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The Off ice  of t he .  Auditor General has conducted a  performance aud i t  of t h e  

Department of Liquor Licenses  and Control  (DLLC) i n  response t o  a  January 

18, 1982, r e s o l u t i o n  of t h e  J o i n t  L e g i s l a t i v e  Oversight Committee. This  

performance a u d i t  was conducted a s  p a r t  of t h e  Sunset Review s e t  f o r t h  i n  

Arizona Revised S t a t u t e s  (A.R.S.) $341-2351 through 41-2379. 

The Department i s  r e spons ib l e  f o r  1 )  l i c e n s i n g  a l coho l  beverage s u p p l i e r s  , 
wholesa le rs  and r e t a i l e r s ;  2 )  a s s i s t i n g  S t a t e  o f f i c i a l s  and p o l i t i c a l  

subdiv is ions  i n  c o l l e c t i n g  l iquor - re la ted  t a x e s ;  3 )  i n v e s t i g a t i n g  

compliance wi th  l i q u o r  laws and a s s i s t i n g  t h e  Department of Publ ic  Safe ty  

and a l l  l o c a l  law enforcement agenc ies  i n  l i q u o r  law enforcement; and 4)  

conducting hear ings  and imposing sanc t ions  f o r  v i o l a t i o n s  of l i q u o r  laws. 

The Department Can More ~ f  f  e c t  i v e l 4  
U t i l i z e  Local Po l i ce  Agencies t o  4 
Enforce Liquor Laws ( s e e  page 13)  ,,/ 

DLLC has not f u l l y  u t i l i z e d  l o c a l  p o l i c e  agenc ies  i n  t h e  enforcement of 

l i q u o r  laws. DLLC's c o n t r o l  over l i q u o r  es tab l i shments  (on-sale 

a l l - l i q u o r  r e t a i l e r s )  i s  l a r g e l y  l im i t ed  by t h e  q u a l i t y  of enforcement 

done by l o c a l  law enforcement agenc ies .  I n  many in s t ances  DLLC has been 

unable t o  t a k e  a c t i o n  a g a i n s t  l i c e n s e e s  because of inadequate  

i n v e s t i g a t i o n s  and/or  r e p o r t s  from l o c a l  agencies .  I n  some in s t ances  

r e p o r t s  have not been sen t  t o  DLLC, even though required by law. Many 

o t h e r  r e p o r t s  do  not c o n t a i n  enough information and/or  a r e  sen t  t o  DLLC s o  

l a t e  t h a t  s o l i d  c a s e s  cannot be prepared f o r  admin i s t r a t i ve  ac t i on .  

However, u n t i l  r ecen t ly  DLLC has  taken  l i t t l e  a c t i o n  t o  c o r r e c t  t h e s e  

condi t ions .  More s p e c i f i c a l l y ,  DLLC has not been fol lowing up wi th  l o c a l  

agenc ies  t o  determine why r e p o r t s  a r e  not being sen t  o r  t o  d i s c u s s  t h e  

inadequacies  of r e p o r t s  s e n t .  



During t h e  a u d i t  DLLC began t o  e s t a b l i s h  a l i a i s o n  wi th  each l o c a l  

enforcement agency t o  improve t h e  r epo r t i ng  of l i q u o r  v i o l a t  ions .  DLLC 

should g i v e  even more emphasis t o  t h i s  l i a i s o n  r o l e ,  including a more 

ex t ens ive  t r a i n i n g  program. 

Grea te r  emphasis on t h i s  l i a i s o n  r o l e  should gene ra t e  a g r e a t e r  number of 

a c t i o n a b l e  r e p o r t s  from l o c a l  agencies .  Therefore ,  a d d i t i o n a l  s t a f f  may 

be needed t o  process  t h e s e  r e p o r t s  and handle  t h e  r e s u l t i n g  d i s c i p l i n a r y  

case load .  

The L e g i s l a t u r e  should cons ide r  reviewing a g a i n  t h e  enforcement a c t i v i t i e s  

of DLLC i n  approximately two yea r s  a f t e r  t h e  r epo r t i ng  of l i q u o r  

v i o l a t i o n s  has  improved. 

R e s t r i c t  i o n s  on t h e  Number of Liquor 
Licenses  Should Be Removed ( s e e  page 29)  

R e s t r i c t i o n s  on t h e  number of l i q u o r  l i c e n s e s  i s sued  should be 

e l imina ted .  These r e s t r i c t  i o n s  a r e  i n e f f e c t i v e  i n  achieving t h e  

t r a d i t i o n a l  g o a l s  of promoting temperance and a id ing  enforcement. Due t o  

h i s t o r i c a l  exc lus ions  and except ions t o  t h e  quota,  r e s t r i c t i o n s  have not 

l im i t ed  t h e  number of r e t a i l  o u t l e t s .  Arizona ranks f o u r t h  i n  a l coho l  
I -- 

a v a i l a b i l i t y  and c u r r e n t l y  has  about- _one o u t l e t  f o r  every 400 persons.  
-- - - -  

Recent r e sea rch  i n d i c a t e s  t h a t  consumption of a l coho l i c  beverages i s  based 

on numerous s o c i a l  and economic f a c t o r s ,  and e l imina t ing  quotas  should not 

i n c r e a s e  consumption. I n  a d d i t i o n ,  a s  t h e  number of r e t a i l  o u t l e t s  i s  not 

expected t o  i n c r e a s e  s i g n i f i c a n t l y ,  e l imina t ing  quotas  should not h inder  

law enforcement. License i s suances  could t h e n  be based on need and)  
I convenience r a t h e r  than  a r t i f i c i a l  b a r r i e r s  t o  e n t r y  t h a t  p r o t e c t  t h e /  

i ndus t ry  . 



Revision of License Transfer  S t a t u t e s  Would 
Generate S i g n i f i c a n t  Addi t iona l  Revenues ( s e e  page 43) 

The S t a t e  i s  not r e a l i z i n g  s u f f i c i e n t  revenues from t r a n s f e r s  of 

l i c enses .  Transfer  f e e s  
\_. -- s 

without appar  t i f i c a t i  rocessing work loads  f o r  t r a n s f e r s  

and c a l  and t r a n s f e r s  a f fo rd  l i c e n s e e s  

t h e  same p r i v i l e g e s  a s  o r i g i n a l  l i c enses .  Depending upon t h e  outcome of 

t h e  recommendat i ons  i n  t h e  Finding concerning quotas ,  t r a n s f e r s  should be 

e i t h e r  1 )  e l iminated o r  2) r e s t r i c t e d  t o  quota l i c e n s e s  and t r a n s f e r  f e e s  

increased t o  equa l  o r i g i n a l  l i c e n s e  f e e s .  E i t h e r  change would have 

produced approximately $724,000 i n  a d d i t i o n a l  revenues i n  1982. 

Luxury Taxes Should 
Be Increased ( s e e  page 51) 

Increased l i q u o r  luxury t a x  r a t e s  could produce s i g n i f i c a n t  a d d i t i o n a l  

revenues. Arizona 's  t a x  r a t e s  a r e  lower t han  o t h e r  s t a t e s '  r a t e s  and have 

not increased  i n  a t  l e a s t  n ine  years .  For i n s t ance ,  Arizona 's  beer t a x  i s  

38 percent lower t han  t h e  13-cents-per-gallon average of t h e  o t h e r  western 

s t a t e s .  

I f  Arizona 's  t a x  r a t e s  were comparable t o  o t h e r  western s t a t e s '  r a t e s ,  t h e  

S t a t e  could gene ra t e  a d d i t i o n a l  revenues of a t  l e a s t  $5.2 m i l l i o n  

annual ly .  Tax r a t e s  comparable t o  t h e  n a t i o n a l  average would gene ra t e  an  

add i tona l  $14.7 mi l l i on .  An i n c r e a s e  of 5 c e n t s  p e r  g a l l o n  on beer  

alone--or 3 c e n t s  per  six-pack--would produce $4.5 m i l l i o n  annually.  

Lot te ry  S t a t u t e s  Do Not Allow 
an Equal Opportunity of Obtaining 
a License ( s e e  page 59) 

Although t h e  Department ' s l o t t e r y  drawing procedures appear adequately 

c o n t r o l l e d ,  s t a t u t e s  do  not e f f e c t i v e l y  l i m i t  t h e  number of a p p l i c a t i o n s  a 

person can  submit. Our review of w r i t t e n  procedures and in te rv iews  wi th  

Department s t a f f  i n d i c a t e  t h a t ,  i n  t h e  absence of c o l l u s i o n ,  c o n t r o l s  a r e  

s u f f i c i e n t  t o  prevent abuse. However, l o t t e r y  a p p l i c a n t s  a r e  a b l e  t o  

circumvent t h e  s t a t u t o r y  g o a l  of g iv ing  a l l  persons an  equa l  opportuni ty  

iii 



of ob ta in ing  a  l i c e n s e .  By submit t ing a d d i t i o n a l  a p p l i c a t i o n s  under 

bus iness  names and names of family members, a  person i s  a b l e  t o  i n c r e a s e  

h i s  chances of s e l e c t i o n .  We i d e n t i f i e d  two persons who used t h i s  

approach t o  submit 1 5  a p p l i c a t i o n s  i n  1980 and 1982. I n  one i n s t ance  t h i s  

number provided almost a  50 percent  chance of being se l ec t ed .  According 

t o  a Department employee, a s  many a s  25 a p p l i c a t i o n s  have been submitted 

by an  i n d i v i d u a l  f o r  a  s i n g l e  l o t t e r y .  The L e g i s l a t u r e  should cons ider  

amending t h e  s t a t u t e s  t o  more e f f e c t i v e l y  r e s t r i c t  t h e  number of 

a p p l i c a t i o n s  a n  i n d i v i d u a l  may submit. 

Most Or ig ina l  License 
Hearings Are Unnecessary ( s e e  page 65) 

Most o r i g i n a l  l i c e n s e  hear ings  held by t h e  Liquor Board and t h e  hear ing 

o f f i c e r  a r e  unnecessary and can  be e l imina ted .  Or ig ina l  l i c e n s e  hear ings  

f o r  nonpro tes ted ,  city-approved a p p l i c a t i o n s  a r e  unnecessary f o r  t h e  

fol lowing reasons.  F i r s t ,  s i m i l a r  l i c e n s e s  i s sued  f o r  t r a n s f e r s  a r e  not 

sub j ec t  t o  e i t h e r  Board o r  hear ing o f f i c e r  hear ings.  Second, l o c a l  

hear ings  provide f o r  s u f f i c i e n t  publ ic  input  on t h e s e  app l i ca t i ons .  

Third,  hear ing  o f f i c e r  hear ings  do  not  ensure t h a t  l i c e n s e e s  w i l l  comply 

wi th  s t a t u t o r y  requirements.  Fourth,  numerous o t h e r  s t a t e s  do  not r equ i r e  

hear ings  under s i m i l a r  condi t ions .  I n  a d d i t  ion ,  t h e s e  s t a t u t o r i l y  

required hea r ings  inconvenience l i c e n s e  a p p l i c a n t s  and a r e  a n  i n e f f i c i e n t  

use  of s t a f f  time. The Leg i s l a tu re  should cons ide r  amending t h e  s t a t u t e s  

t o  e l imina t e  mandatory hear ings  f o r  o r i g i n a l  l i c e n s e s ,  except when a  l o c a l  

governing body recommends d isapprova l  o r  when t h e r e  a r e  pub l i c  p r o t e s t s  o r  

o t h e r  problems. 

Enforcement A c t i v i t i e s  Relat ing t o  
S a l e  of Liquor t o  Minors ( s e e  page 71) 

Because of l e g i s l a t i v e  i n t e r e s t ,  we reviewed DLLC a c t i v i t i e s  r e l a t i n g  t o  

t h e  s a l e  of l i q u o r  t o  minors. The r e s u l t s  of our  a n a l y s i s  a r e  presented 

a s  "Other Per t  i nen t  Inf ormat ion" beginning on page 71. 



INTRODUCTION AND BACKGROUND 

The Of f i ce  of t h e  Auditor General has  conducted a performance aud i t  of t h e  

Department of Liquor Licenses and Control i n  response t o  a 

January 18, 1982, r e s o l u t i o n  of t h e  J o i n t  Leg i s l a t i ve  Oversight 

Committee. This performance aud i t  was conducted a s  pa r t  of t h e  Sunset 

Review s e t  f o r t h  i n  Arizona Revised S t a t u t e s  (A.R.S.) $541-2351 through 

41-2379. 

Liquor has  been taxed o r  otherwise regulated i n  Arizona s i n c e  t h e  l a t e  

n ine teenth  century.  The 1864 Howell Code, Arizona 's  f i r s t  law 

compilat ion,  provided f o r  l i c e n s e  t axes  f o r  vendors of wines and d i s t i l l e d  

s p i r i t s .  I n  1919, t h e  18 th  amendment t o  t h e  United S t a t e s  Cons t i t u t ion  

c rea ted  a n a t i o n a l  P roh ib i t i on ,  e l imina t ing  t h e  need f o r  r egu la t ion  a t  t h e  

s t a t e  l e v e l .  Upon r epea l  of P roh ib i t i on  i n  1933, t h e  a u t h o r i t y  t o  l i c e n s e  

and r e g u l a t e  t h e  manufacture and s a l e  of l i q u o r  was placed i n  t h e  

Temperance Enforcement Commission under t h e  S t a t e  Tax Commission. I n  

1939, t h e  Leg i s l a tu re  e s t ab l i shed  t h e  Department of Liquor Licenses and 

Control (DLLC) and vested r e s p o n s i b i l i t y  f o r  admin i s t r a t i on  and 

enforcement of l i q u o r  laws i n  t h e  superintendent .  A three-member S t a t e  

Liquor Board was added i n  1967, and i n  1979 t h e  number of board members 

was increased t o  f ive .*  

Both t h e  superintendent  and t h e  Board a r e  appointed by t h e  Governor. The 

superintendent  s e rves  concurren t ly  wi th  t h e  Governor; Board members s e rve  

three-year  terms. Only one of t h e  f i v e  Board members may be engaged i n  

t h e  l i q u o r  business .  Board members rece ive  compensation on a per  diem 

bas is .  

* According t o  DLLC s t a f f ,  one p o s i t i o n  on t h e  Board has been vacant a 
t o t a l  of nine months between August 1982 and September 1983. 



Although t h e  enab l ing  l e g i s l a t i o n  d o e s  n o t  e x p l i c i t l y  s t a t e  t h e  

L e g i s l a t u r e ' s  i n t e n t  i n  r e g u l a t i n g  l i q u o r ,  s e v e r a l  c o u r t  c a s e s  have 

d e f i n e d  t h e  purpose  o f  r e g u l a t i o n .  

