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The Honorable Craig Hickman, Senate Chair

The Honorable Laura Supica, House Chair

Joint Standing Committee on Veterans and Legal Affairs
100 State House Station

Augusta, ME 04333

Senator Hickman, Representative Supica, and Members of the Joint Standing Committee on Veterans and
Legal Affairs:

Pursuant to P.L. 2023 ch. 632, § 1, the Bureau of Alcoholic Beverages and Lottery Operations submits the
enclosed report following a review of the retail prices of spirits sold in Maine.

Sincerely,

G L

Louis Luchini
Director
Bureau of Alcoholic Beverages and Lottery Operations

Introduction

The Bureau of Alcoholic Beverages and Lottery Operations (BABLO, Bureau) was charged in P.L. 2023,
ch. 632 to review the retail prices of spirits sold in the State established by the Commission under 28-A
MRS §81(5). This law was the result of hours of committee deliberations on LD 2014 during the 131
Legislative session. Though BABLO opposed the bill, at the direction of the committee chairman, BABLO
met with the Sazerac Company to discuss potential areas of agreement. The end result was P.L. 2023, ch.
632, which directed this pricing review.

The law requires BABLO to report back to the State Liquor and Lottery Commission (Commission) and
Joint Standing Committee on Veterans and Legal Affairs (VLA) on its findings. Beginning October 2024,
this review process will be conducted biannually.

Background
Maine is one of 17 control states in the United States. As such, BABLO controls the wholesale distribution

and sale of spirits. The Bureau contracts for the wholesale spirits warehousing, distribution, and trade
marketing functions, per 28-A MRS §90. The current vendor is Pine State Trading Company. Unlike many



control jurisdictions, agency liquor stores are not owned and operated by the State. Instead, Maine partners
with and licenses private businesses to serve as agency liquor stores. All spirits products are sold at the
same retail price at agency stores located across Maine.

The Bureau makes recommendations on the retail price of spirits to the State Liquor and Lottery
Commission (28-A MRS §83-C(2)), who ultimately establish the retail price at which spirits are sold in
Maine. Per 28-A MRS §81(5): “The Commission shall, in accordance with section 1651 and after
considering any recommendation submitted by the bureau, establish the retail price of spirits sold in the
State.”

To develop retail prices to recommend to the Commission, BABLO has, in conjunction with Pine State,
created a pricing formula that considers multiple factors, including product category, proof, bottle size,
distillery location, and supplier prices. The pricing formula is an objective way to price products, treating all
products within each category the same. Prior to implementing the pricing formula in February 2016, the
Bureau relied on negotiating individual retail prices with each spirits supplier. This resulted in subjective
and unevenly applied pricing.

To simplify the price submission process for industry, Pine State has created an online pricing calculator.
Industry members may access this web-based calculator and are able to adjust their FOB to achieve their
desired retail price. Once the suppliers are satisfied with their price, they electronically send their price
quote to BABLO, who then makes the recommendation to the Commission. The pricing calculator provides
transparency in pricing and allows suppliers to modify their input price as needed.

In January of 2023, pursuant to P.L. 2021, ch. 622, BABLO reported back to the Joint Standing Committee
on Veterans and Legal Affairs on the process by which the State Liquor and Lottery Commission establishes
the retail price of spirits sold in the State. That report is included in Appendix A.

Revenues generated by the sale of spirits are State funds. Pursuant to 30-A MRS §6054(5), the first
$7,000,000 in profits from the spirits contract is deposited in the General Fund; any amounts over
$7,000,000 are transferred as undedicated revenue to the Highway Fund. In FY24, BABLO transferred
$7,000,000 to the General Fund and $ 60,146,757 to the Highway Fund. In addition, agency store profits
from the sale of spirits were estimated at $52,700,000.

Process

On April 23, 2025, BABLO published public notice in Maine newspapers about the pricing review, public
comment period, and public hearing date. This was also posted on BABLO’s website and sent to the
BABLO interested parties email list.

On May 16, 2025, BABLO held a public hearing at its headquarters, with a virtual option for remote
participation. Four individuals testified orally. Testimony at the public hearing was received from:

e Benjamin Coolidge Gagnon, on behalf of Sazerac Company

e Lynn Walding, Executive Director Control States, Diageo North America

e Chip Towle, Towle’s Corner Store (Dixmont, ME)

e Newell Augur, on behalf of RSVP Discount Beverage (Portland, ME)

BABLO received written testimony from three entities. Submitted written testimony is included in
Appendix B. Written comments were provided by Sazerac, Diageo, and the Maine Center for Disease
Control and Prevention (CDC). The public comment period closed at 5:00pm on May 30, 2025.


https://legislature.maine.gov/legis/statutes/28-A/title28-Asec83-C.html
https://legislature.maine.gov/legis/statutes/30-A/title30-Asec6054.html

Summary of Comments

This section is intended to briefly summarize the comments received during the public hearing and in
written form and are not intended to be comprehensive. Comments received in writing are attached to this
report for full review.

BABLO received conflicting comments between the Sazerac Company and Diageo — Maine’s first and
second largest suppliers of spirits by volume, respectively — related to the pricing formula that BABLO uses
to make pricing recommendations to the Commission.

Sazerac contests that the current pricing formula is flawed, complex, lacks transparency, and
disproportionately impacts low-income consumers and companies that produce value products. In place of
the current pricing formula, Sazerac advocates moving to a flat rate markup.

Diageo testified in support of the current pricing formula, stating that it treats all companies fairly and
equitably within categories and price ranges. They add that the formula is simple, transparent, and consistent
with the Control State mission of encouraging responsible sales and responsible consumption.

The Maine CDC submitted written testimony that highlights the relationship between alcohol prices, access,
and consumption. Their testimony states:

When alcohol prices are decreased, this increases access, consumption, and related harms contributed
to by alcohol.

When alcohol prices are increased, this reduces access and leads to reduced alcohol misuse and a
reduction of the risk of harms on a community from alcohol use.

When Minimum Price Policies are put into place, alcohol-related illness and injury and deaths are
shown to decrease.

Chip Towle, representing Towle’s Corner Store, an agency liquor store in Dixfield, Maine, gave oral
testimony at the public hearing. Mr. Towle’s testimony focused on the impacts of special price changes, also
referred to as sale pricing, on agency liquor stores. In particular, he mentioned the difficulty in frequently
changing prices and questioned the purpose and effectiveness of specials that are small in nature, for
example, a price decrease of 50 cents.

Newell Augur testified in person on behalf of RSVP Discount Beverage, an agency liquor store in Portland,
Maine. Mr. Augur’s testimony also noted the challenges agency stores face when frequently changing prices
for specials. He also noted that when agency stores buy product at a regular price, and subsequently a sale
price takes effect, that the agency store loses profitability. He suggested foresight into specials may help
alleviate this problem.

