being operated by the state. He explained that 
the Governor seems committed to the concept of privatization, and 
that the Legislature could probably not accomplish a major 
overhaul of the tax system during special session. 

Senator Brown added that he believes SB 3 is feasible, and 
asked the Committee's careful consideration and realizes the bill 
may require modifications. He told the Committee although the 
entire $4 million may not be realized during this biennium, "the 
bill,kinda like the Montana cowgirl, might look better at 
closing time". 

Proponents' Testimony: 

Dennis Adams, Director, DOR, read from prepared testimony, 
and referred to graphs (Exhibit #4), the first of which showed 
the historical perspective and liquor tax income from 1975. He 
advised the Committee that 108 stores have been discontinued 
since 1975, and that between one-fourth and one-third of 
remaining stores could also be lost. 

Mr. Adams made reference to a graph on the Liquor 
Enterprise, noting that the 337 full time employees (FTE) in 1975 
presently number 125 (Exhibit #5). He then referred to graphs on 
"What SB 3 Won't Do" and "What SB 3 Will Do" (Exhibits #6 and 
#7). Mr. Adams stated that the bill won't decrease state revenue 
or affect existing agency stores, but will affect the only 
~arehouse owned_by the Liquor Enterprise Fund. He continued, 
stating that SB 3 will not increase gambling outlets, and that 
there is not a projected increase in sales of liquor. Mr. Adams 
explained the liquor sales resulted in 18 percent of alcohol sold 
in Montana. 

Mr. Adams advised the Committee that SB 3 will prevent a 
tuition increase for about 22,000 college students in Montana. 
He further advised that it will provide employment preference for 
Liquor Division employees to other jobs, or to become franchise 
agents. Mr. Adams explained there would be a limit of one 
franchise per community, and that passage of the bill would mean 
better service, and new jobs for communities. 

Jack Ellery, Deputy Director of Operations, Liquor Division, 
DOR, said he believes SB 3 is the best liquor proposal in the 
seven years he has been with DOR. He commented that 
diversification of sales is the key to this proposal, which also 
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provides for the sale of beer, wine, prepared foods, and other 
retail products at liquor stores. 

Mr. Ellery read from a statement of the NABCA (Exhibit #8). 
He said one of the significant assumptions of SB 3 is a full case 
discount of 5 percent, and that freight costs to the state would 
be increased by 50 percent. He said a $5 charge would be made to 
franchises for mixed-product cases. 

Mr. Ellery told the Committee he believed that 29 stores 
would opt to become franchises. He explained control of 
inventory debt service, and said no payment would be required on 
inventory delivered for 30 days after delivery to franchises. 
Mr. Ellery further explained that the state would not lose 
interest earnings as it is also on a 30-day schedule, but would 
incur one-time expenses in FY92-93. He stated that the money 
would come from existing investments. 

Mike Micone, Commissioner, Department of Labor and Industry 
(DOLI), told the Committee he supported a similar proposal in 
1991 during the 52nd Legislature. He stated that an employee­
owned corporation may hold multiple contracts, and that current 
restrictions and mandatory hours for stores would be lifted. Mr. 
Micone went on to state that staff would already be trained and 
have a guaranteed market. He said profits would be shared by 
employee-owned corporations, and would be repurchased when 
employees terminated employment. 

Mr. Micone explained that 51 percent must be held by 
employees, but 49 percent can be sold to attract venture capital. 
He said he believes the investment of coal revenue is an 
excellent investment, and that SB 3 is good for Montana. 

Dave Lewis, Executive Director, State Board of Investments 
(BOI), referred to page 51 of SB 3, citing discretionary language 
on loans to employee-owned enterprises. He explained that there 
must be equity and sufficient collateral in loan applications. 

Kirk Lacy, President, Montana Associated Students, offered 
his appreciation to Senator Brown for the relief to students in 
SB 3, and said he believes this legislation is critical. He also 
thanks the Legislature for trying to minimize the tuition impact 
to students, and said the students had no position on any 
specific proposal, as they have been on winter break. 

Mr. Lacy stated that the system would receive approximately 
$17 million over the last biennium, as recommended by the 
Appropriations Committee, but millions of dollars more were 
already committed to the university system and cannot be given 
back. He said there would be severe cuts in courses, faculty, 
staff, and library services, as well as tuition increases, if SB 
3 does not pass. 

James Burke, a junior in political science at Montana State 
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University, told the Committee history shows government-owned 
production will not work, and that he believes the Governor's 
proposal is a very progressive idea. He stated he would face a 
$400-plus increase in tuition next year, if the situation is not 
corrected, and asked the Committee to approve the bill. 

Edward Wallace, a junior at Montana State University, said 
he believes most students are in favor of the bill, and that SB 3 
shows the Legislature is serious. He commented that he believes 
the government is wrong to be involved in private industry. 

Christopher Warden, a senior at University of Montana, and a 
senator in student government, said he is concerned with this 
issue becoming a partisan one, and that he believes the bill is a 
good common-sense idea. He asked the Committee to give SB 3 
favorable consideration. 

John Alorn, Miles City Community College, told the Committee 
he is already working long hours to continue his education, and 
that increased tuition would make matters worse for him. He said 
he believes it is the duty of the state to make sure students 
have an opportunity for education, and that he did not want to 
leave Montana. Mr. Alorn further stated that if tuition does 
increase, he would leave Montana to get his money's worth in 
pursuing his education, and urged the Committee to support SB 3. 

Opponents' Testimony: 

Robert VanDerVere, private citizen, Helena, said he believes 
the liquor set-up is working well, and should not be changed. He 
stated that editorials are one person's opinion, and not that of 
the public. Mr. VanDerVere told the students he felt for their 
situation, and said his granddaughter (also a college student) 
asked him to testify against the bill. 

Jerry Strong, Montana outfitter and construction 
businessman, told the Committee that, although he is not a bar 
owner or liquor store operator, he obtained flow charts on the 
liquor stores and took them to his accountant (a CPA) to review. 
He explained that the CPA said he could make it if he raised 
prices 40 percent, but believed purchasing a state-owned liquor 
store would be a losing proposition. Mr. Strong commented that 
his CPA suggested he ask Mr. Blewett and Mr. Adams to be his 
partners, if he decided to purchase a store. He advised the 
Committee that Montana is third among the states in alcohol 
consumption now, and asked why the state would want to throwaway 
any profit it is making now. 

Representative Dan Harrington, District 68, advised the 
Committee that his 1987 bill set the percentage of profit, and 
that he believes the government should recognize the fact that it 
is working. He told the Committee that SB 3 might work in the 
future, but won't right now, and commented that he sensed a move 
in the state to change liquor to a private monopoly. 
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Representative Harrington commented that if SB 3 passes, 
supermarkets will control liquor sales, and he believes this 
would be detrimental to the industry. He further commented that 
he believes the state has reached the point where profit is going 
to be, unless state population increases. He asked the Committee 
to defeat the bill. 

Representative Don Larson, District 65, told the Committee 
he is a rural tavern owner in Seeley Lake, and that half of the 
1500 taverns in the state are rural and would be negatively 
impacted by this bill. He explained that most liquor stores 
garner the majority of their revenue f-rom local taverns, and that 
the bill would probably put about 93 "mom and pop" operations in 
the state out of business. He said it would also close off an 
option for freight haulers, and asked that the Legislature wait 
for the task force recommendations in 1993. 

Bob Lemm, Montana liquor broker, and Director, Montana 
Liquor Association, provided a fact sheet from Ted Harris and 
Associates, who does statistical work for the Association 
(Exhibit #9). He read from prepared text and said Montana is 
enjoying a revenue advantage of 31 cents on every dollar of 
liquor sold. Mr. Lemm explained that Montana received $15.65 in 
revenue per proof gallon of pure spirits sold, against $11 in 
other states. 

Mr. Lemm advised the Committee that Iowa closed its state­
run operations in 1987, and moved to a 75 percent mark-up at 
wholesale, then to a 60 percent mark-up, and is at 50 percent 
now. He explained that they were at $28.2 million in operating 
revenue, and were down to $21.9 million in 1990. Mr. Lemm 
commented that sales of distilled spirits are not priced 
realistically, and that he believes privatization is a problem. 

