
ffll
7885

.45

A25

1974



,ii



o

o

N8^}-Strs"{

Introduction

Tn 1972-73, North Carolina collected over $73 million in
taxes relating to alcoholic beverages. (See table on page 2 for
detailed breakdown of taxes collected). From these funds, $9
million was shared with local governments. Local governments
received another g21 million in profits fron the sale of spirituous
liquor, and an additional- uncertain amount in 1oca1 ABC licenses
(probably in the $3O0,000-$500,0OO range) is collected annuaIly.
A11 totaI, the alcoholic beverage tax system annually generates
almost $98 million in revenues for State and local governments
in North Carolina.

The sales system of alcoholic beverages is one of State and
local control. Local governmental units hold elections to decide
whether or not various types of alcoholic beverages may be sold
in an area. The sale of beer and wine is handled by cornmercial
outlets licensed both at the State and loca1 level. The sale of
spirituous liquor is handled through stores operated by local
Alcoholic Beverage Control boards appointed by the 1oca1 governing
units. The overall supervision and administration of the ABC
system is under the jurisdiction of the State Board of Alcoho1ic
Control whose members are appointed by the Governor.

The purpose of this surnmary is to lool< at the overall flovr
of revenues relating to alcohol-ic beverage taxes. It is divided
into four sections: (1) Taxes on spirituous liquor, (2) Taxes
on beer and wine, (3) ABc permits and licenses, and (4) the ABC

warehouse operation, The report is nort conclusive but is an
efforL to provide information to the House Finance Subcommittee
which is studying alcoholic beverage taxes prior to the L975
Session of the General Assemb1y.
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NET CoLLUCTI0I.IS Or DU,VERAGE TAX rOB TISCAL TEAR. EIlDIlic JlrltE' 19't

Het Bewrage Collectr.ooe

O

Becr Llecnee-Rastdent ltf r.
Realdent Rottler-Doer
P.eaidont lJholosalor
P,eoldent Importcr
Beer Llcenro iion Reg. Ilfr.
Boer Llccnse i'{flr Rea. }lhltr.
Salosuen Beor Liceoes
Ilohlers on Tralns Beer Llcaaco
Botatl Dealere Bcar Llceoea
Bocr Exclae
Wlne Llcenoo ttoe . l!ft.r l}af,ortlfled
I{1oo Llcensa Res. ilfr., Forttfiad
Resldent Bottler, Unfortlfled
Baaldent Bot,tler, Fortlfl'ed
tllno Liccrrsc liee. $!hler.
Realdent lr,rporter
$lna Llcenec i{oo Reg. Hfr'
ttine Llcenec i{on Res. ii-hlsr.
Coub. lilrlar. Reer & Iltne
llLna Llcease Salees:an
Cmrb. Becr & l.llue $aleencn
lltaa LJ,coneo On Premlsea
Wlno Ltcensq Off Fremtaoa
Iillne [xctso Fort!"fled
lltuc fixctae Unfortlflcd
Ltquor

Total

0 9oo
-o-

9 1030' -0-
4 r135
2 146?
9,269

. 100
92,577

t6 r871,621
-o-
-o-
-O-
-o*

11057
1,350
3 f8X7

10,582
10,5oo

1,607
6,797

2t,292
28r038

1r895,106
861,733

36.13r.266
-4--*.&-s 63.957.F62
rl=m:.-6tl*tf*:=.-

r-otg!!€sr!.

$ -o*
*_9-,.4tJ!!,
$ 8,298,460

o

t

Beer License
Deer Exelce
Total

gsgs.

$ 107,096
. 2fu3J1-,31L
i 26)97A,7L7

85,040
861,733
895,106
137,266

s 107,096
35 .170.081

f35;f7?-I7,

l{1na Llcenee
Unfortlfled lfLne
Sorrtfled l,llne
Llquor

Total .$ 63,_t5Lr!!.1 lJ-l-3J,-lZL* $-I!,gUrA$.

*Does not include municipal and county licenses. Latest
data available frorn Tax Research is for FY 1969-7O urtrich
show loca1 license collections of over $280r 000'

-{*
838,913

-o-
-o-

95,040
1r700,6{6
1;895,1061
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Taxes on So irituous Licruors

There are currently five taxes or "add-ons" on spirituous
liquors. Three of them go to the State, and two go to local
governments. These taxes are:

(1) 1@" tax on retail price (in lieu of sales tax
[GS 105-113.93(a) ]. Goes to State General Fund,
1972-73 z $15,161,539

(2) 2% surtax on retail price [cS IO5-113.93(b) ].
Goes to State General Fund, L972-732 $3,O32r308

(3) 5e per 3 L/3 ounce or fractional part volume tax
(GS 1O5-I13.94). Goes to state General- Fund,
L972-73: $15 ,943,4L9

(4) 5C per bottle add-on IGS 18A-15(3)]. Goes to
County Commissioners for alcoholic rehabilitation
and education. Began going to county July 1, L973.
In \972-732 $2,277 1279 went to State General Fund.

(5) Add-on of 31/" of retail price (exclusive of State
taxes). [cs lBA-15(3) ]. Retained by local ABC
Boards in same manner as otherprofits. House Bill
L629 mandating this add-on becomes effective
August l-, L974. This will add g5-6 million to
1ocal profits which totalled approximately $2L.4
million in L9'72-73.

Collec tion

The three taxes going to the State General Fund are
collected by the Privilege License, Beverage, Cigarette and
Soft Drirrk Tax Division of the Department of Revenue. Local
ABC Boards submit ttre tax on two reporting forms monthly to
Revenue. Revenue compiles data on total collections, but does
not check total annual payments by each 1oca1 board.

The Revenue Department states that it is the responsibility
of the State ABC Board to insure that local boards pay the correct
amount of tax. The only statutory requirement for auditing local
boards lies with the State ABC Board [cS 18A-15 (2)], and the State
Board does not check the audits closely, but uses them primarily
for data compilation.

o
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This lack of coordination and check on taxes yielding over
g34 million to the State annually needs attention. The Depart-
ment of Revenue could be given responsibility for insuring that
the correct amount of taxes are paid, or the State Board could
be required to check loca1 audits more diligently' In either
case, more information about tax cotlections and audits, at
the local level, needs to flow between Revenue and the State
ABC Board.

This is not accusatory of loca1 boards' The
in its administration simply does not provide the
on spirituous liquor taxes that are used on other

current system
same controls
state taxes.

The 5c per bottle add-on is submitted by the local ABC

Board to the ]oca1 county commissioners monthly, accornpanied by
a report form provided by the State ABC Board. Here again, there
is little check on reporting these funds. The State Board does
not receive a copy of the monthly report sent to the county
con[nissioners, and the loca1 board does not necessarily send an
audit to the countY.

The 311/" "add-on" to retail price is not a tax but a legis-
l-ated increase in the standard mark-up in the price of whiskey'
The legisl-ation further stated that this portion of the mark-up
would not be subject to State taxes. The 31/" add-on to the
,,retail price" will increase the standard mark-up (vlhich includes
the L2% g;1ate tax) from 46% Lo 50.56% (a further explanation is
in the pricing section). since this add-on is to be treated as

additional profits, neither the Revenue Deparbment nor the State
AIIC Board will monitor it.
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Pricing gf Liquor

The retail price of spirituous liquor is set by the State
Board of Alcohol-ic Control- at "leve1s as shall- promote the
temperate use of these beverages. . ., which price shal] be
uniform throughout the State". To the quoted cost per case
charged by the distiller are added freight cost and a bailment
fee. (tfre nailment fee is now 69C per case, uP from 40Q and
45C a year ago. It is the charge for warehouse operation and
delivery from Raleigh to the local boards)-

Cost of Liquor (Including Federal Taxes)

+ Freight Cost
+ Bail-ment

Base Cost

This base cost is used for the markup. The markup frqn
which the local boards derive operating costs and profits is
equal to 30.36% of the base cost. The J2% SLate tax on "retail
price" is on the base cost plus the markup, and it amounts to
15.64% of the base cost. Total markup before August L, L974 is
46%. To this total is added the 5C per 3 l/3 ounces volume tax
($.50 per quart, $.40 per fifth, $.25 per pint, etc.) and the
5C per bottle rehabilitation add-on-

The pricing formula then looks like this:

Cost of Liquor
+Freight Cost
+Bailment
Base Cost

+3O.36% of Base Cost
Retail Price

+L5 .64% of Base Cost (7.2% Tax x 1.3036 Base Cost)
Retail- Price + L2/" Tax (At this point, the Per

bottl-e cost is rounded to
the next nickel)

oz. Surtax
add-on

+5e
+5+

per 3 L/3
rrer bottl-e

TgIAL PRICE

The 31/" add-on created by House Bill L629 effective August 1,
Lg74 j-ncreases the markup. Since it is levied on the "retail
price,', it is 3*/. of 1.3036 x (aase Cost), and is 4.56% of the
base cost. This means that the new formula will be:
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Base Cost

50.56% of Base Cost
5C per 3 l/3 oz. Surtax
5e per bottle add-on
TOTAL PRICE

This method of pricing insures that any increases in
the costs of liquor, freight and bailment fees are automatically
reflected in increased prices. The gross revenue avail-ab1e for
local- governments to cover costs and provide profits increases
at the same rate as the base cosl. For example, if there is a
Ltr/" increase in the base cost, revenue available to the local-
boards will increase by Ttr/". With the new 31/" add-on, the amount
availabre for rocal boards will be 34.92% of t,he base costr up
from the current 30.36%.

