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Background and Purpose

This report provides comparative data on municipal liquor operations owned and operated by
Minnesota cities.! In 2010, 209 Minnesota cities operated 242 municipal liquor stores, with 116 cities
operating both on-sale and off-sale liquor establishments and 93 cities restricting their
municipally-owned establishments to off-sale liquor stores.”® While the majority of municipally-
owned liquor stores are located in Greater Minnesota, 19 cities within the Seven-County Metro Area
(Metro Area) own and operate liquor establishments (see maps on pages 5 and 6 for locations of
establishments).

Minnesota municipalities were originally authorized to own and operate liquor establishments as a
means of controlling the sale of alcohol. For many communities in Greater Minnesota, municipal
liquor operations provide access and convenience in areas that might be unable to attract a
privately-run establishment. In addition to these functions, profitable municipal liquor operations have
provided another source of revenues to supplement traditional tax and fee revenues.

The underlying financial data provided in this report is compiled from audited and unaudited financial
statements that are required to be filed annually with the Office of the State Auditor. The tables and
analysis derived from this data provide a basis of comparison for municipal liquor operations to
highlight the current trends and financial condition of these operations. This report provides
comparative data to city officials to assist them in the management of their municipal liquor store
operations. In addition, it provides information to the public and policymakers, enabling them to
evaluate the financial condition of these operations.

Minn. Stat. § 340A.601 authorizes cities with not more than 10,000 people to own and operate on-sale and off-sale liquor
establishments. Once a city has established a municipal liquor store, it may continue to operate the store regardless of its
subsequent population growth.

24On- and off-sale” operations are referred to as “on-sale” operations in this report.

*There were 210 cities that operated municipal liquor stores in 2010. The City of Ivanhoe did not file 2010 financial
information with the Office of the State Auditor and is not included in the analysis.
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Executive Summary

. The combined net profit of all municipal liquor operations totaled $21.7* million in 2010. This
represents a decrease of $204,781, or 0.9 percent, from the amount generated in 2009. Among
on-sale operations, net profits totaled $2.0 million in 2010, which was a decrease of $266,079,
or 11.9 percent, from 2009. Total net profits for off-sale operations totaled $19.7 million in
2010, which was an increase of $61,298, or 0.3 percent, over 2009 (pg. 7).

. Over the past five years, net profits have increased 8.0 percent. Among off-sale stores, there
was a 16.0 percent increase in net profits, while on-sale stores showed a decrease of
35.7 percent (pg. 7).

. Forty Minnesota cities reported net losses for 2010, compared to 38 cities in 2009. All 40 cities
with losses were from Greater Minnesota (pg. 8).

. During 2010, Minnesota’s municipal liquor operations reported a 15th consecutive year of
record sales totaling $313.5 million. Total sales generated in 2010 increased by $2.2 million, or
0.7 percent, over 2009 (pg. 9).

. Municipal liquor operations located within the Metro Area are considerably larger and more
profitable than their Greater Minnesota counterparts. Although only 19 of the 209 Minnesota
cities (9.1 percent) that own and operate municipal liquor stores are located in the Metro Area,
they represent 37.2 percent of the total sales and 36.8 percent of the net profits of municipal
liquor operations. Sales by all Metro Area operations averaged $3.0 million in 2010, compared
to average sales of $969,139 for all Greater Minnesota municipal liquor operations® (pgs. 10
and 11).

o During 2010, Minnesota’s municipal liquor stores transferred $16.6 million of their profits to
other city funds. This represents an increase of 0.7 percent from the total net transfers made in
2009. Transfers totaled $6.3 million among Metro Area establishments, compared to
$10.3 million for Greater Minnesota establishments (pg. 13).

o Minnesota law requires cities to hold a public hearing on the future of their liquor store(s) if the
liquor operation shows a net loss in at least two of the past three years. While this report is
based on 2010 data, an examination of losses for the years 2008, 2009, and 2010 shows that the
30 cities in Table 3 should have held hearings on or after November 17, 2010° (pg. 14).

