Initiative Measure 1100

Ballot Title 

Full Text 

Initiative Measure No. 1100 concerns liquor (beer, wine and spirits).

This measure would close state liquor stores; authorize sale, distribution, and importation of spirits by private parties; and repeal certain requirements that govern the business operations of beer and wine distributers and producers. 

Should this measure be enacted into law? 
[  ]  Yes
[  ]  No

The Official Ballot Title and the Explanatory Statement were written by the Attorney General as required by law. The Fiscal Impact Statement was written by the Office of Financial Management as required by law. The Secretary of State is not responsible for the content of arguments or statements (WAC 434-381-180).


Fiscal Impact 
Fiscal impact cannot be precisely estimated because the private market will determine spirits bottle cost and markup. Using a range of assumptions, total state revenues decrease an estimated $76 million–$85 million and total local revenues decrease an estimated $180 million–$192 million, both over five fiscal years. One-time net state revenue gain of $27.8 million is estimated from sale of the state liquor distribution center.  One-time state costs are estimated at $38.6 million. Ongoing state costs for tax collection are estimated at $426,000.   

General Assumptions

         The initiative uses the term “spirits” to describe alcoholic beverages that are distilled instead of fermented. For purposes of the fiscal impact statement, the term “liquor” is used for “spirits” to maintain consistent terminology. Beer and wine are not spirits or liquor.

         Estimates are described using the state’s fiscal year (FY) of July 1 through June 30.

         A new liquor distributor license is available January 1, 2011, and a new liquor retail license is available June 1, 2011; licensees can begin making sales of liquor on these dates. There is no limit on the number of licenses that can be issued.  

         By June 15, 2011, the state will no longer operate the state liquor distribution center or state liquor stores.  

         Estimates assume 3,357 licensed liquor retailers, based on the January 2010 State Government Performance Review by the Washington State Auditor (State Auditor review). Estimates assume 177 licensed liquor distributors based on the number of current Washington State Liquor Control Board (LCB) licensed beer and wine distributors.

         Estimates of impacts are measured against the June 2010 LCB revenue forecast (forecast).

         Retail liquor liter sales are estimated to grow 5 percent from increased access to liquor. This assumption is based on an academic study and growth experienced in Alberta, Canada, after converting from state liquor stores to private liquor stores. Additional growth in liquor liter sales is estimated using the forecast price elasticity assumption of 0.49 percent. Price elasticity is a method used to calculate the change in consumption of a good when price increases or decreases. For every 1 percent increase/decrease in price, liquor liter sales increase/decrease 0.49 percent. Growth from increased access and price elasticity is in addition to normal 3 percent growth in liquor liter sales assumed in the forecast.

State and Local Revenues
Actual fiscal impacts depend on liquor bottle cost in the private market and the markup applied by both private liquor distributors and retailers. Therefore, there is a wide range of potential fiscal impacts. Using the LCB forecast’s average bottle price for a liter of liquor (before taxes and markup) and a range of total private distributor/retailer markup (at 25 percent, 39.2 percent and 45 percent), a range of potential state and local revenue impacts is estimated.

The range of markup was selected from the following sources:

         25 percent is based on U.S. Internal Revenue Service data (sales revenue minus cost of goods) of retail food, beverage and liquor stores throughout the United States.

         39.2 percent is forecasted state markup beginning July 1, 2011.  

         45 percent is the total liquor markup contained in the State Auditor review and is based on information from the Distilled Spirits Council of the United States.  

Over five fiscal years, total state revenues are estimated to decrease in the range of $76 million to $85 million, as shown in the table below.  

