HOUSE COMMITTEE ON APPROPRIATIONS

FISCAL NOTE

SENATE BILL NO. 688 PRINTER’S NO. 1800 PRIME SPONSOR: Regan
COST I (SAVINGYS)
FUND FY 2023/24 FY 2024/25
State Stores Fund $0 See Fiscal Impact
General Fund $0 See Fiscal Impact

SUMMARY: SB 688 PN 1800 would allow for spirit-based ready to drink cocktails (RTDs) to be sold
for off premise use by retail businesses that apply for and receive a special permit. This legislation will
take effect in 60 days.

ANALYSIS: This legislation amends Act 21of 1951 (Liquor Code) to define ready-to-drink (RTD)
cocktails as a beverage, composed in part of distilled liquor, combined with other nonalcoholic
ingredients, carbonated or still, by whatever name the beverage may be called, premixed and packaged
in original containers by the manufacturer, containing not more than sixteen ounces that is not mixed or
adulterated on the licensed premises of a licensee. The term shall include any beverage consisting of at
least one-half of one per centum, but not greater than twelve and one-half per centum, alcohol by
volume. The term shall not include any beverage composed, in part, of wine or malt or brewed
beverages.

A new RTD Cocktail Permit is created to authorize off-premises sales of RTD cocktails by a permit
holder:
= Restaurant, hotel, distributor or importing distributor licensees may apply for a RTD cocktail
permit.
= A restaurant or hotel license holder that is also a RTD cocktail permit holder may sell for off-
premises consumption, in a single transaction, up to 192 fluid ounces. Ounces of RTD cocktails
shall not be combined with wine or malt or brewed beverages for the purpose of calculating the
sale restrictions applicable to each of those beverages.
= A distributor or importing distributor license holder that is also a RTD cocktail permit holder,
may sell RTD cocktails, in any quantity.
= No RTD cocktail permit holder may sell RTD cocktails to a permit or license holder.
= No sales of RTD cocktails for off-premises consumption may occur after 11 PM. With a Sunday

Sales permit, sales by a restaurant or hotel may occur on a Sunday until 11 PM and sales by

distributors and importing distributors may occur on Sundays between the hours of 9 AM and 9

PM.

= The application fee for a RTD cocktail permit is $2,500 and the renewal fee is 2% of the cost of
RTD cocktails purchased from the board for off-premises consumption.
= The RTD cocktail permit is structured similarly to a wine expanded permit. Most notably:

o Ifthe licensee has an approved interior connection to another business, sales of RTD cocktails
shall be confined to the licensed premises. However, under certain conditions, there is an
exception for the use of registers off the licensed premises, which is the same exception that
currently exists for certain retail licensees.



o A permit holder shall comply with Responsible Alcohol Management Program (RAMP)
provisions and utilize a transaction scan device to verify the age of anyone who appears under
the age of 35.

o The actual sale shall be conducted by a person who is at least 18 and is RAMP trained.

o The sale of RTD cocktails may not occur at a point of sale where the customer scans the
customer's own purchases.

No product that meets the definition of a RTD cocktail may be sold as a special order; the products must
be acquired from the Pennsylvania Liquor Control Board (PLCB) as part of a regular or limited purchase
listing. However, a RTD cocktail may be sold as a special order to licensees that do not possess a RTD
permit if the products are not sold for off-premises consumption.

Holders of a RTD cocktail permit may not purchase RTD cocktails directly from a licensed
Pennsylvania manufacturer for the purpose of reselling the RTD cocktail for off-premises consumption.

Limited distilleries and distilleries may only sell alcoholic beverages that meet the definition of a RTD
cocktail to unlicensed purchasers and to licensees who will not resell the alcoholic beverage for off-
premises consumption.

