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JUSTIFICATION
FOR
PRIMARY SOURCE LAWS

The membership nay find the attached material prepared
by WSWA helpful 1in explaining, defending and seeking primary

source protection.

Attachment: "The Crisis in Beverage Alcohol Distribution:
The Public Need for Primary Source Protection



THE CRISIS iN BEVERAGE ALCOHOL DISTRIBUTION:
THE PUBLIC NEED FOR PRIMARY SOURCE PROTECTION

v
THE PROBLEM -

In every state where beverage alcohol 1is distributed by-
private enterprise, except Oklahoma and Minnesota, distribution
is by brand franchise agreement between suppliers and wholesalers.
The wholesaler gives financial, service and marketing support
to a brand in return for the brand owner®s promise-to. sell the
brand to him alone in his primary zone of responsibility. The
U.S. Supreme Court, 1in its Svlvanla decision, has found franchise

agreements of this type to be pro-competitive by stimulating
vigorous interbrand competition.

One State Frustrates the ?J.cht of Brand Owners and Wholesalers

b ?ffer Consumers the Competitive Advantage%,of franchised
latribetlon.

The peculiar laws of Oklahoma, however, not only prohibit
franchising of beverage alcohol, require suppliers to sell at the
lowest national price to any Oklahoma wholesaler, but permit
resale and transshipment of licuor in interstate commerce to non-
franchised wholesalers in otr.er states. Out of the many thousands
of wines, spirits and malt beverages offered to consumers, these
non-franchised wholesalers, with no franchise investment and
brand-building obligations, "cherry pick™ only the highly adver—
tised national brands and discount them heavily to carefully
selected and generally large retailers. Faced with reduced margins
on his leading brands, the franchised, full-service wholesaler -
obligated, typically, to carry two to three thousand other brands
in inventory and to serve both large and small retailer accounts -
must cut costs, services, 1inventory and personnel. Thousands of
jobs in distribution are in jeopardy. At stake is the ability *
of a dynamic and competitive industry to continue to offer consumers
a variety of existing and new orands of wines, spirits and malt

beverages at prices which for adecade have lagged far behind
Iincreases in the consumer priceindex.
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Pace Two

transshipments of beverage alcohol from one state - Oklahoma -
the value of franchises and the consumer benefits cf interbrand
competition are being undermined and destroyed iIn many markets
lacking primary source protection.

A State Court has Cast a Cloud on the Right of States to Protect
their Interests 1in Beveraoe Alcohol Distribution

A California state court has ruled that California®s whole—
saler designation statute offends national antitrust laws. This
decision has spawned similar challenges in other states, and
iIs now before the U.S. Supreme Court on petition for certiorari.
The high court recently affirmed a Kansas Supreme Court decision
holding that a si lilar and more stringent statute presented no
substantial federal question.

Unless further legislative action is taken at the federal
and state levels, the vital interests of consumers, wholesalers,
retailers, suppliers, and government officials charged with
maintaining orderly, regulated markets for this socially sensitive
product and collecting hugh sums of taxes from the sale cf alco—
holic beverages will be jeopardized.

PSIKASY SOURCE IS PRO-CONSUMER

= By protecting the franchised method of distribution, a
primary source requirement assures the consumer of
convenient access to thousands of competitively priced
brands of alcoholic beverages to meet his or her
preferences.

- In Oklahoma, which prohibits franchises, hundreds of
brands sold jn other states are unavailable to
consumers. NEW brands introduced elsewhere are not
distributed In Oklahoma. The number of wholesalers
in competition for the retail trade has declined from
twenty to not more than six, two of whom account for
60 percent of all sales iIn that state. Posted whole—
sale markups have become, identical.
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Page Three

t
o Hln=-9 =
a study made by"the Kansas Attorney General, prices on
- selected popular® brands declined significantly and --
became more competitive iIn a majority cf instances with
prices in Missouri, an adjoining state.