"The l e g i s l a t u r e ,  i n  c r e a t i n g  t h e  depar tment  of l i q u o r  
l i c e n s e s  and c o n t r o l ,  in tended  t o  c r e a t e  and e s t a b l i s h  
s tat  e-wide c o n t r o l  o v e r  t h e  t r a f f i c  i n  i n t o x i c a t i n g  
l i q u o r s . "  Mayor and Common Counci l  o f  C i t y  of P r e s c o t t  
v. Randa l l ,  670 Ariz .  369, 1 9 6  P.2d 477 (1948) 

"The l i q u o r  laws a r e  p l a i n l y  des igned  t o  p r o t e c t  
w e l f a r e ,  h e a l t h ,  peace ,  temperance,  and s a f e t y  of a l l  
t h e  c  i t i z e n s  by p rov id ing  f o r  s t r i c t  r e g u l a t i o n  and 
c o n t r o l  of t h e  manufacture ,  s a l e ,  and d i s t r i b u t i o n  of 
a l c o h o l i c  beverages.  " Mendelsohn v. S u p e r i o r  Court i n  
and f o r  Maricopa County 76 Ariz .  163 ,  261 P.2d 983 
(1953) 

The Department i s  r e s p o n s i b l e  f o r  1 )  l i c e n s i n g  a l c o h o l  beverage s u p p l i e r s ,  

w h o l e s a l e r s  and r e t a i l e r s ;  2) a s s i s t i n g  S t a t e  o f f i c i a l s  and p o l i t i c a l  

s u b d i v i s i o n s  i n  c o l l e c t i n g  l i q u o r - r e l a t e d  t a x e s ;  3)  i n v e s t i g a t i n g  

compliance w i t h  l i q u o r  laws and a s s i s t i n g  t h e  Department of Pub l ic  S a f e t y  

and a l l  l o c a l  l aw enforcement a g e n c i e s  i n  l i q u o r  l aw enforcement;  and 4 )  

conduc t ing  h e a r i n g s  and imposing s a n c t i o n s  f o r  v i o l a t i o n s  of l i q u o r  laws.  

The t y p e s  and numbers of l i c e n s e s  i s s u e d  a s  of May 1983 a r e  p resen ted  i n  

Tab le  1. 



TABLE 1 

License  Type 

Dist i l ler  ' s L i c e n s e  
( In -S ta te )  

Brewers L icense  
( In -S ta te )  

V i n t n e r s  L i c e n s e  
( In-Stat  e )  

Wholesaler ,  A l l  
L iquors  

Wholesaler ,  Wine 
and Beer 

On-Sale R e t a i l e r ,  
A l l  L iquors  

On-Sale R e t a i l e r ,  
Wine and Beer 

On-Sale R e t a i l e r ,  
Beer 

Off-Sale Retailer, 
A l l  L iquors  

Off-Sale R e t a i l e r ,  
Wine and Beer 

Off-Sale R e t a i l e r ,  
Beer 

LIQUOR LICENSES ISSUED AS OF MAY 1983 

Number of 
L i c e n s e s  I s sued  L icense  Type 

12. Ra i l road  T r a i n  L icense  

13. A i r l i n e  L icense  

14.  P r i v a t e  Club License  

15. Hot el/Mot e l  L i c e n s e  

16. R e s t a u r a n t  L i c e n s e  

17. Distillers L i c e n s e  
(Out-of - S t a t e )  

18. Brewers L i c e n s e  
(Out-of - S t a t e )  

19.  V i n t n e r s  L i c e n s e  
(Out-of-State) 

20. Impor te r s ,  E x p o r t e r  
o r  R e c t i f i e r  

21. Government L i c e n s e  
22. Domestic Farm Winery 

T o t a l  Liquor  L i c e n s e s  
I s sued  

Number of 
L i c e n s e s  I s sued  

0 

The Department of Liquor  L i c e n s e s  and Cont ro l  r e c e i v e s  a General  Fund 

a p p r o p r i a t i o n .  Revenues a r e  genera ted  from l i c e n s e  f e e s ,  f i n e s ,  

salesman r e g i s t r a t  i o n s  and o t h e r  m i s c e l l a n e o u s  sources .  The 

Department ' s revenues  and e x p e n d i t u r e s  f o r  f i s c a l  y e a r s  1979-80 

th rough  1983-84 a r e  shown i n  Tab le  2. 



TABLE 2  

DLLC REVENUES, EXPENDITURES AND FTE POSITIONS 
FISCAL YEARS 1979-80 THROUGH 1983-84 

Actua l  Ac tua l  Ac tua l  Est imated Est imated 
1979-80 1980-81 1981-82 1982-83" 1983-84 

a 
FTE s 16.5  19.5 20.5 24.5 25.5 

Revenues 

Expendi tu res  : 
P e r s o n a l  s e r v i c e s  
Employee r e l a t e d  
P r o f e s s i o n a l  and 

out  s i d e  s e r v i c e s  
T r a v e l  : 

In-St a te  
Out-of - S t a t e  

Other o p e r a t i n g  
Equipment 

Sub-t o t  a 1  
I n v e s t i g a t i o n s  u n i t  

T o t a l  

Sources  : S t a t e  of Arizona A p p r o p r i a t i o n s  Repor t s  and DLLC Budget Requests  f o r  f i s c a l  
y e a r s  1981-82 th rough  1983-84. 

* Amount i n c l u d e s  $116,200 a p p r o p r i a t e d  by HB 2420 (Chapter  329, Laws of 1982) t o  
p rov ide  a f u l l - t i m e  hear ing  o f f i c e r  and t o  e s t a b l i s h  a s e p a r a t e  i n v e s t i g a t i o n s  u n i t  
t o  e n s u r e  compliance w i t h  l i q u o r  laws,  p a r t i c u l a r l y  t h o s e  p e r t a i n i n g  t o  minors.  The 
b i l l  a l s o  a p p r o p r i a t e d  $36,600 t o  t h e  At to rney  General  t o  p rov ide  t h e  s e r v i c e s  of 
one f u l l - t i m e  a t t o r n e y  t o  t h e  Department. 



Scope of Audit 

The scope of o u r  a u d i t  inc luded  most Department o p e r a t  i o n s  and f u n c t i o n s .  

Our major a u d i t  o b j e c t i v e s  were t o  de te rmine :  

1. Whether t h e  c u r r e n t  l e v e l  of r e g u l a t i o n  i s  a p p r o p r i a t e  and i n  t h e  b e s t  

i n t e r e s t  of t h e  p u b l i c  h e a l t h ,  s a f e t y  and w e l f a r e ;  

2. Whether l i q u o r - r e l a t e d  t a x e s  and f e e s  should be i n c r e a s e d ;  

3 .  I f  c u r r e n t  l i c e n s i n g  p rocedures  a r e  e f f e c t i v e  and e f f i c i e n t  ; and 
, J 

J 
i i 

4. I f  c u r r e n t  enforcement and d i s c i p l i n a r y  a c t i v i t i e s  a r e  adequate .  

We i d e n t i f i e d  s e v e r a l  o t h e r  a r e a s  where f u r t h e r  a u d i t  work may be needed. 

Due t o  t i m e  and s t a f f i n g  c o n s t r a i n t s ,  we were n o t  a b l e  t o  a d d r e s s  t h e s e  

a r e a s ,  which a r e  l i s t e d  i n  t h e  Areas f o r  F u r t h e r  Audit  Work s e c t i o n  ( s e e  7 
page 77) .  

The Audi to r  General  and s t a f f  e x p r e s s  a p p r e c i a t i o n  t o  t h e  S t a t e  L iquor  

Board members, t h e  s u p e r i n t e n d e n t  and t h e i r  s t a f f  f o r  t h e i r  coopera t  i o n  

and a s s i s t a n c e  d u r i n g  t h e  a u d i t .  



SUNSET FACTORS 

I n  accordance with A.R.S. $41-2354, t h e  Leg i s l a tu re  should cons ider  t h e  

fol lowing 11 f a c t o r s  i n  determining whether t h e  Department of Liquor 

Licenses and Control should be continued o r  terminated.  

1. Object ive and purpose i n  e s t a b l i s h i n g  t h e  agency 

Neither  t h e  1933 l e g i s l a t i o n  c rea t ing  t h e  Temperance Enforcement 

Commission nor t h e  1939 l e g i s l a t i o n  e s t a b l i s h i n g  t h e  Department of 

Liquor Licenses and Control e x p l i c t l y  s t a t e  l e g i s l a t i v e  i n t e n t .  

Au tho r i t a t i ve  l i t e r a t u r e ,  Arizona c a s e  law and DLLC' s s ta tements  of 

ob jec t ives  support p r o t e c t i o n  of t h e  publ ic  hea l th ,  s a f e t y  and wel fare  

a s  t h e  purpose of l i q u o r  regula t ion .  According t o  t h e  Superintendent ,  

t h e  Department's primary o b j e c t i v e  i s  t o  " r egu la t e  t h e  indus t ry  through 

t h e  l i c e n s e  c o n t r o l  process ,  c o l l e c t  f e e s  and t a x e s  f o r  t h e  maintenance 

of government, and enforce  s t a t u t e s  i n  o rde r  t o  main ta in  t h e  h e a l t h  and 

wel fare  of t h e  community ." 

2. The e f f e c t i v e n e s s  wi th  which t h e  agency has met i t s  ob jec t ive  and 

purpose and t h e  e f f i c i e n c y  with which t h e  agency has  operated 

DLLC can  improve i t s  r e g u l a t i o n  of t h e  l i q u o r  i ndus t ry  by working more 

aggress ive ly  wi th  l o c a l  law enforcement agencies  t o  ob ta in  t h e  

repor t ing  needed f o r  e f f e c t i v e  d i s c i p l i n a r y  a c t i o n s  ( s e e  Finding I, 

page 13 ) .  The e f f i c i e n c y  of DLLC's opera t ion  can  be improved by 

e l imina t ing  most o r i g i n a l  l i c e n s e  hearings.  These hearings a r e  

unnecessary f o r  q u a l i f i e d  a p p l i c a n t s  w i th  unpro tes ted ,  l o c a l l y  approved 

a p p l i c a t i o n s  ( s ee  Finding V I ,  page 65). 



The ex t en t  t o  which t h e  agency has  operated w i t h i n  t h e  publ ic  i n t e r e s t  

DLLC a c t i v i t i e s  se rve  t h e  publ ic  i n t e r e s t  by p ro t ec t i ng  t h e  p u b l i c ' s  

s a f e t y  and wel fa re .  DLLC sc reens  l i c e n s e  a p p l i c a n t s  t o  ensure only 

l e g i t i m a t e  and q u a l i f i e d  persons ope ra t e  i n  t h e  i ndus t ry  and enforces  

l i q u o r  laws which p r o t e c t  t h e  publ ic .  

The quota  l i c ens ing  system does not appear  t o  s e r v e  t h e  pub l i c  

i n t e r e s t ,  as was intended.  R e s t r i c t i o n s  on t h e  number of l i q u o r  

l i c e n s e s  i s sued  a r e  not e f f e c t i v e  i n  achieving t h e  t r a d i t i o n a l  g o a l s  

of promoting temperance and a id ing  enforcement. Ins tead ,  t h e s e  

r e s t r i c t i o n s  c r e a t e  a r t i f i c i a l  b a r r i e r s  t o  en t ry  which p r o t e c t  t h e  

i ndus t ry  and do not a l low new o u t l e t s  where publ ic  need i s  shown ( s e e  

Finding 11, page 29). Furthermore, con t r a ry  t o  s t a t u t o r y  i n t e n t ,  t h e  

l o t t e r y  system f o r  d i s t r i b u t i n g  quota l i c e n s e s  does not provide an  

equa l  opportuni ty  f o r  a l l  a p p l i c a n t s  t o  o b t a i n  a l i c e n s e  ( s e e  Finding 

V,  page 59) .  

The ex t en t  t o  which r u l e s  and r egu la t i ons  promulgated by t h e  agency 

a r e  c o n s i s t e n t  with t h e  l e g i s l a t i v e  mandate 

The S t a t e  Liquor Board and t h e  superintendent  have promulgated r u l e s  

a s  requi red  by A.R.S. $4-112, Subsect ions A and B. The r u l e s  were 

reviewed and approved by t h e  Attorney General ' s  Off i c e  f o r  cons is tency  

w i t h  t h e  s t a t u t e s .  During ou r  a u d i t  we found no apparent 

i n c o n s i s t e n c i e s  between DLLC r e g u l a t i o n s  and t h e  s t a t u t e s .  

5. The ex t en t  t o  which t h e  agency has  encouraged input  from t h e  pub l i c  

before  promulgating i t s  r u l e s  and r egu la t i ons  and t h e  ex t en t  t o  which 

i t  has  informed t h e  pub l i c  a s  t o  i t s  a c t i o n s  and t h e i r  expected impact 

on t h e  publ ic  

The Department has complied with Open Meeting Law minimum requirements 

but should t a k e  o t h e r  s t e p s  t o  no t i fy  t h e  publ ic .  While DLLC1s 

e f f o r t s  t o  s o l i c i t  input  and inform l i c e n s e e s  of i t s  a c t i o n s  a r e  

adequate ,  t h e  Department's procedures f o r  no t i fy ing  t h e  gene ra l  pub l i c  

a r e  l im i t ed .  
8 



The Department informs l i c e n s e e s  of r u l e s  h e a r i n g s  and a c t i v e l y  

s o l i c i t s  i n p u t  from l i c e n s e e s  b e f o r e  promulgat ing r u l e s .  I n d u s t r y  

a s s o c i a t i o n s  and a t t o r n e y s  p r a c t i c i n g  i n  t h e  l i q u o r  i n d u s t r y  r e c e i v e  

c o p i e s  o f  proposed r u l e s  and are n o t i f i e d  of h e a r i n g s .  The 

a s s o c i a t i o n s  n o t i f y  l i c e n s e e s  th rough  a r t i c l e s  and no t  i c e s  i n  t r a d e  

p u b l i c a t  i o n s .  

However, DLLC h a s  n o t  used a d d i t i o n a l  means of n o t i f y i n g  t h e  g e n e r a l  

p u b l i c .  N o t i c e s  a r e  posted i n  t h e  Occupat ional  L icens ing  Bui ld ing ,  

but t h e  Department u s e s  no o t h e r  means of n o t i f i c a t i o n  such as sending 

n o t i c e s  t o  t h e  pressroom i n  t h e  C a p i t o l  o r  n o t i f y i n g  p u b l i c  i n t e r e s t  

groups .  At to rney  General  g u i d e l i n e s  regard ing  t h e  Open Meeting Law 

encourage a g e n c i e s  t o  u s e  such o t h e r  means of n o t i f y i n g  t h e  p u b l i c .  

6.  The e x t e n t  t o  which t h e  agency has  been a b l e  t o  i n v e s t i g a t e  and 

r e s o l v e  c o m p l a i n t s  t h a t  a r e  w i t h i n  i t s  j u r i s d i c t i o n  

DLLC's i n v e s t i g a t i o n  of c o m p l a i n t s  a p p e a r s  t o  be adequate .  A.R.S. 

54-210, Subsec t ion  C c h a r g e s  t h e  s u p e r i n t e n d e n t  w i t h  i n v e s t i g a t i n g  and 

r e s o l v i n g  compla in t s  of a l l e g e d  l i q u o r  law v i o l a t i o n s .  A l l  compla in t s  

a r e  i n v e s t i g a t e d  o r  r e f  e r r e d  t o  DPS, i n c l u d i n g  anonymous compla in t s .  