Amendment A05348 made the following changes to the legislation:

= (Clarifies that the renewal fee is based on all Ready-to-Drink (RTDs) cocktails purchased by
permittees;

= Prevents permittees from selling at a loss, liter products purchased from PA manufacturers;

= Defines who is a PA manufacturer;

= Corrects a drafting error in Section 441(h);

= Allows PA manufacturers to sell to permittees without a permit within
Section 493(35)(I);

= Technical fix to Section 493(35)(II), which adds back the sales component, so sales from PA
manufacturers to permittees for off premise use can occur;

= Updates language in Section 505.4(D) to offer to sell to the Board a ready-to-drink to the Board from
a PA manufacturer;

= Adds a new subsection (e) to Section 505.4, which creates a reporting requirement for PA
manufacturers, which would enable for proper determination of the 2% renewal fee correctly and
prevent sales of loss liters;

FISCAL IMPACT: The enactment of this legislation would have a fiscal impact on Commonwealth
funds. The fiscal impact would be realized in the State Stores Fund initially and beginning of June 1,
2025, and every June 1% thereafter all of the revenues generated from RTDs would be transferred from
the State Stores Fund to the General Fund. According to an analysis from Pennsylvania Liquor Control
Board (PLCB), tax revenue from RTD sales is expected to generate over $145 million in revenues over a
five-year period. Specifically, revenue projections include:

= $22.5 million in FY 2024/25;
=  $26.4 million in FY 2025/26;
=  $29.5 million in FY 2026/27;
=  $31.9 million in FY 2027/28; and
= $34.5 million in FY 2028/29;



Items considered as part of the analysis by PLCB include:
= The universe of restaurants, hotels, distributors and importing distributors that could apply for
permit are 12,439;
=  Assuming 2,400 licensees apply and receive the permit, the PLCB will collect $6 million in
application fees; and
= PLCB projections provide that the 2% renewal fee would be about $3.5 million; and
= Applicable taxes include Sales and Use Tax and Johnstown Flood Tax!.

Base Projection SB 688 Sales and Tax Revenue Projections
FY 24/25 FY 25/26 FY 26/27 FY 27/28 FY 28/29

Units 6,729,294 7,402,223 7,994,401 8,474,065 8,897,768
Dollars (Sales)| S 106,281,417 | $ 124,349,257 | S 139,271,168 | S 150,412,862 | $ 162,445,891
Retail Gross Proft| $ 31,533,156 | $ 36,893,792 | S 41,321,047 | S 44,626,731 | S 48,196,870
Wholesale Gross Profit| $ 2,891,215 | $ 3,382,721 | $ 3,788,648 | $ 4,091,740 | S 4,419,079
PLCB Retail Unit Sales 6,056,364 6,662,001 7,194,961 7,626,658 8,007,991
PLCB Wholesale Unit Sales 672,929 740,222 799,440 847,406 889,777
PLCB Total Unit Sales 6,729,294 7,402,223 7,994,401 8,474,065 8,897,768
PLCB Retail Sales S 95,653,275 | S 111,914,332 | $ 125,344,051 | $ 135,371,576 | S 146,201,302
PLCB Wholesale Sales S 10,628,142 | $ 12,434,926 | $ 13,927,117 | $ 15,041,286 | $ 16,244,589
PLCB Total Sales S 106,281,417 | S 124,349,257 | $ 139,271,168 | $ 150,412,862 | S 162,445,891
PLCB Retail JFT S 14,587,124 | $ 17,066,936 | S 19,114,968 | $ 20,644,165 | S 22,295,698
PLCB Retail Sales Tax S 5,739,196 | $ 6,714,860 | $ 7,520,643 | $ 8,122,295 | $§ 8,772,078
PLCB Wholesale JFT S 1,620,792 | S 1,896,326 | S 2,123,885 | § 2,293,796 | $§ 2,477,300
PLCB Wholesale Sales Tax S 637,688 | S 746,096 | S 835,627 | S 902,477 | S 974,675
PLCB JFT (18%) S 16,207,916 | $ 18,963,262 | $ 21,238,853 | S 22,937,961 | S 24,772,998
PLCB Sales Tax S 6,376,885 | $ 7,460,955 | $ 8,356,270 | $ 9,024,772 | $ 9,746,753
PLCB Total Taxes S 22,584,801 |S 26,424,217 | S 29,595,123 | S 31,962,733 | S 34,519,752

*Sales Tax calculated at 6%, and does not include the Allegheny or Philadelphia County local taxes

PREPARED BY: Gueorgui Tochev, Budget Analyst
House Appropriations Committee (D)
DATE: July 1, 2024

Estimates are calculated using the best information available. Actual costs and revenue impact incurred
may vary from estimates.

1 An emergency State tax that was originally imposed and assessed in 1936 at the rate of ten percent (Act 4 of 1936). The tax was
reenacted and amended in 1951. In 1968, the tax was increased to eighteen percent “of the net price of all liquors sold by” the
Pennsylvania Liquor Control Board.
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