+
+
+
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Use of Funds from ABC Sales

In 1972-73, the government-controlled ABC stores did
almost $190 mil-l-ion dol1ars in retail sales. Of this amount

the State received over $34 milJ-ion in liquor Laxes which went
to the General- Fund. Another $2.3 million from the 5e per
bottle add-on al-so went into the General Fund. The cost of
the goods so}d, including federal .taxes, was $117 milfion-

The remaining $36 million went to l-oca} ABC boards to
meet operatingt expenses ($14.6 million) and provide profits
($21.4 mirlion)- The new 3%C add-on to retail price will
increase this local amount by $5 to 6 million based on L972'73
data. with price increases from the distillers during an
inflationary period, the actual amount will probably be higher'

The General Statutes require that l-ocal ABC Boards spend
between 5/" and L5% of their "totaI profits" on faw enforce-
ment IGS 1BA-17(ra11- This is generally accomplished by
either hiring local ABC enforcement officers or by turning
over sums of money to the sheriff's department or local police
department. In 1972-73, this amounted to $1.7 million
(7.9% of ttre profit statewide).

In addition, at least 7% of "total profits" must be
expended by local boards for education on ttre excessive use
of al oho] and for the rehabilitation of alcoholics. IGS 1B-A

-L7 (14) l. $1.O4 mil-lion was spent in this manner during L972-73,
which was 4.8/" of profi-ts statewide.

Eor l9't3-74, the amount expended in this area at the Iocal
leve1 was increased by $2.3 miIlion; the amount to be received
from the 5+ per bottle rehabil-itation add-on. However, this
money is turned over to the county commissioners, wtrile the 7%

requirement is expended by the ABC Board. This could cause
sorne duprication of rehabilitation,/education efforts' once
the county Ievel is reached, coordination of program funding
is essential. GS 18A-I5(3) specifically limits the expenditure
of the add-on funds by the commissionersr and guidelines for
these expenditures have been developed by the Departments of
Mental Health and Public Instruction. However, GS 18A-17(14)
gives the locaf ABC boards more latitude in expending profits
than the elected county cqnrnissioners have in using the 5e add-on
funds.
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Currently, no source appears to know the uses counties
are making of these funds. There have been vague reports that
some counties are not usj-ng them at all and that others have
attempted to use the 5+ add-on as matching funds for State mental-
health money. To avoid duplicate program funding and to insure
that the General Assembly's intent is followed, some method of
tracking or reporting this money might be needed.

According to State law, the remaining profits, after ttrese
required expenditures and after the retention of working capital,
are to be paid quarterly into the general fund of each county
lcs 18A-l-B(b) l. This amounted to almost $19 million (including
working capital) in 1972-73.

However, there are 120 loca1 ABC systems, and it is
possible for each system to have its own formula for the use
and distribution of profits which varies from the above required
expenditures and distributions. lr1hen legislation is introduced
authori zi:-ng an ABC vote in a county or municipality, the legis-
lation may speI1 out a formula for distributj.on among governmental
units and may call for exemption from the required expenditures
on law enforcement and research/education.

The State ABC Board does not know the extent of distribu-
tional- formul-as which vary from the General Statutes. For this
reason, they are probably hampered in using the audits of local
boards to monitor efforts in these areas. According to Wiley
Ruth, State ABC Administrator, the State ABC Board is hiring
someone to pu1l this information together over the sunrmer. A
check of several local audits indicates some distributions are
made to municipalities, some to boards of education, sorne to
mental health centers, and sqne to Iibrary funds as well as to
the county general- fund.

The basic issue here is the use of governmental funds and
the control of expenditures. If the General Assenrlcly wants to
insure that additional law enforcement and rehabilitation funds
are expended in areas where spirituous liquor is so1d, based on
the assumption that the availability and sal-e creates more need
for these services, then sorne effort shoul-d be made to insure
that all units expend the funds. The control of the funds is
another question. Whil-e the General Statutes require that pro-
fits are placed in the general fund of each county, actual
distribution differs widely. Of special interest are the funds
which are sent directly to agencies controlled by non-elected
officials, whose expenditure might not be subject to budgetary
analysis.
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Possible Alternatives in Taxes on Spirituous Licruors

2

I. Tax Rat CS

Consolidate ttre three different state taxes on 1C/", 2%

and 5C per 3 l/3 ounces into one tax rate to bring in
the same arnou-nt of revenue. f'his would reduce the tax
report forms filed by Iocal boards and handled by the
Oepartment of Revenue by one half. It would alsc simplify
thl pricing formula and tie all of the spirituous liquor
taxes to a percentagle of sales.

Use of Funds

a. Consolidate expenditures for research and education
in one governmental source. Currently, the county
Cqnmissioners and the loca1 ABC boards are both
spending profits on add-or funds. The ABC boards
could be required to turn over 7% of profits to
the County for expenditure atong with the 5+ per
bottl-e add-on funds.

b. Standardize 1ocal board required expenditures for
law enforcement. These funds could be turned over
to the county or municipal governments with the
stipulation that at least that much money be
expended on enforcement of ABC laws.

Standardize the distribution of profits among the
l-ocal boards. Currently, the expenditures of
profits may or may not be subject to the annual
approval of local governments- The State Board
of Alcohol-ic Control is studying the various dis-
tributiona.l formulas this sunrmer; the information
gained should give a better look at the control
exercised by elecLed officials.

Standardize required local expenditures for law
enforcement and researctr/education- Currently,
scltne local boards are'not required to spend the
overall 7/" and 5/*l-5/" because of 1oca1 enabling
legislation which exemPts them.

C
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Taxes on Beer and Wine

The taxes on beer and wine are different frorn the taxes
on spirituous liquors because they are excise taxes, not
levils in lieu of sales taxes. In L972 "'73 these excise taxes
brought $2g.6 million into the General Fund, with another $9'1
million going to local- governments.

The statutes outlining the excise taxes on beer and wine
are lengthy and difficult to follow. In GS 105-113.86 the
taxes on beer and winer ds well as other instructions for
collection run for 22 sections. The tax on for-tified wine is
in GS 105-113.95.

The tax on beer is in two basic parts, GS 105-113.86(a)
and GS 105-113.86(a) (1). The second section adds a surtax
utrich is equal to the base tax. Different rates of tax are
mentioned for containers of various sizes, and optional pay-
ment rates are allowed in some instances. The following
table outlines the amount of taxes mentioned for various
containers, the actual tax rate per ounce, and the effect of
optional pa)rment on the rate-

Beer Exc ise Taxes [Gs I 05-113. 86 (a) and (a) (1) l

Size

31-gal barrel
partial L"gl
in proportion

1 6oz.
B-L2oz.
32 oz. (I qt. )
7 oz.
16 oz. (,, qi-.)

Tax

$Is. oo

2\Q/boLt:-e
5Qlbottle
13 L/3e
3C,/bottte
62/3Q/botLl-e

Tax Per Oz

.378+

2.5+.-.4167C
.625+- .4L67+
.4L67+
.42A6e
.4L67+

optional
Parzment

Not Advan-
tageous

None allowed
.42Q / oz.
. 42Q / oz.
None alloured
.42Q/oz.