According t o  DLLC r e c o r d s ,  i t  r e c e i v e d  504 compla in t s  i n  f i s c a l  y e a r  

1981-82. DLLC s t a f f  r e p o r t  t h e y  rece ived  556 compla in t s  i n  f i s c a l  

y e a r  1982-83. Approximately 277 of t h e s e  c o m p l a i n t s  were r e f e r r e d  t o  

DPS f o r  i n v e s t i g a t i o n .  Most c o m p l a i n t s  i n v e s t i g a t e d  by DLLC were 

reso lved  i n  t h r e e  t o  f o u r  days .  



7. The ex t en t  t o  which t h e  Attorney General o r  any o t h e r  app l i cab l e  

agency of S t a t e  government has  t h e  a u t h o r i t y  t o  prosecute  a c t i o n s  

under enabl ing l e g i s l a t i o n  

The Department appears  t o  have adequate enforcement powers. In  

a d d i t i o n  t o  admin i s t r a t i ve  a c t i o n  aga ins t  l i c e n s e e s ,  t h e  s t a t u t e s  

a l low t h e  super in tendent  and Board t o  seek i n j u n c t i v e  r e l i e f  a g a i n s t  

persons opera t ing  without l i c e n s e s .  Fur ther ,  t h e  s t a t u t e s  provide 

c r imina l  p e n a l t i e s  f o r  v i o l a t i o n  of S t a t e  l i q u o r  laws. County 

a t t o r n e y s  o r  t h e  S t a t e  Attorney General s e rve  a s  prosecutors  i n  t h e s e  

c a s e s  . 

8. The ex t en t  t o  which t h e  agency has  addressed d e f i c i e n c i e s  i n  t h e  

enabl ing  s t a t u t e s  which prevent it from f u l f i l l i n g  i t s  s t a t u t o r y  

mandate 

DLLC has  c o n s i s t e n t l y  sought s t a t u t o r y  changes t o  enable  i t  t o  more 

e f f e c t i v e l y  a t t a i n  i t s  ob jec t ives .  Between 1979 and 1983, DLLC 

supported b i l l s  which 

Provided f o r  hear ings  and appea ls ,  

Increased d i s c i p l i n a r y  op t ions  by providing f o r  i n j u n c t i v e  

r e l i e f  and inc reas ing  f i n e s ,  

Required DLLC t o  main ta in  l i a i s o n  wi th  law enforcement a 
o f f i c i a l s  and required law enforcement agenc ies  t o  r epo r t  

l i q u o r  law v i o l a t i o n s  t o  DLLC, 

Es tab l i shed  a  s e p a r a t e  i n v e s t i g a t i o n s  u n i t  w i th in  t h e  

Department , 0 

a Required c e r t a i n  l i c e n s e e s  t o  post  bonds, 

Res t r i c t ed  co rpo ra t e  s tock  t r a n s f e r s ,  and 

Revised t h e  quota  system t o  more accu ra t e ly  r e f l e c t  popula t ion  

changes. 



According t o  t h e  s u p e r i n t e n d e n t ,  s e v e r a l  s t a t u t o r y  changes  a r e  s t i l l  

needed : 

S t a t u t o r y  language concerning bonding should be c l a r i f i e d  and 

proposed l e g i s l a t i o n  a d d r e s s i n g  t h e  problem was withdrawn i n  

1983 when a n o n r e l a t e d  amendment was a t t a c h e d ;  

The Department 's  a u t h o r i t y  t o  subpeona r e c o r d s  should be 

broadened ; and 

The Depar tment ' s  r o l e  i n  f i l i n g  l i e n s  should be d e f i n e d .  

DLLC p l a n s  t o  r e q u e s t  l e g i s l a t i o n  a d d r e s s i n g  t h e  f i r s t  two i s s u e s  

dur ing  t h e  next  s e s s i o n .  

9. The e x t e n t  t o  which changes  a r e  necessa rv  i n  t h e  l a w s  of t h e  agency t o  

adequa te ly  comply w i t h  t h e  f a c t o r s  l i s t e d  i n  t h e  Sunset  Law 

As exp la ined  i n  t h e  f i n d i n g s  of t h i s  r e p o r t ,  we recommend t h e  

f o l l o w i n g  s t a t u t o r y  changes:  

Amend A.R.S. 54-206 t o  e l i m i n a t e  quo ta  r e s t r i c t i o n s  on  t y p e  

6,7 and 9  l i c e n s e s  ( s e e  page 29);  

Amend t h e  s t a t u t e s  t o  r e q u i r e  bonding o f  a l l  l i c e n s e e s  ( s e e  

page 39);  

I f  q u o t a s  a r e  e l i m i n a t e d ,  amend A.R.S. s4-203(F) t o  e l i m i n a t e  

a l l  t r a n s f e r s ;  and i f  t h e  quo ta  sys tem i s  r e t a i n e d ,  amend 

A.R.S. $ 4 - 2 0 9 ( ~ )  t o  make t r a n s f e r  l i c e n s e  f e e s  e q u a l  t o  

o r i g i n a l  l i c e n s e  f e e s  ( s e e  page 4 3 ) ;  

Amend A.R.S. $42-1204(~)  t o  p r o v i d e  f o r  h i g h e r  l i q u o r  luxury  

t a x  r a t e s  ( s e e  page 51); 



Amend t h e  s t a t u t e s  t o  more e f f e c t i v e l y  r e s t r i c t  t h e  number of 

l o t t e r y  a p p l i c a t i o n s  an i n d i v i d u a l  may submit ( s e e  page 59); 

and 

e Amend A.R.S. s 4 - 2 0 1 ( ~ )  t o  e l i m i n a t e  mandatory hear ings  f o r  

o r i g i n a l  l i c e n s e s  which a r e  l o c a l l y  approved and nonprotested 

( s e e  page 65). 

10. The ex t en t  t o  which t h e  t e rmina t ion  of t h e  agency would s i g n i f i c a n t l y  

harm t h e  pub l i c  h e a l t h ,  s a f e t y  and wel fa re  

Regulat ion of t h e  l i q u o r  i ndus t ry  i s  necessary f o r  t h e  p r o t e c t i o n  of 

t h e  publ ic  hea l th ,  s a f e t y  and wel fa re .  The need f o r  c o n t r o l  over  t h e  

s a l e  of l i q u o r  i s  w e l l  e s t ab l i shed .  A l l  50 s t a t e s  r e g u l a t e  t h e  l i q u o r  

i ndus t ry ,  a l though regula tory  s t r u c t u r e s  vary dramat ica l ly .  We 

evaluated t h e  f e a s i b i l i t y  of t r a n s f e r r i n g  DLLC' s l i c e n s i n g  and 

enforcement f u n c t i o n s  t o  t h e  Department of Revenue o r  t h e  Department 

of Publ ic  Safety ( s i m i l a r  t o  s e v e r a l  o t h e r  s t a t e s )  but could not 

i d e n t i f y  s i g n i f i c a n t  bene f i t  s t o  warrant a  consol ida t  ion .  

11. The ex t en t  t o  which t h e  l e v e l  of r egu la t i on  exerc i sed  by t h e  agency i s  

app rop r i a t e  and whether l e s s  o r  more s t r i n g e n t  l e v e l s  of r e g u l a t i o n  

would be a p p r o p r i a t e  

Licensure appears  t o  be a n  app rop r i a t e  l e v e l  of r egu la t i on .  Licensing 

provides  a  sc reen ing  mechanism t o  ensure  t h a t  nega t ive  i n f luences ,  

such a s  organized cr ime,  d o  not ope ra t e  i n  t h e  i ndus t ry .  The t h r e a t  

of l i c e n s e  suspension o r  revoca t ion  a l s o  provides  i ncen t ives  f o r  

l i c e n s e e s  t o  comply wi th  l i q u o r  laws and r egu la t i ons .  

S t a t u t o r y  r e s t r i c t i o n s  on t h e  number of l i c e n s e s  i s sued ,  however, 

should be e l imina ted .  These r e s t r i c t i o n s  d o  not a t t a i n  t h e i r  intended 

o b j e c t i v e s  and gene ra l l y  s e rve  t h e  i ndus t ry  r a t h e r  t han  t h e  publ ic  

i n t e r e s t  ( s e e  page 29).  



FINDING I 

THE DEPARTMENT CAN MORE EFFECTIVELY UTILIZE LOCAL POLICE AGENCIES TO 

ENFORCE LIOUOR LAWS. 

DLLC has  not f u l l y  u t i l i z e d  l o c a l  p o l i c e  agencies  i n  t h e  enforcement of 

l i q u o r  laws. DLLC' s c o n t r o l  over  l i q u o r  es tab l i shments  is  l a r g e l y  l im i t ed  

by t h e  q u a l i t y  of enforcement done by l o c a l  law enforcement agencies .  I n  

many i n s t a n c e s ,  DLLC has  been unable t o  t a k e  a c t i o n  aga ins t  l i c e n s e e s  

because of inadequate  o r  untimely i n v e s t i g a t i v e  r e p o r t s  from l o c a l  

agencies .  U n t i l  r e c e n t l y ,  however, DLLC has  t aken  l i t t l e  a c t i o n  t o  

c o r r e c t  t h e s e  condi t ions .  To improve t h e  q u a l i t y  of r epo r t i ng ,  DLLC 

should c u l t i v a t e  a n  ongoing l i a i s o n  wi th  t h e s e  agenc ies  and provide more 

t r a i n i n g .  More emphasis i n  t h e s e  a r e a s  would improve l i q u o r  law 

enforcement throughout t h e  S t a t e .  

Enforcement R e s p o n s i b i l i t i e s  
and A c t i v i t i e s  

DLLC, DPS and l o c a l  law enforcement agenc ies  share  r e s p o n s i b i l i t y  f o r  

enforcing l i q u o r  laws. The s t a t u t o r y  d u t i e s  of each agency a r e  summarized 

i n  Table 3. 
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DLLC A c t i v i t i e s  - To f u l f i l l  i t s  s t a t u t o r y  enforcement r e s p o n s i b i l i t i e s ,  

DLLC has e s t a b l i s h e d  a n  i n v e s t i g a t i o n s  s e c t i o n .  * I n v e s t i g a t o r s  perf orm 

t h e s e  major t ypes  of enforcement a c t i v i t i e s :  

Conduct r o u t i n e  l i c e n s e  i n spec t ions  (RLIs) t o  determine compliance 

wi th  T i t l e  4 and DLLC r u l e s  and r egu la t i ons .  RLIs a r e  announced 

v i s i t s  dur ing  which i n s p e c t o r s  determine whether t h e  establ ishment  

i s  l i censed  and review f o r  such i tems  a s  t a x  stamps on b o t t l e s  and 

p rop r i e ty  of adve r t i s i ng .  

I n v e s t i g a t e  complaints  received from t h e  pub l i c  and indus t ry .  

Follow up on i n v e s t i g a t i v e  r e p o r t s  received from DPS and l o c a l  law 

ezlforcement agenc ies  t o  o b t a i n  a d d i t i o n a l  information needed f o r  

d i s c i p l i n a r y  a c t i o n s .  

Conduct i n v e s t i g a t i o n s  o r i g i n a t i n g  from o t h e r  sources ,  such a s  

p o t e n t i a l  ownership problems i d e n t i f i e d  by d i sc r epanc i e s  on 

l i c e n s e  a p p l i c a t i o n s .  

Perform r e s t a u r a n t  a u d i t s  t o  determine whether l i c e n s e e s  a r e  

ope ra t i ng  a s  bona f i d e  restaurants .** 

While performing i n v e s t i g a t i o n s  o r  i n spec t ions ,  DLLC may d e t e c t  p o t e n t i a l  

t a x  problems, such a s  skimming o r  wholesale  s a l e s  by r e t a i l e r s .  P o t e n t i a l  

t a x  problems a r e  r e f e r r ed  t o  DOR f o r  a u d i t s  t o  determine t h e  amount of t a x  

l i a b i l i t y .  

* I n  1982 t h i s  s e c t i o n  cons i s t ed  of t h r e e  i n v e s t i g a t o r s  p l u s  a  ch ie f  
i n v e s t i g a t o r .  One of t h e s e  i n v e s t i g a t o r s ,  however, was a c t i n g  a s  
o f f i c e  manager over  t h e  c l e r i c a l  s t a f f  and t h u s  was not  performing 
i n v e s t i g a t i v e  d u t i e s .  During 1983 t h e  s e c t i o n  increased  t o  s i x  
i n v e s t i g a t o r s  p lu s  t h e  c h i e f .  

** A.R.S. $4-205.02., Subsect ion G r e q u i r e s  r e s t a u r a n t s  t o  d e r i v e  a t  
l e a s t  40 percent  of g r o s s  revenues from food s a l e s .  



DPS and Local  A c t i v i t i e s  - Most " s t r e e t "  enforcement i s  performed by DPS 

and l o c a l  law enforcement agencies .  DPS's Div is ion  of Liquor Control  has 

56 o f f i c e r s  whose primary duty i s  t o  enforce l i q u o r  laws. These o f f i c e r s  

a r e  d i spersed  throughout t h e  S t a t e .  According t o  a  DPS r e p o r t ,  i n  1981 

DPS personnel  spent  near ly  50,000 man-hours i n  t h e  fol lowing 

l i q u o r - r e l a t  ed a c t i v i t i e s  : 

Liquor I n v e s t i g a t i o n s  - These i nc lude  both over t  and cover t  

i n v e s t i g a t i o n s  t o  d e t e c t  l i q u o r  v i o l a t  ions.  Many i n v e s t i g a t i o n s  

a r e  i n i t i a t e d  by r eques t s  from o t h e r  S t a t e  o r  l o c a l  agenc ies  

( inc lud ing  DLLC) o r  c i t i z e n  complaints .  A cove r t  ope ra t i on  i s  

aimed at d e t e c t i n g  "on view" v i o l a t i o n s  such a s  serving l i q u o r  t o  

minors. 

Rout ine License In spec t ions  - Simi l a r  t o  RLIs conducted by DLLC. 

In spec t ion  r e s u l t s  a r e  forwarded t o  DLLC. 

P re l i censu re  I n v e s t i g a t i o n s  - DPS screens  each l i q u o r  l i c e n s e  

a p p l i c a n t  f o r  c r imina l  involvement by checking DPS records 

( inc luding  f i n g e r p r i n t  checks)  and con tac t ing  o t h e r  S t a t e  

agenc ies .  A DPS agent a l s o  v i s i t s  t h e  proposed l o c a t i o n  of t h e  

es tab l i shment  t o  v e r i f y  t h a t  i t  meets l i c e n s i n g  requirements 

(e.g. ,  adequate d i s t a n c e  from schools  and churches) .  Resu l t s  of 

bo th  t h e  background check and t h e  l o c a t i o n  survey a r e  reported t o  

DLLC . 

