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One of the benefits of being 
part of a “chain,” whether fran-
chised or not, is that the chain 
can use its market clout to get 
better prices for products, and 
in turn, either retain those 
profits or offer price savings to 
customers. Pretty basic, isn’t it? 
This business logic exists in 
almost every retail business 
except one — the sale of alcohol 
at retail, at least in B.C., Ontario 
and other Canadian provinces. 

B.C. has almost 700 “private 
liquor stores,” which are mostly 
small and medium sized busi-
nesses licensed to sell liquor at 
retail, (though in competition 
with approximately 200 B.C. 
government liquor stores). As 
with other provinces, virtually all 
liquor in B.C. sold at retail must 
be purchased through the B.C. 
government’s liquor distribution 
branch (LDB), which acts as the 
worldwide buyer and distributor 
for liquor sold in the province. 

Close to 40 per cent of all 
retail liquor sales in B.C. are 
now generated by sales through 
private liquor stores. Where the 
government stores pay their 
unionized shelf stockers and 

cashiers as much as $21 per 
hour (plus pensions and bene-
fits), private stores are more 
market driven and pay $11.50 
an hour for, in essence, a job 
that involves stocking shelves 
and operating cash tills. (It 
ain’t brain surgery, folks) 

B.C.’s liquor licensing regime 
has been described as “Byzan-
tine,” and the cost to buy alco-

hol is outrageous when com-
pared to other countries like 
the U.S. For example, a bottle of 
Yellow Tail Shiraz retails at 
B.C.’s government liquor stores 
for $12.99.  You can buy the 
same bottle of wine for $10.40 
or less in Alberta and $6.50 in 
California. Why the excessive 
price difference in B.C.? 

Many reasons, but here’s the 
worst. The B.C. LDB is reputed 
to be the third largest “buying 
group” for alcohol in the world, 
behind Ontario’s LCBO and 
Québec’s Societe d’Alcools du 
Quebec.  Like its provincial 
cousins, it is a monopoly. 

This might be perfectly 
acceptable if the LDB actually 
acted as a “buying group,” and 
negotiated with the liquor sup-
pliers for the best price possi-
ble, just like Wal-Mart does. 
But it doesn’t. It doesn’t negoti-
ate price based on the volume 
of product it purchases for 
resale. It actually tells suppliers 
of certain products to charge 
them more, not less. 

In B.C., it’s because of some-
thing called social reference 
pricing (SRP). The theory is 

that if the price for alcohol is 
high, people will drink more 
responsibly and will buy less. If 
SRP worked, California (where 
the price of wine is much lower) 
would be awash with stupefying 
levels of alcoholism, and B.C., 
with some of the highest alco-
hol pricing in the world, would 
be a province of teetotalers. But 
that isn’t the case. People still 
buy alcohol here, despite the 
pricing.

There is no statute that 
requires the LDB’s general 
manager to adopt SRP. The leg-
islation in B.C. simply gives the 
general manager the right to set 
prices for the sale of alcohol, so 
SRP is a matter of policy. But 
unlike other monopolies that 
are regulated in the public 
interest (such as electricity gen-
eration, telephone and TV) the 
liquor monopoly enjoyed by the 
LDB is not subject to a corre-
sponding regulator who acts in 
the public interest. 

So the LDB does whatever it 
wants, without any other body 
telling it to act more efficiently, 
obtain volume discounts or 
indeed, act more fairly toward 

the private stores. 
As for fairness, perhaps a 

regulator is required. Many pri-
vate stores in B.C. have a multi-
tude of complaints against the 
LDB for what they see as an 
abuse of the LDB’s dominant 
position. 

For example, private stores 
in a chain can’t move inventory 
around various locations in 
their chain to deal with demand, 
but government stores can. The 
owner of a private store told me 
he sent his buyer to France to 
contract to buy 1,000 cases of a 
particularly unique wine, but 
the LDB appropriated and re-
directed the entire shipment 
for its own government stores 
mid-transit through a practice 
known as “cross docking,” leav-
ing the private store without 
the product it originally 
sourced. 