Mike Grunow, liquor store agent in Lolo, Montana, advised 
the Committee that liquor sales in the state is a $43 million 
industry. He said he believes the proposals in the bill would 
eventually fail and self-destruct, and asked that the Committee 
hold SB 3 until something further is considered. Mr. Grunow went 
on to state that the privatization mechanism is already in place. 
He explained that the requirements in RFPs have changed, and 
would be nearly impossible to meet by most agents and landlords, 
as most are currently under month-to-month contracts. 

Margaret Nelson, Liquor Store #172, Victor, Montana, said 
she was speaking to the changes going on now in stores. She 
advised the Committee that she had heard the state may not renew 
currently expiring contracts for five years on the same terms, 
and may renew only on month-to-month contracts. Ms. Nelson told 
the Committee that sales doubled under her management, and that 
stores are supposed to experience eight inventory turnovers per 
year (Exhibit #10). 

Mary Schuler, Liquor Store #8, Livingston, Montana, said she 
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sympathizes with the university system situation, but is against 
privatization. 

Leo Thomas, Liquor Store #1, Helena, advised the Committee 
he is running at a 16.3 percent profit, and has been there 20 
years. He explained that if SB 3 passes, he stands to lose 
retirement he could have earned by working 10 more year. He also 
advised the Committee that the store in Arlee was closed three 
times, and the store in Belt, twice. 

Sandra Lee, Missoula Liquor Stores, said she hasn't been 
sent a copy of the bill, and can't see the state's concerns. She 
told the Committee that six stores in her area closed within a 
year, and that she is running on a ten percent profit, and didn't 
understand how private stores could make money. 

Mike Lemm, liquor representative in Montana, said NAPCA 
figures are up 2.4 percent for over 10,000 cases. He stated that 
November, 1991 was up 6.51 percent, with increased sales and 
profit at the same time (Exhibit #11). Mr. Lemm asked why the 
state closed out wines on January 1, 1992, and provides $600,000 
in annual revenue, and commented that the state pays on 21 days 
and not 30 days as stated by OOR. 

Marv Alves, United Food and Commercial Workers Union, Local 
1981, Missoula, asked the Committee to oppose SB 3 (Exhibit #12). 

Chad Ouellette, Liquor Store #190, Big Sky, said the system 
works as it is, and that he is against the bill. 

Mark Staples, Montana Tavern Association, said he received a 
letter at the end of November from DOR, asking him to participate 
in a task force on the pros and cons of privatization and read 
from that letter. He told the Committee that there has been one 
meeting of the task force, at which this plan was dropped, and 
said he was very uncomfortable with .it. Mr. Staples advised the 
Committee that Senators Kennedy and Rye, and Representative Stang 
are also on the task force, and said the task force needs to be 
left to do its work in a timely manner. 

Ray Trudel, United Food and Commercial Workers Union, Local 
8, told the Committee he is an employee representative. He 
explained that there is a hiring freeze in state government right 
now, and asked them not to support the bill (Exhibit #13). 

John Blair, Reno Club, Billings, said the bill would 
virtually make liquor stores into grocery stores. 

Don Judge, Executive Secretary of the Montana State AFL-CIO 
told the Committee that the AFL-CIO supports students and a cap 
to raise on-going revenue for the state. He stated that the 
students would be back next year, as SB 3 is a one-time fix and 
won't work. Mr. Judge further stated that DOR is no friend to 
state employees who operate state-owned stores. He reminded the 
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Committee that Governor Stephens made a campaign promise in 1988 
to privatize as much as possible, and advised them of a letter 
and fact sheet they would receive from his office later today. 
Mr. Judge asked the Committee to look at employees who would be 
cut out of state personnel, and that the task force be allowed to 
do its work. 

Questions From Committee Members: 

Senator Thayer asked Dennis Adams to respond to the opposing 
statement made by Jerry Strong. Mr. Adams replied he probably 
should go into business with Mr. Strong, and asked that Jack 
Ellery respond. Mr. Ellery stated that the issue of inventory is 
mitigated to the extent that it allows 30 days, so the only 
inventory a store would be looking at is slow-moving items. He 
said a store could order split cases for those items, so its real 
inventory investment is somewhat smaller. Mr. Adams added that 
DOR went to individual tax returns of the more successful agents 
to check profit margins. 

Senator Thayer asked about employees who feared losing their 
retirement. Jack Ellery replied that employees who purchase 
stores would be the main beneficiaries. Senator Thayer asked 
Bob Lemm if he had explained the administration's proposal to 
liquor store employees, and said he did not believe this 
assumption was correct. 

Senator Thayer commented to Jack Ellery that he understood 
the answer had to do with Iowa getting entirely out of the liquor 
business. Mr. Ellery replied that was correct, and said the fact 
sheet spoken of earlier does not relate to conversion. 

Senator Doherty asked whose idea it was to exempt DOR from 
the privatization criteria adopted by a previous legislature. 
Mr. Ellery replied that the DOR intent was that it would be 
highly debatable. 

Senator Doherty asked if one entity in Great Falls could own 
all the franchises in that area. Mr. Ellery replied it could own 
all the franchises in Montana, and that they are transferable. 

Senator Doherty asked if that would create a new quota 
system for those pieces of paper (ownership), and whether the 
state or the paper owner would get that value. Mr. Ellery 
replied that the paper owner would get the value. 

Senator Doherty commented that one of the costs of doing 
business is overhead, and asked if the bill prevents any FTE from 
being changed to part-time and thus receiving no benefits. 

Senator Doherty asked Dennis Adams to respond to an earlier 
statement that SB 3 would sabotage the current system. Mr. Adams 
replied that the current bid process has evolved over years, for 
the protection of the state, and that changes are not made to 
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existing agreements, but are made as they are re-bid. 

Senator Doherty asked Kirk Lacy, if all the students wanted 
was tuition relief. Mr. Lacy replied that was correct. 

Senator Towe asked about the question of monopoly on liquor 
licenses, and if the state would be creating a new system with 
the same problems. Dennis Adams replied that the terms of 
agreement would be ten years, and that the state could have more 
control over these agreements. 

Senator Towe asked what these licenses would sell for. Mr. 
Adams replied he had no feel as to what the market may be. 

Senator Towe asked about page 29 of the bill. Dennis Adams 
replied that one section deals with statute, and the other deals 
with DOR. 

Senator Towe asked if the projected $4 million in income 
would come from the initial sale of inventory. Mr. Adams replied 
it would. 

Senator Towe asked what a person in Billings would pay for 
inventory on an initial purchase. Jack Ellery replied it would 
be about $62,000 for a low-turning store, and significantly 
higher for a high-turning store, and said the store would have 30 
days to sell that inventory. 

Senator Towe stated his concern that there won't be enough 
inventory to make even $3.5 million. Jack Ellery replied that, 
occasionally, slow-moving products are sold for less than retail 
right now. He said the bill assumes that 29 store would be 
bought, but the projection is now somewhat less, or about $3.5 
million instead of $4 million. 

Senator Towe asked if there were any guarantee of getting 
the commission anticipated in bids. Mr. Ellery replied that 
would vary by community, but is a 6.5 average for 30 stores. He 
stated that DOR would publish a standard maximum it would pay in 
communities. 

Senator Towe asked if anyone exerc1s1ng the preference would 
get the maximum. Mr. Ellery replied they would. 

Senator Van Valkenburg asked if this largely depends on the 
agency ten-year relationship. Mr. Adams replied it does not. 

Senator Van Valkenburg asked if the Board of Investments 
(BOI) method of financing is there, realistically, to say that 
employees have a method of ownership. Mr. Adams replied it is to 
facilitate the ability of employee-owned enterprises. 

Senator Van Valkenburg commented that this means a ten-year, 
or potentially a 20-year commitment, and if DOR expected the 
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Legislature to do this in one week. He asked how the state would 
get out of this situation, if it decides such a move is a 
mistake. Mr. Adams replied there is no evidence in the past 16-
17 years that this would happen. 

Senator Van Valkenburg asked Senator Brown if he accepted 
the validity of Representative Larson's arguments. Senator Brown 
replied that he is not proficient in the tavern owners business, 
but he believes there are certain costs in transporting liquor 
that local agents might not have now under the current system. 

Senator Van Valkenburg commented that th~ people represented 
by Mark Staples believe this is a bad bill. He asked if 
increasing the hours liquor can be sold is for the purpose of 
increasing liquor sales. Senator Brown replied that taverns are 
open from 12 noon to 2 a.m. now, and that the bill would allow 
new entrepreneurs to operating during these same hours. 