Total State Revenues

	Fiscal Year
	2011
	2012
	2013
	2014
	2015
	TOTAL

	State Revenue – 25% Markup
	($2,633,000)
	($20,731,000)
	($16,410,000)
	($20,350,000)
	($24,481,000)
	($84,605,000)

	State Revenue – 39.2% Markup
	($2,231,000)
	($17,264,000)
	($15,669,000)
	($19,458,000)
	($23,427,000)
	($78,049,000)

	State Revenue – 45% Markup
	($2,067,000)
	($15,983,000)
	($15,538,000)
	($19,274,000)
	($23,187,000)
	($76,049,000)


Under current law, counties and cities receive a share of state liquor board profits and state liquor excise tax collections. Therefore, counties and cities will also experience revenue decreases estimated in the range of $180 million to $192 million over five fiscal years, as shown below.  

Total Local Revenues

	Fiscal Year
	2011
	2012
	2013
	2014
	2015
	TOTAL

	Local Revenue – 25% Markup
	($6,319,000)
	($41,361,000)
	($43,675,000)
	($48,118,000)
	($52,774,000)
	($192,247,000)

	Local Revenue – 39.2% Markup
	($6,183,000)
	($39,041,000)
	($41,576,000)
	($45,914,000)
	($50,458,000)
	($183,172,000)

	Local Revenue – 45% Markup
	($6,127,000)
	($38,139,000)
	($40,786,000)
	($45,084,000)
	($49,586,000)
	($179,722,000)


The range of Total State Revenues and Total Local Revenues is the sum of revenue gains, revenue losses or no revenue impact from the following assumptions:

         The initiative sets a $2,000 annual liquor distributor license fee and a $1,000 annual liquor retailer license fee. The number of licenses is assumed to be constant for each fiscal year.  

         Liquor distributor licensees are assumed to be subject to the wholesaling business and occupation (B&O) tax. Liquor retailer licensees are assumed be subject to the retailing B&O tax.  

         Liquor liter taxes and liquor sales taxes are not amended by the initiative. However, a 10 percent tax on the selling price of liquor to restaurant licensees and an additional 1.4 percent tax on the same sales are effectively repealed with the closure of the state’s liquor distribution center and state liquor stores. The initiative includes a 10 percent tax on the same sales through licensed liquor distributors and retailers, and is assumed to replace a portion of these taxes. 

         Except for the loss of sales in state liquor stores, estimates do not assume any change in pricing or volume of sales of beer and wine.

         State liquor stores sell Washington State Lottery products to the public. The estimate assumes 25 percent of these sales will be lost and remaining sales will occur in other outlets selling Washington State Lottery products.  

         Estimates of sales by current restaurant licensees who sell liquor at retail are limited to changes from price elasticity and the loss of the state’s 15 percent quantity price discount to these licensees.

         Estimates do not assume any change in sales by liquor stores operated on military bases. Such sales are assumed not to be subject to liquor liter taxes, liquor sales taxes or B&O tax.

         Estimates do not assume any change in sales by liquor stores operated by tribes. Such sales are assumed to be subject to liquor liter taxes and liquor sales taxes based on current agreements between tribes and LCB, but are not subject to B&O tax.

         No additional change is assumed for tax avoidance/non-compliance by consumers or migration of sales in and out of state by consumers. These items are assumed in the forecast price elasticity assumption.

         Revenue from the state markup used to pay for the state liquor distribution center and state liquor store costs are netted to zero. The initiative eliminates both the revenue (markup) and the costs (state liquor distribution center and state liquor stores), which results in no additional revenue to the state.  
         Total amounts include other decreased distributions from the Liquor Revolving Fund.

         Approximately 38 cities and towns impose a local B&O tax. Because it is not known where liquor distributor and liquor retailer licensees will locate, the amount of revenue generated from local B&O tax is indeterminate and not included in the estimate.

The sale of the state liquor distribution center is estimated to generate a potential net $27.8 million in revenue. Because sale date cannot be precisely determined, this revenue is stated separately and excluded from the Total State Revenue estimates above. The value of the state liquor distribution center is estimated to be $20.8 million, based on King County Assessor’s Office 2010 assessed value of the property. The sale of the equipment in the state liquor distribution center is estimated to be $8 million, based on the Washington State Auditor review, which assumed the sale of $16 million in assets would return about $8 million. Costs to sell the state liquor distribution center are estimated to total $1 million at the time of sale.  