*Al figures are rounded from the actual numbers.
>The average was calculated by dividing the total sales for each area by the number of liquor stores in each area.
®Minn. Stat. § 340A.602. See the Office of the State Auditor’s Statement of Position, “Municipal Liquor Store Hearings.”




Recommendations

One purpose of this report is to provide data to city officials that will enable them to evaluate the
efficiency of their liquor operations through comparisons to similarly-situated liquor operations. The
tables included in this report may be downloaded as a spreadsheet so those who manage municipal
liquor operations can compare their operation to similar operations. Municipal officials can compare
location, population, and financial indicators, such as total sales, to make a review of operations more
meaningful.

City officials should make sure that they compare their operations to cities with the same type of
operations. Off-sale operations should not be compared to on-sale operations because operating
expenses are generally much higher for on-sale operations, due to factors such as the added costs of
bartenders, wait staff, and entertainment. Useful comparisons include:

Gross Profits. Cities with relatively low gross profits (total sales minus cost of sales) should
consider whether the gross profits reflect their intended markup policies. If gross profits are
well below the intended markup of inventory, a number of factors can be in play such as theft,
poor inventory control, or damage of inventory.’

Gross Profits as a Percent of Total Sales. This measure may help a city determine if its
intended markup is below other nearby municipal liquor stores, therefore resulting in a lower
gross profit. Conversely, if the markup is higher than nearby cities, it may hurt sales. It is
important to use the proper comparison. Gross profits as a percent of total sales are much
higher for on-sale operations than off-sale operations. On-sale operations require a greater
gross profit margin to cover the higher operating costs associated with these types of
operations.

Operating Expenses. If operating expenses are relatively high compared to similarly-sized
stores, city officials should look at stores with low operating expenses for ideas on how they
might operate more efficiently.

Operating Expenses as a Percent of Sales. A comparison of operating expenses as a percent
of sales can help determine the efficiency of the operation. In operations with similar levels of
sales, this percentage should be comparable. If the percentage is much higher, city officials
should examine why their costs are higher.

"It is important to conduct a physical inventory on a regular basis and compare it to perpetual inventory amounts and
investigate discrepancies. For additional information on detecting and preventing fraud, see the Office of the State
Auditor’s Statement of Position, “Internal Controls for Municipal Liquor Stores.”




2010 Municipal Liquor Operations in Greater Minnesota
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2010 Municipal Liquor Operations in the Seven-County Metro Area
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Analysis of Minnesota Municipal Liquor Store Operations

Net Profits of Municipal Liquor Store Operations

Overall

The combined net profit of all municipal liquor operations totaled $21.7% million in 2010. This
represents a decrease of $204,781, or 0.9 percent, from the amount generated in 2009. Among on-sale
operations, net profits totaled $2.0 million in 2010, which was a decrease of $266,079, or 11.9 percent,
from 2009. Total net profits for off-sale operations totaled $19.7 million in 2010, which was an
increase of $61,298, or 0.3 percent, over 2009.

Over the past five years, net profits have increased 8.0 percent. Among off-sale stores, there was a
16.0 percent increase in net profits, while on-sale stores showed a decrease of 35.7 percent.

Figure 1 below shows the five-year trend of net profits.

Figure 1. Total Net Profits by Operation Type for the Years
2006 to 2010
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Variances Among Individual Operations

Net profits and losses for municipal liquor stores operating as of December 31, 2010, ranged from a
loss of $97,585 in Howard Lake to a profit of $1.3 million in Edina. Overall, of the municipal liquor
operations that reported in both 2009 and 2010, 110 cities showed year-to-year increases in their net
profits, while 96 showed decreases. Of the 96 cities with declines in net profits between 2009 and
2010, 85 were in Greater Minnesota, and 11 were in the Metro Area.

Operations Losing Money

In addition to municipal liquor operations that posted declining net profits between 2009 and 2010,
40 Minnesota cities reported net losses for 2010, compared to 38 cities in 2009. All 40 cities with
losses were from Greater Minnesota. Table 1 below lists the cities whose liquor operations posted net
losses in 2010.