Tax Per
oz with
option

.378C

2 .5+- .4167+
.4167Q- .42+
.4r67C
.4286+
.4L67+

These various rates, with optional payments, generally
translate into a tax of just over four-tenths of one cent per
ounce of malt beverage, or 5C per l2-ounce container. There
appear to be four areas of inconsistency in the beer taxes:

1. The tax on barrels or partial barrels is at a rate sub-
stantially (LC/") less than the rate on bottled or canned beer.
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2. Bottled beer in containers of less than 6-ounces
taxed at a hj-gher rate per ounce because of the flat-rate
of 2LzQ per container r^rittr no optional payment.

is
tax

3. The specific tax on boLtles containing exactly 7-
ounces is 3% higher than the tax per ounce on 6-ounce or
I2-ounce bottles. The statute specifically prohibits payment
of tax on 7-ounce bottles at the optional rate. This action
could be interpreted as being aj-med at specific brands sold
i-n 7-ounce containers.

4. The flat-rate tax of 5f per bottle on containers
from B- lo L2-ounces levies a higher tax on the smaller con-
tainers, but the optional payment reduces the difference to
less than l%.

The tax on unfortified wine (5/*L4% alcohol) is 60+ per
gallon [cs 105-113.86(0) ]. rf the wine is manufactured in
North Carolina "principally of fruits and berries grown in
Norbh Carol-ina" the tax is only 5C per gallon. Currently,
there are no North Carolina wine manufacturers. This lower
tax applies only to wine sold in the State and would probably
cost more to collect than the revenue received. In 7972-73,
the coll-ections on unfortified wine totalled $1.7 millj-on.
Almost 5C/" of this tax is distributed to IocaI goverrunents.

Taxes on fortified wine (l-4%-27% alcohol-) are levied in
GS 105-113.95 and are 70C per gaIIon, except for wines rrrdrlu-
factured in North Carolina frqn native fruits and berries.
Those sal-es would be taxed at 5+ per galIon. A11 fortified
wine collections are retained in the State General Fund; this
amounted to $1.9 mil-lion in L972-73.

The taxes on w"ine vary in the effective tax rate on the
alcoholic content. A gallon of unfortified wine wJ-Lh 12%
alcoho1 contains about 15.4 ounces of alcohol. The tax of
60+ per gallon is an effective tax of 3.9C per ounce of alcohol.
A gaIlon of fortified wine with 2C/" al-cohol- contains approxi-
mately 25.6 ounces of alcohol, and a 70+ per gallon rate is a
2.7e per ounce of alcohol tax. Tax rates on alcohol may be
l-ess on fortified wine.

Collection

Beer and wine tax collection methods are quite different
frorn spirituous liquor tax collections. Beer and wine sales
are not through governrnent outlets but through dealers
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Iicensed to sel1 the goods in the State. The collection
of these excise taxes is heavily dependent on State licensing
of persons dealing in beer and wine frorn the manufacturing
to the retail IeveI.

The liability for the excise tax falls on the first
Norbh Carolina resident wholesaf'er or import,er receiving
the beer or wine. The amount sold is reported by the fifteenth
day of the month following the sales. Reports are filed with
the Revenue Department and are essentially based on beginning
inventory plus purchases less adjustments and ending inventory.
The result is the amount of beverages on which excise tax is
due.

The Revenue Department has a check on these reporE,s
because they receive copies of alJ- invoices of beer and
wine sold in North Carolina at the wholesale leveI. It
is illegal to deal with an unlicensed manufacturer or
wholesaler.

Beer and wine tax collecLions include the tax on
goods broken while in the hands of the wholesaler.
cS 105-113.86(i) allows deduction of goods lost in a
"major disaster" (50 or more cases of beer or 25 or more
cases of wine) fron the taxes due. These dedrctions must
be verified by the Revenue Department. After taxes are
determined, the wholesaler is allowed an additional dis-
count of 4% of the taxes due as compensation for spoilage
and breakage and for tax reporting expenses. Over the past
year, the discount amounted to over $1.7 million for the
beer and wine wholesalers.
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Dist rl-but L on and US e of Beer and Wine Tax Collections

Currently, there is a tax on beer and a surtax of equal amount
utrich was added later. The law requires that 47ry/" of the original
tax (but not the surtax) be distributed to cormties and municipalities
where beer may be sold at retail. This means that 23.75% of beer tax
collections are earmarked for distribution.

The State distributes 5C/" of col-lecLions fron the unfortified
wine tax, but all of the tax from fortified wine is retained by the
State. Total distributions of beer and unfortlfied wine do not
total this percentages, however. If a specific area within a
county or municipality prohibits sal-es, then the amount to be
distributed is reduced in proportion to the land area (or popula-
tion, if a municipality within a county) of this area and the
reduction in distribution is retained by the State. Actuat distri-
bution is apprcrximately 23.6% and 49.3% of neX collections.

Distribution is no'b, done on a fiscal year basis. It is
based on the 12 months preceding September 30 of each year, and
the checks must be issued within 60 days after that date. Accord-
ing to Cl-iff Pickett and Louis Hil-I, of the Revenue Department,
the checks are generally issued around Tharrksgiving.

The formula for distribution adds up the areas in which beer
or wine may be l-icensed to be sold at retail for that particular
beverage. A per capita figure is derived for each distribution
(beer and unfortified wine). The formula allocates funds to muni-
cipalities, with the county receiving funds for its population
living in unincorporated areas. According to GS 105-113.86(p),
the State retains certain amounts of money marked for distribution
based on certain areas within a county or municipality where sales
of beer or wine are not allowed. This "defined area" money
amounted to $63,000 at the last distribution. The basis for
"defined areas" is relatively confusing:

1. If a defined area is a municipality within a county,
the amount retained by the State is based on Federal decennial
census data, even though all distribution is based on the latest
population estimates from the Department of Administration.

of
the
the

2. If a defined area is a portion of a municipality or part
an unincorporated area within a county, the amount retained by
State is in proportion to the land area of the county rulthin
defined area.
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The Department of Revenue closely monitors 1ocal ABC

efections to insure accuracy to within one day in the distri-
bution of beer and unfortified wine taxes. They cornpile annual
questionnaires frorn counties and municipalities about the legality
of beer and wine sales within their jurisdictions. The entire
process is complicated by several basic factors within the legis-
lation:

1. Distribution of State taxes i-s limited to areas where
beer or wine may be licensed to be sol-d. If the distribution
were a straight, statewide per capita basis the process would
be much simpler.

2. The distribution formul-a for beer and unfortified wine
must be determined separately because areas may al1ow the sale
of one but not the other.

3. There are three different data bases used in determining
distribution and defined area funds: Population estimates frorn
Administration, Federal Census data, and land areas-

4. The Department of Revenue must keep up with any changes
in local government such as new ABC elections, new incorporations,
annexation of land area, etc. It might be possibl-e to cunbine the
reporting efforts here with those of the Local Government Csnmission
in the Treasurer's Office or the Tax Research Dirrision of Revenue.
Cooperation with the State ABC Board and the Institute of Government
in monitoring local government changes might ease the tracking
efforts required.

The distribution formul,a disregards the fact that counties
provide services to residents living in municipalities as well as
unj-ncorporated areas. For example, Mecklenburg County in the
last distribuLi-on received 29.8/" of beer and wine funds allocated
to the county wtrile Charlotte received 67.2% of the funds. Guilford
County received 26.6% of the funds distributed to the county while
the cities of Greensboro and High Point received a cqnlcined total of
72.5% of the total funds returned to the county.

This distribution is in contrast to profits from liquor stores
which supposedly go to the general fund of the county where the
stores are operated [cS 18A-]-B(b) l. However, there are many
variations to this distributional formula for each locaI board.

The State excise tax on beer goes into the General Fund and
is used accordingly. Restricting distribution of the local share
to those areas where it is lega1 to se1l beer discriminates to
some extent against loca1 governmenL in areas which choose not to
al1ow beer sales. It is nort, a local option tax, but a State tax
which is shared with local government.

o
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Possible Alternatives in Taxes on Beer and Wine

1. Tax tes

c.