State and Local Expenditures

Total state revenues will be deposited into two state accounts: the State General Fund and the State Opportunity Pathways Account. Below are tables that show the estimated net revenue loss to each account by fiscal year. Revenue to the State Opportunity Pathways Account is not dependent on the total private liquor distributor/retailer markup, and therefore, the estimated revenue loss to this account will not vary.

In addition to revenue from liquor board profits and liquor excise taxes, revenue from beer, wine and other business enterprise activities are deposited into the Liquor Revolving Fund.  A portion of revenues in the Liquor Revolving Fund in excess of LCB expenses are deposited into the State General Fund according to a statutory formula.  The impact to the State General Fund shown in the table below exceeds Total State Revenues because distributions that would otherwise be deposited into the State General Fund are assumed to remain in the Liquor Revolving Fund for LCB expenses. The amount is estimated at $10 million for each fiscal year beginning in FY 2012. State General Fund revenue can be used for any governmental purpose, and therefore, the impact of decreased revenue on state expenditures will be determined by the Legislature.  

State General Fund Impact

	Fiscal Year
	2011
	2012
	2013
	2014
	2015
	TOTAL

	State General Fund – 25% Markup
	($2,620,000)
	($30,410,000)
	($26,089,000)
	($30,019,000)
	($34,140,000)
	($123,278,000)

	State General Fund – 39.2% Markup
	($2,218,000)
	($26,943,000)
	($25,348,000)
	($29,127,000)
	($33,086,000)
	($116,722,000)

	State General Fund – 45% Markup
	($2,054,000)
	($25,662,000)
	($25,217,000)
	($28,943,000)
	($32,846,000)
	($114,722,000)


Washington State Lottery proceeds in excess of expenses are deposited into the State Opportunity Pathways Account to support programs such as State Need Grant, State Work Study awards, Washington Scholars and Washington Award for Vocational Excellence. Funds from the account may also be used to support early learning programs. Over five fiscal years, it is estimated that funds to this account will decrease $1,327,000.

State Opportunity Pathways Account Impact

	Fiscal Year
	2011
	2012
	2013
	2014
	2015
	TOTAL

	State Opportunity Pathways Account
	($13,000)
	($321,000)
	($321,000)
	($331,000)
	($341,000)
	($1,327,000)


The initiative requires liquor license revenue to be used only for purposes of the administration and enforcement of liquor licenses and reducing underage or abusive consumption. Therefore, an estimated $3.7 million each fiscal year is assumed to be spent on LCB liquor license administration and enforcement activities.

Like the State General Fund, counties and cities receive a share of revenue from the Liquor Revolving Fund. Therefore, in addition to decreased liquor profits and liquor excise taxes, other reduced distributions from the Liquor Revolving Fund affect counties and cities.  The amount is estimated at $10 million for each fiscal year beginning in FY 2012. RCW 70.96A.087 requires each county and city to spend 2 percent of its share of state liquor board profits and state liquor excise taxes on alcohol and chemical dependency services, and these expenditures will decrease. The remaining revenue can be used for any allowable local government purpose. Therefore, the impact of decreased revenue on local government expenditures will be determined at the local level.  

Total Local Impact

	Fiscal Year
	2011
	2012
	2013
	2014
	2015
	TOTAL

	Local Revenue – 25% Markup
	($6,319,000)
	($41,361,000)
	($43,675,000)
	($48,118,000)
	($52,774,000)
	($192,247,000)

	Local Revenue – 39.2% Markup
	($6,183,000)
	($39,041,000)
	($41,576,000)
	($45,914,000)
	($50,458,000)
	($183,172,000)

	Local Revenue – 45% Markup
	($6,127,000)
	($38,139,000)
	($40,786,000)
	($45,084,000)
	($49,586,000)
	($179,722,000)


State and Local Cost Estimate – Assumptions
This fiscal impact statement does not estimate state costs or state savings due to social impacts from approval of the initiative.