I’ve been advised by private 
store owners that they are not 
permitted to accept money 
from liquor suppliers to adver-
tise liquor products, yet the 
same liquor suppliers are 
encouraged to spend advertis-
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for resolving disputes under 
the contract, but it may not be 
the strongest remedy. Even if 
the Canadian plaintiff is 
awarded judgment on Cana-
dian soil, there is the sticky 
issue of how to enforce the 
award, particularly if the Chi-
nese supplier does not have 
any assets in Canada.

“It all depends on how the 
supplier sees their prospects of 
doing business in Canada,” 
said Klotz, who represents 
Canadian and multinational 
enterprises in all areas related 
to international business 
transactions. “If the Canadian 
business is not that important 
to them, they may take the 
position of ‘come and get us if 
you can.’ But that’s not an 
uncommon response in lesser 
developed countries.”

A more astute posture 
would be to examine all of 
one’s options, said Cherniak. 
In some cases, it would be 
shrewder to try and resolve 
the dispute before Chinese 
courts, in others before an 
arbitrator and yet others to 
try and seek “a wise old 
sage” respected by the Chi-
nese supplier to help to 
solve the problem. 

“Canadian companies need 
to understand that the way of 
doing business is different in 
China,” said Cherniak, who 
also provides advice to Cana-
dian companies doing busi-
ness in China or with Chinese 
companies. “Canadian com-
panies need to do their due 
diligence. We’re at a point in 
time where you shouldn’t just 
see the dollar sign. There 
should be additional steps 
taken to make sure that this 
is done properly.” �

China handles business 
differently than Canada

China
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The theory is that if 
the price for alcohol is 
high, people will drink 
more responsibly and 
will buy less.



The Ontario Securities Com-
mission (OSC) recently under-
took a review of the province’s 
existing corporate disclosure 
reporting requirements. It con-
ducted broad consultations to 
establish best practices for cor-
porate social responsibility and 
environmental, social and gov-
ernance reporting standards. 
Investors increasingly take 
these matters into consider-
ation when making an invest-
ment decision; the purpose of 
the resolution was to ensure 
that Ontario investors have 
access to all financial and non-
financial information material 
needed to make investment 
decisions.

In its report to the Minister 
of Finance last December, the 
OSC presented four recommen-
dations to enhance disclosure 
of corporate governance and 
environmental matters. Accord-
ing to the OSC, the proposed 
recommendations are designed 
to result in greater transpar-
ency for investors and the 
Canadian marketplace on the 
nature and adequacy of issuers’ 
corporate governance practices 
and the nature and extent of 
environmental risks and other 
environmental matters affect-
ing issuers. 

The OSC believes these rec-

ommendations will assist inves-
tors when making decisions on 
investments and proxy voting. 
A majority of the stakeholders 
consulted throughout the pro-
cess felt that the OSC should 
assume a greater role in advanc-
ing and promoting corporate 
governance and environmental 
disclosure by providing more 
guidance to issuers and con-
ducting more continuous dis-

closure reviews, rather than by 
expanding existing disclosure 
requirements.

To enhance compliance with 
the existing corporate gover-
nance disclosure requirements 
set out in National Instrument 
58-101 — Disclosure of Corpo-
rate Governance Practices, the 
OSC proposed the following 
two recommendations:
� Conduct a follow-up compli-

ance review on corporate gov-
ernance disclosure, building on 
the results  of  the Canadian 
Securities Administrators 2007 
compliance review outlined in 
CSA Staff Notice 58-303 — Cor-
porate Governance Disclosure 
C o m p l i a n c e  R e v i e w .  T h i s 
review would involve assessing 
the corporate governance dis-
closure in information circu-
lars, annual information forms 
or management’s annual dis-
cussion and analysis, as appli-
cable, filed in spring 2010 by 
r e p o r t i n g  i s s u e r s  b a s e d  i n 
Ontario. The OSC has targeted 
the end of 2010 for the comple-
tion of this review.
� Continue educational out-
reach to issuers by instructing  
TSX staff at educational work-
shops on corporate governance 
disclosure offered by the TSX.