Senator Van Valkenburg asked if these new entrepreneurs 
would advertise more to promote greater liquor sales. Senator 
Brown replied he believed they would, and said he didn't believe 
the bill would change the per capita consumption of liquor in 
Montana. 

Senator Van Valkenburg commented that the House 
Appropriations Committee has "decoupled" contingency language for 
students from this proposal. Senator Brown replied he was aware 
of this action. 

Senator Gage asked about personnel reductions. Gary Blewett, 
Administrator, Liquor Division, DOR, replied that the vast 
majority of reductions were employees in stores. 

Senator Gage asked for the actual number of reductions since 
1977, and Mr. Blewett said he would bring this information to the 
Committee. 

Senator Gage asked about the 20 percent increase in 
commissions, and current mark-up. Mr. Ellery replied that prices 
are the same to state or agency stores. 

Senator Gage asked where the 20 percent comes from. Mr. 
Ellery replied that, currently, 10 percent commission is paid to 
stores to sell, and that they will be given 12 percent if they 
purchase the inventory. 

Senator Gage asked if all stores are getting 10 percent now. 
Mr. Ellery replied that all communities with populations under 
3,000 get 10 percent. He explained that all communities with 
populations of more than 3,000 are competitively bid. 

Senator Gage asked if DOR looked into the cost to the 
private sector. Mr. Blewett replied he looked at current leases, 
and was keeping them on fairly short terms in case privatization 
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came through, and to leave the state without additional 
liability. He commented that landlords are at risk by this 
change, but are being evaluated for better deals now anyway. 

Senator Gage asked about line 25, on page 6, concerning the 
definition of a grocery store. Mr. Blewett replied that in 
communities with more than 3,000 population, current law says a 
grocery store can't be in or adjacent to a liquor store. He 
explained that a liquor store can still sell certain things sold 
in a grocery store, but cannot turn into a grocery store. 

Senator Gage asked if the addition of a fresh fruit stand 
would constitute a grocery store. Mr. Blewett replied he 
believed it would. 

Senator Gage asked if the state motor pool could be 
privatized, and said the Legislature is concerned that the direct 
loan capabilities of the Board of Investments is not directed to 
this particular conversion. Dennis Adams responded that the 
loans could be available to any privatization of public 
functions. 

Senator Gage asked if liquor stores are currently required 
to have bonds. Mr. Blewett replied that they are required to 
carry $3,000 bonds. 

Senator Gage asked if this is sufficient for large stores. 
Mr. Blewett replied is it not, and that DOR is presently looking 
at this. He stated they no longer have state insurance, except 
through rule-making. 

Senator Harp referred to Senator Doherty's concern about 
development of another quota system, and asked if an agency store 
can transfer its existing inventory to another. Mr. Blewett 
replied there is no law opposing this, but this stipulation is 
put into current contracts. 

Senator Towe asked what will happen if no one is willing to 
bid at DOR's level. Mr. Ellery replied he hadn't anticipated 
this. 

Senator Towe, referring to Iowa's loss of $7-8 million or a 
$22 million reduction, asked if this is where the figures from 
other states come in. Mr. Ellery replied it would be contingent 
upon receiving a bid of the standard maximum for that community. 

Senator Towe asked for figures for Billings, and Mr. Ellery 
agreed to supply them. 

Senator Towe asked Dave Lewis if direct loans could not be 
made to individuals right now~ Mr. Lewis replied that they could 
not, and said Science and Technology can make such loans now from 
the coal trust, so there is some precedent. 
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Senator Towe asked if that is not a dangerous precedent. 
Mr. Lewis replied he believes DOR indicated it had checked with 
commercial lenders who weren't interested in these types of 
loans. He commented that it is working well at present, as it 
is. 

Senator Towe asked if there were any reason to include this 
language. Mr. Adams replied it was included to facilitate 
employee-owned enterprises for those who may not have a prior 
financial track record, i.e., new business. 

Senator Towe commented that there is not a fiscal note, and 
questioned the figures estimated. He asked how the state will 
get from $3.5 to $4 million. Mr. Ellery replied that $4 million 
was the original estimate derived from the estimated sale of 29 
stores, and that DOR has now found the figure to be more like 
$3.5 million. 

Senator Towe asked if there were any long term leases beyond 
December 31, 1992. Mr. Blewett replied he did not believe there 
are. 

Senator Eck asked what projections are for the next few 
years concerning closing of stores and month-to-month contracts. 
Mr. Adams replied he did not anticipate any significate change in 
the numbers of existing agencies. 

Senator Eck commented that she did not see any changes. Mr. 
Adams replied that the holder of the agency store in Missoula 
could not put a satellite in Victor, and is limited by the number 
of outlets now allowed. 

Senator Eck said she was concerned with the future - the 
cost to the state of health care, welfare, medicare, and 
corrections, all of which are associated with alcohol and 
continue to grow rapidly. She asked if the state could reimburse 
these agencies a small amount for the cost of consumption. Mr. 
Adams said he believes there would be opposition to increasing 
the wholesale cost of liquor, but that Senator Eck has a valid 
concern. 

Senator Halligan asked if preference provisions would be 
honored as contracts come up for renewal. Mr. Adams replied that 
there are a number of different renewal agreements, and that they 
would need to be looked at. 

Senator Halligan asked why DOR is looking at this issue now, 
when the task force is looking to make proposals next session. 
Mr. Adams replied that the task force would still address other 
issues. 

Senator Halligan asked about the fiscal note. Mr. Adams 
replied he would get it for the Committee. 
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Senator Yellowtail asked about the doubt that proposed 
employee-operators may not be able to get commercial financing. 
He asked if DOR could assure the Legislature that the Board of 
Investments would apply less stringent conditions. Dave Lewis 
replied that the BOI would apply the same conditions as 
commercial lenders. He stated contracts would be based on 
estimated profit, and loans would be based on that value. Mr. 
Lewis said commercial lenders may not have understood this when 
they were approached by DOR. 

Senator Yellowtail asked if this is not a necessary 
assurance to these people. Mr. Lewis replied it was. 

Closing by Sponsor: 

Senator Brown thanked proponents, opponents, students, 
questioners and answerers for their concerns about the turnover 
of inventory, and the ability to meet the fiscal note projections 
of the bill. He said he believes the bill will generate a 
significant amount of revenue. 

Senator Brown advised the Committee that the way the state 
has managed liquor has been in transition for a period of time, 
and that he is aware employees and operators are concerned about 
the proposed change. He said the Legislature could wait, but he 
believes the problems will continue, and that there will still be 
a move toward privatization. Senator Brown suggested that the 
Chairman place the bill in a subcommittee for further work, and 
said the proposal is not perfect, but is viable. 

ADJOURNMENT 

Adjournment At: 11:37 a.m. 
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'1 §tate slwuld get out 
'1 'oj the liquor business 
•. the Stephona admin1Jtration 11 moving again to get out at 
, ~~ liquor busine .. , and wo tllC01.ll'&iO that ettort. , 

PriVatization gets the state out of a. business it Ihouldntt be 
., in. It providea new energy tor prtvate enterpIiJe. And it will 
I be petter tor the public. 

~. In the mid-1970't tor example, o",6-QWU'ter of the Itate'. 

j.. liquor .alas wore tor table wlnI. But 1n 1978, ltate votora 
decided that wine .hould be .old in JI'occry ftOru .. w.u. 

, . . ~ private .nterpriaa ran theltate out ot buaineA. 

T'· tastweek, the state laid that ttl wina aaIu had dropped 
from 26 percent to 1 percent of ita buamelS, that it would 

· diacontinue wine ~ in &ta~ at01'88 •. 

T The reasons are less for price than conaumer convenience. 
Buying wine with groceriea mwsllte • little aimpler. And 

· the stores am aell wine twice l1li ~ houn a week at tho 

r; .~te .torea. which are only open daylight hourI ttve day. a 
~week. 

t I1Uquorwere avallable in groceries, we bel1eve the .ame r.'thing would happen. 

· "Montana 11 in a minority of stateauS.mout 18) lelllng liquor 
; ··through state stores. Arid the $4 on in profits from that 

T operation doesn't seem worth the bother to the state or 
':~onvtmienco to the public. 

f' . Obvtoualy, there will be oppoaltion to the admim.tration'. 
,proposal. . 