One-Time Costs
Assuming a closure date of June 15, 2011, LCB will incur one-time state costs associated with managing the closure of the state liquor distribution center and state liquor stores. There will be additional one-time costs for issuing new licenses. These state costs are estimated to total $30 million during FYs 2011 and 2012:

         Unemployment, sick leave and vacation buyout costs for state employees estimated at $11.8 million.

         Information technology changes and staff to issue new licenses estimated at $4.7 million.

         Staffing costs to coordinate the sale of existing inventory, termination of contract store leases, and to surplus store fixtures estimated at $10.2 million.

         Final audits of each state and contract liquor store estimated at $1.9 million.

         Project management and additional human resource staff estimated at $1.4 million.

The Washington State Department of Revenue will assume administration of the liquor excise tax collection from 3,534 licensed liquor distributors and retailers. Costs include additional staff, information technology changes, rule making and policy activities, taxpayer mailings and workshops, supplies and materials. Total one-time state costs are estimated to total $313,000 during FYs 2011 and 2012.  

There is $8.32 million in debt service costs for a Certificate of Participation bond for the state liquor distribution center that is scheduled to be paid by December 1, 2013. This one-time state cost is assumed in FY 2012.

Ongoing Costs

The LCB costs at current levels for the licensing, enforcement and administration for all entities licensed by LCB are assumed to be paid from other revenue sources deposited into the Liquor Revolving Fund.  No state costs from increased enforcement activities are assumed in the estimate.

State costs associated with the state liquor distribution center and state liquor stores operations are not assumed as savings because the revenue source (state markup) used to pay these costs is eliminated by the initiative. These costs are netted out of the revenue impacts.

The Washington State Department of Revenue will have ongoing costs related to liquor excise tax collection duties that are estimated to total $426,000 for FYs 2013–2015. No costs or savings for tax collection are assumed for local governments.
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Explanatory Statement

The Law As It Presently Exists

Currently, the state controls the sale and distribution of spirits in Washington. The term “spirits” refers to the alcoholic beverages commonly called “hard liquor” (whiskies, vodka, gin, etc.), any beverage containing distilled alcohol (except flavored malt beverages), and wines exceeding twenty-four percent alcohol by volume. Spirits are sold at retail by state liquor stores and contract liquor stores (which are businesses selling liquor on behalf of the state through a contract with the state). Spirits are distributed within Washington by the state Liquor Control Board. The Board purchases spirits from manufacturers, distillers, and suppliers, furnishes spirits to state liquor stores, and sells spirits directly to authorized purchasers, such as restaurants. Spirits manufacturers, distillers, and suppliers may sell spirits within the state only to the Board. 

The Liquor Control Board is responsible for the general control, management, and supervision of all state liquor stores and contract stores, as well as the state’s spirits distribution operation. The Board regulates the kind, character, and location of liquor advertising. The Board is not authorized to advertise its sales of spirits.  

The Liquor Control Board sets prices for spirits based on wholesale cost, a markup by the Board, and taxes. The net proceeds from the markup on the sales of spirits are distributed to the state, cities, and counties, according to formulas set by state law. A variety of taxes are imposed on the retail sale of spirits. The generally applicable retail sales tax does not apply to spirits. The tax revenues from sales of spirits are distributed to the state, cities, counties, and to fund specific state and local programs, according to formulas established by state law. 