2. Collecti on

a

b

Rate adjustments aod./or optional payment alternatives to
make the malt beverage tax rate per ounce uniform for
containers of all tYPes and sizes'
Consol-idation of the tax statutes in GS t05-113.86(a) and

105-113.86(a) (1) to conbine tax and surtax into one

uniform rate.
change or eliminate the tax on wines manufactured in
North Carolina from North Carolina fruits or berries'
should a winery open in Nort.h carolina, the tax would
be difficult ,to enforce and would probably cost more to
collect than would be received in revenue'

Reduce the rate of discount a110wed to wholesalers
for the tax, or
Change t.he due date for tax payments from the 15th
month to the 10th of the month. This would create
revenue and cost-savings for the State'

3. Distr ion and Us

c.

a

b

responsible

of the
additional

a

b

Distribute 10ca1 shares of state beer and unfortified
wine taxes to all local governments instead of just those
where beer or wine maY be sold, or
change the 1aw gioverning ',defined areas" to use current
population estimates and to provide that "defined area"
funds not be retaj-ned by the state but be added to the
amount avail-abl-e for distribution the following year'
consider the distributional formula since it favors
municipal over county government in urban areas'
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ABC Perm{tq .end Licenses

Some of the most complex sections of legislation dealing
with alcoholic beverages are those dealing with the control of
persons dealing with the beverages, in the permit and licensing
function. The rationale for licensing at all levels appears to
have three bases. First, there is an attempt to produce some
amount of revenue with licenses. Second, some degree of control
over the type of person allowed to buy and selI alcotrolic beverages
is exercised by the State. Thirdr drrd foremost, through licensing,
control of the fl-ow of beer and wine is more closely monitored, and
the coll-ection of revenue-producing excise taxes is made easier.

Licensing is performed at all 1eve1s, from the manufacturing
to the retail levef. The chart with this section details the
licenses and permits required to deal in beer or wine in North
Carolina. State license fees vary from a $5 retail beer license
to a $5O0 beer or wine manufacturing license. In general, the
license fees are modest, wittr the state realizing $L92,1-36 in
license fees for L972-73. This represents the issuance of 18 

'459licenses at all levels during the 72-73 license year, an averagre
of $10.40 per lJ-cense. For the L973-74 license year 79,273 licenses
were issued, but total receipts are not yet available.

No license is issued by the Department of Revenue until the
State ABC Board has issued a permit for that activity. To obtain
a permit, one applies to the State Board, paying a $25 application
fee to cover the costs of an investigation. In 1972-73, total
fees col-l-ected were $323,055. of this total, approximately $95, O00
were beer and wine permit applications, with the remainder corning
from "brown bagging" permits.

The application is processed and eventually sent to an ABC

agent in the fiel-d for an investigation on all ,jspects of the
qualifications for the permit, including some personal background
informatj-on on the applicant. If all is in order, the penrlit is
issued by the Board, and a list of permits issued is sent to t'he
Department of Revenue.

Revenue then forwards information and application forms
for the appropriate l-icense(s) to the permit holder. Upon receipt
of the }icense tax and proper application, Revenue issues the license.

The division of responsibility is divided between the Board,
as the investigative/enforcement atrn, and Revenue as the collector
of taxes.

o

o
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The cost of coflecting the ABC license taxes has been
loosely estimated by Revenue as $36r0O0 in 1972-73, which represents
almost t9'% of Lhe revenue from that source. However, the licensing
function theoretically aids in the col-lection of the approximately
g39 million in beer and wine excise taxes which were collected during
the salne year. Direct costs of excise tax collections were esti-
mated at approximately $90,O0O, less than 2/LO of one per cent of
coll-ections.

The costs of investigations and issuance of permits are borne
j-n the ABC budget. The permj-t fee of $25 is not charged to
non-residents, nor are additional fees charged to cover annuaf
renewals. The Governor's Efficiency Study Cornmission suggested
increasing the permit application fee from $25 to $50 in order
to ful1y cover costs. That report claimed that costs of issuJ-ng
permits outstripped receipts from fees by $31-5,000 a year. However,
it is uncertain how much of this results from the required annual
renewal of permits.

cS 1BA-37 states that "a11 permits shall be for a period of
one year un1ess sooner suspended or revoked and sha1l expire on
April 3O of each year". Because of this, permits are renewed
annually at substantial cost to the State without any fee being
charged. This annual renewal of over 21r000 permits is estimated
to cost over 700 man-days of labor time. The procedures used are
chiefly manual, and the new permits are delivered by ABC agents
in the field.

This annual renwal- also causes additional work and cost to
the Department of Revenue. A new permit nrrrnber is assigned to
each permit holder each year. When the ABC Board provides the
names of permit renewals to Revenue, only the name and address is
given. Revenue then must use approximately 32 man-days to go
through ABC files, posting new permit numbers and partners' names
on their permit records. This is necessary to tie the issuance
of a license to the permit issued by the Board.

Several posibilities for cost-savings could be examined:

1. Allowj-ng permits to run for more than one year could be
tried. This could be tied to a stipulation that all permit premises
be visited at least annua11y.

2. If annual renewals are retained, the use of a permanent
permit number would avoid the necessity of creating an entirely
new fj-Ie each year by the Revenue Depaftment.

3. Annual renewal-s could be handled with validation stickers
or other means and mailed out.

o

o

o

o
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use of automated equiPment
some of the manual work in

and forms design
Revenue and the ABC

5. A system of record-keePing
permits are readily identified might
paperr,vork and mailing.

lhis permit/application area is a maze of forms. There are
13 different appficition forms for various tlpes of ABC permits,
and ttrere ,r" J- license application forms. Once the application
is approved, there are 30-40 various forms of permits for display
and slverat license forms. This does not consider the card files
and records maintained at both Revenue and the ABC Board' Sorne

effort could be made to tie the information requireme.nts of the
Board and Revenue together and to design application/permit/license
forms which do not have to have the information transferred and

recorded manuallY several times

The Board of Alcoholic control also issues "brown bagging"
permits of four tlPes (GS 18A-31).

Social establishments - $2OO
cornmercial establishments special Occasions
Restaurant (36-49 seats) $100

$20o
)

(d) Restaurant (50 or more seats) - $200
(e) Two or more of ttre above -, $3OO

The fees listed above are apptication fees. There is an

annual renewal fee equal to 25% of the original permit, which
ranges from $25 to $75. No special l-icense is required from the
Revenue Department for hol-ders of "brown bagging" permits. In
calendar year Lg73 $224rlBO was collected in permit fees, with

There appears to be some inconsistency between beer and

wine permitsTticenses and "brown-bagging" permits' V'7here beer
and wine permit fees and license fees are collected by different..
departments and no permit renewal fee is charged, "brown-f"ggil?"
permits have an annual fee handled only by the Board of Alcoholic
Cont ro1.

in which holders of multiPle
l-ead to cost savings in
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Type of License

Brew,irlqr and Manufacturing (105-113. 70)
ti.cense: $5OO for beer or wine

$5-$250 for wine, based on # gallons
made

Permits:

lur. oF TAx 1972-73
U

Iv1FR., Resident Beer $5OO
MfR., Non-Resident Beer 4,!55
I,IFR., Non-Resident 'Wine 3,Bl-7

18,472

Resident Beer
Non-Resident Beer
Resident Wine
Non-Resident Wine
Resident Importe r-Wine
Ccx'nbination Beer & Wine

Salesman-Beer
Salesman-Wine
Salesman-Beer & Wine

B

I A

Permits: $25 application fee required for beer
and w'ine. Sarne permit applies to
all sales.

B. Bot.tlinq Beer or Wine (105-113.7L, 1O5-I13-72)
License ? $250 for beer or wine

$400 for beer and wine
Permit: $25 application fee (one fee covers

all permits)

II. !,lholesale Sales
Licenses: $15O beer or wine

$250 beer and wine
(105-113. 73, 105-113, 74)

$150 beer and wine-nonresident manufacturer
or vrhoesale dealer (105-113.89)

Need separate license for each place of
business. Cities can levy tax uP to
t-n of state tax ($37.5O or $62.50)

$150 resident importer (105-113.91)
$25 application fee (one fee covers all

permits )
salesman: (105-113.76)

License: $12.5O for representative of manufac-
turer, bott,lerr or wholesaler

Permit: Required fron state ABC Board (No fee)
(18A-42 )

III. Retail Sales
A. Railroad Trains (105-113.75)

Lic e : $100 for beer and unfort ified wine
for each system over which cars
are operated in this State

I
H
I

I e,
2,
7,

10,
1,

10,

030
467
057
582
350
500

I,269
1,607
6,79'7

$51,659

Permit: None Required

Dealer on Train $1 0o
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^,ff. 
oF Tbx tgTz-73

Beer-Retail
Wine-on Premises
Wine-off Premises

Total License
Collections

o
Tvpe of License

III. Retail Sales continued
B. Beer and Wine

1 Ivtr:nicipal

2.