Statewide,  t h e r e  a r e  approximately 5,000 c e r t i f i e d  peace o f f i c e r s  se rv ing  

wi th  l o c a l  law enforcement agencies .  Although no e s t ima te s  a r e  a v a i l a b l e  0 
of t h e  t ime  t h e s e  o f f i c e r s  may spend i n  l i quo r - r e l a t ed  enforcement 

a c t i v i t i e s ,  under t h e  p rov i s ions  of A.R.S. 541-1794 they c o n s t i t u t e  a  

s i g n i f i c a n t  resource  f o r  t h e  enforcement of l i q u o r  laws. 



Both c r i m i n a l  p rosecut ion  and admin i s t r a t i ve  a c t i o n  can  r e s u l t  from 

i n v e s t i g a t i v e  work performed by DPS and l o c a l  law enforcement o f f i c e r s  . 
Adminis t ra t ive  a c t i o n  ( i . e . ,  a c t i o n  aga ins t  a  l i q u o r  l i c e n s e )  i s  i n i t i a t e d  

by sending a n  i n v e s t i g a t i v e  r epo r t  of p o t e n t i a l  l i c e n s e e  v i o l a t i o n s  t o  

DLLC. DLLC enforcement s t a f f  review t h e  r epo r t  t o  determine whether 1 )  

t h e  v i o l a t i o n s  a r e  w i th in  DLLC's j u r i s d i c t i o n  and 2) t h e  repor t  con ta in s  

s u f f i c i e n t  evidence on which t o  proceed wi th  a  hear ing.  DLLC d i s c i p l i n a r y  

op t ions  i nc lude  f i n e s  and a c t i o n s  aga ins t  t h e  l i q u o r  l i c e n s e  

(suspension/revocat  ion) .  The p rov i s ions  of A.R.S. $41-1794 enacted i n  

1982" r e q u i r e  a l l  DPS and l o c a l  law enforcement o f f i c e r s  t o  forward 

i n v e s t i g a t i v e  r e p o r t s  of p o t e n t i a l  l i c e n s e e  v i o l a t  i ons  t o  DLLC. This has  

increased  t h e  number of r e p o r t s  s en t  t o  DLLC, a s  shown i n  Table 4. During 

t h e  f i r s t  ha l f  of ca l enda r  y e a r  1983 DLLC received 24 percent  more r e p o r t s  

t han  dur ing  t h e  e n t i r e  yea r  1982 and 41 percent  more t han  dur ing  1981. 

* House B i l l  2420 



TABLE 4 

REPORTS RECEIVED FROM LAW ENFORCEMENT 
AGENCIES DURING 1981, 1982 AND 1983 

J u r i s d i c t i o n  

Apache County S h e r i f f  
Apache J u n c t i o n  P.D. 
Avondale 
Bisbee P.D. 
Buckeye P.D. 
Casa Grande P.D. 
Chandler P. D. 
C l i f t o n  P.D. 
Cochise County S h e r i f f  
Coconino County S h e r i f f  
Coolidge P. D. 
Cot tonwood P .D. 
Douglas P.D. 
Eager P.D. 
E l  Mirage P.D. 
Eloy P.D. 
F l a g s t a f f  P.D. 
G i l a  County S h e r i f f  
G i l b e r t  P. D. 
Glendale  P .D. 
Globe P.D. 
Guadalupe P.D. 
Holbrook P. D. 
Huachuca P.D. 
Jerome P.D. 
Kingman P.D. 
Lake Havasu P.D. 
Marana P.D. 
Maricopa County S h e r i f f  
Mesa P.D. 
Mohave County S h e r i f f  
Navajo County S h e r i f f  
P a r a d i s e  Val ley P.D. 
Parker  P.D. 
Payson P.D. 
P e o r i a  P.D. 

1983 
as of 

June 24 



TABLE 4 (Concl 'd)  

REPORTS RECEIVED FROM LAW ENFORCEMENT 
AGENCIES DURING 1981, 1982 AND 1983 

J u r i s d i c t i o n  

Phoenix P.D. 
Pima County S h e r i f f  
P i n a l  County S h e r i f f  
P r e s c o t t  P .D. 
P r e s c o t t  Val ley P.D. 
San L u i s  P.D. 
S c o t t s d a l e  P.D. 
Show Low P.D. 
S u p e r i o r  P.D. 
South Tucson P.D. 
S u r p r i s e  P.D. 
Tempe P.D. 
Tucson P.D. 
Wickenburg P.D. 
Wilcox P.D. 
Winslow P.D. 

I) Yavapai County S h e r i f f  
Yuma P.D. 
Yuma County S h e r i f f  
DPS 

T o t a l  

1983  
as of 

1982 - June 24 



Due t o  t h e  number and geographical  d i s p e r s i o n  of l i censed  establ ishments ,  

and cons ider ing  t h e  small  s i z e  of i t s  own s t a f f ,  DLLC can  most e f f e c t i v e l y  

and e f f i c i e n t l y  e x e r c i s e  i t s  enforcement a u t h o r i t y  by re ly ing  on DPS and 

l o c a l  law enforcement agencies  throughout t h e  S t a t e .  Even now t h e  vast  

major i ty  of DLLC's admin i s t r a t i ve  a c t i o n s  aga ins t  l i c e n s e e s  a r e  based on 

i n v e s t i g a t i v e  work done by t h e s e  o the r  agencies .  I n  f a c t ,  during 1982 

only 9 percent  of a l l  admin i s t r a t i ve  a c t i o n s  o r ig ina t ed  wi th  DLLC 

i n v e s t i g a t o r s .  

Unable t o  Take Action 
Against Licensees 

In  many in s t ances  DLLC has been unable t o  t a k e  a c t i o n  aga ins t  l i censees  

because of inadequate  i n v e s t i g a t i v e  r epo r t s  from l o c a l  law enforcement 

agencies .  Many r e p o r t s  do not con ta in  enough information and/or a r e  sen t  

t o  DLLC s o  l a t e  t h a t  s o l i d  c a s e s  cannot be prepared f o r  admin i s t r a t i ve  

ac t ion .  

During t h e  a u d i t ,  s eve ra l  sources ind ica ted  t h a t  DLLC was not taking 

s u f f i c i e n t  a c t  i o n  aga ins t  es tab l i shments  with h i s t o r i e s  of repeated 

violence r e l a t e d  t o  l i q u o r  consumption. We se l ec t ed  f o u r  bars  which had 

r epu ta t ions  a s  "problem bars"  and reviewed DLLC f i l e s  t o  determine what 

p o t e n t i a l  v i o l a t  i ons  have been reported and what follow-up a c t  ions  have 

been t aken  by DLLC. The h i s t o r y  f o r  each bar--part icular ly r e l a t i n g  t o  

violence*--is summarized i n  Table 5 f o r  ca lendar  y e a r  1982 and part  of 

1983. 

* A.R.S. §4-210 s t a t e s ,  i n  p a r t :  

"A. The Board may suspend, revoke, r e f u s e  t o  renew and 
t h e  superintendent  may suspend any l i c e n s e  i ssued  pursuant 
t o  t h i s  chap te r  f o r  any of t h e  following reasons:  

1. There occurs  on t h e  l icensed  premises repeated a c t s  
of v io lence  o r  d i so rde r ly  conduct." 

R4-15-213 s t a t e s ,  i n  pa r t :  

"A l i c e n s e e  upon whose l i censed  premises a n  a c t  of 
v io lence  occurs  s h a l l  make a  d e t a i l e d ,  w r i t t e n  repor t  
w i th in  24 hours of such a c t  of v io lence  t o  t h e  Department 
of Liquor Licenses and Control." 



TABLE 5 

ANALYSIS OF INCIDENTS REPORTED 
AND SUBSEQUENT ACTIONS BY DLLC 
FOR FOUR LIQUOR ESTABLISHMENTS 

Liquor Period Covered by To ta l  Number Number Involving Violence** D i s c i p l i n a r y  Action by DLLC 
Establishment Reports i n  of Reports I n s i d e  Outside To ta l  Number and Nature of F i n a l  D i spos i t i on  

Audi tor ' s  Analysis* Bar Bar --- Citations/Warnings Issued 

Bar A Jan. 1982-Jul. 1983 2  7  

Bar B 

Bar C 

Bar D 

Jan.  1982-Dec. 1982 4  6 

Jan. 1982-Mar. 1983 27 

Jan. 1982-Jun. 1983 74 

1 3  7 20 1 c i t a t i o n  i ssued 7/8/82 Licensee consented t o  $700 
con ta in ing  9  cha rges ,  f i n e  f o r  1 charge  of 
inc luding unreported a c t s  unreported v io l ence ;  o t h e r  
of v io lence ,  overserving and cha rges  d ismissed 
repeated a c t s  of v io lence  

1 c i t a t i o n  i ssued 9/14/82 
conta in ing 1 charge of 
exposure and 2  charges  of 
touching 

1 warning l e t t e r  f o r  employee 
d r ink ing  

1 0  36 6  warning l e t t e r s ,  mostly f o r  
v io lence  

11 23 1 warning l e t t e r  f o r  unreported 
v io lence  

Licensee  c , o ~ e p t ~ ; ~ ~ ~ ~ $ 3 0 _ 0 ~  
f i n e  f o r  1 charge  of touching;  
o t h e r  cha rges  d ismissed 

1 c i t a t i o n  i ssued 4/27/83 Informal conference  with 
conta in ing 7 charges ,  inc luding l i c e n s c e  pending a s  of 
unreported v io lence ,  overserving,  of 9 /8 /83 
locked f r o n t  door s  and repeated  
a c t s  of v io lence  

11 25*** 1 c i t a t i o n  i ssued 4/27/83 Hearing pending a s  of 9 /8 /83 
conta in ing 24 charges ,  inc luding 
15 f o r  unreported a c t s  of v io lence  
and 5  f o r  overserving 

1 warning l e t t e r  f o r  a l lowing 
in tox ica t ed  person t o  remain on 
premises 

* The per iods  s p e c i f i e d  a r e  based upon t h e  d a t e s  of t h e  i n c i d e n t s  repor ted  by t h e  l o c a l  agencies .  We reviewed only those  r e p o r t s  which were i n  
t h e  l i c e n s e e ' s  permanent f i l e s  a t  t h e  t ime of t h e  ana lys i s .  Other more c u r r e n t  r e p o r t s  were i n  d i f f e r e n t  s t a g e s  of review by DLLC s t a f f  and 
thus  were not a v a i l a b l e  f o r  our review. 

** Many of t hese  r e p o r t s  i n v o l v i w  v io l ence  a l s o  noted o t h e r  p o t e n t i a l  l i q u o r  law v i o l a t i o n s ,  such a s  overserving ( se rv ing  t o  an i n t o x i c a t e d  
person) and allowing an  in tox ica t ed  person t o  remain on t h e  premises.  2 

*** Of the  o the r  49 r e p o r t s  not involving v io lence  (74-25=49), 11 were drug r e l a t e d ,  3  were p r o s t i t u t i o n  r e l a t e d ,  7  were a r r e s t s  f o r  outs tanding , ( 
warrants  and 4 were r e l a t e d  t o  pick-pocketing inc iden t s .  

I 



We quest ioned t h e  DLLC Superintendent  and Attorney General represen t  a t  i v e  

t o  determine why t h e  Department d id  not t a k e  more a c t i o n  aga ins t  t h e s e  

licensees. Various reasons  were g iven  f o r  i nac t ion .  For example, some 

v io l ence  i s  i n e v i t a b l e  and i s  t h e r e f o r e  dismissed i f  1 )  t h e  p o l i c e  repor t  

i n d i c a t e s  t h a t  t h e  l i c e n s e e ' s  employees responded proper ly  t o  s t o p  t h e  

d i s tu rbance  o r  2) t h e r e  were no i n j u r i e s  a s  def ined  by t h e  regulat ions."  

Oftentimes a  f i g h t  has  ended before  t h e  p o l i c e  a r r i v e  and no one i s  

w i l l i n g  t o  t e s t i f y  t h a t  t h e  i nc iden t  occurred o r  how it s t a r t e d .  

Frequent ly  f i g h t s  have moved o u t s i d e  before  p o l i c e  a r r i v e ,  making i t  more 

d i f f i c u l t  f o r  t h e  o f f i c e r s  t o  e s t a b l i s h  t h e  f a c t  t h a t  t h e  violence began 

on t h e  " l icensed  premises. "** 

According t o  t h e  Superintendent  and Attorney General represen t  a t  i v e ,  DLLC 

could t a k e  d i s c i p l i n a r y  a c t i o n  i n  more i n s t a n c e s  i f  p o l i c e  i n v e s t i g a t i o n s  

and r e p o r t s  were more complete. I n  many in s t ances  a l l  t h e  evidence needed 

f o r  a d m i n i s t r a t i v e  a c t i o n  may have been a t  hand when t h e  p o l i c e  a r r i v e d ,  

but because of inadequate  i n v e s t i g a t i o n s  and/or  r e p o r t s  DLLC could not 

p repare  s o l i d  ca se s .  For example, t a k e  a  t y p i c a l  s i t u a t i o n  i n  which a  

f i g h t  between two in tox i ca t ed  persons s t a r t s  i n  a  ba r  but moves ou t s ide  

before  t h e  p o l i c e  a r r i v e .  Apparently t h e s e  persons were overserved i n  t h e  

bar ,  which i s  a l s o  a  v i o l a t i o n  of t h e  l i q u o r  s ta tutes .*** However, when 

t h e  p o l i c e  a r r i v e  t h e  persons a r e  no longer  on t h e  "premises" a s  def ined 

i n  A.R.S. ' 34-101. Therefore ,  i n  o rde r  t o  document t h e  v io l ence  and 

overserving v i o l a t i o n s ,  t h e  o f f i c e r s  should t ake  t h e  f i g h t e r s  i n t o  t h e  bar 

and at tempt  t o  o b t a i n  s u f f i c i e n t  testimony t h a t  t h e s e  persons had i n  f a c t  

been served and s t a r t e d  f i g h t i n g  i n  t h a t  bar .  I f  t h e  o f f i c e r s  f a i l  t o  do 

t h i s ,  then  DLLC i s  faced wi th  t h e  choice  of e i t h e r  dismissing t h e  mat te r  

o r  conduct ng a  time-consuming follow-up i n v e s t i g a t i o n  t o  g a t h e r  t h e  

evidence needed f o r  a d m i n i s t r a t i v e  a c t i o n .  The l a t t e r  i s  o f t e n  impossible  

* R4-15-213 d e f i n e s  v io lence  a s  ". . . any d i s t u r b a n c e  i n  which bodi ly  
i n j u r i e s ,  f a t a l  o r  no t ,  a r e  sus ta ined  by any person. . . ." 

** A.R.S. 54-lOl(17) d e f i n e s  t h e  " l icensed  premises" a s  ". . . t h e  a r e a  
from which t h e  l i c e n s e e  i s  au thor ized  t o  s e l l ,  d i spense ,  o r  se rve  
s p i r i t u o u s  l i q u o r s  under t h e  p rov i s ion  of t h e  l i c ense . "  

*** A.R.S. $4-244(14) 



because wi tnesses  a r e  no longer  ava i l ab l e .  The d i f f i c u l t y  of ob ta in ing  

evidence i s  compounded i f  t h e  p o l i c e  r epo r t  i s  not sen t  t o  DLLC u n t i l  

s e v e r a l  months a f t e r  t h e  inc iden t .  