Table 1
Municipal Liquor Store Operations with Net Losses in 2010

Name of City Net Loss Name of City Net Loss

Howard Lake ($97,585) | Browerville (11,484)
Biscay (93,244) | Bertha (10,052)
Williams (88,963) | Wilmont (9,822)
Rushford (75,146) | Lake Benton (9,430)
Moose Lake (66,762) | Herman (9,352)
Verndale (53,467) | Sherburn (8,430)
Wells (53,315) | Dalton (7,571)
Plainview (52,059) | Boyd (7,370)
Vesta (41,482) | Avoca (7,143)
Foreston (29,218) | Orr (5,226)
Kellogg (28,261) | Hackensack (4,139)
Lake Wilson (21,589) | Browns Valley (3,653)
Ellendale (18,936) | Russell (3,381)
Audubon (18,571) | Round Lake (3,113)
Fifty Lakes (15,604) | Clearbrook (3,014)
Eagle Bend (14,614) | Erhard (2,513)
Remer (14,350) | Canton (762)
Okabena (13,392) | Darwin (567)
Saint Hilaire (12,793) | Elmore (537)
Twin Valley (12,079) | Waldorf (138)




Total Sales at Municipal Liquor Operations

During 2010, Minnesota’s municipal liquor operations reported a 15th consecutive year of record sales
totaling $313.5 million. Total sales generated in 2010 increased by $2.2 million, or 0.7 percent, over
2009. Total municipal liquor sales ranged from $80,879 in Canton to $14.8 million in Lakeville.?

Figure 2 below shows that, while overall sales have increased every year, total sales among on-sale
operations have been relatively flat.

Figure 2: Total Sales by Operation Type for the Years
2006 to 2010
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Operating Expenses of Municipal Liquor Operations

During 2010, Minnesota’s municipal liquor operations reported operating expenses totaling
$65.9 million. This represents an increase of $858,431, or 1.3 percent, over the amount reported in
2009. Off-sale liquor operations had operating expenses totaling $41.8 million in 2010. This represents
an increase of $628,750, or 1.5 percent, over 2009. Operating expenses for on-sale liquor operations
totaled $24.1 million in 2010. This represents an increase of $229,681, or 1.0 percent, over 2009.

Among individual liquor operations that were in business for all of 2010, expenses ranged from a high
of $2.2 million in Lakeville to a low of $22,648 in Canton. In general, the level of sales largely
dictates the level of expenses. However, even among operations of similar size, there is a wide range
of operating expenses.

*The City of St. Leo was not included in these comparisons because it discontinued operations in April of 2010.



Figure 3 below shows that operating expenses have continued to rise for off-sale operations and
remained flat for on-sale operations between 2009 and 2010.

Figure 3: Total Operating Expenses by Operation Type for the
Years 2006 to 2010
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Comparison Between Municipal Liquor Operations in Greater Minnesota and the
Metro Area

Sales

Municipal liquor operations located within the Metro Area are considerably larger and more profitable
than their Greater Minnesota counterparts. Although only 19 of the 209 Minnesota cities (9.1 percent)
that own and operate municipal liquor stores are located in the Metro Area, they represent 37.2 percent
of the total sales and 36.8 percent of the net profits of municipal liquor operations.

Sales by all Metro Area operations averaged $3.0 million in 2010, compared to average sales of
$969,139 for all Greater Minnesota municipal liquor operations.™

On-Sale and Off-Sale Sales Comparison

When broken down by type of operation, the contrasts between Greater Minnesota and Metro Area
operations remain clear. Off-sale operations in the Metro Area average sales of $3.1 million, compared
to $1.7 million in Greater Minnesota. Metro Area operations are almost exclusively off-sale
operations. Among Metro Area municipal liquor operations, off-sale operations outnumbered on-sale
operations 36 to 3. Conversely, among Greater Minnesota cities with municipal liquor operations,
on-sale operations outnumbered off-sale operations 122 to 81. As with the off-sale operations, on-sale
operations are much larger in the Metro Area than in Greater Minnesota. Sales per on-sale
establishment were more than four times greater in the Metro Area than in Greater Minnesota,
$2.0 million to $515,139, respectively.