Under existing law, private parties who are licensed may sell and distribute beer and wine not exceeding twenty-four percent alcohol by volume. Private beer and wine license holders operate under a “three-tier system”. Under the three-tier system, there are separate licenses for (1) manufacturing, (2) distributing, and (3) retailing of beer and wine. The three-tier system regulates the financial relationships and business transactions between licensed parties in the three tiers. Retailers are allowed to purchase beer and wine only from licensed distributors, with certain exceptions, and licensed distributors are allowed to purchase only from licensed manufacturers, with certain exceptions. The licensed distributors and manufacturers are required to maintain and adhere to published price lists and to offer uniform pricing to all customers on a statewide basis. Uniform pricing precludes a distributor from selling spirits at a discount to individual retailers if the same price is not available to other retailers, and similarly precludes a manufacturer from making discounted sales to individual wholesalers.  

The Effects Of The Proposed Measure If Approved

If approved, Initiative 1100 would direct the Liquor Control Board to close all state liquor stores, to terminate contracts with the private contract liquor stores, and to shut down the state’s spirits distribution operation. It would allow licensed private parties to sell spirits as retailers or distributors, and it would terminate the state’s authority to sell spirits. This would eliminate the net proceeds from the Board’s markup on sales of spirits at state liquor stores and contract liquor stores, which are distributed to the state, cities, and counties.  Initiative 1100 would retain existing taxes on the sales of spirits, with minor modifications. 

Initiative Measure 1100 would change the Liquor Control Board’s powers. It would eliminate the Board’s authority to manage liquor stores, distribute spirits, set spirit prices, and require the Board to close state stores by December 31, 2011. The measure would limit the Board’s rulemaking powers to regulation of licensing matters, taxation, and the prevention of abusive consumption and underage drinking. The Board’s authority to regulate the kind, character, and location of advertising of liquor would be subject to new limitations.

Initiative 1100 would authorize the Board to license private entities to sell spirits at retail, to distribute spirits to retailers, and to manufacture or import spirits in Washington. With exceptions, license holders would pay annual licensing fees. The licensing fees would be used for the costs of administration, for enforcement of licensing laws, and to reduce abusive consumption of alcohol and underage drinking.   

Under Initiative 1100, a “general liquor retailer’s license” would allow the license holder to sell spirits, beer, and wine at retail.  This retailing license would be available to any person who applies for the license, meets requirements, and pays the necessary licensing fee. In addition, any grocery store or specialty store with a beer and/or wine license in good standing could pay a fee and obtain a general liquor retailer’s license, which would allow sales of spirits. All of the stores that formerly sold spirits under a contract with the state could obtain a general liquor retailer’s license without paying a fee.  

A “general liquor distributor’s license” would allow the license holder to distribute beer, wine, and spirits obtained from authorized sources, such as licensed manufacturers and importers. Current holders of a beer or wine distributor license could obtain a general liquor distributor’s license allowing distribution of spirits by paying a licensing fee. A person could also obtain a spirits distributor license to distribute only spirits. A licensed distillery or manufacturer could act as a distributor and retailer of its own products.   

Under Initiative 1100, spirits could be produced under a distillery license or manufacturer’s license, subject to regulation by the Board. A license for spirits importers would allow the import and export of spirits, subject to regulation by the Board. Other licenses or certificates of approval would allow a distiller or manufacturer of spirits outside the state to sell and ship spirits into the state.  

Initiative 1100 also changes the laws that regulate the importation, distribution, delivery, and retail sales of beer and wine. Initiative Measure 1100 would eliminate the existing three-tier regulatory system for beer and wine that, in general, requires licensed manufacturers to sell only to licensed distributors, and licensed distributors to sell only to licensed retailers. It would repeal the uniform pricing requirement that requires each manufacturer to offer beer or wine at a uniform price to all distributors and requires each distributor to offer beer and wine at a uniform price to all retailers.  
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Statements For and Against

	Statement For 
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	Statement Against 

	I-1100: The best way to end the state liquor monopoly

As part of a modernization of law concerning beer, wine and liquor, I-1100 ends the state's monopoly on liquor sales, in the best interests of consumers. It directs the Liquor Board to concentrate on enforcement of liquor laws, such as prohibiting underage drinking, rather than devote its time and financial resources to marketing distilled spirits. The state has no business promoting and profiting from the sale of liquor.