One of t h e  fou r  ba r s  reviewed i l l u s t r a t e s  t h e  importance of sending 

i n v e s t i g a t i v e  r e p o r t s  t o  DLLC i n  a  t imely manner. I n  November 1981 DLLC 

suspended Bar D ' s  l i c e n s e  f o r  1 0  days f o r  va r ious  v i o l a t i o n s .  This  a c t i o n  

was based on r epor t s  submitted by t h e  l o c a l  p o l i c e  department. Af t e r  t h e  

suspension ended, no r e p o r t s  were sen t  t o  DLLC f o r  approximately 1 8  

months. During t h i s  period numerous r e p o r t s  a l l e g i n g  l i q u o r  v i o l a t  i ons  by 

Bar D were w r i t t e n  by t h e  l o c a l  o f f i c e r s ,  but t h e s e  were not sent  t o  DLLC 

because of a  misunderstanding wi th in  t h e  p o l i c e  department.  F i n a l l y ,  a  

l o c a l  newspaper s to ry  noted t h e  f requent  v io lence  occurr ing a t  Bar D and 

c r i t i c i z e d  DLLC f o r  not t ak ing  more a c t i o n  aga ins t  t h e  l i censee .  DLLC 

subsequently contacted t h e  l o c a l  p o l i c e  department and requested t h a t  t h e  

pas t  r e p o r t s  be s e n t ,  many of which were more than  a  y e a r  old .* Based on 

t h e s e  r e p o r t s ,  DLLC has  issued a  c i t a t i o n  t o  t h e  l i c e n s e e  noting 24 

p o t e n t i a l  v i o l a t i o n s ;  a s  of September 8,  1983, a  hearing i s  pending. 

According t o  t h e  Attorney General represent  a t  i v e  many o the r  apparent 

v i o l a t i o n s  noted on t h e  p o l i c e  r e p o r t s  were dropped because t h e  passage of 

t ime s i n c e  t h e  i n c i d e n t s  occurred made it impossible t o  l o c a t e  witnesses .  

DLLC Should Work More Closely 
with Local Enforcement Agencies 

DLLC c a n  improve t h e  q u a l i t y  of l o c a l  reporting--and hence t h e  

e f f e c t i v e n e s s  of l i q u o r  law enforcement--by working more c l o s e l y  wi th  

l o c a l  l a w  enforcement agencies .  To f r e e  more resources  f o r  t h i s  r o l e ,  

DLLC should e l imina te  r e s t au ran t  a u d i t s .  

* Of t h e  74 r e p o r t s  shown i n  Table 5 f o r  t h i s  establ ishment ,  37 were 
received by DLLC more than  6 months a f t e r  t h e  i n c i d e n t s  occurred. 



Lia i son  wi th  Other Agencies - A s  explained e a r l i e r ,  DLLC must r e l y  on DPS 

and l o c a l  l aw enforcement agenc ies  f o r  most " s t r e e t "  enforcement work. 

These agenc ies  a r e  a l r eady  genera t ing  most of DLLC's d i s c i p l i n a r y  c a s e s  by 

forwarding r e p o r t s  involv ing  l i q u o r  law v i o l a t  ions.  However, t h e s e  

agenc ies  apparen t ly  have t h e  p o t e n t i a l  t o  provide much b e t t e r  enforcement 

t h a n  i s  now occurr ing.  To achieve t h i s  p o t e n t i a l  DLLC should s t r eng then  

i t s  l i a i s o n  r o l e ,  inc lud ing  more emphasis i n  t h e  t r a i n i n g  a r ea .  By t h i s  

means DLLC can  he lp  l o c a l  law enforcement o f f i c e r s  improve t h e  q u a l i t y  of 

i n v e s t i g a t i o n s  and r e p o r t s  involv ing  l i q u o r  es tab l i shments  . 

U n t i l  r e c e n t l y  DLLC has done r e l a t i v e l y  l i t t l e  t o  improve t h e  q u a l i t y  of 

l i q u o r  enforcement by l o c a l  agencies .  According t o  t h e  DLLC c h i e f  

i n v e s t i g a t o r ,  i f  a n  agency 's  r e p o r t s  were c o n s i s t e n t l y  l a t e  o r  inadequate ,  

no one contac ted  t h e  agency t o  determine why o r  t o  exp la in  how t h e  r e p o r t s  

could be improved. Our c o n t a c t s  wi th  t h e  l o c a l  agenc ies  i n  whose 

j u r i s d i c t i o n  t h e  f o u r  "problem bars"  a r e  l oca t ed  confirm t h i s  s ta tement .  

One agency s a i d  it was unaware DLLC considered i t s  r e p o r t s  t o  be 

inadequate .  A second agency, l ack ing  s p e c i f i c  feedback from DLLC 

regard ing i t s  repor t  s,  maintained t h a t  i t s  r e p o r t s  a r e  adequate f o r  DLLC 

t o  a c t  on. Another agency, not r e l a t e d  t o  t h e  bars  mentioned above, s a i d  

t h a t  DLLC had r ecen t ly  commented on a l a c k  of documentation i n  i t s  

r e p o r t s ;  but when it questioned DLLC, it was not g iven  gu ide l ines  f o r  

c o r r e c t i n g  t h e  problem. (I 

I n  a d d i t i o n ,  a s  i l l u s t r a t e d  by t h e  e a r l i e r  example (Bar D), no one was 

reviewing t h e  DLLC repo r t  l og  t o  i d e n t i f y  agenc ies  w i th  unusually low 

numbers of r e p o r t s .  This  simple a n a l y t i c a l  t a s k  could he lp  DLLC i d e n t i f y  a 
l o c a l  agenc ies  which might no t  be f u l f i l l i n g  t h e  r epo r t i ng  requirement of 

A.R.S. $41-1794, For example, Table 4 (page 18 )  shows t h e  number of 

r e p o r t s  from each l o c a l  enforcement agency i n  1981, 1982 and p a r t  of 

1983. The f l u c t u a t i o n s  f o r  s e v e r a l  agenc ies  could i n d i c a t e  a r epo r t i ng  

problem. I n  p a r t i c u l a r ,  Kingman sen t  33 r e p o r t s  i n  1981 but only 2 i n  

1982 and only 1 i n  1983 ( a s  of June 24).  Payson sen t  23 r e p o r t s  i n  1981 

but only 2 i n  1982 and none i n  1983 ( a s  of June 24).  By con tac t ing  t h e s e  

two agenc ies  w e  were t o l d  Payson was unaware t h a t  a mandatory r epo r t i ng  



requirement ex i s t ed .  The Ringman o f f i c i a l  t o l d  us he was unaware t h a t  h i s  

department had not been sending r e p o r t s  and t h a t  t h e r e  must have been an  

administ  r a t  i v e  mistake. 

During t h e  a u d i t ,  DLLC began a  program t o  e s t a b l i s h  a  l i a i s o n  wi th  each  

l o c a l  agency. I n  June 1983 t h e  superintendent  began ass ign ing  h i s  

i n v e s t i g a t o r s  t o  s e p a r a t e  a r e a s  of t h e  S t a t e .  The i n v e s t i g a t o r s  a r e  t o  

p e r i o d i c a l l y  con tac t  each l o c a l  p o l i c e  agency and in spec t  each l i c e n s e e  

w i th in  t h e i r  d i s t r i c t s .  The super in tendent  estimates t h a t  each 

enforcement agency should be contac ted  about every two months. According 

t o  t h e  c h i e f  i n v e s t i g a t o r ,  once i n i t i a l  c o n t a c t s  have been made, t hen  h i s  

s t a f f  w i l l  t ake  a  problem-solving approach i n  l a t e r  c o n t a c t s  such a s  a  

d i s c u s s i o n  of r epo r t i ng  problems. 

DLLC has provided some t r a i n i n g  t o  l o c a l  agenc ies ,  but p o t e n t i a l l y  could 

provide much more. For example, i n  a  recent  18-month period DLLC s t a f f  

were involved i n  t r a i n i n g  only 38 days.  Half of t hose  s e s s ions  involved 

law enf orcement agenc ies  and h a l f  involved l i q u o r  r e t a i l e r s .  According t o  

t h e  ch i e f  i n v e s t i g a t o r ,  DLLC1s t r a i n i n g  program i s  being explained t o  each 

l o c a l  agency dur ing  t h e  i n i t i a l  c o n t a c t s  descr ibed  above. 

El iminate  Restaurant  Audits  - DLLC could devote  more s t a f f  t ime  t o  t h i s  

l i a i s o n  and t r a i n i n g  r o l e  by e l imina t ing  r e s t a u r a n t  a u d i t s ,  which a r e  

c o s t l y  and unnecessary. According t o  t h e  super in tendent ,  one DLLC 

i n v e s t i g a t o r  had been assigned nea r ly  fu l l - t ime  t o  t h e s e  a u d i t s  i n  t h e  

pas t .  ( P r i o r  t o  t h i s  y e a r ,  t h i s  represented 25 percent  of t h e  enforcement 

s t a f f  .) However, t h e s e  a u d i t s  d o  not appear t o  d e t e r  noncompliance 

because few l i c e n s e e s  a r e  sub jec t  t o  a u d i t .  The 45 a u d i t s  done i n  1982 

represen t  only 5 percent of a l l  l i c ensed  r e s t a u r a n t s .  The f a c t  t h a t  17 of 

t hose  audi ted  (38 percent )  were not i n  compliance wi th  t h e  food 

requirement sugges ts  t h a t  t h e  minimal coverage has  l i t t l e  d e t e r r e n t  e f f e c t  

on t h e  o the r  l i c ensees .  



I f  quotas  a r e  e l imina t ed ,  a s  recommended i n  Finding 11, then  t h e r e  w i l l  be 

no need f o r  t h e  40 percent  food requirement* and t h u s  no need f o r  

r e s t au ran t  a u d i t s .  I f  quotas  a r e  cont inued,  DLLC should cons ide r  a n  

a l t e r n a t i v e  method f o r  encouraging compliance. One s o l u t i o n  might be a 

c e r t i f i c a t i o n  program. A r e s t a u r a n t  l i c e n s e e  could be required t o  submit 

evidence, c e r t i f i e d  by a CPA, a t t e s t i n g  t o  t h e  breakdown of s a l e s  between 

food and a l c o h o l i c  d r i n k s .  DLLC could adopt r e g u l a t i o n s  spec i fy ing  t h e  

procedures t h e  CPA should fo l l ow  t o  v e r i f y  t h a t  t h e  requirement i s  met. 

Thus, with a minimal amount of s t a f f  t ime and follow-up, DLLC could expand 

i t s  monitoring e f f o r t  t o  i nc lude  a l l  r e s t au ran t  l i c e n s e e s .  

More S t a f f  May B e  Needed - DLLC may need more s t a f f  t o  handle  t h e  

i nc reas ing  number of r e p o r t s  from law enforcement agencies .  Addi t iona l  

emphasis on t r a i n i n g  combined wi th  t h e  e f f e c t  of t h e  1982 law i s  l i k e l y  t o  

cont inue ,  i nc reas ing  t h e  number of i n v e s t i g a t i v e  r e p o r t s  forwarded t o  

DLLC. Thus, DLLC may need a d d i t i o n a l  enforcement s t a f f  t o  review and 

fo l low  up on t h e s e  r e p o r t s  and a d d i t i o n a l  c l e r i c a l  s t a f f  t o  prepare 

c i t a t i o n s  and handle  t h e  paperwork r e s u l t i n g  from admin i s t r a t i ve  

hear ing s . ** 

CONCLUSION 

DLLC's a b i l i t y  t o  r e g u l a t e  t ype  6 l i c e n s e e s  ( i . . ,  on-sale a l l - l i q u o r  

r e t a i l e r s )  depends l a r g e l y  on t h e  q u a l i t y  of i n v e s t i g a t i o n s  and repor t ing  

by l o c a l  law enforcement personnel.  B e t t e r  and more t imely r e p o r t s  from 

t h e  l o c a l  agenc ies  would enable  DLLC t o  t a k e  d i s c i p l i n a r y  a c t i o n  i n  more 

ca se s .  DLLC can  he lp  t h e s e  agenc ies  improve t h e i r  r epo r t i ng  by p lac ing  

more emphasis on i t s  l i a i s o n  and t r a i n i n g  r o l e s .  

* Apparently t h e  r a t i o n a l e  f o r  t h e  40 percent  food requirement i s  t h a t  
i t  prevents  a person from opening a r e s t a u r a n t  t o  circumvent t h e  
c u r r e n t  r e s t r i c t i o n s  on t h e  number of on-sale a l l - l i q u o r  l i c e n s e s .  

** The number of admin i s t r a t i ve  c i t a t i o n s  has  a l ready  increased  
s u b s t a n t i a l l y  i n  t h e  pas t  year .  DLLC issued  164 adminis t  r a t  i v e  
c i t a t i o n s  i n  1981, 207 i n  1982 and 213 a s  of September 12,  1983. 
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1. To improve t h e  q u a l i t y  of r epo r t i ng  by l o c a l  law enforcement agenc ies ,  

DLLC should g i v e  more emphasis t o  i t s  l i a i s o n  r o l e  by a )  con tac t ing  

each agency on a r e g u l a r ,  f requent  b a s i s  and b) increas ing  i t s  

t r a i n i n g  e f f o r t s .  

2. To provide g r e a t e r  resources  f o r  more c r i t i c a l  enforcement a c t i v i t i e s ,  

DLLC should e l imina t e  r e s t au ran t  a u d i t s  and cons ide r  a l t e r n a t i v e  

methods of encouraging compliance wi th  t h e  s t a t u t o r y  food 

requirement.  One s o l u t i o n  might be t o  r e q u i r e  l i c e n s e e s  t o  submit 

c e r t i f i c a t i o n  a t t e s t e d  by a CPA. 

3. The Leg i s l a tu re  should cons ider  providing DLLC a d d i t i o n a l  s t a f f  t o  

process  t h e  increased number of r e p o r t s  from law enforcement agencies .  

4. The L e g i s l a t u r e  should cons ide r  reviewing a g a i n  t h e  enforcement 

a c t i v i t i e s  of DLLC i n  approximately two y e a r s  t o  eva lua t e  DLLC's 

e f f e c t i v e n e s s  once t h e  repor t ing  of l i q u o r  v i o l a t i o n s  i s  improved. 



FINDING I1 ' 

RESTRICTIONS ON LIQUOR LICENSE ISSUANCES SHOULD BE REMOVED BECAUSE THEY 

ARE INEFFECTIVE AND CREATE ARTIFICIAL BARRIERS TO ENTRY. 

R e s t r i c t i o n s  on  t h e  number of l i q u o r  l i c e n s e s  i s s u e d  should be 

e l i m i n a t e d .  These r e s t r i c t i o n s  a r e  i n e f f e c t i v e  i n  ach iev ing  t h e  

t r a d i t i o n a l  g o a l s  of promoting temperance and a i d i n g  enforcement.  