The average was calculated by dividing the total sales for each area by the number of liquor stores in each area.
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Figure 4 below shows the contrast in the level of sales between liquor operations in Greater Minnesota
and the Metro Area by establishment type.

Figure 4. Comparison of Average Sales Per Store for Greater
Minnesota and Metro Area Municipal Liquor Operations by
Type - 2010
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Net Profit

In 2010, the average net profit of Metro Area municipal liquor operations was $204,124, compared to
$68,375 for municipal liquor operations in Greater Minnesota. All Metro Area liquor operations
reported a net profit in 2010, ranging from $17,935 in Farmington to $1.3 million in Edina. Net profit
and losses among Greater Minnesota municipal liquor operations ranged from a loss of $97,585 in
Howard Lake to a profit of $902,365 in Detroit Lakes.

On-Sale and Off-Sale Net Profit Comparison

The average net profit of off-sale operations in the Metro Area was $210,815, compared to $149,254
for those in Greater Minnesota.* The large difference in net profit appears to be primarily the result
of the higher sales volume at Metro Area stores compared to those in Greater Minnesota because
operating expenses as a percent of sales is actually higher among Metro Area stores (18.5 percent)
than Greater Minnesota (16.4 percent).

Among on-sale operations, there was a stark contrast between the Metro Area operations and those in
Greater Minnesota. The average net profit per store in the Metro Area was $123,823 compared to
$13,167 in Greater Minnesota.'? The wide variance in net profit was primarily the result of two
factors: much higher sales at Metro Area operations and the accompanying efficiencies in regards to
purchasing power, staffing, and fixed asset costs in larger operations.

“The average was calculated by dividing the total net profit for each area by the number of liquor stores in each area.
The Metro Area on-sale average is based on only 3 stores compared to 122 stores in Greater Minnesota.
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Figure 5 below compares operating expenses as a percent of sales for the Metro Area and Greater
Minnesota by type of municipal liquor operation.

Figure 5: Comparison of Operating Expenses as a Percent of
Sales for Greater Minnesota and Metro Area Municipal
Liquor Operations by Type - 2010
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Operating Expenses as a Percent of Sales

An examination of sales and operating expenses of off-sale and on-sale operations shows a wide
variation in operating expenses as a percent of sales. Among off-sale operations, operating expenses as
a percent of sales ranged from a high of 49.4 percent in Eagle Bend to a low of 7.2 percent in Detroit
Lakes. The average operating expenses as a percent of sales for off-sale operations in 2010 was
17.1 percent, compared to 17.2 percent in 2009.

Among on-sale operations, operating expenses as a percent of sales ranged from a high of 70.8 percent
in Biscay to a low of 10.5 percent in Rush City."* The average among on-sale operations was
35.0 percent. Off-sale operations should not be compared to on-sale operations because operating
expenses are generally much higher for on-sale operations due to factors such as the added costs of
bartenders, wait staff, and entertainment.

BThe average operating expenses as a percent of sales was calculated by dividing the sum of operating expenses by the
sum of sales for off-sale operations.
“The City of Saint Leo was not included in this comparison because it closed in April of 2010.
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Table 2 below shows the range of operating expenses for stores with similar levels of total sales.*

Table 2
Off-Sale Liquor Store Total Sales and Total Operating Expenses - 2010

Off-Sale Municipal Liquor Number of Range in Total Operating
Stores with Total Sales Between Cities Expenses

$1 to $300,000 6 $29,004 to $137,728

$300,001 to $500,000 10 $60,841 to $116,594
$500,001 to $1,000,000 11 $93,155 to $172,886
$1,000,001 to $2,000,000 25 $161,296 to $395,263
$2,000,001 to $3,000,000 14 $285,001 to $568,003
$3,000,001 to $5,000,000 13 $364,513 to $980,910
Greater than $5,000,000 14 $370,472 to $2,242,665