: ~ Bureaucratl are firmly enuenched.ln the atate storel • .And 

r tavern ownera, who currently buy about halt at the state', 
:liQuor for by-the-drtnku we11 u package saloa, are 
reluctant to have ~ local grocexy u a competitor tor hard 

r· liquor .ales.· . 

We thinkRlmlnue Dlrector DoDla Adamlla wileln .. tUng 
, up a taaktorce at the vuted lnterem to reach lome , 

r' agreement on how to proceed in givi.ng this bu.lincu back to 
private cmterpJ1ae. 

Our readers' OpiniOI 
Good management decision 

In Charla S. JOMaon'llJ1:tcl8 reprdb:Ir the 
It&to Rwtnue Dopartment'. d.c::la1OZ1ID de91_ 
itt fnwntory of DLbl. 'fV1nt I.Ild c:ham~. 
tonn.r R.p. Paw Putorfa blut.d the 11.c11icm 
u ·"t.n1bl.... . 

Wbat 11 10 terrible about a 1taC.11IYt1Wl 
dedl10ft to delete •• ~t at l~ bumnu. diat 
only coDbibuCU 1 p.rc:wnt ot ita a&lu but a 
much l&rpr percenta", of It1.~ and 
inventory intutment? I call thu & IOOd 
man&I'.moDI: d4c1&{o.o. - III~ tor &.Iata 
J'OVtIt'IlmOllt &JWIWY. 

P1Itoria abould know that tor wwy Utwot 
wtn. .old to a tanto. I"lltaW'lllt, or Itora, a 
ItI&te tax til 27 eenc:a JI c:oUect.d. !tach wtAa 
wbOleAl..- i.levied tho tax on bia.1lAa and 
b1a1U a c:hllCk to the OepatlllWlt at n..v-nu.. 
,uah mOlltb. 'I'M coUeadon Iyatem fa Idmpla, 
.t.nc1ent and baa DO COlt to ~ buttb. 
'Nbolu&l.t. 

In lQUo. the two Gmt PalII wm. who) .. t.,.. 
paid $lM.308 f.n tax .. aDIaI .. lor Ch. beoeftt 01 
Ua oldaooa otMont&IJL Sc.t'*Wtde, whoL...uen 
pald "1,.1063,000 in .~. wtDa tax .. aa4 m~ 
I1l.IllY typet and Itylatl of wiJ:aa .v.llab.la mac the 
.caw ItOrol did Dot carry. 

Piaorl •• bould atop com~ &bout a 
Revenu. Oevaranaot dedllon thatia prud.u:. 
laSiaal, COOd ,O\'ernmont, aAd a. ~tD 
MOIltaDa ~r'I. 

lmaIiDt the world II aIllOWlmDeDt JC'CldM 
bued tbal.r daC1&1oa. on wbatwoWd bent.ftt 
'ChON who toot th. btU - the taXpaytrt. 

KIMN DItVINE, 301a ~AVI. N. 
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OUR OPINION . 

rBail out of the bo~lblz{ 
Sell those state liqud; l-l\'2..-0thers have gottenthe jitters 

t . 'II over the 90 employees In the 
S ores now, we argue remaining state-owned liquor 
about the n10ney later stores. 

T
he privatization of state 
liquor stores is an idea 
whose time just keeps on 

coming. 
Enough. already. It's here. 

Arguments against getting out ot" 
the liquor business are hard to 
swallow in light of the overriding 
consideration: \Vhy are we. the 
taxpayers - through our state 
government - in the business of 
selling liquor. anyway? 

Taxation? Regulation of a vice? 
State government successfullv 
taxes and regulates the sale or at 
least one other vice. tobacco. 
\vithout owning and operating 
tobacco stores. TIle state also 
ta."<es gasoline and other fuels 
\\'ithout running service stations. 

Still the proposal is threatened 
by Helena politics. 

Gov. Stan Stephens. the idea's 
latest standard bearer. has hog­
tied his proposal to get out of the 
liquor business by threatening a 
veto it if the money raised ($4 mil­
lion bv his estimate) is used for 
anythIng but offsetting a tuition 
increase for state college stu­
dents. 

Critics of the plan wasted no 
time homing in on that little bit of 
extortion as reason to bulldog the 

\ whole idea. 
\.-

The state jobs in question are 
a bogus issue. Even in the private 
sector. clerks and managers will 
be needed. If fewer are needed. 
~o be it. .-\nd. under Stephens' 
plan. the existing employees 
would get first shot at purchasing 
the private franchises. 

And the issue of how the 
money is spent should be dealt 
with after the deed is done. 

The privatization of liquor 
stores has actually been evolving 
for 17 years. Govs. Ted 
Schwinden and Tom Judge start­
ed the ball rolling until. today, 
there are only 30 state-owned 
liquor stores left with the remain­
ing 95 outlets. or "agency" stores. 
operated by private vendors. 

Let's get out of limbo. State 
liquor vending is an anachronism. 
It makes little to no sense any­
more. It is a needless arm of 
bureaucracy that would be better 
handled in the private sector. 

As critics point out. Stephens' 
plan would create a one-time rev­
enue gain. but it's money that 
should not be sniffed at. It makes 
sense to get out of the liquor busi­
ness in the first place. After that's 
done. we'll worry about how to r 
spend the loot. "-.J 

. <i' x.~ .:2 

----'\/1 b /9:L 
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In Millions 

Historical Sales and Revenue Trends 
Fiscal Years 1975 to 1991 

Total Sales 

Total Revenue 
Wholesale 
Inventory 

$4 Million 

$1 Million 

Retail 
Inventory 
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- Projected -
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Source: Entcrpri.'Ie Financial Statements 
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January 9, 1992. 

Mr. Jack Ellery 

NATIONAL At.cOHOUC BEVERAGE CONTROL AssOC(.A,nON, INC. 

4216 KiNG Sm£El' Wesr· AL.ExANORIA, VI/'IGINIA 22302-1507 - (703) 578-4200 
FAX (703) 82D-3551 

Deputy Director, Operations 
Montana Department of Revenue 
Uquor Division 
2517 Airport Road 
Helena, MT 59601 

Dear Jack, 

cx.~t 

1-10-9z 
S6-5 

I can understand your Irritation with the letter from our consultant, Ted Harris, a copy 
of which he sent to one of our supplier members in response to an urgent request for 
"anything you've got on-privatization of liquor control In Montana". 

Obviously, any informational response should have come from my office by way of the 
Montana Department of Revenue, Liquor Division, and I view this as a serious breach 
of our procedures to always work in concert with the official department of a control 
state on matters such as this. That fact has been made quite clear to Ted Harris. 
Unfortunately, this situation developed while NABCA senior staff members were 
conducting a Board of Directors Meeting out of the city. Thls,however, should not 
have occurred and established procedures were not followed. 

The Harris letter follows an analytic model prepared to clarify the revenue and price 
implications of privatization as it might apply generally in the control states. What 
we're attempting to do Is respond -to recent requests for such an analysis from a 
number of control states. The analysis is not intended (nor can it be expected) to 
apply to the specifics of any particular proposals to re-organize control state 
operations. 

As you may note. the Harris letter was prepared prior to the issuance of propo~s to 
extend agency operations in Montana It does not address those proposals and IS. . 

therefore, clear1y Irrelevant to those proposals. 
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I regret any attempt to use the Harris letter or any part of It In a context for which it 
was not intended. 

You may rest assured that NABCA·s position is not to interfere with the rightful 
prerogatives of the individual states as It relates to how they conduct their respective 
liquor operations. but to assist them in bringing about the type of operation they 
believe is in the best Interests of all the citizens of their respective states. 

You have our sincerest apology and assurance that this type of miscommunication will 
not occur in the future. 

Sincerely, 

~c..~-<> 
Paul C. Dufek 
NASCA Executive Vice President 

PCO/mpg 



DEPARTMENT OF LABOR AND INDUSTRY 

COMMISSIONER'S OFFICE 
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STAN STEPHENS. GOVERNOR P.O.BOX Ins 

STATE OF MONTANA -----
\~il6) -<44·3555 HELENA. MONTANA 596"-1 
FAX (406) 444-1394 

January 10, 1992 

TESTIMONY BEFORE THE SENATE TAXATION COMMITTEE ON SENATE 
BILL 3 

BY MIKE MICONE, COMMISSIONER OF LABOR AND INDUSTRY 

Mr. Chairman and members of the committee. 