R e s t r i c t i o n s  have no t  decreased  t h e  number of r e t a i l  o u t l e t s .  Research 

i n d i c a t e s  t h a t  e l i m i n a t i n g  q u o t a s  should no t  i n c r e a s e  consumption o r  p l a c e  

a n  a d d i t i o n a l  burden on enforcement.  L icense  i s s u a n c e s  cou ld  t h e n  be 

based on p u b l i c  need and convenience r a t h e r  t h a n  a r t i f i c i a l  b a r r i e r s  t o  

e n t r y  t h a t  p r o t e c t  t h e  i n d u s t r y .  

Background 

A.R.S. $4-206 r e s t r i c t s ,  based on  coun ty  p o p u l a t i o n ,  t h e  number of r e t a i l  

l i q u o r  e s t a b l i s h m e n t s  which a r e  pe rmi t t ed  t o  se l l  a l l  s p i r i t o u s  l i q u o r s .  

N e i t h e r  t h e  t o t a l  number of on-sale ( t y p e  6 )  l i c e n s e s  n o r  t h e  t o t a l  number 

of o f f - sa le*  ( t y p e  9 )  l i c e n s e s  w i t h i n  a  s i n g l e  county a r e  pe rmi t t ed  t o  

exceed : 

* A.R.S. 34-101, S u b s e c t i o n s  1 4  and 1 5  d e f i n e  o f f - s a l e  and on-sale  
r e t a i l e r s  as f o l l o w s  : 

"14. "Off-sale r e t a i l e r "  means any person  o p e r a t i n g  a  
bona f i d e  r e g u l a r l y  e s t a b l i s h e d  re ta i l  l i q u o r  s t o r e  
s e l l i n g  s p i r i t  ous  l i q u o r s ,  wines  and b e e r ,  and any 
e s t a b l i s h e d  r e t a i l  s t o r e  s e l l i n g  commodities o t h e r  t h a n  
s p i r i t u o u s  l i q u o r s  and engaged i n  t h e  s a l e  of s p i r i t u o u s  
l i q u o r s  on ly  i n  t h e  o r i g i n a l  package,  t o  be t a k e n  away 
from t h e  p remises  of t h e  r e t a i l e r  and t o  be consumed of f  
t h e  premises .  

"15. "On-sale r e t a i l e r "  means any person  o p e r a t i n g  a n  
e s t a b l i s h m e n t  where s p i r i t u o u s  l i q u o r s  a r e  s o l d  i n  t h e  
o r i g i n a l  c o n t a i n e r  f o r  consumption on o r  o f f  t h e  premises  
and i n  i n d i v i d u a l  p o r t i o n s  f o r  consumption on t h e  
premises ."  



"1. One l i c e n s e  f o r  each one thousand i n h a b i t a n t s  f o r  
t h e  f i r s t  twenty-f our  thousand inhab i t  a n t s  w i th in  t h e  
county,  and i n  a d d i t i o n  
2. One l i c e n s e  f o r  each two thousand i n h a b i t a n t s  f o r  
t h e  populat ion wi th in  t h e  county from twenty-five 
thousand through one hundred thousand i n h a b i t a n t s ,  and 
i n  a d d i t i o n  
3 .  One l i c e n s e  f o r  each two thousand f i v e  hundred 
i n h a b i t a n t s  f o r  t h e  popula t ion  wi th in  t h e  county from 
one hundred thousand inhab i t  an t s "  

In a d d i t i o n ,  on-sale wine and beer  l i c e n s e s  ( type  7) a r e  r e s t r i c t e d  t o  one 

l i c e n s e  f o r  each 500 inhab i t an t s .  Type 6 l i c e n s e s  a r e  included i n  t h e  

count f o r  determining a v a i l a b i l i t y  of t ype  7 ' s  because type  6 l i c e n s e s  a l s o  

permit t h e  s a l e  of wine and beer.  

Because l i c e n s e s  which a l low t h e  s a l e  of a l l  a l coho l i c  beverages, both on- 

and o f f  - sa le ,  have t h e  h ighes t  demand, t h e s e  l i c e n s e s  have reached t h e i r  

s t a t u t o r y  l i m i t s  i n  most count ies .  Theref ore ,  only county populat ion 

inc reases  a l low i ssuances  of new type  6 and 9  l i c e n s e s .  Because t h e  number 

of a p p l i c a n t s  f o r  new 6 and 9 l i c e n s e s  i s  g r e a t e r  than  t h e  number of 

a v a i l a b l e  l i c e n s e s ,  t h e  Department of Liquor Licenses and Control (DLLC) 

i n s t i t u t e d  a n  annual  l o t t e r y  i n  1975. The l o t t e r y  drawing process  

determines which a p p l i c a n t s  w i l l  be considered f o r  t h e  type  6 and 9  

l i c e n s e s  c r ea t ed  by populat ion growth.* In  1982, o r i g i n a l  type  6 l i c e n s e s  

were i ssued  i n  only two coun t i e s  and o r i g i n a l  type  9 l i c e n s e s  were issued 

i n  only f o u r  counties.** 

* Finding V d e s c r i b e s  l o t t e r y  drawing procedures. 
** Although type  7  l i c e n s e s  a r e  r e s t r i c t e d ,  they have not reached quota 

l i m i t s  and a r e  t h e r e f o r e  not included i n  t h e  l o t t e r y .  



R e s t r i c t i o n s  Are I n e f f e c t i v e  
i n  At ta in ing  Goals 

License i ssuance  r e s t r i c t i o n s  a r e  not e f f e c t i v e  i n  a t t a i n i n g  t h e  

t r a d i t i o n a l  g o a l s  of promoting temperance, p ro t ec t ing  t h e  l i q u o r  i ndus t ry  

and a id ing  enforcement. Due t o  c u r r e n t  exc lus ions  and h i s t o r i c a l  

s t a t u t o r y  exemptions from quotas ,  t h e  t o t a l  number of r e t a i l  o u t l e t s  i s  

not l imi ted .  Arizona has high a l coho l i c  beverage a v a i l a b i l i t y ,  t h e  number 

of o u t l e t s  t o  be pol iced i s  l a r g e  and quotas have f a i l e d  t o  p ro t ec t  

bus inesses  from f i n a n c i a l  d i s t r e s s .  

Goals - Although t h e  s t a t u t e s  do  not s p e c i f i c a l l y  s t a t e  t h e  i n t e n t  of 

c r e a t i n g  quotas ,  a u t h o r i t a t i v e  sources i n d i c a t e  t h a t  such r e s t r i c t  i ons  

were o r i g i n a l l y  placed on l i c e n s e s  t o  1) p__rpmote--ternperanc~e~,,_J)-p,r,ot~ct 

t h e  l i q u o r  An Arizona cour t  c a s e  -.-.----- - / 

c i t e s  temperance a s  a  reason f o r  r e s t r i c t i n g  l i c e n s e s .  A 1938 Tax 

Commission* repor t  requested l i m i t s  on l i c e n s e  i ssuances  t o  p ro t ec t  t h e  

l i q u o r  indus t ry  and t o  a i d  law enforcement. According t o  a  1973 r epor t  by 

t h e  J o i n t  Committee of t h e  S t a t e s  t o  Study Alcoholic Beverage Laws, s t a t e s  

l i m i t  l i c e n s e s  t o  a i d  enforcement by ensuring l i c e n s e e s  a c e r t a i n  

f i n a n c i a l  s e c u r i t y .  The r epor t  s t a t e s  i n  p a r t :  

". . . Most s t a t e s  at tempt  t o  keep t h e  number of 
l i censed  out l e t s  w i th in  such l i m i t s  t h a t  opera t ing  
l i c e n s e e s  a r e  not i n  pe renn ia l  f i n a n c i a l  d i s t r e s s  
because of ex t ens ive  competi t ion,  s i n c e  t h i s  could lead 
t o  t h e  s o c i a l  e v i l s  t h a t  t h e  l i q u o r  laws seek t o  
e l imina te .  "** 

* DLLC's predecessor ,  t h e  Temperance Enforcement Commission, was pa r t  of 
t h e  Tax Commission. 

** Joint  Committee of t h e  S t a t e s  t o  Study Alcoholic Beverage Laws, 
Alcoholic Beverage Control ,  1973, page 21. 



Exclus ions  and Excep t ions  - Due t o  e x c l u s i o n s  and h i s t o r i c a l  e x c e p t i o n s  t o  

t h e  quo ta ,  t h e  t o t a l  number of r e t a i l  o u t l e t s  i s  no t  l i m i t e d .  Numerous 

l i c e n s e  t y p e s  are n o t  r e s t r i c t e d  and i s s u a n c e s  exceed quo ta  l i m i t s  a s  a 

r e s u l t  of v a r i o u s  l e g i s l a t i v e  a c t i o n s .  

Not a l l  l i c e n s e s  a r e  s u b j e c t  t o  p o p u l a t i o n  r e s t r i c t i o n s .  A s  shown i n  

Tab le  6, q u o t a s  a r e  placed on o n l y  t h r e e  of e i g h t  r e t a i l  l i c e n s e  t y p e s .  

Hotel /motel  l i c e n s e s  were kep t  under quo ta  f rom 1939 u n t i l  1950, a t  which 

t i m e  t h e  r e s t r i c t i o n  w a s  removed. R e s t a u r a n t s  were r e s t r i c t e d  as a n  

on-sale e s t a b l i s h m e n t  u n t i l  t h e  e a r l y  1960s when t h e y  were made a s e p a r a t e  

u n r e s t r i c t e d  l i c e n s e  t y p e .  U n r e s t r i c t e d  l i c e n s e s  now account  f o r  about  40 

p e r c e n t  of a l l  r e t a i l  l i c e n s e s  and may s e r v e  t o  circumvent quo ta  

r e s t r i c t i o n s .  For  example, A.R.S. $4-205,2(G) r e q u i r e s  r e s t a u r a n t s  t o  

d e r i v e  a t  l e a s t  40 p e r c e n t  of t h e i r  g r o s s  revenues  from food s a l e s .  I n  

1982 DLLC a u d i t e d  45 s e l e c t e d  r e s t a u r a n t s  and found 38 p e r c e n t  f a i l e d  t o  

meet t h e  food s a l e s  requirement  .* 

H i s t o r i c a l l y ,  s t a t u t o r y  e x c e p t i o n s  t o  t h e  quo ta  have a l s o  c o n t r i b u t e d  t o  

t h e  sys tem's  i n e f f e c t i v e n e s s  i n  reducing t h e  number of o u t l e t s .  When 

q u o t a s  were e s t a b l i s h e d  f o r  h o t e l s  and on-premise a l l - b e v e r a g e  l i c e n s e s  i n  

1939,  e x i s t i n g  l i c e n s e s  were g r a n d f a t h e r e d  and a l lowed t o  c o n t i n u e  

o p e r a t  ion .  I n  1941, grandf  a t h e r i n g  a l s o  occur red  when o f f  -premise 

a l l - b e v e r a g e  ( t y p e  9)  l i c e n s e s  were placed under  quota .  The grandf a t  hered 

l i c e n s e s  were counted i n  de te rmin ing  l i c e n s e s  a v a i l a b l e  f o r  i s suance .  

The 1961  lease-replacement  b i l l  which p r o h i b i t e d  l e a s i n g  l i q u o r  l i c e n s e s  

t o  t h i r d  p a r t i e s  f u r t h e r  compounded t h e  problem. Both l e s s o r s  and 

o r i g i n a l  l i c e n s e e s  were al lowed t o  keep t h e i r  l i c e n s e s .  U n t i l  1980, t h e s e  

l e a s e  rep lacements  were excluded from t h e  c o u n t s  f o r  de te rmin ing  l i c e n s e  

a v a i l a b i l i t y .  

* P r i o r  t o  J u l y  1982 s4-205.2(G) r e q u i r e d  r e s t a u r a n t s  t o  d e r i v e  a t  l e a s t  
25 p e r c e n t  of t h e i r  g r o s s  revenues  from food s a l e s ,  r a t h e r  t h a n  t h e  
c u r r e n t  40 p e r c e n t  requirement .  



Table  6 

A COMPARISON OF RESTRICTED 
AND UNRESTRICTED RETAIL LICENSES 

AS OF MAY 1983 

R e s t r i c t e d  L i c e n s e s  U n r e s t r i c t e d  L i c e n s e s  

Consumption Consumption 
On/Of f Types of Number of  On/Of f  Types of Number of  

L i c e n s e  Type Premises  L i q u o r  Sold L i c e n s e s  L i c e n s e  Type Premises Liquor  Sold L i c e n s e s  

On/Of f  A l l  1531  5 p e  1 6  On 
( R e s t a u r a n t )  

On/Of f Beer 8 wine 1349 
only  

Off A1 1 

Type 1 5  On 
(Hote l /Mote l )  

A l l  868 

A l l  104  

On/Of f Beer on ly  496 

Off Beer & wine 1253 
only  

Type 11 Off Beer on ly  210 



Due t o  t h e s e  e x c l u s i o n s  and e x c e p t i o n s  t o  q u o t a  r e s t r i c t i o n s ,  many 

c o u n t i e s  exceeded quota  l i m i t s  when quo tas  were e s t a b l i s h e d  and c o n t i n u e  

t o  exceed l i m i t s  f o r  r e s t r i c t e d  l i c e n s e  t y p e s .  As of May 1983, t y p e  6 

l i c e n s e s  exceeded quo ta  l i m i t s  i n  11 of 1 5  c o u n t i e s ,  w h i l e  t y p e  9 were 

o v e r i s s u e d  i n  5  of 1 5  c o u n t i e s ,  a s  shown i n  Table  7. 

TABLE 7 

RESTRICTED LICENSE ISSUANCES AS OF MAY 1983 

Apache 
Cochise 
Coc onino 
G i l a  
Graham 
Green lee  
LaPaz** 
Maricopa 
Mohave 
Navajo 
P  ima 
P i n a l  
S a n t a  Cruz 
Yavapai 
Yuma 

Number of 
L i c e n s e s  
Permit ted* 

5 p e  6 
I s s u a n c e s  

Percent  Over 
Amount 

Permi t t ed  

Percen t  Over 
Type 9  Amount a 

I s s u a n c e s  Permi t t ed  

* Count ies  a r e  pe rmi t t ed  t h e  same number of l i c e n s e s  f o r  b o t h  Type 6 and Type 9  . 

l i c e n s e s .  
** LaPaz County was a  p o r t i o n  of Yuma County u n t i l  January 1983. LaPaz l i c e n s e  

i s s u a n c e s  exceed t h e  number pe rmi t t ed  a s  a  r e s u l t  of d i v i d i n g  t h e  county.  a 

A v a i l a b i l i t y  - Arizona r a n k s  h i g h  i n  a l c o h o l i c  beverage a v a i l a b i l i t y .  A  

s tudy  r e p o r t e d  i n  t h e  J o u r n a l  of S t u d i e s  on Alcohol compared a l l  50 s t a t e s  

and t h e  D i s t r i c t  of Columbia us ing 8  a v a i l a b i l i t y  f a c t o r s ,  i n c l u d i n g  

l i m i t a t  i o n s  on  on-premise and o f f  -premise s a l e s .  The s tudy  r e s u l t s  showed 

t h a t  Arizona r a n k s  f o u r t h  i n  t h e  U.S. f o r  a l c o h o l  a v a i l a b i l i t y .  Arizona 

has  about  1 r e t a i l  o u t l e t  f o r  every  400 persons .  