I-1100 stops the state's 51.9 percent mark-up

Washington has the highest liquor taxes in the nation.  In addition to high taxes, the state also charges a profit margin of 51.9 percent on each liter of alcohol it sells. I-1100 will end the monopoly profits that make ours the most expensive liquor in the country. I-1100 would allow retailers to purchase directly from manufacturers rather than accepting additional costs of a middleman.

I-1100 creates private sector jobs

Closing state liquor stores creates hundreds of new private sector jobs.

I-1100 improves competition

Old laws protect distributors from competition and stifle innovation. 1100 ends Prohibition era laws, improving competition for consumers.

Ending state liquor sales and making enforcement of liquor laws the primary responsibility of the Liquor Control Board is the best way to protect our kids and ensure fair competition.  Please vote yes on I-1100.
	
	Initiative 1100 completely deregulates sales and enforcement of hard liquor, beer and wine, threatening public safety and costing taxpayers millions.

More Hard Liquor Consumption, More Problems

Under this scheme hard liquor outlets will explode from 315 to 3,300, three times more per person than California. More than 2,000 convenience stores, neighborhood mini-marts, and gas stations — many near schools and in high crime areas — will sell liquor until 2 am. More consumption means more drunk driving, underage drinking and crime.  

1100 Goes Too Far

I-1100 threatens public safety, wiping out alcohol regulation, including enforcement, making Washington the most deregulated state in the country. Washington currently ranks #1 in keeping hard liquor out of the hands of minors, but private outlets like mini-marts are 400% more likely to sell liquor to minors, according to Liquor Control Board data.  

1100 Costs Taxpayers

State sales generate over $350 million annually, funding for local schools, health care, police, firefighters, and alcohol and drug abuse prevention. 1100 will wipe out much of that revenue, meaning fewer services, higher taxes, or both. Given our budget crisis now isn’t the time to lose these resources. 

And 1100 makes it harder for Washington’s small businesses to compete. Big out-of-state corporations will be given an unfair competitive advantage over our local craft breweries and wineries—costing us jobs when we can least afford it.

The Washington State Firefighters, Washington Association of Churches, law enforcement leaders and many others agree: Vote no on I-1100. 

	Rebuttal of Statement Against 
	
	Rebuttal of Statement For 

	Opposition is really about money, not public safety. I-1100 closes state liquor stores and returns state’s focus where it belongs: enforcement of liquor laws. I-1100 provides choice and convenience to consumers and grows private sector jobs. Taxes remain but price gouging ends. Local zoning controls where stores are located. California has private liquor sales and fewer alcohol-related driving deaths per capita than Washington. The facts are clear; wild opposition claims are baseless. I-1100 makes sense.
	
	1100 creates an explosion of liquor outlets, to 3,300. Hard liquor will be available at convenience stores and mini-marts, which are 400% more likely to sell to kids. It wipes out enforcement funding, and an independent analysis found 1100 slashes $275 million from services like schools and public safety. Washington’s craft brewers and winemakers oppose, because it threatens their ability to compete and create jobs. 1100: too risky, goes too far. Vote no.

	Statement Prepared By 
	
	Statement Prepared By 

	Jim Sinegal, CEO, Costco Wholesale Corporation; Anthony Anton, President/CEO of 5000 Member Washington Restaurant Association; Paul Beveridge, President, Family Wineries of Washington, Owner, Wildridge Winery.

For more information:
(206) 381-5396

www.yesto1100.com/
	
	Jim Cooper, Washington Association for Substance Abuse and Violence Prevention; Alice Woldt, Executive Director, Washington Association of Churches; Kelly Fox, President, Washington State Council of Firefighters; John Lovick, Snohomish County Sheriff, Sharon Ness, RN, Acute Care Nurse, Craig Sousie, Emergency Medical Technician, Renton Fire and Emergency Services.


For more information:

info@protectourcommunities.com
www.protectourcommunities.com/ 