I am Mike Micone, Commissioner of the Department of Labor 
and Industry. I am here in support of Senate Bill 3. 

I appeared at the regular session of the Legislature last 
year in support of the proposal that was before you to remove the 
State of Montana from the retail sale of liquor. The 
Department's involvement in that legislation is identical to our 
appearing today in support of this legislation. That is, our 
mission to respond to the needs of workers. We have long held 
the view that the prevention of a worker dislocation serves the 
worker more than providing short term benefits or retraining that 
worker. 

We believe today, just as we did a year ago, that 
consideration be written into the legislation for the existing 
retail store employees. That has been done. All employees are 
given absolute preference in acquiring the retail operation. We 
believe an employee-ownership model that is operated somewhat as 
a cooperative, would have the opportunity not only to survive but 
to prosper. We base this assumption that historically the 
operations have been profitable and that provisions in the 
legislation safeguard future profitability. 

An employee-owned corporation, as defined in the Montana 
Employee Ownership Opportunity Act and created as a result of 
this legislation, has preference for licenses if employees choose 
to participate in the corporation. 

1 

Quality Works 
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The employee-owned corporation may hold multiple licenses--­
which is unique to the industry. This would allow for the 
continuation of the business as individuals leave the 
corporation. 

Retail stores will have the ability to add beer and wine, 
limited food items and other products determined to add to the 
success of the operation. Lifting the current restrictions on 
advertising and mandatory hours will allow stores to market their 
products and to meet the needs of their customers. 

We see a number of benefits for an employee-owned 
corporation to operate retail liquor stores. It would give 
current state employees the opportunity for ownership in a 
business. Unlike the usual single-owner scenario, the employee­
owner corporation would create a large pool of skills, abilities 
and talents of many workers---workers who have the experience and 
have demonstrated that they can operate stores successfully. 
Together, these workers-can builq an even more prosperous retail 
operation. . 

The cooperative operation of the retail stores would mean 
corporate-wide profits. Under this approach, not only would 
profits be shared, but risks would be spread and minimized. 

An employee-owned corporation would also provide retirement 
benefits for the workers in the form of stock earned in the 
corporation. This stock would be repurchased by the corporation 
when the individual terminated employment. 

The employee-owned corporation can also be an excellent 
financing vehicle to acquire start-up capital. While the 
corporation would require 51% of the company to be held by 
workers, up to 49% of the company could be sold to attract 
venture capital. And financing can be supported through the 
Board of Investments. 

The Department of Labor and Industry is committed to 
facilitating the implementation of one or more employee-owned 
corporations, as we believe the option for employee-ownership 
provides an exciting opportunity for state employees. 

We also believe the investment of coal revenues in such an 
endeavor is an excellent investment in the future of our state 
and the employees who have served us well. 

senate Bill 3 is a good piece of legislation. It is good 
for the employee·and it is good for the state of Montana. I urge 
your support. Thank you. 

2 



FACT SHEET 

Regarding SB 2. the Governor's Bill 
to Privatize LIquor Stores 

c.x~·7 

I-Io---c; Z. 

586 

This report shows that the Legislative Fiscal Analyst's 
office was correct. The Governor's bill doesn't make good sense 
for the State of Montana. 

We respectfully request that yOU please take time to 
read through this document. 
SOURCE: The National Alcoholic Beverage Control Assn .• Inc. 

4216 King Street West 
Alexandria, Virginia 22302-1507 

The NABCA monitors all liquor and wine sales monthly 
for the controlled states. 

Ted Harris & Associates have been retained by the 
NABCA to determine the revenues produced by these controlled 
states, of which there are fourteen. 

. . 
MONTANA LIQUOR REPRESENTATIVES ASSOCIATION 
2475 Cook Street - Helena. MT 59601 
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January 3. 1992 

Mr Paul C Dufek 
NASCA 
4216 King Street, West 
Alexandria, VA 22302 

Dear Paul: 

Per your request, I suhmit tho following analysis of 
liquor control operations in Montana and of the revenue 
and price implications of proposals to privatize those 
operations. 

The Liquor Enterprise Fund operates as Montnna's exclusive 
wholesaler of distilled spirits, which it also retails 
(along with limited wine RuleR) throu~h thirty state stores 
and some one hundred agency outlets. 

Operating results for YY 90 can be summarized aa fullows 
(in millions). 

net sales $43.5 
cost of sales 2t1.4 

gross profit 19.1 (44%) 
expenses, adj'd 5.6 (13%) 
operating profit 13.5 (31%) 

The above figures do not include the revenues collected 
as taxes on beer and wine sold outside the control sys­
tem and as license and other fees. On the other hand. 
the figures do include $8.9 million in excise taxes on 
product sold through the control system -- because those 
taxos are an lnte~ral part of the pricing structure in 
Montana and in practical effect become part of the com­
posite L,EF mark-up. 

Fxpenses shown are those allocated from the total for 
FY 90 ($6.1 million) as applicable to merchandising 
operations of the I..EF. 
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A first observation.would be that a gross profit margin 
of 44% is very much in lino with industry norms on a con­
solidated basis -- ie, a margin of 20% at wholesale and 
24$ at rotail. A second observation would be that an 
operating profit margin of 31% is very much better than 
industry norms. Major retail chains ganerally operate 
on net margins of 5-7% nnd only rarely exceod 10%. Tho 
key factor in the case of Montana's LEF is the attrac­
tively low expenR~ margin ot only 13%. 

,A 

_'Montana is obviously enjoying the revenue advantages in-
herent in 1ts control state system -- integrated distribu­
tion (wholesale and retail), economies of scale and the 
market power of a monopoly supplier. In efficiently cap­
italizing on those advantages, the LEF is generating sub-
stantial operating revenues for the state thirty-one 
cents on every dollar sold. 

There are, of courso, other measur~s of revenue Gfficiency. 
DISCUS figuros for 1989, for example, ::ohow that Monta.na 
derives $15.65 in revanue per proof gallon of distilled 
spirits sold -- against the avara~e among all states of 
only $11.07. 

Proposals to privatize control state systems usua.lly seek, 
(or at least, promise) "revenue neu iral j ty. II The idea. is 
to get rid of the expenRes but keep tho profits. Iowa, 
which closed out its state-run retail operations in 1987, 
is a case in point. 

To maintain exi::oting reveues on a wholesale only basis, 
Iowa moved trom a 75% composite mark-up on d1stjlled 
spirits to a 60% mark-up at wholesale (since reduced to 
50% under licensee pressure). The result: in FY 86, 
the last full year of state retail operatjons, the Iowa 
ABC delivered $28.2 million in operating revenue; in FY 
90, it delivered $21.9 million (a decline of 22%). Not 
quite revenue neutral. 
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Iowa "convorts" will argue that. in fact, the decline in 
state revenue would have boon worse with state retail in 
place, because of a parallel decline in sales volumo. 
That argument, of course, Buggests an inability to con­
trol costs at retail, which may have been the casco But 
that argumont also misses a more crucial point. 

A 50$ mark-up ut wholesale may not be enough for revenue 
neutality but it js claerly too much to keep Iowa re­
tailers competitive, especjally at thp. borders. Some 
facts. Iowa has a population of 2.9 million; Montana. 
0.8 million. In 1990, Iowa shipped 990,000 cases of dis­
tilled spirits or .34 per capita. Montana shipped 
430,000 cases or .53 per capita. Iowa's operating profit 
in FY 90 of $21.9 million translates to $7.55 per capita; 
Montana's $13.5 million to $16.90 per capita. 

Using FY 90 as a base year, we can oxamine the probable 
outcome in revenue and prices if Montana were to privatize. 
The cost of goods sold (excluding fr~icht out of $1.1 
million) amounted to $23.3 million. To achieve revenue 
neutrality, taxes ot $13.5 million would have to be applied 
on that amount -- or 58% as compensation for operating 
profi ts foregone. The impact on prices would be dramatic.' 
A hypothetical $4.00 of distilled spirits delivered to the 
LEF now retails in Montana at $7.20. Under privatization, 
that same $4.00 would arrivo at retail at a pro forma 
$10.27. To jJluntrato: 

deliverod cost to LEF 
compensatory tax (58%) 

wholesale cost 
wholesale price (25% mark-up) 

retail price (30% mark-up) 

$4.00 

2.32 

6.32 

7.90 

10.27 

The net effect of total privatization, then, is to impose 
a price penalty of more than 40% on the consumers ot 
Monta.na.. 
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The policy goal of rAvenue neutrality. of course. could 
be temp~red. A more even d1stribution ot penalties be­
tween consumers and tax payers could be struck by imposing 
more limited mro-iso taxes on distilled spirits a.nd then 
raising other taxes to cover the remaining LEF revenue 
shortfall. nut that doesn't change tho basic privatiza­
tion question: why? 