Discussion

BABLO has taken a wholistic approach to this pricing review, giving consideration to multiple factors,
including the changing marketplace, state revenue generation, input from public health officials, and the
impacts our pricing decisions may make on the thousands of licensees we partner with every day.

Balancing Revenue Generation and Social Responsibility. Ensuring the responsible sale and consumption
of alcohol is a core mission of control states. The Bureau takes seriously its mandate to generate revenues
for the State in a socially responsible manner. As stated in 28-A MRS §90 (1):



1. Statement of purpose. The Legislature finds that it is in the public interest to continue to maximize
growth in the State’s wholesale spirits business while ensuring that growth in revenue from the business
is achieved in a socially responsible manner.

Maintaining the balance between revenue generation and social responsibility is a cornerstone of the
Bureau’s pricing strategy. It’s important to emphasize that BABLO’s pricing strategy is not only designed to
generate revenue for the State, but also the entire Maine-based business ecosystem, including our agency
store partners and on-premises locations that rely upon our products for their business success.

Setting Pricing Recommendations. In developing pricing recommendations for the Commission, the
Bureau strives to be transparent and objective. We believe the pricing formula accomplishes this. By
providing suppliers with a pricing calculator, we allow them to modify their case price to achieve the
desired retail price. We concur with the comments made by Mr. Walding on behalf of Diageo:

Regarding claims that the formula is too difficult to comprehend, nothing could be further from the
truth. The State has established an online price calculator that allows a supplier to input details
sufficient to determine the shelf price for products. And the price calculator treats all Suppliers
similarly and equitably. Moreover, the current pricing system is transparent and allows all suppliers a
level playing field on pricing products...

Therefore, Diageo contends that the existing pricing formula serves the broad interests within the State
of Maine and does so in a manner consistent with the Control State mission of promoting responsible
sales and encouraging responsible consumption.

BABLO rejects the notion that the pricing formula is designed to discriminate against any particular
product. In fact, the pricing formula treats all products within each category equally.

Moving forward, BABLO will continue to analyze the pricing formula and the category markups used.

Potential for Decreasing 50ml Prices. In verbal testimony at the public hearing, the lobbyist representing
Sazerac stated that he believed that at least one member of the VLA Committee requested that BABLO
decrease prices of 50ml products to provide pricing relief to the Sazerac Company.

Though not included in the compromise for LD 2014, as part of this pricing review, BABLO examined the
impact of reducing the State’s minimum profit threshold on 50ml format products to measure its impact on
State profit. In working with Pine State, BABLO estimated that a $.05 decrease in the Minimum Profit
Threshold — from $0.75 to $0.70 — would result in a decrease in State revenues by roughly $500,000.

From a State revenue perspective, and given the decreasing sales trends across the spirits industry, we do
not recommend decreasing the Minimum State Profit for 50ml items at this time. Doing so would lead to a
significant decrease in revenues to the General Fund. We do not have sufficient evidence to suggest that
increased sales would make up for lost revenue.

As noted in the public hearing, Sazerac Company sells malt- and wine- based 50ml products that look
virtually identical to their spirits-based equivalents. Because they are not spirits-based, they can be sold at
any beer and wine retailer — a far broader distribution network than agency liquor stores. The products
compete directly with the spirits based 50ml products. During the public hearing, the Bureau requested sales
volume of the malt-based 50ml products to compare their sales against the spirits-based equivalents.
However, no information was provided to the Bureau.



Additionally, the Bureau has concerns about decreasing the prices of 50ml products from a social
responsibility perspective. Given the comments from the Maine CDC, and a recent Surgeon General
advisory on the health impacts of alcohol, the Bureau questions whether decreasing the price of 50ml
products runs counter to public health recommendations and the Bureau’s legislative mandate.

Based on the potential fiscal impacts to the State, and in consideration of the Maine CDC’s public health
concerns, the Bureau does not recommend lowering the price of 50ml products at this time.

Compromise Multi Pack Pricing Strategies.

Historically, the Bureau has priced multipacks by multiplying the price of one unit and by the total number
of units. For example, if a single 50ml of product costs $1.49, a 10-unit multipack would cost $14.99,
calculated as: $1.49 x 10 = $14.99.

As an area of compromise, the Bureau has allowed for the limited time sales of multi-packaged products.
These suppliers have benefited from reduced pricing for up to 6 months of the year, as cited in Sazerac’s
testimony as a successful initiative. As one example, the Bureau has approved the sale of 20-unit buckets of
Sazerac’s 50ml Fireball to be sold for $19.99.

Similarly, BABLO routinely approves requests to list 50ml value packs or limited time offerings, like golf
club or candy cane-shaped packaging, at a price point of approximately $0.99 per unit. We believe this is a
better method to reduce the per-unit price while acknowledging social responsibility practices. The Bureau
will continue to work with Sazerac and other suppliers on alternatives such as these.

Separate from this review, the Bureau is preparing an alternative approach to its historic pricing policy for
multi-pack products. The Bureau anticipates releasing the new pricing schedule in the coming months.

Impact of Specials Pricing on Agency Stores. Both Mr. Towle and Mr. Augur raised valid concerns about
the quantity, frequency, and depth of spirits specials pricing. The Bureau has the authority to make special
pricing decisions (28-A MRS §83-C (2-A)(A)). These specials prices are primarily supplier-initiated and run
for a period of one or two months. The Bureau recognizes that the high number of spirits SKUs and the
frequency of price changes creates significant work for the agency stores. While we do not have a proposed
solution at this point, BABLO is examining its internal practices on special pricing and is considering
options to simplify the process for the agency stores.

Flat Markup. BABLO continues to strongly oppose instituting a flat markup on spirits products. As
discussed at length during the VLA work sessions on LD 2014, the economic impacts of a flat markup were
significant and harmful to the State and its private business partners. One recommendation to apply a 65%
markup was estimated by the Bureau to cost the State over $22,000,000. Later discussions on a higher
markup would have caused significant cost increases on many of the top selling spirits products in Maine.
These higher prices would harm the hundreds of Maine-based agency stores and on-premises licensees.
Restaurants would be particularly impacted by the rising prices, and would likely have to pass these inflated
costs on to the consumer.

Recommendation
BABLO appreciates our positive relationship with members of the spirits industry and our agency store
partners. The Bureau is committed to continue analyzing its spirits pricing strategies and will continue to

work with all industry partners.

After this pricing review process, the Bureau is making the following recommendation.



Recommendation: Remove the Value Markup Category

BABLO recommends removal of the Value Markup Categories for spirits products. We believe removing
the value markup will simplify the pricing formula for suppliers. We estimate the financial impact to the
State to be minimal and absorbable. In terms of timing, our recommendation is to remove the value markup
category to coincide with quarterly price changes. This will provide time to implement the changes, adjust
the pricing formula, and modify the pricing calculator.