License: $15 'f on premises" beer
[10s-113.7e (a) (1) ]

$15 "on premises" unfortified wine
[10s-113 .7e (b) (1) ] [rortified
wine-no extra cost 105-113.85 l

$5 "off premises" beer [105-113.79
(a) (2) l

$10 "off premises" unfortified
wine [105-113.79 (b) (2) ] [Fort,ified
wine no extra cost 105-113.85 l

Additional 1C/" of Base for Each Additional
License to Same Person (entityl

Permit: Apply to Governing Board of l"lunici-
pality (tlo fee Set )

Cor.:ntv (105-113.81)
License: $25 "on premises" beer

$5 "off premises" beer
$25 unfor-tified wine (and fortified if

have ABC Stores)
Permit: Apply to Board of Csnmissioners. If also

in municipality, must get municipal license
first.

State

rt

$25 "on premises" unfortified or fortified
wine (105-113.83, 105-113.85)

$5 "off premises" unfortified or fortified
wi.ne (105-113. 83, 1O5-1I3. 85 )

$5 beer (lC/" more for each additional outlet
owned by same person Ientityl) (105-113.84)

$25 application fee to state ABC Board. One
fee covers all permits for beer and wine
sales at one location.

$1O fee for new permit because of change in
managers (18A-38, 18A-39)

I
N
o
I

3

License:

Permit:

$ 82 ,5'15
21r292
2 8, 038

$13r,9O5

s192,t36
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ABC W ous ration

In March, L973, the State began direct operation of the
warehouse and distribution functions of the ABC spirituous liquor
system. Since that time, the operation has been the subject of
much study and publicity.

Briefly, the State Warehouse is the receiving point of all
liquor shipped into North Carolina by the distillers. Shipments
are made to 1ocal ABC boards fran the warehouse as their orders
for goods are received. fhe distiller bi]-Is the local boards
directly and the State receives a "bailment" fee frqn the local
boards for warehouse operation and shipping frqn Raleigh.

Most of the criticism of the warehouse operation centers
around operating efficiency and bailment rates. When the State
took over the warehouse, bailment fees were 40+-45+ per case.
In November, 1973, the fees were increased to 45C-5Of per case.
In May, 1974, the fee jumped to 69Q per case, ds much as a 72%
increase since the State took over the operation.

In october, L973, the State Auditor's Office issued a
report on the warehouse, indicating that breakage and loss as
of late July, L973, amounted to approximately $53,0OO and made
several recsnmendations for improving the operation.

In December, L973, the State Auditor reconmended to the
State Board that the bailment operation be transferred to a
private contractor in January L974, when a move to a larger
warehouse was planned. In February, L974r dD unaudited incqne
statement cornpiled by the Auditor's Office showed a loss over
the period of State operation (March 6, 1973, through January 24,
L974) of approximately $105,00O, caused by inventory loss and
breakage amounting to $155,O00.

During the L974 session of the General Assemb1y, the Joint
Appropriations Cqnmittee considered a request for funds to build
a State ABC warehouse. A subcommittee studied the warehouse
operation and submitted a report recomrnending against appropria-
ting the funds and suggesting transfer of the operation to a
private contractor. Subsequently, House Bill 2079 was ratified
directing the State Board to make the transfer by Ju1y, L975.

In May, 1974, the bailment fee was increased by the Board
of Alcoholic Control to 69C a case. (rtris is a 3C-5f per bo'ttIe
price increase on a fifth of liquor). one reason for the large
increase was the knowledge that the warehouse operation must

o
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make up all its losses within one year of continued operation.
The Board has purchased equipment and sunk money into sta*,-up
expenses for the operation which they thought would be made up
over several years operation. Another factor in the bailment
increase was the receipt of $75,000 in loans fran the Contingency
and Emergency Fund by the warehouse fr:nd which must be repaid
prior to the transfer of operations in July, L975. Anorther
g15,OOO has been made available but has not, yet been transferred
into the warehouse fund.

The bailment fee jump effective in May, L974, hdlt increase
receipts of the warehouse fund by $600r000 to$700r000 according
to ABC Administrator Wiley Ruth. These fees are departmental
receiptsepaxt of which will be used to cover losses due to
breakage and theft which were not reflected in the budget
approved by the General AssemblY.

A copy of the Appropriations Subcsnmittee report and the
reports of the State Auditor are attached.

t
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REPORT

or'

SUBCOMMITTEE TO STUI)T ABC WAREHOUSE

Senator William D- MiIls
Senator George Rountree

Representative W. S. Harris
Represent ative Henry Frye

This subcommittee was assigned the responsibility for

review and recommendations concerning the past, present, and

future operations of the State ABC Warehouse. Members of the

subcommittee have met with the Fiscal Research Division, the

Auditor's Office, the Department of Administration Budget

office, Disbursing office and Property control office, the

Attorney General's Office, and the sBI. on February 7, w€

visited the state ABC warehouse and talked with the secretary

and Deputy secretary of the Department of commercer the

chairman and Administrator of the Board of Alcoholic Control,

and the manager of the warehouse.

we have thoroughly studied this operation and want to

share a few of the major points in our findings'

1. Prior to the state taking over the'operation of

thewarehouse,therewasnocosttotheState.

The private contractor operated solely from

bailment fees. since the state has taken over,

bailment fees have been increased 5c per case anda
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1. (continued)

there is still an approximate $112,000 operating

deficit.

2. Furthermore, additional costs result from the time

that the State Auditor, the State Disbursing Officer,

the Budget of f ice, and t,he Department of commerce,

all General Fund support,ed, tnust now give to the

operations of the warehouse. Before the State was

not involved at all.

3, Before, the state only realized some loss of tax

revenue on liquor that was lost or trroken' Now

the State must not only bear this tax revenue loss,

but also the deficit in operating costs and the loss

and breakage of the liquor.

4. Liquor shipments to local ABC boards and collections

of bailment fees are poorly managed.

5. The only statutory requirement of auditing to insure

that each local board pays the correct amount of

tax is handled by the Board of Alcotrolic control.

The Board does not check the audits very closely

and the Department of Revenue deals only with total

collections.

After much discussion and careful consideration of these

points and other information, we submit the following recommenda-

tions for your adoPtion:

a

o
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No appropriation for planning or construction of

a State ABC Warehouse shaLl be made at this time'

The Department of Administration and the State

Auditor's Office shall coordinate effort,s to

secure a private contractor tb handle the distri-

bution of liquor in North Carolina, effective

July 1, L975.

The President of the Senate and the Speaker of

the House sha1l appoint a legislative cornmittee

to work with the Attorney General's office and

the Board of Alcoholic control in drafting legisla-

tion which would place strict controls over private

operations of the warehouse.

State tax laws shall be amended so that the

Department of Revenue is responsible for

auditing total liquor taxes due and payable'

State liquor tax laws shall include the same

provisions as those tax laws for beer and wine,

so that, all }iquor shipped into the State is

taxed at the distributor leve1.

3

4

5
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DEPART},IENT OF COMMERCB

Teeney I. Deane, Jr., SecretarY

Ralelgh, North Carollna

REVIETWoFTHBSTATEA.B.C.WAREHoUSEoPERATIoN
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Prepared bY:

Department of Scace Auditor
Raleigh, N. C.
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DEPARTMENT OF STATE AUDITOR
tr6 WEST JONES STREET

RALEIG,H, N. c. 27603

October 12, L973

o

otYlSroN5

AU0lllNG
IYSIEMS 

^CEOUt{TINGt. c. FtREMEllS'PEtlSlCx FUr{f

LAW EXFORCEMENI OFFICER5'
3f,ilEfll a RETIREMExI r:{:

*otlFEOEnAl[ wlCoWs' PExSl0t{

Mr. Teeney I. Deane, Jr., SecreEarY

State DeParEment of Commerce

Ralelgh, North Carolina

Mr. Deane:

In January, 1973 the State Board of Alcoholic Control made the decislon to

assume the respor"llifity of distribuEing liquor Eo the various local A' B' C' boards

across the staEe. WiEh ttris decision ca.ie ghe need for startlng a warehouse operaEion'

developing an accounting sysEem for the operation' and making arrangements for Erans-

por'.ing the liquor from t,he new warehouse Eo t'he iocat boards' It was decided by t'he

Board that Ehis new warehor"" op"t.aion needed t'o be functional aE Ehe earliest possible

j6te. The Board made arrangu*.nt" for warehouse space, made a request to our, deparEment

for asslstance in developing an accounting system, and secured a conLract with a truck-

lng firm for transporEation. The ,,u, ,"tihouse began receiving shlpmenLs from distil-

lers ln l"larch, Lg73 and began shipping to local boards in April' 1973'

on July 28 and 29, t973, employees of the DepartmenE of commerce and its

related agencies performed a physical- inventory on Ehe StaEe A' B' c' warehouse with

members of the State Auditor's sfaff observing and verifying the counE' We are sub-

miEting Eo you and Ehe tsoard out ii'airrg", oblervations' arrd recommen'jations tha'- rc-

sulted from the physical invenEory'

findings lndicate the following:

The physlcal count was 792 cases shorE of the July 27, 1973 book

inventory represenElng a value of $27,003'66'

The bottle invenEory was 1,063 boEEles short' rePresenting a value

of $2 ,761.68.