Net Transfers of Municipal Liquor Store Operations

Transfers

Profits generated by municipal liquor operations generally serve two purposes. First, municipal liquor
operations use profits to ensure that they have an adequate level of reserves to purchase inventory and
maintain their facilities. Second, profits in excess of what is needed to fulfill the first purpose may be
transferred to other city funds to supplement existing revenue sources. During 2010, Minnesota’s
municipal liquor stores transferred $16.6 million of their profits to other city funds. This represents an
increase of 0.7 percent from the total net transfers made in 2009. Transfers totaled $6.3 million among
Metro Area establishments, compared to $10.3 million for Greater Minnesota establishments. The
difference in the overall dollar value of net transfers is a result of there being more municipal liquor
operations in Greater Minnesota than in the Metro Area.

On-Sale and Off-Sale Transfers Comparison

The overall level of net transfers was larger in Greater Minnesota than the Metro Area. When transfers
are examined on a per-establishment basis, however, the average net transfer for off-sale stores in the
Metro Area was more than in Greater Minnesota ($162,297 to $108,326, respectively). The average
net transfer per on-sale establishment was more than 12 times greater among operations in the Metro
Area than in Greater Minnesota ($153,648 to $12,801).*°

YA similar analysis for cities that operate both on-sale and off-sale liquor establishments is not as useful because of the
differences among these operations. The operating expenses of on-sale establishments are generally considerably higher
than the operating expenses of off-sale establishments. It would be inappropriate to draw comparisons between the total
operating expenses of on-sale and off-sale establishments in different cities. Such comparisons could be flawed due to the
potential for contrasting the operating expenses of a city with a small on-sale operation and a large off-sale operation with
the operating expenses of a city with a large on-sale operation and a small off-sale operation.

*The Metro Area on-sale average is based on only 3 stores compared to 122 stores in Greater Minnesota.
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Figure 6 below shows the difference in average net transfers between operations in the Metro Area and
Greater Minnesota by type of store.

Figure 6: Comparison of Average Net Transfers for Greater
Minnesota and Metro Area Municipal Liquor Operations by
Type - 2010
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Oversight Responsibilities

City officials who are responsible for the operation of municipal liquor establishments should make
certain that the operations are managed appropriately and do not have a negative financial impact on
the city. Minnesota law requires cities to hold a public hearing on the future of their liquor store(s) if
the liquor operation shows a net loss in at least two of the past three years. While this report is based
on 2010 data, an examination of losses for the years 2008, 2009, and 2010 shows that the 30 cities in
Table 3 below should have held hearings on or after November 17, 2010.!" Of the 30 cities required to
hold a hearing in 2010, 23 were on the previous year’s list. The City of Saint Leo would have been
required to hold a hearing, but it discontinued operations in 2010.

Table 3
Cities Required to Hold Hearings in 2010

Audubon

Bertha

Biscay

Boyd

Browns Valley

Buffalo Lake

Canton

Clontarf

Darwin

Ellendale

Elmore

Erhard

Hackensack

Herman

Howard Lake

Kellogg

Lake Benton

Lake Wilson

Lewisville

Moose Lake

Okabena

Orr

Plainview

Rushford

Saint Hilaire

South Haven

Twin Valley

Verndale

Wells

Wilmont

YMinn. Stat. § 340A.602. See the Office of the State Auditor’s Statement of Position, “Municipal Liquor Store Hearings.”




Declining Number of Liquor Operations

Due in part to the lack of profitability, insurance costs, and other concerns, the number of cities
operating municipal liquor stores has steadily declined. Figure 7 below shows the decline in the
number of municipal liquor stores over the last ten years.'®

Figure 7: Number of Municipal Liquor Operations -
2001 to 2010
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8The closing of operations in the cities of Cottonwood, Dundee, and Morton in 2009 resulted in three fewer stores. This
was offset by the addition of three cities that failed to report in 2009 but reported in 2010; Conger, Hitterdahl, and
Williams.