Other existing markups will remain at the same levels as current. If removal of the value markup category is
approved, the below chart of category markups will be used by the Bureau to make pricing
recommendations to the Commission:

Category Markups
Category 375ml and Under >375-1000 1001+
Alcohol / Grain 1.98 1.98 1.98
Brandy 1.98 1.84 1.76
Cognac 1.92 1.80 1.73
RTD/Cocktails 1.93 1.93 1.93
Cordials 1.91 1.77 1.69
Gin 1.96 1.82 1.75
Rum 1.95 1.81 1.72
Tequila 1.94 1.80 1.73
Vodka 1.89 1.76 1.67
Whiskey 1.91 1.77 1.70
Whiskey Canadian 1.98 1.84 1.76
Whiskey Irish 1.98 1.83 1.72
Whiskey Scotch 1.93 1.76 1.72

Conclusion

In closing, the spirits pricing formula has been successful in achieving the Bureau’s statutory requirements.
The Bureau appreciates the opportunity to conduct this review and present our findings to the State Liquor
and Lottery Commission and the Joint Standing Committee on Veterans and Legal Affairs. We look forward
to continuing to work with our spirits industry partners in the future.

We’d be happy to answer any questions.

Louis Luchini



APPENDIX A
Maine Spirits Pricing Report to the Joint Standing Committee on Veterans and Legal Affairs

January 2023
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Senator Craig Hickman, Senate Chair

Representative Laura Supica, House Chair

Members of the Joint Standing Committee on Veteran’s and Legal Affairs
100 State House Station

Augusta, ME 04333-0100

RE: P.L. 2021, ch. 622 An Act To Streamline and Modernize the Department of Administrative and
Financial Services, Bureau of Alcoholic Beverages and Lottery Operations

Senator Hickman, Representative Supica and Members of the Committee on Veterans and Legal Affairs:

The Bureau of Alcoholic Beverages and Lottery Operations was charged in P.L. 2021, ch. 622 with
reporting back to the Committee on Veterans and Legal Affairs on the process by which the State Liquor
and Lottery Commission establishes the retail price of spirits sold in the State; the process by which the
bureau develops recommended retail prices for the commission's consideration; explains how any pricing
formula or calculator employed by the bureau to establish such recommended retail prices operates, the
factors that affect a retail price calculated using such a formula or calculator and the reasons that the
bureau chose to incorporate those factors in the formula or calculator; and informs the committee of the
status of the commission's adoption of rules pursuant to establish an appeals process by which a spirits
supplier could request reconsideration of a retail price determination.

The bureau would like to start with a brief level setting before jumping directly into spirits pricing and the
spirits pricing formula. It is essential for members of the committee to understand that under the Three
Tier System, the manufacturer, wholesaler, and retailer tiers are each prohibited from having a financial
interest in either of the other two tiers. This is intended to prevent tied houses. Furthermore, Maine is a
control jurisdiction, which means that with respect to spirits sales in Maine, the State occupies the
wholesaler tier and operates as a business would. The profits from the State’s spirit business are state
revenues.

Spirits Pricing Background

Under the former spirits contract with Maine Beverage Company, which was in effect from July 1, 2004,
to June 30, 2014, there was a requirement to maintain a gross profit margin of 36.8% across all products
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and categories. In addition to the maintenance of gross profit margin, the contract called for defined profits
for Maine Beverage Company to be achieved. Gross profit was the standard by which retail price on spirits
were set and recommended to the commission. Retail pricing was set by negotiating with suppliers, which
created gross profit margins that were subjective. The goal in pricing was to meet contract obligations and
the resulting impact was a wide range of profit margins on products within same categories that could be
8-10 points apart. It was discovered that this system disproportionately favored lower priced products and
subsequently the burden of generating profit to the State was placed on higher priced products. It was not
an impartial, consistent, or transparent method of pricing products or conducting the State’s spirits
business.

In early 2016, the bureau worked closely with the State’s new spirits vendor Pine State to develop a spirits
pricing model that could uniformly be applied to every spirit product listed by the State. Several different
models were explored, including applying a single percentage-based markup across all categories and
sizes, but the resulting significant changes across all retail prices was undesirable. A single markup would
have either overinflated prices on higher priced products or reduced prices dangerously low on lower
priced products. The bureau’s primary objective in establishing a pricing model was to set competitive
everyday prices on a large portfolio of national and local spirits products that would repatriate Maine
consumers previously migrating across the border to New Hampshire to purchase their spirits.

In order to mitigate drastic changes in retail prices, the final pricing formula was created by category,
proof and size, with a “value” category assigned for vodka. The formula was implemented in February
2016, providing a transparent and consistent pricing mechanism for all parties in the pricing chain. The
formula was a mathematical equation, consisting of the markup by category and included the $1.25 per
proof gallon premium tax as required by section 1703(3)(d) and the agency liquor store discount (retailer
margin).

In late 2016, the bureau noticed sales growing by 4 to 5% as desired, but State profits remained flat against
sales growth. Analysis identified that small sizes and “value” brands were negatively impacting the State’s
overall profitability. The pricing paradigm was upside down; smaller bottle sizes provided a better value
than larger sized bottles, which runs counter to any other consumer goods pricing model. The bureau
continued to monitor sales and model solutions before making any changes. Eventually the concept of a
Minimum State Profit Threshold by bottle size, paired with expanding the value markup across all
categories emerged as the most effective mechanism for achieving the States objective to increase the
profitability of the spirits business while minimizing significant changes to retail prices. Building on the
original framework, the pricing formula was adjusted accordingly, with the minimum profit threshold and
value markup taking effect October 1, 2017.

Communication was sent out in July 2017, notifying industry members of the proposed change. After
hearing from industry members, who expressed concern over certain retail prices changing, especially on
value priced products, a cap was placed on increases, so no increase due to the implementation of the
adjusted pricing formula would be higher than $1.00. The cap resulted in 351 product SKUs not delivering
the minimum state profit.

As adjustments were made to the formula, industry members were provided with a web-based pricing
calculator. The calculator is simply the pricing formula in an easy to use, transparent format. The
calculator is available to all suppliers and brokers for their use in determining retail prices.

OFFICE LOCATED AT 19 UNION STREET, AUGUSTA, MAINE 04330

MAINE ONLY: 1-800-452-8777
TELEPHONE: (207)287-3721 Fax: (207) 287-6769
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The Pricing Formula

The pricing formula is a mathematical equation that considers category, proof, bottle size and supplier
price, through which every spirit product passes. It objectively determines the wholesale price which is
set by the bureau and the retail price recommended to and approved by the commission. The supplier can
influence the retail price by adjusting the price they charge the State to buy their product. Using the online
pricing calculator, suppliers can quickly and easily determine how to set their case cost, to achieve their
desired retail price.