Financ i a l  Secu r i t y  Not Assured - Quotas have not e f f e c t i v e l y  pro tec ted  

l i q u o r  bus inesses  from f i n a n c i a l  d i s t r e s s .  A s  d i scussed  e a r l i e r ,  t h e  

number of r e t a i l  o u t l e t s  has  not been severe ly  r e s t r i c t e d .  Fur ther ,  t h e  

i ndus t ry  i s  h ighly  compet i t ive ,  a s  evidenced by a  h igh  tu rnove r  i n  r e t a i l  

o u t l e t s .  According t o  t h e  DLLC super in tendent ,  about 30 percent  of t h e  

o u t l e t s  t u r n  over  annual ly .  I n  a d d i t i o n ,  a n  o f f i c i a l  i n  a  p r i v a t e  lending 

i n s t i t u t i o n  s t a t e d  t h a t  l i q u o r  es tab l i shments  a r e  high-r isk businesses .  

No Negative Impact from 
Removing Quota s 

@ Eliminat ing quota  r e s t r i c t i o n s  should not i nc rease  consumption o r  

adverse ly  impact enforcement. According t o  recent  r e sea rch ,  consumption 

does not appear t o  be  a  f u n c t i o n  of a v a i l a b i l i t y ;  t h e r e f o r e ,  an  i n c r e a s e  

i n  t h e  number of o u t l e t s  w i l l  no t  i nc rease  consumption. I n  a d d i t i o n ,  t h e  

number of o u t l e t s  i s  a l s o  not l i k e l y  t o  i n c r e a s e  i n  t h e  long run because 

demand i s  a  r e l a t i v e l y  cons t an t  f a c t o r  and t h e  market i s  a l ready  highly 

competi t ive.  Theref o r e ,  t h e  impact on law enforcement should be minimal. 

A v a i l a b i l i t y  and Consumption - Eliminat ing quota r e s t r i c t i o n s  should not  

i n c r e a s e  demand s i n c e  a l coho l  consumption does  not  appear t o  be a  func t ion  

of a v a i l a b i l i t y .  According t o  s e v e r a l  s t u d i e s ,  t h e  major de te rminants  of 

a l coho l  u se  a r e  product p r i c e ,  persona l  income, degree of urbanism, 

r e l i g i o u s  and soc io -cu l tu ra l  background, youthfu lness  and i n t e r s t a t e  

t r a v e l .  These s t u d i e s  a l s o  i n d i c a t e  t h a t  c o n t r o l  p o l i c i e s ,  i n  gene ra l ,  

have l i t t l e  o r  no e f f e c t  on consumption. 

Arizona should not have a  l a r g e  i nc rease  i n  t h e  number of o u t l e t s  i f  quota  

r e s t r i c t i o n s  were removed. According t o  a  1982 study* t h e  average number 

of per  c a p i t a  l i c e n s e s  i n  s t a t e s  wi th  o r  without  t h e s e  r e s t r i c t i o n s  does 

not d i f f e r  s i g n i f i c a n t l y .  Of 31 l i c e n s e  s t a t e s  surveyed by our  Off ice ,  1 4  

s t a t e s  s t a t e d  t h a t  they had no l i m i t  on t h e  number of r e t a i l  l i c e n s e  

i s suances .  

* Smith, J ane t  om, "An Analysis  of S t a t e  Regulat ions Governing 
Liquor S t o r e  Licenses , "  Jou rna l  of Law and Economics, Vol. XXV, 
October 1982. 



Impact on Enforcement - A s  t h e  number of r e t a i l  o u t l e t s  i s  not  expected t o  

i n c r e a s e  s i g n i f i c a n t l y  , e l imina t ing  quotas  should not h inder  law 

enforcement . To main ta in  a  l a r g e ,  permanent i n c r e a s e  i n  out  l e t s  , 
consumption must rise t o  a  l e v e l  which would support  more o u t l e t s .  

However, a s  explained e a r l i e r ,  research  sugges ts  t h a t  consumption may not 

be a  f u n c t i o n  of a v a i l a b i l i t y .  Fur ther ,  t h e  c u r r e n t  r e t a i l  o u t l e t  

tu rnover  r a t e  of 30 percent  sugges ts  t h e  market may a l ready  be s a tu ra t ed .  

A shor t - run  o u t l e t  i n c r e a s e  i s  poss ib l e ,  a s  r e f l e c t e d  i n  t h e  number of 

l o t t e r y  a p p l i c a n t s  each year.* However, t h i s  p o s s i b l e  i nc rease  w i l l  be 

shor t - l ived ,  a s  a l coho l  demand w i l l  s e t  a  n a t u r a l  market equi l ib r ium.  I n  

a d d i t i o n ,  any short-run rise i n  o u t l e t s  w i l l  br ing i n  a d d i t i o n a l  revenues 

from l i c e n s e  f e e s  t h a t  could be used t o  support any necessary a d d i t i o n a l  

enforcement . 

Licensing Should Be Based on 
Publ ic  Need and Convenience 

Licenses  should be i s sued  based on publ ic  need and convenience r a t h e r  t han  

on a quota  system which a c t s  a s  a n  a r t i f i c i a l  b a r r i e r  t o  en t ry  t h a t  

p r o t e c t s  t h e  i ndus t ry .  Although quotas  have not provided complete 

f i n a n c i a l  p r o t e c t i o n  f o r  e x i s t i n g  l i c e n s e e s ,  they  p r o t e c t  t h e  i ndus t ry  t o  

some ex t en t  aga ins t  new e n t r a n t s  who may s h i f t  bus iness  away from e x i s t i n g  

l i c e n s e e s .  Although r e s t r i c t i o n s  c r e a t e  a n  a r t i f i c i a l  paper va lue  which 

f u r t h e r  r e s t r i c t s  e n t r y ,  t h e  S t a t e  can  remove t h e s e  l i m i t s .  Fu r the r ,  t h e  

quota system does  not always a l l ow  new out l e t s  where pub l i c  need i s  shown. 

* Numerous persons apply f o r  t h e  l o t t e r y  each yea r .  However, we were 
unable  t o  determine t h e  number of a p p l i c a n t s ,  a s  i n d i v i d u a l s  may 
submit more t han  one app l i ca t i on .  Addi t iona l  information on t h e  
l o t t e r y  i s  contained i n  Finding V. 



Indus t ry  Favors Quotas - Quotas a r e  supported by t h e  l i q u o r  i ndus t ry  f o r  
s e v e r a l  reasons  inc luding  l i m i t i n g  competi t ion.  During t h e  l i q u o r  reform 
movement i n  t h e  1960s, t h e  i n d u s t r y  lobbied a g a i n s t  r e p e a l  of t h e  quota 
law. According t o  a  newspaper a r t i c l e  published a t  t h e  t ime: 

"Their ch i e f  argument seems t o  be t h a t  without quotas ,  
i r r e s p o n s i b l e  persons w i l l  open bars  by t h e  dozens and 
r u i n  t h e  economic s t a t u s  of p resen t  ba r  owners."" 

In  1983, both t h e  Arizona Licensed Beverage Assoc ia t ion  and t h e  Wholesale 

Beer and Liquor Assoc ia t ion  con t inue  t o  oppose t h e  r e p e a l  of t h e  quota.  

The Wholesale Beer and Liquor Assoc ia t ion  f avo r s  quotas  and be l i eves  

removal of quota r e s t r i c t i o n s  on type  6 and 9 l i q u o r  l i c e n s e s  would 1 )  

spread t h e  r e t a i l  market t o o  t h i n  and cause  more bus inesses  t o  f a i l ,  2 )  

poss ib ly  cause  wholesa le rs  t o  r ece ive  more bad checks from r e t a i l e r s ,  and 

3) cause d e l i v e r y  c o s t s  t o  i n c r e a s e  due t o  a  p o s s i b l e  i n c r e a s e  i n  t h e  

number of r e t a i l  l i q u o r  out l e t s .  

The Arizona Licensed Beverage Assoc ia t ion  f e e l s  quotas  a r e  necessary 

because 1 )  t h e  va lue  of t h e  l i c e n s e  ensures  t h a t  l i c e n s e e s  run  t h e i r  

bus inesses  i n  a  proper  manner, 2 )  t h e  va lue  of one l i c e n s e  d e t e r s  

nonpayment of t a x e s ,  and 3)  quotas  provide l i c e n s e e s  a n  oppor tun i ty  t o  

make a  l i v i n g  by ensuring t h a t  t h e r e  i s  not  "a l i q u o r  s t o r e  on every 
I, co rne r .  

* Cooper, J i m ,  "Everyone Tried t o  Get I n t o  Liquor License Act ," Tucson 
Dai ly  C i t i zen ,  Apr i l  18,  1961. 



Paper Value - Quotas presen t  a d d i t i o n a l  b a r r i e r s  t o  e n t r y  by c r e a t i n g  

a r t i f i c i a l  paper va lues  on l i c e n s e s .  Although t h i s  paper va lue  c r e a t e s  a  

proper ty  r i g h t  between t h e  l i c e n s e e  and t h i r d  p a r t i e s ,  t h e  S t a t e  can  

remove t h e s e  l i m i t s  s i n c e  a  l i q u o r  l i c e n s e  i s  a  p r i v i l e g e  granted by t h e  

S t a t e .  Bonding could be implemented f o r  a l l  l i c e n s e s  t o  prevent t a x  

l o s s e s  t o  t h e  S t a t e .  

Quota r e s t r i c t i o n s  c r e a t e  an  a r t i f i c i a l  paper va lue  on type  6 and 9 

l i c e n s e s  which i s  much h igher  than  t h e  DLLC l i c e n s e  i s suance  f e e .  License 

f e e s  f o r  t y p e s  6 and 9 l i c e n s e s  a r e  $1,500 and $1,000, r e spec t ive ly .  

Curren t ly ,  t y p e s  6 and 9 l i c e n s e s  have a  market va lue  a s  h igh  a s  $25,000 

t o  $35,000. Th i s  a r t i f i c i a l  va lue  i s  caused by quota  r e s t r i c t i o n s  s i n c e  

p rospec t ive  l i c e n s e e s  must gene ra l l y  buy l i c e n s e s  from e x i s t i n g  owners. 

Although e l imina t ion  of quotas  would d imin ish  t h e  a r t i f i c i a l  va lue  of 

l i c e n s e s ,  t h e  S t a t e  c a n  t a k e  such a c t i o n .  A l i q u o r  l i c e n s e  i s  a  p r i v i l e g e  

t o  engage i n  bus iness  sub jec t  t o  r e g u l a t i o n  of t h e  S t a t e .  However, it i s  

a  proper ty  r i g h t  between a  l i c e n s e e  and a  t h i r d  par ty .  According t o  a  

Ju ly  1, 1983, L e g i s l a t i v e  Council memorandum,* t h e  S t a t e  has  t h e  a u t h o r i t y  

t o  e l i m i n a t e  quotas  and such e l i m i n a t i o n  would not dep r ive  a  l i c e n s e e  of 

p roper ty  without j u s t  compensation. The memorandum s t a t e s  i n  p a r t :  

* Appendix I c o n t a i n s  t h e  memorandum t e x t .  

3  8 



". . . it appears  t h a t  e l imina t ing  quotas  i n  t h e  
i s suance  of l i q u o r  l i c e n s e e s  by repea l ing  A.R.S. $4-206 
would f a l l  w i th in  t h e  broad power of t h e  s t a t e  t o  
r e g u l a t e  t h e  s a l e  of i n t o x i c a t i n g  l i q u o r s  and would not 
c o n s t i t u t i o n a l l y  dep r ive  a  l i q u o r  l i c e n s e e  of property 
without j u s t  compensation. Such a c t i o n  by t h e  
l e g i s l a t u r e  would not be a n  a c t u a l  t ak ing  of proper ty  
i t s e l f  s i n c e  t h e  l i c e n s e e  would s t i l l  r e t a i n  t h e  a c t u a l  
u s e  of t h e  l i c e n s e  but would only dec rease  t h e  va lue  of 
t h e  l i c e n s e ,  a  va lue  t h a t  ha s  been a r t i f i c i a l l y  
increased  by previous l e g i s l a t i v e  a c t  ion .  " 

I f  quotas  a r e  e l imina ted ,  a l l  l i c e n s e e s  could be bonded t o  p r o t e c t  t h e  

S t a t e  a g a i n s t  l o s s e s  from t a x  de l inquenc ies .  Due t o  t h e  a r t i f i c i a l  paper 

va lues  of t ype  6 and 9 l i c e n s e s ,  l i c e n s e e s  a r e  c a r e f u l  about payment of 

t a x e s  t o  avoid l i c e n s e  revocat ion.  I f  l i c e n s e s  a r e  revoked due  t o  

de l inquent  t a x e s ,  t h e  Department of Revenue (DOR) c an  auc t ion  t h e  

l i c e n s e s .  Unres t r i c t ed  l i c e n s e s  have a n  increased  l i ke l i hood  of t a x  

del inquency because l i c e n s e e s  l a c k  t h e  i n c e n t i v e  of t h e  a r t i f i c i a l  paper  

va lue .  However, r e s t a u r a n t  and hote l /mote l  l i c e n s e s  once had a  high 

incidence of s a l e s  t a x  l o s s .  L e g i s l a t i o n  was r ecen t ly  enacted requi r ing  

r e s t au ran t  ho te l /mote l  l i c e n s e e s  t o  be bonded t o  ensure  t a x  payment. A 

s i m i l a r  requirement could be implemented f o r  a l l  r e t a i l  l i c e n s e  types.  

Publ ic  Need and Convenience - Although A.R. S. 54-203 c u r r e n t l y  provides  

f o r  cons ide ra t  i o n  of need and convenience, t h e  quota system c a n  prevent 

t h e  establ ishment  of new o u t l e t s  i n  a r e a s  showing publ ic  need. By 

e l imina t ing  quota r e s t r i c t i o n s ,  a l l  l i c e n s e s  could be i s sued  based on need 

and convenience, thus  b e t t e r  ensuring t h a t  t h e  publ ic  i n t e r e s t  i s  served. 



A.R. S. s4-203, Subsect i o n  A r equ i r e s  t h a t  appl ican t  s prove t h a t  l i c e n s u r e  

i s  i n  t h e  bes t  i n t e r e s t s  of t h e  community: 

"The board s h a l l  i s s u e  a  s p i r i t u o u s  l i q u o r  l i c e n s e  only 
a f t e r  s a t i s f a c t o r y  showing of  t h e  c a p a b i l i t y ,  
q u a l i f i c a t i o n s  and r e l i a b i l i t y  of t h e  app l i can t  and, 
w i t h  t h e  except ion  of c l u b  l i c e n s e e s ,  t h a t  t h e  publ ic  
convenience r e q u i r e s  and t h a t  t h e  bes t  i n t e r e s t  of t h e  
community w i l l  be s u b s t a n t i a l l y  served by t h e  issuance." 