Advocates often claim de-control will bring increased 
sales, because private sellers would more aggressively 
promote their products. In turn, those higher volumes 
supposedly would reduce the taxes needed to balance 
revenues. 

The de-control of wine sales in Iowa provides a notable 
example. Advocates predicted sales gains of over 100%, 
which would have jncreasDd state revenues by w~y of n 
new gallonage tax on wine. In fnct, wine sales rose a 
more modest 16% (1985-88), and as a result revenues fell. 

The Iowa experience illustrates another point. Projec­
tions ot the results of privatization moves do not have 
to prove out. To be successful, they need only persuade. 
For once a control system is voted out, thG steps taken 
are irreversiblo. No matter how actual results differ 
from those projected, private businesses will ha.ve been 
established that no legislature can vote away • 

.. ,,::e 
- To Bum up --Montana generates substantial revenues on 

the sale of diHtilled spir1ts. It does this by operating 
efficiently as a monopoly supp11er at both wholesale and 
retail. 'fo privn.ti~e and still genarate equiva.lent state 
revenue would require a substantial price increase -­
because sornehwere in the new price structure current state 
prifits and new privata seller mark-ups would ha.ve to be 
accomodated. Because the sales of distilled spirits arc 
not price inelastic, it is very reasonable to antiCipate 
that the end result ot privatization in Montana would be 
both higher priceA and lower state revenues. 

'-' ... :~ .-
Sincerely, 

~~ ~a",,--... .---..: 
~ H~~ris 



TAXATION COMMITTEE CHAIRMAN & MEMBERS: 

I am an agent for Victor #172 State Liquor Agency. 

Z--y--#/v 
I-IOS/? 

:363 

My contract expires at the end of this month, however 
does have a five year renewal clause with the same terms. 

I have heard rumors that the state is not going to renew my 
contract. 

I have heard renewals will be on a month to month basis. 

I have acted in good faith and was with the understanding 
that if I performed as a honest, reliable and capable agent 
my contract would be renewed on the same terms for the next 
five years. 

My stores sales of liquor have doubled as an agency store 
y.~ce.~ My M AN~€..J.'~-+- , 

I have maintained eight inventory turns or better. 

My landlord called and asked what my plans are for renewing 
my lease, I have no answer for them at this time. 

I am asking the Department of Revenue, Liquor Division and 
the Legislative Assembly to honor the extension provided 
in my present contract and to not change the bid reguirements, 
as I have proved myself as a tirst rate agent for the State 
of Montana. 

Respectively submitted, 

Margaret Nelson 
Victor Liquor Agency - Store #172 
P.O. Box 670 
Victor, MT. 59875 
642-3805 
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CHARTERED BY I 
UNITEC t=OOC & COMMERCIAL WORKERS INTERNATIONAL UNION 

AFL-CID & CLC 

TESTIMONY OF MARV ALVES ON SENATE BILL 3, HEARING OF THE SENATE TAXATION 
COMMITTEE, JANUARY 10, 1992 

Mr. Chairman and members of the Senate Taxation Committee, for the record, I 
am Marv Alves, president of United Food and Commercial Workers Union Local 
1981 from Missoula. I am here today to express my opposition to Senate Bill 3, 
the state liquor store priv~tization plan. 

We've been down this road before, and I'll keep my testimony short and to the 
point. 

This is a bad bill. It would dump a profitable operation -- state liquor 
stores -- for a highly questionable plan that even the Legislative Auditor 
says likely won't raise the money the Stephens administration says it will. 

And the timing of it couldn't be worse -- during a recession. Senate Bill 3 
threatens to put 90 state employees out of work. 

Governor Stephens says his bill would take care of the workers affected 
through preferential hiring for state jobs at the same or lower wages. 

But look at what's happening in state government right now. Legislators are 
cutting programs and holding open jobs authorized by the 1991 Legislature. The 
administration is holding the ax of potential unemployment over the heads of 
90 workers who have famil ies to feed and, kids to put through school. 

The administration's plan to allow store employees to buyout the store also 
is a big question mark. It's hard to see how a state store manager could 
afford to buy a store and its inventory in these recessionary times, make a 
decent living and pay his or her employees a decent wage and benefits. Every­
body's going through this economic crunch right now. 

The Legislative Auditor's report on the administration's bill says, "Some new 
operators may be able to make the new agency stores profitable if they offer 
wages and benefits well below current levels." 

Liquor stores are profitable now, and after taxes earn some 5 million dollars 
in profit for the state. 
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Page 2 

Senate Bill 3 is just a one-time fix to hold off a tuition increase for uni­
versity and vo-tech students. What's going to happen six months down the road? 
Where are they going to get the money to hold down future tuition hikes? Sell 
off some other state operation for a one-time shot to the budget? 

Privatizing state liquor stores isn't the answer, and the $5 million in liquor 
profits should be sent to the state general fund. 

Sandy Lee, manager of state store #171 in Missoula, says she opposes the 
administration plan because store owners would have to cut selection and go 
for volume sales. She also says liquor prices would have to be raised to make 
a profit. 

There are just too many question marks surrounding this bill, least of which 
is what is going to happen to dedicated state employees dislocated by this 
plan. It's a dubious short-term fix. 

We urge you to kill this bill. 
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UNITEO FOOO & COMMER~::~:~e::K~:S INTERNATIONAL UNION I 
AFL-CIO & CLC 

TESTIMONY OF RAYMOND TRUDEL ON SENATE BILL 3, HEARING OF THE 
SENATE TAXATION COMMITTEE, JANUARY 10, 1992 -Ii 

." ----------------------------------------------------------------------

Mr. Chairman and members of the Senate Taxation Committee, for 
the record, I am Ray Trudel, president of the United Food and 
Commercial Workers Union Local 8 in Great Falls. I'm here today 
to oppose Senate Bill 3, which could put 90 state employees out 
of work, all to raise money the Legislative Auditor says might 
not be there. 

Listen to what one state liquor store clerk told the local news­
paper recently: "I'm 45 and it took me a long time to find this 
job. It'd be great if private liquor store operators would hire 
us. But there's no guarantee they will. And if the state controls 
the profit level, they won't be able to offer us the same living 
wages and benefits the state does." 

Another clerk told the newspaper: "I'm trying to do the best I 
can to be a taxpayer instead of a tax taker, on unemployment or 
welfare." 

That's the point. This bill is built on shifting sand, and there 
are no guarantees. Where's the governor going to get 90 jobs when 
state government just doesn't have them, as evidenced by this 
special session. 

And the money the administration says will be collected in one­
time savings by selling the liquor inventory is play money right 
now. 

The Legislative Auditor has pointed out that the savings just 
might not be there. There's no guarantee the money from savings 
will be there, there's no guarantee the jobs will be there for 
displaced workers and there's no guarantee new agency stores will 
make a profit and be able to pay employees a decent wage. 

What there is is doubt, and plenty of it. The administration is 
gambling with 90 families' lives, and would sell off a profitable 
enterprise that these hard-working state employees have helped 
build up. 

You don't sell a profitable enterprise for a one-time revenue 
shot, especially if you can't guarantee the profits and can't 
guarantee that jobs will be there for displaced employees. 

I 
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Page 2 
SB 3 
Testimony of Ray Trudel 

We and these workers aren't asking for a handout. Through their 
hard work, they pay their wages through liquor sales, not through 
tax dollars. 

In the 12 months ending Sept. 30 last year, Great Falls state 
store #141 made a net profit of $246,837, a profit margin of 16.1 
percent. 

Now why convert a state store to an agency store when the Legis­
lative Auditor warns that the savings likely won't be there. The 
auditor said the same thing in 1991, when the administration 
tried a similar plan. The auditor wrote then: "There is no over­
all long-term cost benefit to the state due to the elimination of 
state liquor stores." 

The governor is a businessman. He should know better. When you're 
looking at a bad investment, you don't make it. 