Because the agency liquor store discount is part of the retail calculation, when the State’s overall sales
reached certain thresholds, pursuant to the retailer incentive program established in rule, the discount rate
increased. Between 2016 and 2020, the rate increased multiple times, and by five percentage points
cumulatively, to an 18% discount rate on all products. This resulted in a loss of profit to the State because
suppliers continued to charge the same case cost to the State for products that were then being sold at a
higher discount to agency liquor stores. The result of these increases meant that there were approximately
1,200 product SKUSs that no longer delivered the minimum state profit threshold that was established in
2017. In September 2021, the decision was made to bring all products into compliance with the Minimum
State Profit Threshold, including those SKUs that were capped in 2017. Again, an adjustment to the
existing pricing formula was made to account for the 18% discount rate for agency liquor stores.

Each time the bureau has initiated changes to the spirits pricing formula, they’ve communicated the
resulting proposed pricing changes, as well as the supporting rationale, to the brokers and suppliers two
months in advance of them taking effect to provide ample time for feedback. In all instances the pricing
changes resulting from updates to the spirits pricing formula have been approved by the commission.

Rulemaking

The bureau is currently engaged in a number of large projects and has not yet commenced rulemaking to
establish an appeals process by which a spirits supplier could request reconsideration of a retail price
determination. However, the bureau included the intended rulemaking in the 2023-2024 DAFS
Regulatory Agenda and plans to engage in the required rulemaking this year.

OFFICE LOCATED AT 19 UNION STREET, AUGUSTA, MAINE 04330

MAINE ONLY: 1-800-452-8777
TELEPHONE: (207)287-3721 Fax: (207) 287-6769
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Components of the Pricing Formula

The pricing formula consists of a Category Markup, coupled with the Premium Tax ($1.25 per proof
gallon), and the Minimum State Profit Threshold (MSPT).

Category Markups
~[375 and
Category under | 750-1000 1750

Alcohol /Grain 1.98 198 1.98
Brandy 1.98 1.84 1.76
Brandy Value 213 198 1.90 The “Value” Threshold is based on the
Cognac 192 180 1.73 wholesale price and size as follows:
Cognac Value 213 195 187 1.75L size, the price is less than $22.00
HTD;"CI:ICI".tEINE 1.93 1.9% 1.9% 1L SiZG, the pI‘iCC is less than $1300
RTD/Cocktails Value 193 193 193 750ml size, the price is less than $12.00
Cordials 1.91 1.77 1.60 375ml SiZC, the price iS leSS than $700
Cordials Value 2.13 195 1.82
Gin 196 182 175
Gin Value 2.13 1.85 182
Rum 1.95 1.81 1.72 .
o Value 213 195 187 Minimum State Profit Thresholds are as
Tequila 194 180 173 follows:
Tequila Value 213 195 1.82 }L7 ?SL$IZ 2(6)'00
Vodka 1.89 1.76 167 .
Vodka Value 2.13 185 182 750ml ?S $4.00
Whiskey 191 177 1.70 375mlis $2.50
Whiskey Value 213 195 182 250ml is $2.25

. . - - - 200ml is $2.00
Wh[skey Canau.:han 198 184 1.76 100ml is $1.30
Whiskey Candian Value 2.13 195 1.82 50ml is $0.75
Whiskey Irish 1598 183 172
Whiskey Irish Value 2.13 195 1.82
Whiskey Scotch 183 1.76 172
Whiskey Scotch Values 2.13 195 1.82

How the Calculation Works

Step 1. Calculating the Initial Retail Price
e Bottle cost (supplier price sold to State) multiplied by the applicable category markup plus
the premium tax.
e The initial retail price is rounded up to end in .49 or .99 (or .29, .49, .79, .99 for sizes less
than 375 ml), as required by law.

OFFICE LOCATED AT 19 UNION STREET, AUGUSTA, MAINE 04330

MAINE ONLY: 1-800-452-8777
TELEPHONE: (207)287-3721 Fax: (207) 287-6769
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Step 2. Determining Wholesale Price
e Retail price is discounted by the agency liquor store discount rate (18%).

Step 3. Determining whether the Wholesale Price meets the Value Threshold
e I[fthe wholesale price is less than the value thresholds listed above, then the retail price must
be re-calculated as follows:
o Bottle cost multiplied by the category value markup plus the premium tax.

Step 4. Determining whether the Wholesale Price meets Minimum State Profit Threshold
e [fthe wholesale price minus the bottle cost and the premium tax from either Step 2 or 3 is
less than the MSPT as listed above, then the retail price is increased by 50¢ to the next price
point (ending in either .49 or .99 etc.) until it achieves the required MSPT. This may happen
multiple times to meet the MSPT.

Example 1

Calculation for Vodka, 80 proof, 1.75L, 6 pack case:

Case cost (referred to as FOB) for the bottles in the case: $124.07
Bottle cost is determined by case pack size: $124.07 divided by 6 = $20.68

Step 1 - Initial Retail Price Calculation:

e Bottle cost of $20.68 multiplied by the vodka category markup of 1.67, plus the premium tax
of $.4624 results in an initial retail price of $34.99.

($20.68 x 1.67) + $.4624 = $34.99

Step 2 - Wholesale Price Calculation:

e Initial retail price of $34.99 reduced by the agency liquor store discount rate of 18%,
generates a wholesale price of $28.69.

($34.99 x .82) = $28.69

Step 3 - Value Threshold Determination:
e Wholesale price for this 1.75L Vodka exceeds the value threshold.

Step 4 - Minimum State Profit Threshold Determination:

e Wholesale price of $28.69 minus the bottle cost of $20.68 and the premium tax of $.4624
equals $7.55 which exceeds the MSPT of $6.00 for a 1.75L bottle.

$28.69 - 20.68 - .4624 = §7.55

OFFICE LOCATED AT 19 UNION STREET, AUGUSTA, MAINE 04330

MAINE ONLY: 1-800-452-8777
TELEPHONE: (207)287-3721 Fax: (207) 287-6769
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Example 2

Calculation for Vodka, 80 proof, 1.75L, 6 pack case:

Case cost (referred to as FOB) for the bottles in the case: $35.02
Bottle cost is determined by case pack size: $35.02 divided by 6 = $5.84

Step 1 - Initial Retail Price Calculation:

¢ Bottle cost of $5.84 multiplied by the vodka category markup of 1.67, plus the premium tax
of $.4624, rounded up to end in .49 or .99 results in an initial retail price of $10.49.

($5.84 x 1.67) + $.4624 = $10.22, which must be rounded up to $10.49.