An analysis of rhe breaksge rePorts in the warehouse files indicate
that 8r048 botEles have been broken for which Ehe warehouse apDears

iiuUfu. tti" breakage represents a value of $23'L54'45'

total of the above figures rePresenEs a value of $52'gLg'7g'

In

The Board, warehouse manaSer, and the Department of commerce were made

aware of the physical inventory dati approximately four weeks ahead of time so thaE

the proper planning and action could be insEicutei to facilitate Ehe Eaking of the

inventory. ItJe spccifically asked that the warehouse be in good order and that all
necessary adjustments be made Eo the book invenEory prior to July 28' L973' While

taking the physical inventory, we discovered some iEem numbers in Ehree or four
diIferent locaLions within the warehouse' We found several instances where Ewo

codc numbers were stored in Ehe same sPace. We saw Ewo ltems wiEh anoEher sEaEesr
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iclentlficatlon sEamp on them. When we began the recooperage area (cage) lnventory,

we discovered thaE there were a total of 798 cases t.hat had been processed prlor Eo

JuIy 28 , lg73 for which the necessary adjustmenEs had nor been made to the warehouse

books.

Durlng the course of our post audit, -we 
did a conslderable arfrounE of

analysis of Che warehouse case inventory. We found it necessary to make 57 ad-

]ilai."a= ro rhe JuLy 27, Lg13 book inventory. Some of Ehese adjusEments were

made on Eransactions as far back as March 30, 1973. There were six adjustments

made that were of major significance. one receipE of 851 cases !',as PosEed to the

warehouse records tri".. iro shipment.s were received, one of 112 cases and one of

1,170 cases, t,hat were noE posted to Ehe warehouse records at all. Two shipmenEs'

one for 35O cases and the olhet for 408 cases' h,ere received and posted to the

wrong code numbers. Finally, there $ras a shipmenE from the StaEe ABC l'Iarehouse to

the Northside Warehouse of 858 cases thaE was not deducEed from'Ehe warehouse book

llle did not do a detailed analysis of the cage book inventory because of

the time involved and the poor condition of the cage records' We observed that

;*:illl:"il.i:::;.:",:H ;"t: iu';;:il"::"',x"lioin:fi::.;i::: ::'?il:"i;1,'i::" O
1973 book i.,ventor] to bring these 71 items back to zero for comparison wiEh E

physical inventory. ft is our _opinion that minus inventories ard no6 logical and

indicate EhaE a i;;g" amounE of Lrrors are being made on the recooperage PaPer work'

We did a detailed analysis of all breakage reports up to July 27, 1973.

3::i::::'*::.:t:*:::';[":.';:3L:' 8;',3i"'3i;["'::l,x"inll"i;: ;:,:Iil:"'l: Oresponsible- ior, 3,Ili were shown as rFound in l'larehouse" and L,2!+B botEles we

reporEed as tt!'e11 off PalIeEt'"

One of the most obvious problems in the management area is Ehe lack of

:::':fl:;,:*;::::::'-::.:il::"5:"::"iil'tl;*.'l;:,i: il'3::n:*l'"il",i:lr,tl:'.O
under rqhich this breakage is dlscoveredr'and the excessive number of adjustmen

that are necessary for ihipments to Ehe local boards.

The general condition of the recooPerage afea.and the sizable number of
errors that are created in this area also shor.rs a deficiency of supervision. l'le

rcalize Ehat the abnormal amount of breakage has placed an additional burden on t'he

recooperage process. The accumulation of spoiled boCfles has reached Ehe point of
making movemenE inside the cage area hazardous and is taking up valuable working

space. The area just outside the cage is often cluEEered wiEh pallets of liquor with
broken botEles uni b.".rse the recooperage Process is usually behind' Lhese cases

elt in this area for daYs at a time

Observ t ion n

rvat ions cord ,.

The record keeping funcLion of the warehouse is not working .". Y"lI as it
should. Thcre are a nu*tor-of reasons for this and r're are covering in this report
whaE we feel are the most imPortAnt. FirsE, the excessive amounE of paper work
generared by the 1arge nunbei of adjusEments for incorrecE shipmenEs by the ware-
houso and tire abnormal amount of breakage has caused an additional burden Lo the
recorcl keeping operation. Secondly, the separation of the accounEs receivable arld

collcction functiop" from Lhe other accounting acEiviEy has caused severaL problems.
Duplicate files are rnaintained as a resul.t of the separate locaEions. Most import-
ant[y, valuable Eime is lost in transferring the necessary documents beEween the two
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aElons. IC is impossible to deEermine an accuraEe balance of accounts receivable
t a currenE date because of the Ewo to four week delay in the accounls receivable -3O-
lerks receiving copies of the shipping invoices. l.Ihen Ehe adjustment,s problem is
ded to Ehis delay, iE furEher cornplica,Ees the problem. Also in the accounEs receiv-

ble area, the proper entries have not been posLed to the account,s receivable as of
his writing for the direcE shipments made in the EransiLional period from Che previous
rehouse system Eo the Present system.

t'Ihen the present accounting system was deslgned, this installatlon was
icapped by a shorE time period to develop such a system. The fact that the

rd had Lo collect bailment fees from Ehe local boards further compllcaEed the
lopmenE of the system and creat,ed a considerable amount of paper work. When we

turned Ehis sysEem over to the Board, lE was stipulaEed that it was a Eemporary
system and that considerat,ion should be given to updaEing the equipment in the
system at an early date. The capabiliEies of che present system are limiLed and ln
some areas cannot, meeL the present demand of the warehouse operation.

ations Con e sical d 1 n

It ls readily apparenE that additional warehouse and office space is
needed. At present, overflow items are spread ouE over the warehouse and noE con-
fined to a few large moving items. The Board has found it necessary to authorize
dlrect shipmenEs by distillers to certain local boards during a peak four month
perlod because the present warehouse is Eoo smal I to accomodate .the extra shipping
and receiving during Ehis period. The combining of Ehe accounEs recelvable section
with the rest of the accounEing funcEion at Ehis time is lmpossible because the
office space aE the warehouse is already over burdened. Equipment breakdown and the
lack of Proper equipmenE has plagued the warehouse since the beginnlng of the operaEion.
Information we have received from warehouse personnel and from our or{n observatlons
lndlcated that few days have passed where alI tow motors have operaEed wlthout some
type of breakdown.

Recommendations

It ls our reconrmendation thaE the.State Board of Alcoholic Control and oEher
appropriate officials det,ermine as soon as possible the fuEure of the State ABC Ware-
house. IE is also recommended t,haE immediate steps be Eaken to lmprove and expand
Ehe supervision of the shipping and receiving funct,ions and the operaEion in the
recooperage area. If t.he declsion ls reached that the St,ate ABC Warehouse is to be-
comc ln fact a permanent operation, we would make the fotlowing recomrnendations:

1.. That the Board seek necessary consultation in up-grading the
accountinB system. We are of the oplnion that Ehis includes
more sophist,icated equipment and greater adaptat.ion to the
need of Ehe parties involved.

That a detailed analysis of the "Affirmation Law', be made
and lf necessary, an opinion from the Attorney General as
to the effect on the Board and iEs relaEion with the various
dist I I lers,

ThaL the Board obtain additional warehouse and office space
lf aE atl possible. This would help ease Ehe presenE crowded
and inadequat,e condit.ions in the warehouse and enable Ehe
comblning of the accounting functions Ehat are presently
separate.