This bill is a bad investment. It would wipe out significant and 
historic financial benefits to the state and could end up costing 
the state money in the long run through lost profits and drains 
on the welfare and unemployment systems. 

It just doesn't make sense economically. And those workers out 
there, who are making profits for the state, deserve better than 
to be dragged through the Legislature every time it meets. 

We adamantly oppose this bill, and urge this committee to kill it 
and put these employees' fears to rest. 
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FAer SHEET IN oPPOSmON TO SENATE BILL 3 

Donald R. Judge 
Executive Secrotary 

, 406-442-1708 

5,63 

BOOZE OVER A BARREL: SEILING OFF STATE LIQUOR STORES 

BACKGROUND 

The state currently operates 30 liquor stores, employing about 90 workers. These stores account 
for about 65 percent of all liquor sales in Montana. Most ofthese stores are located in the state's 
more populous areas. 

Liquor profits for the 12 months ending Sept. 30, 1991 jumped 23 percent over the previous 12 
month-period, increasing from $4.19 million to $5.17 million. Historically, liquor sales have 
pumped about $4 million annually into the state general fund. 

Liquor taxes paid for the 12 months ending Sept. 30, 1991 totaled $9.88 million, up 12 percent 
from the $8.83 million in taxes collected in the previous 12-month period. 

The 87 agency stores, operated by independent contractors, account for about a third of liquor 
sales. Profits in larger agency stores generally range from 6.9 percent to 8.99 percent. State-
owned liquor stores are required to make at least a 10-percent profit. State store #171 in 
Missoula, for example, earned a 16.8 percent profit in the 12-month period ending Sept. 30,1991. 
Other profit margins during the same period include state store #141 in Great Falls, 16.1 percent; 
state store #4 in Billings, 15.9 percent; and state store #193 in Bozeman, 14.9 percent. 

Montana's retail liquor sale policy says "that it is necessary to further regulate and control the sale 
and distribution of alcoholic beverages within the state and to ensure the entire control of the sale 
of liquor in the Department of Revenue." 

PROMISES 

Gov. Stan Stephens' proposal to privatize liquor stores is simply a fulfillment of a campaign 
promise to do so. Fulfilling that promise ;threatens current profits, state control of liquor 
distribution and the jobs of state liquor store employees. 

Senate Bill 3 appears to go further than any other proposal to consider the welfare of the workers 
who would be displaced by converting state-owned liquor stores to privately run agency stores. 

The legislation appears to grant current workers absolute preference for bidding on state-run 
liquor stores. 

The state appears to be willing to grant workers preferential treatment in obtaining other state 
government jobs at the same or lower pay. 

FACI'S 

*Senate Bill 3 would exempt from state requirements that the Legislative Auditor analyze the 
costs and benefits of privatization plans. (See Page 21, Jines 6-11 of bill.) That would ignore 
legislative intent established in the 1991 Legislature and affirmed by the governor. 

*The state Revenue Department will still control the conditions of contracts to successful 
bidders, and such conditions appear to make it more difficult for agency stores to make a profit. 
According to the Legislative Auditor, "It does not appear profitable for the agents to buy the 
inventory and operate the stores under curr~nt conditions." 

* Job preference? What jobs'! Montana lawmakers currently are cutting government services, 
I 
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and the projected deficit may point to the wave of the future -- fewer public services and fewer 
public sector jobs. 90 families may be displaced in this move alone, and lose access to state health 
and retirement plans. Does that jibe with the governor's 1988 interview with the Missoulian? "{ 
want to reduce the size of government in an intelligent, compassionate way." Hiring rights 

'; exclude preference for higher paying jobs, even though no other barrier may stand in the way. 

*The Legislative Auditor predicts that slow-moving liquor may not be bought by agency 
operators, while noting the state may obtain a fruction of the $4 million in one-time revenue 
projected by the Stephens administration through the sale of inventory. 

"Based upon current commercial lending rates, the retail price of liquor, proposed 
commission rates, and salaries being paid current liquor store employees it does not appear new 
agents would be able to continue to pay wages at current levels, provide benefits, and cover 
operating expenses (including loan payments)," the auditor's report says. "Some new operators 
may be able to make the new agency stores profitable if they offer wages and benefits well below 
current levels." 

*Jt appears to state workers that this administration has been consistently throwing roadblocks 
into the profitability of state liquor stores. Shipments arrive late, orders are fouled up and liquor 
shortages have left shelves empty, making it difficult for the stores to achieve appropriate profit 
levels. 

*Ted Harris & Associates Inc. of Alexandria, Va., has studied the issue, and concluded: "To 
privatize and still generate equivalent state revenue would require a substantial price increase -­
because somewhere in the new price structure current state profits and new private seller 
markups would have to be accommodated." 

*This effort is simply the first step in setting the stage for a Montana liquor store monopoly, 
through whom all liquor will pass. (Who will be the new Liquor King?) Is Montana abolishing its 
liquor policy and surrendering control of liquor sales and distribution? 

*The bill proposes a one-time quick fix for the university system. It's questionable at best and 
offers no long-term solution to the university and vo-tech tuition increases. 

THE MONTANA STATE AFL-CIO AND AFFILIATED UNIONS 
ADAMANTLY OPPOSE SENATE BILL 3 
AND URGE YOU TO KILL TIlE BILL! 
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Dear Legislator, 

• Exhi bit # ~5--
1/10/92 SB 3 

1- '2..-'1 rv ..• / 

The Governor's proposal to sell the retail liquor division has 
many flaws. The four to five million dollar one time gain seems 
very small compared to the every year profit of 4.1 million 
dollars the stores generate now. The legislative fiscal analyst 
aFTeed with this position at the last session. What has changed? 

There are many non-money issues which say not to sell the retail 
stores. The loss of jobs is obvious. Where will these employees 
find work in the present economy? The liquor division gives money 
to at least two social programs before there' net profit is figured. 
Where will this money come from? Most analysts feel the price of 
liquor will go up. This can only hurt both small business and the 
tourist industry. Law enforcement officials are very concerned 
over possible problems with under aged drinking from privatization. 

The one positive effect of the Governor's proposal is the infusion 
of money, one time, into the university system. A better proposal 
would be to give the net profits each year to our education system. 
This four to five million dollars could be generated each year to 
help education if we stay in the retail business. 

There is no reason the state could not continue to make many millions 
each year to help education if sound business decisions are made. 
The state must stay in the wine business. A grocery store could not 
lose its meat section without over all sales falling. If the same 
store moved every three years profits would also drop. If the leg­
islature will move to keep the state in the.retail and wine business 
as well as look at the new bidding procedure for store location 
the state will continue to make millions of dollars each year. 
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REPRESENTATIVE PATRICK G. GALVIN 
HOUSE DISTRICT 40 

HELENA ADDRESS: 
CAPITOL STATION 
HELENA, MONTANA 59620 

HOME ADDRESS: 
105 29TH AVE., NW 
GREAT FALLS, MONTANA 59404 

COMMITIEES: 
HIGHWAYS & TRANSPORTATION 
HUMAN SERVICES & AGING 
STATE ADMINISTRATION 
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Exhibit # 1£.0 
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FACT SHEET 

Number of retail outlets In the current system· 130 

100 agency stores 
30 State stores 

Distribution of sales 

Agency stores approxImately 47% 
State stores approximately 53% 

• Exhibit # t 
1/10/92 SB 3 

Compensation to agency store· negotiated on an Individual baslsup to 10% of 
gross sales. 

Montana ranks 38th In alcohol sales coming from spirits with 29.2% coming 
from spirits, 61 % from beer and 9.8% from wine. t 

~' 

rr1\# 
Sales trends for spirits from 89 to 90 showed an Increase of 5% but a decrease 
from 88. 

Revenues from the sale of spirits In the last calendar year were: 

Gross'revenue 
Profit 
Taxes collected 

Sales Trends 

1986·462,414 
1987 • 431,302 
1988 • 422,905 
1989 • 404,557 
1990·426,810 

$43,894.903 
$ 4.483.348 
$ 8.958.946 

7 



QUESTIONS 

& 

ANSWERS 



SPIRITS FOR MONTANA"WHOLESALERS 

CONCEPT QUESTIONS AND ANSWERS 

Exhibit # I I.e 
1/10/92 S8 3 

Q. What Is the real possibility of a free enterprise liquor system In Montana? 

A. Presently there are many Issues to be addressed before this could be . 
accomplished. Issues like no loss In revenue, maintaining an adequate 
supply In rural markets,and the status of retail outlets need to be 
resolved before there can be any possibility of changing the current 
system. 