15



Table 4

Comparison of 2009 and 2010 Liquor Store Operations

On-Sale and Off-Sale Stores

Number of Cities

Sales

Cost of Sales

Gross Profit

Operating Expenses

Income from Operations
Nonoperating Revenues
Nonoperating Expenses

Net Income Before Transfers
Transfers To/(From) Other Funds

Off-Sale Only Stores

Number of Cities

Sales

Cost of Sales

Gross Profit

Operating Expenses

Income from Operations
Nonoperating Revenues
Nonoperating Expenses

Net Income Before Transfers
Transfers To/(From) Other Funds

Total City Liquor Stores

Number of Cities

Sales

Cost of Sales

Gross Profit

Operating Expenses

Income from Operations
Nonoperating Revenues
Nonoperating Expenses

Net Income Before Transfers
Transfers To/(From) Other Funds

2009 2010
118 116
Percent of Sales Percent
Amount Amount 2009 2010 Variance Change
$69,220,380  $68,852,346 100.0% 100.0% ($368,034) -0.5%
43,447,522 43,150,347 62.8%  62.7% (297,175) -0.7%
25,772,858 25,701,999 37.2%  37.3% (70,859) -0.3%
23,855,412 24,085,093 345%  35.0% 229,681 1.0%
1,917,446 1,616,906 2.8% 2.3% (300,540) -15.7%
1,066,846 788,642 1.5% 1.1% (278,204) -26.1%
740,416 427,751 1.1% 0.6% (312,665) -42.2%
2,243,876 1,977,797 3.2% 2.9% (266,079) -11.9%
2,064,971 2,022,652 (42,319) -2.0%
2009 2010
92 93
Percent of Sales Percent
Amount Amount 2009 2010 Variance Change
$241,988,398 $244,600,613 100.0% 100.0%  $2,612,215 1.1%
181,279,059 182,868,688 74.9%  74.8% 1,589,629 0.9%
60,709,339 61,731,925 25.1%  25.2% 1,022,586 1.7%
41,149,546 41,778,296  17.0% 17.1% 628,750 1.5%
19,559,793 19,953,629 8.1% 8.2% 393,836 2.0%
1,544,934 1,298,503 0.6% 0.5% (246,431) -16.0%
1,487,120 1,573,227 0.6% 0.6% 86,107 5.8%
19,617,607 19,678,905 8.1% 8.0% 61,298 0.3%
14,455,244 14,617,104 161,860 1.1%
2009* 2010**
210 209
Percent of Sales Percent
Amount Amount 2009 2010 Variance Change
$311,208,778 $313,452,959 100.0% 100.0%  $2,244,181 0.7%
224,726,581 226,019,035 72.2% 72.1% 1,292,454 0.6%
86,482,197 87,433,924 278%  27.9% 951,727 1.1%
65,004,958 65,863,389 20.9%  21.0% 858,431 1.3%
21,477,239 21,570,535 6.9% 6.9% 93,296 0.4%
2,611,780 2,087,145 0.8% 0.7% (524,635) -20.1%
2,227,536 2,000,978 0.7% 0.6% (226,558) -10.2%
21,861,483 21,656,702 7.0% 6.9% (204,781) -0.9%
16,520,215 16,639,756 119,541 0.7%

*Excludes the cities of Conger, Hitterdahl, and Williams, which failed to report in 2009. These cities are included in

the 2010 data.

**Eour cities that appeared in the 2009 report are not included in this report. The cities of Cottonwood, Dundee, and
Morton closed prior to 2010. The City of Ivanhoe failed to report its financial information in 2010.
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Appendix 1

2010 Liquor Store Tables
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Appendix 2

2010 Liquor Store Tables and Maps
by Economic Development Region
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Figure 8

2010 Average Sales Per Off-Sale Municipal Liquor
Establishment by Economic Development Region
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Figure 9
2010 Average Sales Per On-Sale Municipal Liquor

Establishment by Economic Development Region
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Figure 10

2010 Average Net Profit and Percent of Sales
Per Off-Sale Municipal Liquor Establishment

by Economic Development Region
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Figure 11

2010 Average Net Profit and Percent of Sales
Per On-Sale Municipal Liquor Establishment
by Economic Development Region
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