Step 2 - Wholesale Price Calculation:

e Initial retail price of $10.49 reduced by the agency liquor store discount rate of 18%,
generates a wholesale price of $8.60.

($10.49 x .82) = $8.60

Step 3 - Value Threshold Determination:

e Wholesale price minus the bottle cost and premium tax for this 1.75L Vodka is below the
value threshold.

e Recalculate the retail price using the vodka value markup.
o Bottle cost of $5.84 multiplied by the vodka value category markup of 1.82, plus the
premium tax of $.4624 equals $11.09, rounded up to end in .49 or .99 results in a new
retail price of $11.49.

($5.84 x 1.82) + $0.4624 = $11.09, which must be round up to $11.49.

o Retail price of $11.49 reduced by the agency liquor store discount rate of 18%,
generates a wholesale price of $9.42.

($11.49 x .82) = $9.42

Step 4 - Minimum State Profit Threshold Determination:

e Wholesale price of $9.42 minus the bottle cost of $5.84 and the premium tax of $.4624
equals $3.13, which does not meet the MSPT for a 1.75L bottle.

$9.42 - 5.84 - 4624 =$3.13

Step 5 - Lowest Retail Price Determination to meet the Minimum State Profit Threshold:

e Add $.50 to the retail price until the results meet the MSPT.
o This is an iterative process to achieve the proper retail price to achieve the MSPT for
this bottle size. In this case, $.50 was added 7 times.

OFFICE LOCATED AT 19 UNION STREET, AUGUSTA, MAINE 04330

MAINE ONLY: 1-800-452-8777
TELEPHONE: (207)287-3721 Fax: (207) 287-6769
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o Retail price of $14.99 reduced by agency liquor store discount rate of 18% generates
a wholesale price of $12.29.

($14.99 x .82) =$12.29

o Wholesale price of $12.29 minus the bottle cost of $5.84 and the premium tax of
$.4624 equals $6.00, which does meet the MSPT for a 1.75L bottle.

$12.29 - 5.84 - .4624 = $6.00

Web-based Pricing Calculator

While the examples provide an explanation of how the pricing formula calculation works, the bureau has
provided suppliers and brokers with a web-based calculator that will perform these steps instantaneously:

https://b2bs.pinestatetrading.com/mspc/pricing/calculator/

Using Example 2, the data is entered into the calculator for an instant result. There is additional data that
shows the components of the calculation that will also appear under Calculation Details. Implementing a
calculator that could be accessed by suppliers and brokers, provides transparency from the bureau.

Pricing Calculator

[ check if you are a craft distiller, based in Maine, producing 50,000 gallons or less annually.

Select Class: Select Size:
VODKA v 1750 mi v
FOB: Unit Pack:
B5.02 o 6
Proof: Retail Pack Size:
80 1
Effective Date: Calculated Retail:
01/12/2023 $14.99

Pricing Category:

VODKA VALUE

Calculate Retail

We are happy to answer any questions and provide further detail.
Gregory R. Mineo
Director

Tracy Willett
Acting Deputy Director

OFFICE LOCATED AT 19 UNION STREET, AUGUSTA, MAINE 04330
MAINE ONLY: 1-800-452-8777

FAX: (207)287-6769
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Governor
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Sara Gagné-Holmes
Commissioner

The Maine Center for Disease Control and Prevention offers the following for consideration as the
Maine Bureau of Alcoholic Beverages and Lottery Operations conducts a review of the retail prices of
spirits sold in the State. With questions please contact Megan Scott, the Substance use prevention
program manager, at Megan.Scott@maine.gov

The relationship between alcohol prices, access, and consumption, is well documented [1].

When alcohol prices are decreased, this increases access, consumption, and related harms contributed
to by alcohol [2].

When alcohol prices are increased, this reduces access and leads to reduced alcohol misuse and a
reduction of the risk of harms on a community from alcohol use [3].

When Minimum Price Policies are put into place, alcohol-related illness and injury and deaths are
shown to decrease[14].

Anything that increases access to alcohol, including the reduction of alcohol prices, increases the risk of:
e Binge drinking - The top 10% of alcohol consumers consume half of all alcohol products[4]
e Underaged alcohol consumption[5]
e Cancer, high blood pressure, and chronic illnesses[6][7]
e Vehicle crashes[7]
Volent crime([7]
Injury and death [7]
Stillbirths, birth defects, and fetal alcohol spectrum disorders [7]
and addiction[7]

Other Considerations:

e Alcohol contributes to 178,000 deaths per year[8]. It has been estimated that 1 in 5 suicides in
the US involve a Blood Alcohol Concentration (BAC) in the victim of 0.1% or higher[8].

e Anestimated 1 in 8 deaths among adults aged 20 to 64 years were attributable to excessive
alcohol use[9].

e Policies that increase the price of alcohol have been shown to reduce the quantity and
frequency of youth drinking[10].

e Minimum pricing policies are an important tool to prevent prices from becoming too low and
have been shown to reduce alcohol related illness and death. A study completed in Michigan
demonstrated that raising the price of the cheapest spirits by as little as 13 cents per standard
drink could save hundreds of lives [14].

e Policies that increase the price of alcohol have been deemed the most cost-effective of the
evidence-based interventions studied and tallied to reduce the harm caused by alcohol[11].

e Inastudy conducted in British Columbia in 2015, a 10% increase in minimum alcohol price was
associated with reductions in traffic violations, homicide, assaults, sexual violence against adults
and children, and other crimes against persons[12].

e While there are not thought to be correlations between a lower socioeconomic status and
increased alcohol use[13], a decrease in the price of alcohol is shown to increase alcohol use
across the board[1].
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May 16%, 2025

The Hon. Louis Luchini, Director & State Liquor Commission Members
Maine Bureau of Alcoholic Beverages & Lottery Operations
Via email to: MaineSpirits@maine.gov

Dear Director Luchini and Commission Members:

Diageo North America is writing in support of Maine’s current pricing system. Diageo North America is the
leading premium drinks business and one of the best-performing consumer packaged goods companies
across the United States and Canada. Our 200 plus brands are enjoyed across our market and include
some of the world’s oldest and best loved brands, such as Johnnie Walker, Smirnoff, Captain Morgan,
Crown Royal, Bulleit and Don Julio.

Diageo commends the legislature for this discussion, a result of the 2024 legislative session, and welcomes
the opportunity for improvements with the Maine Bureau of Alcoholic Beverages and Lottery Operations
(BABLO). We support the current spirit pricing system in Maine as it treats all companies fairly and
equitably within categories and price ranges.

When a Control State applies a single markup across price ranges, the result has a disproportionate
adverse impact on sales of higher priced, more premium, items. For example, a 65 percent markup on a
$30 bottle of vodka will have triple the amount of tax imposed on a $10 bottle. Same alcohol, same proof,
disproportionate tax. Thus, the amount of tax imposed, per equal volume and proof, can differ
dramatically, penalizing premium products in favor of value items and, consequently, trading consumers
down.