For consumers, beverage alcohol 1is one of the most dyna—
mic industries in America - marked, for “example, by

the explosion of interest in wine and the entrance of
hundreds of entrepeneurs to the marketplace offering new
brands and products. When deprived of the opportunity
and commercial right of franchised distribution, pro—
ducers will have little incentive to bring new products
to market and to support secondary brancj.

fy requiring that all beverage alcohol 1mported into a

state originate from the primary source of supply, con—
sumers axe Tfurther protected against misbranded, illegal

and impure beverages. This danger increases with thousands ,
of federal permits being issued for "backyard"™ distillation
of alcohol for gasohol. -

PRIMARY SOURCE IS ANZ1-INFLATIONARY

Primary source-laws protect the consumer from monopolistic
pricing which inevitably follows when a few highly adver—
tised brands which survive a chaotic market are offered
consumers by a few high volume retailer, capable of dic—
tating the terms of trade jo_iﬁppliers- I

Primary laws, by protecting the n”ht of franchised distri—
bution, foster vigorous interbrand competition, which has
made Ilquor the best bargain on the® consumer prlce index

for over 10 years. 1 el ~

PRIMARY SOURCE SIMPLIFIES AND REDUCES THE COST Of REGULATION
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BOTH STATE AND FEDERAL ACTION ARE NEEDED

Primary source laws help hold down the cost of regula-
tion by reducing the universe of licensees to be con—
trolled, establishing clear and easily verifiable paper
audit trails of all merchandise sold and distributed*
under Ii ..ise, and minimizing the need for personal
government inspection of liquor shipped into a state.

noJo)

Pending remedial federal action, states lacking primary
source protection should enact primary source laws to
protect consumers, 1interbrand competition, and state
revenues.

For similar reasons, and to prevent the laws of one

State from overriding the public policy cf another state
which may favor the franchised method of distribution and
regulation, the Congress should require that all purchases
of beverage alcohol in interstate commerce be from
licensed suppliers.



It is the declared policy of the state to prohibit the purchase., sale,”
or delivery for sale or shipment, or otherwise introduce for use in
this state, any alcoholic beverages, except in conformity with the
Alcoholic Beverage Laws of this State and such regulations as may be
, prescribed; tq protect tne Public Health and Safety by safeguarding
against products which are falsely or deceptively advertised, mislabeled,
misbranded, adulterated, counterfeited, or illegally produced or diverted,*"
Farr ) Ll il perpcses”to promote vigorous inter—
brand competition among such product to provide consumers with the widest
choice of brands and sizes; to aid in the control and protection of tax
revenue; and to provide for the orderly marketing of such products and the
efficient and effective administration of the Alcoholic Beverage Lavs of
the State.
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Re: House Bill No. 406
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THE LEGISLATURE OF THE STATE OF ALASKA
twelfth legislature

NSCAL-fPIE,

||?w ESTt HB40g
H/ReSoIution
es oﬁ Alcoholic Beverages to and, by Licensed. Woles Jers
Requested bv HOUSE Health. Educatlo, & Social Services ConmitUhte 4726781

. FISCAL DETAIL
Agency Affected  Department of Revenue
Program Category Aficctcd  Consumer Protection
BRU, Program, or Subprogram(s) Affected AIrnhnIIr Bevprage Cmtrol Board

(Note: If more than one bud et component I affected, separate ||ne item amounts and funding for each
component in the analy

EXPENDITURES ousanolsS of Lolls)
16 @ Y8 IO Y06 FYS
L?EA%\IAL SERVICES

TOTAL ¢ 4+ 0+ L 0+ o
FUNDING ~ (Thousands or Dollars)

OTHE%goeo Fund fource)

POSITIONS
il

11 ANAIYSIS (Sec Fiscal Note Preparation Instructions, Section ill)

Enactment of this legislation will not have any Impact on this BRU
QOHHCKT/SUCOCSTIOH

Because wholesale, licensees and aJl other licensees who purchase fro
w% aIesalers are chﬁaged w& !wasm sour e I?oductfn nzould

rimar

£es a roprlatet Wholesa? fcensg%1 gme t aos their
Tlcensw% EMISes |<1 ﬁ board s 0f each primary source
rom whoa they purchase alcoholic beverages.
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