I
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4 That the Board obtain a slgned conEract wiEh the dist'ltlers as

to the relatt""';;;-;";";;; lhe Board-:'1^*:,distilrers' At

presenE there i"--rrlt a signed agreement "ou:I:lg 
the relaEion-

shtp and tu=po""ibilities beE$'een rhe two ParEies'

That the Board obtain a binding conEracE on the leaslng of

equlpmenE to be-'"ta in the warehouse operaEion' tJe feel

that, this r" """Jtiiar 
in get'Eing better adapEed equipment

for the ,...tto"ll""ott"tt"i and iiII tu"t'lt in beEEer main-

i"rr"t"" of rhe equiPment'

5

October 12, L973

WeappreclaEethecourteslesandcooperatlonextendedrousdurlngthe ocourse of this revtehl'
ResPectfullY submitEed'

BTNRY L. BRIDGES, STATE AUDITOR

Prepared e,

Approved:

c.P. A.

o
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STATE OF NORTH CAROLINA
DEPARTMENT OF THE STAI.E AUDITOR

RALEIGH. NORTH CAROLINA 2'AO2
...

BrArc Auorroe December 11, 1973

Dr. L. C. Holshouser
Chairman, State Board of Alcoholj.c Control
Raleigh, North Carolina

Dear Dr. Holshouser!

' As you knowr w€ have been very heavlly involved with the
State A,B.C. Warehouse for'.almost, a year. During this period
we have made suggestions, issued one audit reportr and made
various recommend;rtions concerning the operation of this waf€-
house. We feel that at this time we should clearly state our
position as far as our future involvement is coneerned. It is
our recommendation that the Board, under its legal. authority,
contract the bailment operation at an earLy date. It appears 1

to us that the most practical time to transfer from State
operation to a bailel op"t"tion woulcl be at the time the
inventory' is placed in the'ne\^, warehouse.

We will be availabLe to the Board to assist in the inventory
that is now scheduled for December 31, 1973. We will.also assist
in the installation of the new piece of accounting equipment that
vrill coincide with the inventory on December 3I, 1973. After:
these two functions are completed, our involvement in the warehouse
operation will be to the extent of ,our normal audit functions. .. ,

Due to manpower limitationsr w€ feel that we cannot continue to
spend as much time in this operation as we have in the pastr

If it is the decision of the Board to contract the baiLment
operation, we will make available whatever Lnformation we have to a

aid the Board ln transferring this operation to a private contractoro

Sincerely,

t

nry B i s
State udltor

@R/nd
ccr Gov€rnor l{olahoueor' Don Beason t i" r '

Wilev Ruth
Nonrr Cenourr nrs cofs;nwn rts Sourn;nr( cnlnx.xrxED tr lrra nqDusrRr,To pRoDuctr A onr t Srrtn rrrtn A nntorrruruRl
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HENRY L. BRIDGES
STAtE AUotTOR

JOHI' U.6UCHAN
0tarTY 3t^ta luotlot

i. L€E 6OTMAN
otturv tlArt auotror

TO:
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DEPARTMENT OF STA'I'E AUDITOR
t t6 JyEsT IoNES Sil?EEr

RALE|GH. N. C. 27603

November 20, 1973

otvr3toHS

AUOltrxg
tYlt(,M9 rccouxrrxc
,4. c. rtlcMrxs'r'trsrox lu*o
l-lw f, xroictMtxr orrt(t F3'

ofxStlI c llrtr(utrr ruxo
co{Tfoci^lt rroort, ttrStor

M'E M O R A N D U Mr---

Uenry
st,ate

L. Bridges
Auditor

FROM:

SUBJECT: State A.B.C. Warehouse

Per your reguest, for a detailed analysis of the major problems

and possiLte solutions concerning the State A.B.C. Warehouse, we

submit the following comments. We reitdrate that the present
stock inventor:y systenn r.ras Set up on an emergency basis with a

Iimited time "Ln"brrt" and limited resources. Because of these
limitations, the system was designed as an interim system with
the idea that a more permanent system would evolve once the
initial confusion had subsided. In addition, we feel that the
problems as they exist presently are not a result of the limitat'ions
of the data processing hardware, but rather those that are directiy
related to poor warehouse management and office administration'

A. Personnel and Related Problems

George King'\i:-
Frank l'larsegl i" iiJ'r,

Many of the problems at t]re ware ::ouse are direct}y
related to substai-rclard supervision of. employees. This
covcrs data processing and office pc}'rsonnel as well as

warehouse personnel, but Centers mainly on the warehouse
operation.

The la::c_1e amount of breakage -rl-i';' the tremendous
number of arliustments indicate thtr.- supervision in the
war:chouse i:-r weak. The incorrect 1>rc):ir-rg of loa<ls c-lnd

the breakagc -irr turn creale aclclitional proclcms. The

recooperage arca is constantly orrerloadecl bccarrse of
tire trnus;uaIly large a:itount of brcakagc' Tir js cxccssive
breakage causes a c_;rcal- amount of acj<litiorral paperwork
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November 20, 1973

as does the vast number of necessary adjustments caused
by incorrect shipments.

We feel that in-house training sessions by qualified
instructors, closer supervision of picking teams, and a
more orderly procedure in the gathering area would go far
in alleviating many of these problems. A1so, the supervisors
themselves shoul-d have their responsibilities clearly defined
so tha{: they know exactly what is expected of thern.

The present supir:vision in the data processing section
is weak. The equipment is at times not used in the best
vrays simply because the present supervisor is not fully
aware of the capacities. fnformation that could be an
important aid to management is not available. This position
should be filted wit,h a more'knowledgeable person in inventory
control systems and equipment and be one that can Iead. and
direct. personnel in this section.

The present warehouse manager is simply spread too thin.
One person cannot handle all of the duties required of a
warehouse manager and also perform office manager duties.
We feel Lhat an office manager with accounting and data
processing background should be hired to run the office
operation. This would give the warehouse manager the time
to direct and supervise the warehouse functions as he should.
This office manager's position that we are suggesting should
incorporate the recommendations made for the data processing
section. If this were the case, this individual would be
responsible for all office decisions and data processing
operations and at the same time, the presence of this caliber
indiviclual would lend stability and mot,ivate better office
practices. t

,. It, is our opinion that the majority of the major problems
at the ARC l^Iarehouse involve personnel problems and that
special attention should be given to these problems as soon
as possiblc.

B . COntractr:a.1. Agreernent:;

At prescnt, therc is no signed agreement between the
StaLc Doar<j rr:cl tltr: dist.illers covering thc bailce-bailor
arrangernent ancl no signed Contract on ecluipment leased by
the warehouse, It is hard for us to understand l'row the
Board got, into this huge distribution system without

o

a
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having some type of formal agreement that sets forth the
fu}I responsibilities of both parties.

The towmotors used at the warehouse have been a constant
source of problems since inception. The temporary traLure of
tire warehouse in the beginning has caused this si.tuation to
date. We feel that the t,ime has come to get a Iong term'
contract (z years or more) which includes a strong tnainten-
ance clause. This should be a signed, enforceable contract'
We feel that this would facilitate the daily planning and
operation of the warehouse and aid management j'n meeting a

highly sensitive schedule of shipping and recei.ving.

The trucking agreement that is now in force apparently
has Some flaws. If an<l when it becomes possible, w€ feel
that the trucker should becorne fully responsible for a load
from the time the seal is placed on a trailer until the loca1
board takes responsibil-ity. We realize that this would have

to be negotiated, but we feel that it would relieve the
warehouse of having responsibility for an area over which it
has no control whatsoevero

C. Physical Space Deficiencies

There is an irnmediate need for additional warehouse ano

office space. Everyone involved is aware of this situation
and we.will not.dwell on this point except to suggest that
strong attempts be made to obtain aclditional warehouse and

office space. The additional office space would facilitate
the cornirining of the present separated Accouuts Receivable. 

.