Various critics of the current pricing formula may claim that they are unfairly penalized because they pay
a higher markup under the existing pricing formula. This is misleading. While the markup rate paid — the
multiplier — may be higher, the amount of actual tax paid is significantly less because of the lower cost of
goods — the denominator. And, in the end, its dollars, not the percentage, paid that matter.

In contrast, Open States generally impose a straight gallonage tax on spirits. Suppliers pay a set amount
per gallon of spirits sold in Open markets. Such method does not distinguish between the price or
premium nature of the product sold. Stated conversely, as opposed to Control States, Open States do not
discriminate or penalize spirits products based on the price of goods sold as all spirits are taxed equally.
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Maine’s current pricing formula represents a more balanced approach to the tax paid across the spirits
categories, sizes and price ranges. While not fully eliminating the price distinction, the existing formula
blunts some of that impact. If pricing changes are implemented, by contrast, the result would be a return
to complete disparate treatment in the taxes imposed on spirits.

Not surprisingly, that disparate treatment also has had, in the past, the effect of trading consumers in
single markup states down and, thus, generating less revenue for the state. In fact, Maine’s current pricing
formula, since adoption, has had the intended effect of significantly increasing the State’s profits and,
consequently, has allowed the State to enhance the commissions paid to their private retail partners. Any
change to the existing pricing formula would likely either result in a loss of revenue to the State, as stated
in the testimony of Anya Trudy, Chief of Legislative and Strategic Operations, Maine Department of
Administrative and Financial Services or, alternatively, a decrease in agent commissions — a loss that the
State would likely have to find some alternate way to offset. Diageo does not support any such increase.

Regarding claims that the formula is too difficult to comprehend, nothing could be further from the truth.
The State has established an online price calculator that allows a Supplier to input details sufficient to
determine the shelf price for their products. And the price calculator treats all Suppliers similarly and
equitably. Moreover, the current pricing system is transparent and allows all suppliers a level playing field
on pricing products. We believe BABLO has the flexibility and expertise to quickly adjust to market needs
in a timely manner.

In closing, the State of Maine, retailers, suppliers and consumers, since the implementation of the current
pricing formula, have benefited from this pricing structure. The current pricing formula ensures a stable
profit for the State, improved commissions for the retail agents and better pricing on products across a
broad range. It has also allowed consumers to have a vast number of product choices at competitive
prices. Additionally, the current pricing formula helps reduce high-proof/low-cost products from being on
the shelves. Therefore, Diageo contends that the existing pricing formula serves the broad interests
within the State of Maine and does so in a manner consistent with the Control State mission of promoting
responsible sales and encouraging responsible consumption.

Thank you, Director Luchini and Commission Members, for your consideration and Diageo looks forward
to continuing this discussion with you. Please don’t hesitate to contact me for further information.

Sincerely,

LYNN M. WALDING

Executive Director Control States
Diageo North America

3 WTC/175 Greenwich Street
New York, NY 10007

Email: Lynn.Walding@Diageo.com
Cell: 515.229.7777
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Vice President, Government Affairs
Sazerac Company

Before the Maine Bureau of Alcoholic Beverages and Lottery Operations
Public Hearing on Spirits Pricing Review

May 16, 2025
Good morning, Director Luchini and Bureau staff,

My name is Winn Atkins, and [ serve as the Vice President of Government Affairs for Sazerac
Company. We are one of America’s oldest family-owned distillers, and we are proud to have a
major presence in Maine through our 1820 Spirits facility in Lewiston, which employs more than
270 hardworking Mainers.

I want to thank the Bureau for holding this public hearing and for beginning what we hope will
be a good-faith process to improve a spirits pricing system that, in its current form, has proven to
be regressive, inequitable, and disproportionately harmful to a targeted subset of businesses and
consumers.

The Current System Is Flawed and Lacks Transparency

Maine stands alone in the nation as the only control state that uses a complex “pricing formula”
to determine retail spirits prices. This formula includes more than 75 separate category markups,
minimum state profit thresholds, and rounding schemes that often defy logic or fairness. Itis a
byzantine system that makes it especially difficult for the public to understand how and why
prices are set.

Sazerac has experienced this firsthand. Despite making up just 13% of all listed products in the
state, our products account for nearly 40% of those marked up by 100% or more. The 12 highest-
marked-up products in Maine are all from Sazerac. This is not a coincidence—it’s a signal that
the system is not operating equitably.

Low-Income Consumers and Value Products Are Disproportionately Harmed
One of the most troubling aspects of the current pricing structure is its regressive nature. Lower-
priced value spirits and smaller bottle sizes are marked up at much higher percentages than



premium products and larger bottles. No other state employs the factors BABLO does to
determine the price of products. We believe this pricing calculator is NOT equitable because it
penalizes lower-income consumers and the retailers and distillers that service them. It also
penalizes those consumers wishing to purchase smaller size portion control offerings, such as
50mls and other smaller volume products.

This penalizes consumers who may not be able to afford larger purchases, and it hurts local
retailers who serve those communities. It also undermines Maine's competitiveness, particularly
with neighboring New Hampshire, where spirits pricing is more straightforward and often lower.

Commitments Made in the 130™ Legislature

Last session, the Legislature considered LD 2014 and passed a compromise bill, An Act
Regarding Spirits Price Review and Recommendations. A coalition of industry members and
legislators spent months prior to the bill’s introduction working on the language of the initial
draft, which among other things included moving Maine’s pricing formula to a flat markup
similar to the system in other control states. The Veterans and Legal Affairs Committee held four
substantive Work Sessions, and Sazerac met privately with DAFS and BABLO several times.

While there was momentum in committee for reforms to the pricing formula including moving
towards a fairer flat markup, all parties agreed to the compromise which was passed
unanimously by committee. This bill included:

e Biennial Pricing Review: Beginning October 1, 2024, and every two years thereafter,
BABLO must conduct a public review of the spirits pricing formula and submit a
report—with optional recommendations—to the Commission and the VLA Committee,

e Pricing Appeals Rulemaking Deadline: By September 1, 2024, BABLO is required to
initiate rulemaking for a pricing appeals process, as originally established by LD 1906 in
April 2022. Because BABLO had not begun this rulemaking two years later, LD 2014 set
this new deadline.

e Public Process for Pricing Recommendations: BABLO must adopt rules establishing a
public process for developing pricing recommendations to the Commission. These rules
must include a public hearing and opportunities for input. As of now, BABLO has not
initiated this rulemaking.

Additionally, both on the record in Committee and in private meetings, commitments were made
to Sazerac to provide pricing relief in one or two areas of most concern to the company. This was
a concept separate from the every two-year review of the formula. Specifically, immediate
pricing relief on small sizes was identified as a way to accomplish this.