Q. What steps need to be taken In order to pursue this concept? 

A. First and most Importantly we need to organize, setting aside our 
differences, devise a strategy and work together toward a common goal. 

Q. What can be done In my own market to promote this concept? 

A. You need to be willing to contact your legislators and to con:~ct 
proponents to solicit support and to present our Ideas and It::itlflcatlon. 
you need to be willing to talk to any opponents and present a .. 1 alternative 
poInt of vIew without beIng controversial. 

o. Have other states made a similar change In their system of s~le~ and 
distributIon of dIstilled spirits? 

A. No state has repealed a ·controlled system· since 1933 when prohibition 
was repealed. 

o. What groups or organizations might be opposed to a change away from 
our current system? 

A. First groups with a vested Interest like the AFl-CIO (representing State 
employees) and the NABCA (National Alcoholic Beverage CCiltrol 
Association) followed by State agency store owners and cOii:::elvably the 
MTA. Also groups or organizations may have a moral or philosophical 
basis foro·pposltlo n. This could be groups like the PTA, MADO and any 
number of other religious social organizations. 

O. What are the moral philosophical Issues? 

A. Those concerns are numerus but, the more prevalent are: 

Would changIng the system result In Increased alcohol abuse? 

Would teenage use of alcohol Increase? 

Would the Incidence of OWl Increase? 



SPIRITS FOR MONTANA WHOLESALERS 

WHOLESALING QUESTIONS AND ANSWERS 

Q. How could liquor sales / distribution contribute to my operation? 

A. Much'of thls'buslness'would be Incremental and would help to reduce 
delivery cost and to broaden your sales base. Malntalnlf)g selection and 
variety could prove to be difficult and expensive. Requirements pla.ced 
upon wholesalers by suppliers regarding minimum quantities for 
shipment could also be costly particularly In low volume markets. 

Q. How does the liquor business differ from the wine business? 

A. Although several similarities do exist a couple of key differences do 
exist: 

FIrst percentage of profitability are typically lower. 

Second Inventory costs are higher and Inventory turns are fewer. 

Spirit companies tend to be more aggressive with their distributors 
In terms leveraging weak brands with strong brands to forcs 
distribution. 

Q. What are the typical margins that can be expected at the wholesale level? 

A. Adjusted gross margins typically run around 15 to 20'*' --
Q. What might I expect to Invest In Inventory? 

A. The average FOB of a case of spirits will probably be around $70 to $75. 
Depending on the size of the market, an Investment of from $50,000 to 
$250,000 Is not' Inconceivable. 

Q. How are current retails determined? 

A. The currant formula Is: 
FOB Hel·ena X 140% (mark up) X 126% (tax). 

Q. Would front line pricing be lower In a non controlled or free enterprise 
system? 

A. Not necessarily. It would depend on how much of the revenue 
reqUirements could be shifted to alternative sources. 

Q. Would the annual volume of liquor Increase as It dId with wine In 19797 

A. Yes, but probably not to the same extent. The retail price would Influence 
the rate of change as well as a more restrictive approach to outlets. 
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ANOTHER BUNGLE BY GOVERNOR 
VETO STEPHENS' ADMINISTRATION. 

GARY BLEWETT and STAN STEPHENS are determined to 
get the STATE out of the LIQUOR BUSINESS. 

I have to tell our CITIZENS what they are doing. YES, they 
are getting out of the WINE BUSINESS. They have sold out to 
the CONGLOMERATES! 

~3 
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The WINE INITIATIVE passed in 1978. In the 1979 session PAULG. PISTORIA. 
the Legislature amended the INITIATIVE with S.B. 99 which . 
passed the Legislature affirming that the State will continue in the WINE business. .; 

Therefore, how can they get out of the WINE business without the Legislature 
acting on it? That is truly breaking the law when they make a change enacted by the~ 
Legislature without the Legislature rescinding it. They just CANNOT do that. TRUE! ~ 

When the WINE INITIATIVE passed in 1978 the people of the State of Montana:· 
, lost approximately three million dollars per year in revenue. If the STATE would ge:t. 

: ; out of the LIQUOR business now we would lose approximately ten to twelve milliolJ.~ 
dollars in revenue per year. Then, the conglomerates would have to raise their.­
prices on liquor and wine if the State made all of them pay a tax to make up the losS.: 
in Revenue. No doubt that would have to happen! . ~ 
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The loss of the liquor business would cost many State employees their jobs and it 
would be hard for them to obtain another job to protect the pension plans with the~· 
State of Montana. This loss of jobs would also adversely affect Workers" 
Compensation. The CONGLOMERATES would not hire these workers. 

The State maintains that the WINE business takes up too much space and does.: 
not make enough money. I do not believe that $600,000 is a small sum of money.; 
Do you? . 

Why doesn't the State advertise their WINE as the CONGLOMERATES do? The 
State always has had good quality wine and the prices have been competitive. : ~ 

When Howard Heffelfinger had charge of the Liquor Department there was little, 
controversy and and sales were up in volume. . 

As a legislator for six terms I can remember that in every session som( 
Republicans would submit a Bill for the State to get out of the LIQUOR business, but. 
each session the bills failed. Bruce Simon from Billings tried several times but his;' . 
bills always lost.' : :-

Therefore, I ask the legisators to contact Governor "VETO" Stephens, Gary 
Blewett and the Revenue Department to withdraw their policy of not stocking wine in. 
the Uquor Stores. This action is in violation of S.B. 99 which passed in the 1979:: 
Legislative Session. ~ 

This ~d is the only means I have in informing the fine citizens of the State of·· 
MontanA as to what is happening on this issue. You have a right to the TRUTH! . ~ 

Donations in any amount ($1.00) will be appreciated to help with the cost of thi~: 

Pol. Ad. Pd. for by Paul G. Plstorla 
2421 Central Ave., Great Falls, MT 59401 

ad. Thank you! Sincerely yours, .. 
Former 6 Term State Representative ,. 
Au.Lf .&.. £/c;f;r;iA '" 

Paul. G. Pistoria 



WITNESS STATEMENT 

To be completed by a person testifying or a person who wants 
their testimony entered into e record. 

Dated this ~ day of ~~~~~~ ______ _ 

Name:~~~~~~~~~~~~~~~~~~~~~~~ ____________ _ 

Telephone Number: LlI!" 2- - 3 Z..!;-2-
Representing w 

on whi'; proposal? 

i~~rJ1J!f 
~ 

Appearing 

Do you: Support? ____ _ Amend? ___ _ oppose?4 

Comments: 

PLEASE LEAVE ANY PREPARED STATEMENTS WITH THE COMMITTEE SECRETARY 



WITNESS STATEMENT 

To be completed by a person testifying or a person who wants 
their testimony entered into the record. 

Dated this ! 0 day of -S 2 JJ , 1991. 

Name: fA ael L (}tte//e/le 
Address: /3/& / S /( k 

/ 7 

Telephone Number: ____ ~Y_9_·_~_-_i __ 3_~ __ 3 ________________________ ___ 

Representing whom? 

J to ye #: / 9 0 s)v 
I 

Appearing on which proposal? 

j ell;) Ie b;,//.;I 3 
Do you: Support? __ Amend? -- Oppose? __ 

Comments: 

PLEASE LEAVE ANY PREPARED STATEMENTS WITH THE COMMITTEE SECRETARY 



To be 
their 

Dated 

WITNESS STATEMENT 

completed by a person testifying or 
testimony entered into the record. 

a person who wants 

, 1991. this '() day of Jtt l'\. I .~ 
Name: _____ ~~~\~~~~~-~~~~~-\~~~~O_~~~ __________________ __ 

Address : ____ ....:;.L_o,,_~_V'::....)+--~~-C----------

..:::;),>- r1IrO~ 
Telephone Number: ______ ~~~ ____ -> ______ \J _____ lj~-----------------

Representing whom? 

L'QUc§;, 
Appearing on which 

Do you: Support? __ __ Amend? --- Oppose? ~ 
Comments: 

PLEASE LEAVE ANY PREPARED STATEMENTS WITH THE COMMITTEE SECRETARY 
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