The OSC and other Canadian 
securities regulators had pro-
posed in December 2008 to 
replace the current corporate 
governance disclosure require-
ments with a more flexible prin-
ciple-based model. In view of 
the challenging economic cli-
mate and the significant compli-
ance issues faced by Canadian 
reporting issuers resulting from 
the pending change from Cana-
dian generally accepted account-
ing principles to international 
financial reporting standards, 
this initiative was abandoned. 

The OSC surveyed the corpo-
rate governance disclosure 
requirements of several other 
jurisdictions in connection with 
its report and concluded that 
the current disclosure require-
ments under National Instru-
ment 58-101 and National Policy 
58-201 — Corporate Governance 
Guidelines — which use a “com-
ply or explain” model of disclo-
sure — are consistent with inter-
national rules. Although new 
corporate governance rules 
remain possible, the focus will 
be on improving compliance 
with the current requirements.

To enhance compliance with 
existing environmental disclosure 
requirements set out in National 
Instrument 51-102 — Continuous 
Disclosure Obligations, the OSC 
proposed the following two rec-
ommendations:
� Provide additional guidance 
for issuers on existing environ-
mental  d isc losure  require-
ments, both in general terms 
and possibly on an industry-
specific basis, by issuing a staff 
notice that would build on the 
guidance set out in OSC Staff 
Notice 51-716 — Environmental 
Reporting and respond to the 
evolving nature of  environ-
mental matters. The OSC has 
targeted late 2010 for the pub-
lication of this notice.
� Improve knowledge of OSC 
staff on environmental disclo-
sure by holding training ses-
sions for corporate finance staff 
on disclosure of environmental 
matters. The objective would be 
to identify areas of concern and 
provide guidance on the types 
of comments that may be raised 
during continuous disclosure 
reviews. The OSC recommends 
that these training sessions be 
h e l d  a f t e r  t h e  s t a ff  n o t i c e 
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ing dollars in the LDB’s glossy 
Taste magazine, or not get pref-
erential product placement on 
B.C. government store shelves. 

It’s hard to believe that gov-
ernments really believe in SRP 
when their glossy magazines 
and websites feature premium 
priced wines and cocktail reci-
pes meant to increase, not 
decrease consumption. 

But if the LDB is a big buy-
ing group, why not act that 
way? If you’re negotiating for 
1,000,000 cases of Vodka, why 
not pretend you’re Wal-Mart 
and negotiate the best possible 
price? And if there’s any merit 

to SRP, or you don’t think the 
savings should be passed on to 
consumers for other policy rea-
sons, then use the millions of 
dollars in volume rebates and 
discounts to fund schools, hos-
pitals or other social programs.

Mark Hicken, a Vancouver 
lawyer and marketing consul-
tant who provides services to 
the wine industry, agrees. “On 
most products they sell,” he 
says, “the LDB sets prices by 
‘working backwards’ from the 
retail price using a fixed for-
mula which then generates the 
wholesale price which they pay 
to the producer. On lower 
priced products which are sub-
ject to Social Reference Pricing, 
the formula often produces a 

wholesale price which is much 
higher than the price the manu-
facturer would have actually 
sold the product for, creating a 
windfall for the supplier.” 

As a result, the LDB “over-
pays” millions of dollars at 
wholesale because they want to 
sell at an artificially high retail 
price to discourage overcon-
sumption. Hicken says that 

producers love this system: 
“I’ve heard some of them say 
that provincial government 
control boards are their favorite 
customers because there is no 
price competition. They actu-
ally tell us to charge them more 
for what we sell. Now what kind 
of customer does that?”

In 2008/2009, the B.C. LDB 
purchased over $1.4 billion 

worth of alcohol at whole-
sale. One would think that they 
might have been able to obtain 
some volume discounts on that 
level of purchasing. 

With growing demand to 
fund social programs, it may 
only be a matter of time before 
governments figure this out, 
and start using market clout to 
negotiate better pricing. �

Vancouver franchise lawyer 
Tony Wilson practises  with 
Boughton Law Corporation and 
i s  a n  a d j u n c t  p r o f e s s o r  a t 
Simon Fraser University.   He 
is a regular columnist with The 
Globe and Mail  and is  cur-
rently writing a book on on-line 
reputation management.
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