Attached are transcript excerpts from these work sessions, but I will highlight a few remarks
below:

o “I'would suggest to the committee is perhaps, instead of a flat markup, that we take a
more surgical approach to this, and you direct us to specifically look at smaller sizes and
lower price and lower price products, and come back to you with a solution, I think, that
avoids the impact across the board that is going to that we're concerned about being



destabilizing to the overall spirits business and concentrates it where I where I think the
problem really where the rub is right. And so we would be looking more at where the rub
is and making, and potentially making adjust... proposing adjustments specific to those to
those categories and those items.”

-Deputy Commissioner Trundy, 2/22/2024

o “At exactly this moment, we would do something that is, that would be, it would be a
small adjustment that would have a targeted impact, that would alleviate some of the
stress that that Sazerac is feeling at this point in time.”

-Deputy Commissioner Trundy, 3/12/2024

e “One of the things that I suggested to Sazerac that we could do that I think, is just good
business practice, is that, on a on a periodic basis, the department and the bureau should
be charged with reviewing the pricing formula.”

-Deputy Commissioner Trundy, 3/12/2024 (periodic review of formula introduced as a
separate concept)

The Flat Markup Proposal Remains a Sensible and Equitable Alternative

We strongly support moving to a simplified pricing model, such as the previously proposed
83.46% uniform markup. This model is consistent, transparent, and predictable. It removes the
arbitrary nature of the current calculator and treats all products equitably, regardless of brand,
size, or price point.

If the proposed markup were in place today:

*  95% of products would see a price change of $5 or less.
e More than half would change by $1 or less.
o The average price change would be just +/- $1.22.

This approach aims to keep the state whole financially while achieving greater fairness and
simplicity.

Reforms Must Include a Right to Appeal and Legislative Oversight

We also respectfully urge the Bureau to implement the statutorily required appeals process for
pricing decisions—which was passed in April 2022. Currently, the only option for a supplier to
challenge a pricing decision, including a change to the formula, is through litigation.

Additionally, we believe the Legislature should play a greater role in reviewing significant
rulemaking on pricing. As proposed in past legislation, making BABLO’s pricing rules subject to
major substantive rulemaking would ensure proper oversight and accountability.

Conclusion

Sazerac is not here to re-litigate the past—although an understanding of the history is important.
We are here to advocate for a better, fairer system for the future. We have invested more than
$10 million in Maine in recent years, and we want to continue that partnership. But we need a



system that is predictable, equitable, and structured in a way that supports—not undermines—
growth for both businesses and the state.

We thank the Bureau for the opportunity to speak and look forward to working with you on these
much-needed reforms,

Respectfully,

Winn Atkins
Vice President, Government Affairs
Sazerac Company

Attachments

July 25, 2017 letter to State Liquor and Lottery Commission Chairman
April 18,2019 Memo to Commissioner Figeroa

January 28, 2022 Sazerac Public Hearing testimony on LD 1906

January 28, 2022 Gerald Reid Public Hearing testimony on LD 1906

April 25,2023 letter to VLA Committee

January 17, 2024 Sazerac Public Hearing testimony on LD 2014

February 22, 2024 pricing handout given to VLA Committee

Transcript excerpts, summaries, and video links to LD 2014 Work Sessions
May 5, 2024 Portland Press Herald Article




LD 2014 Work Sessions | 131st Legislature

02/22/2024 Work Session: hitps://vimeo.com/1057640985/94e45ce5c8

The meeting discussed the impact of a ~85% flat markup on 4,800 SKUs, with a focus
on the top 200 SKUs. Anya highlighted differences in financial periods, noting FY23 for
accuracy. Ben presented data showing 881 products with over 100% markup, 39%
being Sazerac’s. The discussion emphasized the need for a fair pricing system, with
95% of products seeing less than $5 price changes. Concerns about retailer impact and
the potential for a pilot program were raised. The committee agreed to table the issue
for further analysis and engagement between Sazerac and BABLO.

03/12/2024 Work Session: https://vimeo.com/1057640254/90eb1e17c6

The committee discussed the spirits price regulation, focusing on a targeted solution to
alleviate stress on Sazerac without widespread changes to the pricing formula. A
proposal was made to review the formula every five years to adapt to market changes
and ensure equity among companies. Sazerac and the department agreed on the need
for periodic reviews to address inequities. Hospitality Maine supported the targeted
approach over a complete formula overhaul. The committee emphasized the
importance of stakeholder input and equity, aiming to draft consensus language in
future meetings to address these issues effectively.

03/19/2024 Work Session: https://vimeo.com/1057637713/acb0fa70de

The committee discussed LD 2014, emphasizing that no consensus was reached on a
65% markup—despite what was written about in the press. They reviewed the progress
on a targeted solution for value-priced items, potentially including statutory language for
pricing formula reviews and equity considerations. The Department is finalizing
guardrails for transparency and equity. A motion was made to table the bill for one day
to allow for further internal approval and industry feedback, avoiding antitrust issues.
The committee agreed to table the bill, with no objections, to revisit it after additional
consultations and refinements.

03/21/2024 Work Session: https://vimeo.com/1057638465/d5589b1087

The committee discussed LD 2014. Sazerac and the Department have suggested an
every 2 year review of the pricing formula with public input, and the Bureau's
recommendations to the Commission and VLA. Proposed amendments include
establishing rules for public input. The review shall start by October 1, 2024. Director
Louis Lucchini confirmed no fiscal impact and supported the proposal. The committee
agreed to include a public hearing in the rulemaking process. The motion to pass the
amended bill was unanimously approved.




LD 2014 Work Session
02/22/2024

Anya Trundy 23:05

So I'm gonna, if | may, can | make another, a different suggestion? Because | realize that time is
running short this legislative session, and the committee's trying to wrap up work, we're trying to bring
things in for a landing, right? And | think that we could probably have another five sessions on this. If
you look at the spreadsheet that | gave you that is sorted by supplier. This isn't to necessarily call out
Sazerac in any way, shape or form, but | want, | want to direct you to pages four and five because of..

Craig Hickman 23:39
Which which spreadsheet?

Anya Trundy 23:40
It is the one that is titled Top 200 SKUs, and then in parentheses, by supplier.

Craig Hickman 23:46
Okay,and you want me to look at page four and five?

Anya Trundy 23:49

Well, look at look at pages. Look at pages one, one and two first. You'll see under the green, in those
instances, those suppliers, there's not a lot of red in terms of retail difference and change in retail price.
Okay, so those are suppliers where the impact to them is going to be price increases. If you get to page
three, you start to see more red in those columns, and they are specifically concentrated with Laird &
Company and the Five O'clock vodkas, which are...