Section of the u."orpli1g system with the warehouse operatioq'
This action can save valuabie time afld also eliminate the
need for a duPlicate invoice file '

D. Recoor:cr.rq e Or:eration

Due to the large amount of "in-house" breakage the
rec@perage section has had to be very active. The required
paperrvork ccxrinc; fro;n this scction ha:; a direcL bcaring on

the status of tite warehouse inventory atrd it is inrportant
that tite adjustments tna<le to the itrvenl-ory are accurate'
To <Jatc tlri:; h;rs noL bccn the case. I)crsotrncl in LiriS area
has i)cr-.rr poorly supcrvisccl and in turtr thr: pai)(')t' ivrlrk has

Of ten bcerr i-ncof reCt. W.e feCOmmCnd t-jral: tirc m.ltr'rgr:lnent

take necessary stepr; to insure that' proper supcrvision is
;;;is;;J-i"-L1,ir .r.o and that the rLsulting paper\'rork is
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accurate so tilat correct adjustments can be made to
warehouse inventory.

E. Stock Tnventory and Accountinq System

Many of the problems related to the accounting and
inventory system are directly t,ied to the prececiing comments
and therefore we will try not to cover them again. lle will
first list some of the problem areas and then list sugges-
tions for improvements.

1 Problemsa

d.

b. A great amount of time is spent by data processing
and office personnel in "bursting" printouts.

co Filing problems

Bail-ment agreement has created a large amount
of paperwork in tirat it requires an accounts
receivable section to collect and record bailment,
from each locaI board.

€ o Hardware limitationS.

2. Possible Solu ions'

B. Consideration should be given to a stock allocation
syst.em whereby the loca1 board's order could be run
against a perpetual stock inr4entory record and at
that time determine and allocate the available
stock to that local board's order. This would
elilninate the prescnt "after the fact" determination
which is creating a great deal of confusion at the
time of shipment. This suggested method would be
in tlie cagegory of "before the fact" and would
al1ow tj.rnc t-o contact locaI bo.rrds prior to their
shipping clat.c for an increase in Llicir ordcr.

"Out of Stock" items are
1I0O case truck shipment

creating a less than
to local boards.

d
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At inception we recommended securing a forms
burster. This would save valuable time that
couLd be better applied in oilrer areas. forms
burrsters are available on a rental basis dDCr at
a fairly low cost.

A, file clerk shourd be adcled to the office staff
to maintain the files in an up-to-date manner. In
addition, this same person could operate the forms
burster.

rt is suggested that the Attorney Generals' office
Iook into the matter of the Affirmation Law more
closely with the possibility of some type of arrange-
ment being,arrived at that would satisfy arr parties
concerned.' This would lead to the elimination of
the present accounts receivable section, thus cutting
down on a large amount of paperwork. ,

b a

c

d a

e. The present hardware is J.imited in the areas of
memory and faster printing capabilit,y. l,lemory
capability would be required in order to accomplish
the suggestion. made in 2-a above. It is suggested
that expansion of the present hardware be investi-
gated along with other available equipment on the
market. This suggestion should be kept, in its t '

proper perspective, that is, the more .sophist,icated
the eguipmdnt the better qualified the personnel
wil] have to be to operate it.

E.. General Commcnts

we recognize that the above suggested solutions wifl
involve considerabl-e additional expensq. ffirether or not
the revenue now bej-ng generated wiLl be sufficient to
absorb the higher operaLing costs is presently unknown
to us since no meaningful financial statement, can be
presenLed to reflect the fiscal condi€ion at a given
time.

It is our opinion that a reduction of paper work
and handling can be effected if sorne of tire above
mentioned cirangcs are nrade. Iloweverr wc feel very

o
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strongly that the present management and admini stration
problems slrould be cleaned up before acldition.:L and more
sophisticated har.Jware is considered.

We also feel that to insure the success of
Staters endeavor in this oper;rtion tlrat great-er
and support of t'ire needs of the operation will
by those indivi<iuals in higher echelon.

the
interest

be required

GCK:FJM: nd
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Henry
State

Bridges
itor

STATE OF NORTH CAROLTNA
DEPARTMENT OF THE STATE AUDITOR

RALEIGH. NORTI{ CAROLINA 27AOE

Hgxnv L Bnrocca
S?A'E AUDITOF

o

February 4, L974

f):. L. C. HoLshouser, Chairman
Board of Alcoholic Control
Raleighr North Carolina

Dear Dr. Holshouser:

Please find attached an Income Statement and a Balance Sheet
for the period of March,6, L9.73 to January 24, L974 for the A.B.C
Warehouse. The figures/used in the preparation of these statements
tirere obtained from records kept at the Department of Commerce and
the A.B.C. Warehouse and are unaudited figures. These stat,ements
were prepared for use by the A.B.C. Board as an aid to management
and in no way should be used to reflect the true financial positrc,n
of the Warehouse. Since these statements are not auditedr dccord-
ingly we do not express an opinion on them.

/
,t. Respectfully submitted,

o \

L.
Aud

HLB/GCK/nd

cc: Governor James E . Holshouser, rTf,.
MT. Scott Harvey, Sec. of Commerce

o

Nonrr CrRoLtre xls @NsErrED trs Soorntnx cnAnx, xrxrD tr rrrn rxDlrsrry. ro pttoDrrcr A onRAT Stlt'n wtrn .r ., ,
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North Carol*i.na ALrC I{arehor-rse

Ineome Statem_ent

6 t97 Januar 24 19 4

947 79
620 74
833 19

Revenues:
Bailment Fees
Recooperage Pees

s I OCi4 (),)q ()g

B ct74 45

s I o73 O4O 44

$ I 178 215

Total Revenue

-

E.xpenses: (uote 41

o Salaries
Retirement Contributions
SociaI security Contributigns
Employee Benefits ,

Supplies
Communication
Freight
Travel
Printing and Binding
Utilities
Repairs and Alterations
General Expense
Rent - Old Warehouse
Rent - New Warehouse

I 288

Rent - Equipment 37
Rent - EDP Equipment L7
Equipment Purchases 2L
Equipment Operation 2
Ilveqtgly_-_L_g_:: _:- -93-p-9.! . 

("fg-te.,1 I _.j" " ._ 52
Invento;y -I"o,J6--- bottret "' (no'€a; f )' ' ' '-"12
Inventory Breakage (note 2l 89

19
16

6
22

5
460

I

7
6

11
92

3

754 a7
500 Io

461 99
64L 02

r12 35
498 70

226 05
734 86
618 92
376 50
9L4 88

o

558 15
20e 40
551- 89

267 74

913 00
808 41
665 76

O

Total Expenses

Net lncome (toss)

aa

($ 105 175 A7 )

I
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North Carolina ABC Warehor:se

Balance Sheet

J ua 24 t97

Assets

Cash
Trade Accounts Receivable - Local Boards
Accounts Receivable - Distillers

Total Assets

i1 esa a ance

Liabilities: (Note 3 )

Accrued Expenses PaYable

Emp).oyee Contributions to Health Insurance

Payable to General Fund

Liability to Distillers:
(Note 2l
(cases) (ttote 1
(Bottle) (Hote I

lance

89 833 19
52 947 79
t2 620 74

82 652 19
26 i:)9 ;/t
7 331) ?-o

$ 116 7./;6 53

$ 40 11O 7L

80(l' .?

25 000 00

(to5 175 c

$ 116 146 s3

$

Bottle Breakage
Inventory Shrinkage
Inventory Shrinkage

TotaI iabil.it e

Fund Balance

t

#io
$

)
)

Tota 1 Liabil tia es and Fund Ba

I

/

t
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The A.B.C. Board is contingently }iable to Lane
Trucking Compa{rY for SJ-4rJl9.68. Lane plans to
charge the'distillers te6 cents per case for the
inventory moved fiom the old warehouse to the lrew
warehouse, and to rebate two cents per case to the I

A.B.C. Board. HoWeVer, in the event of refusal to
pay this lcharge by the distillers, the A.B.c' Board
f,u" orally agreed to guarant,ee Lane eight cents per
CBS€ r

Expenses shown on the income statement are actual,
c.it expenditures from'March 6, L973 through Janulry

_ 24 , Ig74 plus agcrued expenseg. T'leese accrued expenses
$rere taken from vouchers, invoices, contracts, and:
qther information made available to us.

aa

North c r lina A Ware'hous

Notes To Financial Statements

Note 1: These figures represent the net, difference betwcen the
book inventory and the physical inventory on January
24, 1974. A complete analysis of these differences
could cause these figures to'change significantly'

Note 2: of the 33,128 bottles broken or distressed as of
,January 24, L974, the warehouse liability is for
29,798 bottles or $89,833.19.

Note 3:

Note 4t

/
.l



o

o

o

o

a