Craig Hickman 24:37
What page are you on?

Anya Trundy 24:38
I'm sorry I'm on page three of five. and I'm about halfway down.

Craig Hickman 24:42
Thank you. Laird & Company, is that what you said?

Anya Trundy 24:45
Yep.

Craig Hickman 24:46
Okay

Anya Trundy 24:46



So just as it has been discussed in this committee for the last several weeks, those are lower priced
products. The same is true with MS Walker and your various your various sizes of Alan's coffee brandy
and Orloff vodka. So there's a concentration of a flat markup impacting low price products there in a in
a positive way. And then the same is true with many of Sazerac's products. And then | would also say
that the thing that shows through a little bit more in in the case of Sazerac is also that where you get an
intersection of low price products and small small size formats, it's a compounding effect. But if you, if
you look at the if you look at the the the sheet provided by Ben, the things are broken out by or
distinctions are made in both the category markups and the minimum state profit threshold by size.

Anya Trundy 26:09

And so what | would suggest to the committee is perhaps, instead of a flat markup, that we take a more
surgical approach to this, and you direct us to specifically look at smaller sizes and lower price and
lower price products, and come back to you with a solution, | think, that avoids the impact across the
board that is going to that we're concerned about being destabilizing to the overall spirits business and
concentrates it where | where | think the problem really where the rub is right. And so we would be
looking more at where the rub is and making, and potentially making adjust... proposing adjustments
specific to those to those categories and those items. [concept #1: tweaking the formula so that
some of Sazerac’s issues are dealt with via a targeted solution]

Craig Hickman 27:02

We will definitely take that under advisement. I've got three committee members that have questions or
statements. | just wanted to say that, given that we are about to very soon enter into another 10 year
contract, it would seem to me that if we make any changes. This is actually the time to do it. In my mind
anyway, as | understand things, and as much as we do have to finish our work, | think this is actually a
pretty big issue, and we can, we can we haven't had a long day yet in this committee, just because of
how we have bunched our work together and because of the availability of staff, but we will probably
have a couple of long days before we get all of our work reported out of committee, and | think that
we're all up to the task. So we might not need five more work sessions. We might need two long ones
or three. I'll leave that there, but | just want to say | think the timing is such that this is definitely a very
important conversation to figure out a solution to Representative Boyer, followed by Senator
Timberlake, followed by Representative Rudniki.

LD 2014 Work Session
03/12/2024

Anya Trundy 00:43

Thank you very much. Anya Trundy Director of Legislative Affairs for the Department and Finance...of
Administrative and Financial Services. And | would just like to report that we met with Sazerac on
Friday. | think it was a really productive meeting, and we both would agree on that fact, what we're
trying to drive towards is a specific solution, like a very targeted solution, that wouldn't actually require
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us to make a make widespread changes to the pricing formula at exactly this moment. At exactly this
moment, we would do something that is, that would be, it would be a small adjustment that would have
a targeted impact, that would alleviate some of the stress that that Sazerac is feeling at this point in
time. [concept #1: tweaking the formula so that some of Sazerac’s issues are dealt with via a
targeted solution]

Anya Trundy 01:37

We've got a we've got an additional meeting scheduled for Friday to come back, sit down with numbers,
go through things, hope that the things that we have kind of put out on the table as the ideas of how we
might go about this, doing doing this, that the hopefully the numbers work. But | think ultimately, if that is
the case, what we would be coming back to you with isn't, isn't a solution that would have you in statute
making an adjustment to the pricing formula. It would be putting some guard rails around things.

Anya Trundy 02:11

And one, just to give you kind of a taste of what | mean by that, one of the things that | suggested to
Sazerac that we could do that | think, is just good business practice, is that, on aon a periodic basis,
the department and the bureau should be charged with reviewing the pricing formula. So we're
proposing that every five years, kind of an offset, but offset from when we're negotiating the contract,
you know, maybe in years two and three, two or three and then years seven or eight, that we that it is
just scheduled that we would review the pricing formula, because it's absolutely true that a pricing
formula that we create, you know, or that we created in the past, may not still work for everybody today,
and that things are going to change in the marketplace, and they're going to change for us in terms of
profitability and and things like that. And so it's just a good business practice to come back to that on a
periodic basis and see whether there are actually adjustments to be made. So and that would be a
process that would encourage stakeholder input, you know, for people to come forward to us at that
time and say, 'Hey, this isn't working for us, and we think it's not working for this reason. Like, is there, is
there a solution here?' [concept #2: the every 2 year review of the formula]

LD2014 Work Session
03/21/2024

Craig Hickman 06:34

Thank you, Director. How do you intend or in what time frame do you intend to look at tweaking the
formula, as we discussed around ensuring that some of those lower value SKUs for Sazerac are dealt
with within the formula as it stands? [concept #1: tweaking the formula so that some of Sazerac’s
issues are dealt with via a targeted solution]

Louis Luchini 06:57




































































































































Rationale

- All SKUs are treated equally, across all categories, removes the ability for anyone
accuse the Governor or the administration of discrimination against any particular
demographic segment, i.e. regressive tax accusations, punishing one type of trade
channel over another. You should get Kudos for transparency.

-, Takes you out of the middle of trying to guess what impact different mark ups on
different SKUs will have on the state's overall bottom line

-- Takes you out of the middle of picking which brands/ categories to mark up at what
percentage and the attendant lobbying that would go with that

-, Avoids any unintended consequences....
Example: avoids a scenario whereby value brands are more heavily impacted which in
turn could lead to job layoffs at our Maine plant which heretofore has been a great
economic/ job creation story. From a closing plant five years ago to now having 127
Maine jobs

-+ Given that the overall % margin increase will be small, certainly smaller than selective
SKU increases, the attendant publicity should be small

-, Should avoid distorting the market and driving consumers to beer and wine. Example,
the current growth in 50mls is definitely incremental business coming from beer and is
raising overall and much needed tax revenue for the state. Your current revenue
growth program is working really well, Maine consumers are clearly staying in Maine
more than they were, just need to get the profit margin organized appropriately

- There is a good chance that if the increase is across the board and modest that
manufacturers may choose to just absorb the increase themselves and not change
their retail prices ,we have seen this in other states

-~ Most importantly, the overall margin increase should be entirely defensible with
consumers, your retail customers and chains, particularly as it could be seen as
nothing more than a mid-course correction since implementing the new contract



Hope this helps and am available to discuss further as necessary.

Cheers for now,

Mark.















not Sazerac seeking special favor, but the Department seeking compromise as an alternative to a
flat markup.

We appreciate the Bureau’s continued engagement on this issue and look forward to working
together toward a more equitable and transparent pricing structure in Maine.

Respectfully,

Winn Atkins
Vice President, Government Affairs
Sazerac Company