The quota system can  prevent t h e  establ ishment  of o u t l e t s  i n  a r e a s  showing 

publ ic  need. Maricopa County i l l u s t r a t e s  t h i s  po in t .  Maricopa County i s  

experiencing popula t ion  growth i n  many communities. A s  new l i c e n s e s  a r e  

only a v a i l a b l e  through annual  quota  drawings,  i n d i v i d u a l s  cannot o b t a i n  

r e s t r i c t e d  l i c e n s e s  except through a  t r a n s f e r .  Even when l i c e n s e s  a r e  

a v a i l a b l e ,  t h e  l o t t e r y  s e l e c t i o n  does not ensure t h a t  l i c e n s e s  a r e  i s sued  

t o  t h e  growing a r e a s  where t h e r e  i s  need. 

The publ ic  can  c o n t r o l  o u t l e t  number through t h e  l o c a l  and S t a t e  p r o t e s t  

and hear ing  process .  Although market s a t u r a t i o n  cannot be quan t i f i ed  , t h e  

need and c onvience c l a u s e  and n a t u r a l  market f o r c e s  a r e  s u f f i c i e n t  

c o n t r o l s  t o  b e t t e r  ensure  t h e  publ ic  i n t e r e s t  i s  served. 

CONCLUSION 

R e s t r i c t i o n s  should be removed on t h e  number of l i q u o r  l i c e n s e s  i s sued ,  

because t h e s e  r e s t r i c t i o n s  a r e  i n e f f e c t i v e  i n  promoting temperance and 

a id ing  l i q u o r  law enforcement. Removing t h e s e  r e s t r i c t  i ons  w i l l  not 

i n c r e a s e  problems a s soc i a t ed  w i th  a l coho l  consumption o r  enforcement. 

Licenses  should be a v a i l a b l e  on t h e  b a s i s  of publ ic  need and 

convenience--removing a r t  i f  i c i a l  b a r r i e r s  t o  en t ry  i n t o  t h e  l i q u o r  

i ndus t ry  . 



RECOMMENDATIONS 

The Leg i s l a tu re  should cons ider  : 

1. Amending A.R.S. $4-206 t o  e l imina te  quota r e s t r i c t i o n s  on type  6, 7 P 

and 9 l i c e n s e s .  

2. Amending t h e  s t a t u t e s  t o  r e q u i r e  bonding a l l  l i c e n s e s .  



FINDING I11 

THE STATE CAN REALIZE SIGNIFICANT ADDITIONAL REVENUE BY REVISING LICENSE 

TRANSFER STATUTES. 

The S t a t e  i s  not  r e a l i z i n g  s u f f i c i e n t  revenues  from t r a n s f e r  of l i c e n s e s .  

T r a n s f e r  f e e s  a r e  c o n s i d e r a b l y  l e s s  t h a n  o r i g i n a l  l i c e n s e  f e e s  wi thou t  
---...- 

apparen t  j u s t  i f  i c a t  ion .  The p rocess ing  work l o a d s  f o r  t r a n s f e r s  and 

o r i g i n a l  l i c e n s e s  a r e  a lmost  i d e n t i c a l  and t r a n s f e r s  a f f o r d  l i c e n s e e s  t h e  

same p r i v i l e g e s  a s  o r i g i n a l  l i c e n s e s .  Depending upon t h e  outcome of t h e  

recommendations i n  Finding I1 concerning q u o t a s ,  t r a n s f e r s  should be 

e i t h e r  1 )  e l i m i n a t e d  o r  2 )  r e s t r i c t e d  t o  quo ta  l i c e n s e s  and t r a n s f e r  f e e s  

i n c r e a s e d  t o  e q u a l  o r i g i n a l  l i c e n s e  f e e s .  E i t h e r  change would 

produced approximately  $724,000 a d d i t i o n a l  revenues  i n  1982. 

Arizona Revised S t a t u t e s  (A.R.S.) $4-203, Subsec t ion  F p r o v i d e s  f o r  t h e  

t r a n s f e r  of a l l  l i c e n s e s  excep t  c l u b ,  h o t  e l lmot  e l ,  r e s t a u r a n t ,  government 

and domest ic  farm winery l i c e n s e s .  When a b u s i n e s s  w i t h  a  t r a n s f e r a b l e  

l i c e n s e  i s  s o l d ,  t h e  new owner may app ly  f o r  a  t r a n s f e r  and r e c e i v e  a n  

i n t e r i m  permit  a l lowing  t h e  b u s i n e s s  t o  c o n t i n u e  o p e r a t i n g  u n t i l  t h e  

t r a n s f e r  i s  approved.* When a  b u s i n e s s  wi th  a  n o n t r a n s f e r a b l e  l i c e n s e  i s  

s o l d ,  t h e  new owner must app ly  f o r  a n  o r i g i n a l  l i c e n s e .  As i n  t h e  c a s e  of 

a  t r a n s f e r ,  t h e  new owner may o p e r a t e  under a n  i n t e r i m  permit  u n t i l  t h e  

new l i c e n s e  i s  approved. 

Low T r a n s f e r  Fees  
Are Not J u s t  i f  i e d  

L i c e n s e  t r a n s f e r  f e e s  a r e  c o n s i d e r a b l y  lower t h a n  o r i g i n a l  l i c e n s e  f e e s  

wi thou t  apparen t  j u s t  i f  i c a t i o n .  These d i f f e r e n c e s  a r e  no t  based on 

v a r i a n c e s  i n  p rocess ing  c o s t s  o r  i n  t h e  p r i v i l e g e s  g r a n t e d  under each 

l i c e n s i n g  scheme. 

* I n t e r i m  p e r m i t s  a r e  not  pe rmi t t ed  i f  t h e  l i c e n s e  i s  being t r a n s f e r r e d  
t o  a new l o c a t i o n  which h a s  not  been p r e v i o u s l y  approved. 



Higher Fees - Or ig ina l  l i c e n s e  f e e s  can  be a s  much a s  $1,400 higher  t han  

t r a n s f e r  f ee s .  Appl ican ts  f o r  o r i g i n a l  l i c e n s e s  must pay a n  i s suance  f e e ,  

a n  annual  f e e  and a  $100 a p p l i c a t i o n  f e e  when they apply f o r  l i c e n s e s .  

Transfer  a p p l i c a n t s  pay a t r a n s f e r  f e e  and t h e  $100 a p p l i c a t i o n  f e e  but  do  

not pay t h e  annual  f e e .  However, t h e  i s suance  f e e  f o r  a n  o r i g i n a l  l i c e n s e  

i s  a s  much a s  1 0  t i m e s  h igher  t han  t h e  t r a n s f e r  f e e .  To ta l  c o s t s  f o r  

o r i g i n a l  i s suance  and t r a n s f e r s  a r e  shown i n  Table 8. 



TABLE 8 

L i c e n s e  Type 

D i s t i l l e r ' s  L i c e n s e  
( I n - S t a t e )  

Brewers  L i c e n s e  
( I n - S t a t e )  

V i n t n e r s  L i c e n s e  
( I n - S t a t e )  

W h o l e s a l e r ,  A l l  
L i q u o r s  

W h o l e s a l e r ,  Wine 
and Deer 

On-Sale R e t a i l e r ,  
A l l  L i q u o r s  

On-Sale R e t a i l e r ,  
Wlne and Beer 

On-Sale R e t a i l e r ,  Beer 
Of f -Sa le  R e t a i l e r ,  

A l l  L i q u o r s  
Of f -Sa le  R e t a i l e r ,  

Wine and Beer 
Of f -Sa le  R e t a i l e r ,  

Beer  
R a i l r o a d  T r a i n  L i c e n s e  
A i r l i n e  L i c e n s e  
P r i v a t e  Club L i c e n s e  
H o t e l I M o t e l  L i c e n s e  
R e s t a u r a n t  L i c e n s e  
D i s t i l l e r s  L i c e n s e  

(Out -of -S ta te )  
Brewers  L i c e n s e  

( O u t - o f - S t a t e )  
V i n t n e r s  L i c e n s e  

( O u t - o f - S t a t e )  
I m p o r t e r s ,  E x p o r t e r  

o r  R e c t i f i e r  
Government L i c e n s e  
Domest ic  Farm Winery 

TOTAL COSTS FOR ORIGINAL ISSUANCES ADD TRANSFERS 

D i f f e r e n c e  Between 
O r i g i n a l  L i c e n s e  Fee  Person-to-Person T r a n s f e r  Fee  T o t a l  O r i g i n a l  and 

I s s u a n c e  Fee Annual Fee* A p p l i c a t i o n  Fee  T o t a l  T r a n s f e r  Fee A p p l i c a t i o n  Fee T o t a l  T o t a l  T r a n s f e r  F e e s  

* I f  a p p l i c a t i o n  i s  i s s u e d  on  o r  a f t e r  J u l y  1, t h e  a n n u a l  f e e  i s  one-half  t h e  a n n u a l  f e e  shown. 
** No t r a n s f e r s  a r e  a l lowed  f o r  t h e s e  l i c e n s e s .  



Process ing  Cost D i f f e r e n c e s  Are N e g l i g i b l e  - The s l i g h t  work load  

d i f f e r e n c e s  between o r i g i n a l  and t r a n s f e r  a p p l i c a t i o n  p r o c e s s i n g  d o  not  

c r e a t e  c o s t  d i f f e r e n t i a l s  which would account  f o r  t h e  l a r g e  d i s p a r i t y  i n  

l i c e n s e  f e e s .  L icense  t r a n s f  ers r e q u i r e  a lmost  i d e n t i c a l  p rocess ing  a s  

o r i g i n a l  l i c e n s e s .  The major d i f f e r e n c e  between t r a n s f e r s  and o r i g i n a l s  

i s  t h a t  o r i g i n a l  l i c e n s e s  r e q u i r e  a  l o c a t i o n  i n s p e c t i o n  and a  f o r m a l  

hear ing .  I f  t h e  l i c e n s e  t r a n s f e r  i n v o l v e s  a new l o c a t i o n ,  t h e  Department 

of P u b l i c  S a f e t y ' s  l i q u o r  enforcement p e r s o n n e l  i n s p e c t  t h e  s i t e  a t  no 

c o s t  t o  t h e  DLLC.* I f  t h e  l i c e n s e  t r a n s f e r  i s  being i s s u e d  t o  a 

p r e v i o u s l y  l i c e n s e d  e s t a b l i s h m e n t ,  no l o c a t  i o n  check  i s  r e q u i r e d .  

F u r t h e r ,  t h e  c o s t  of h e a r i n g s  i s  s m a l l  compared t o  t h e  d i f f e r e n c e  i n  

fees.** A p p l i c a t i o n  p r o c e s s i n g  requ i rements  a r e  summarized i n  Tab le  9. 

P r o c e s s  

TABLE 9 

TRANSFER VS NEW LICENSE PROCESSING 

A p p l i c a t i o n  accep ted  
DPS background and f i n g e r p r i n t  check 
Locat i o n  i n s p e c t i o n  

P o s t i n g  of a p p l i c a t i o n  f o r  20 d a y s  
Ci ty  recommendation of a p p r o v a l  o r  

d i s a p p r o v a l  
F i l e  review by d e s i g n a t e d  r e p r e s e n t a t i v e  
Formal hear ing  

Required f o r  Required f o r  
T r a n s f e r s ?  O r i g i n a l s ?  

Yes Yes 
Yes Yes 
New l o c a t i o n  Yes 

on ly  
Ye s Yes 

Yes 
Yes 
No(l )  

Yes 
Yes 
Yes 

( 1 )  A h e a r i n g  may be h e l d  i f  t h e  t r a n s f e r  i s  p r o t e s t e d ,  c i t y  disapproved 
o r  h a s  o t h e r  d i s q u a l i f y i n g  f a c t o r s .  

* The i n s p e c t i o n  d e t e r m i n e s  i f  1 )  a b u i l d i n g  e x i s t s  o r  i s  under  
c o n s t r u c t i o n ,  2) t h e r e  i s  a  k i t c h e n  f o r  a  r e s t a u r a n t  o r  a Hotel/Motel  
l i c e n s e  ( s e r i e s  1 5  and 1 6 ) ,  3)  t h e  s t r u c t u r e  i s  g e n e r a l l y  a p p r o p r i a t e  
f o r  b u s i n e s s ,  and 4 )  t h e  b u i l d i n g  i s  t h e  p roper  d i s t a n c e  from a  church  
o r  schoo l .  

** Hear ings  f o r  u n p r o t e s t e d ,  l o c a l l y  approved a p p l i c a t i o n s  a r e  
unnecessary .  I f  h e a r i n g s  were e l i m i n a t e d  (page 6 5 ) ,  a d m i n i s t r a t i v e  
c o s t s  f o r  p rocess ing  o r i g i n a l s  and t r a n s f e r s  should  be i d e n t i c a l .  



P r i v i l e g e s  Are I d e n t i c a l  - S i n c e  h o l d e r s  of l i c e n s e s  i s s u e d  a s  t r a n s f e r s  

o r  o r i g i n a l s  en joy  t h e  same p r i v i l e g e  of s e l l i n g  l i q u o r ,  low t r a n s f e r  f e e s  

a r e  no t  j u s t i f i e d  and a r e  i n e q u i t a b l e .  For example, t h e  new owner of a n  

e x i s t i n g  beer-only b a r  c a n  o b t a i n  a  l i c e n s e  f o r  $150 by t r a n s f e r r i n g  t h e  

l i c e n s e  h e l d  by t h e  p r e v i o u s  owner. However, t h e  new owner of a beer-only 

b a r  at  a new l o c a t i o n  must pay $325 f o r  a n  o r i g i n a l  l i c e n s e . "  

T r a n s f e r s  Can Be El iminated 
o r  R e s t r i c t e d  t o  Ouota L i c e n s e s  

The e x t e n t  t o  which t r a n s f e r s  c a n  be e l i m i n a t e d  depends upon whether t h e  

quota  sys tem i s  el iminated.** I f  t h e  c u r r e n t  quo ta  system i s  con t inued ,  

t r a n s f e r s  w i l l  be necessa ry  f o r  r e s t r i c t e d  l i c e n s e  t y p e s ;  however, t h e  

t r a n s f e r  f e e  should be i n c r e a s e d .  U n r e s t r i c t e d  l i c e n s e  t r a n s f e r s  c a n  be 

e l i m i n a t e d .  I f  t h e  quo ta  sys tem i s  removed, no t r a n s f e r s  a r e  needed. 

R e s t r i c t e d  L i c e n s e s  Require  T r a n s f e r s  - I f  q u o t a s  c o n t i n u e ,  r e s t r i c t e d  

l i c e n s e s  should be allowed t o  t r a n s f e r  t o  a i d  t h e  s a l e  of a  bus iness .  

Current  demand f o r  t y p e  6 and 9 l i c e n s e s  c r e a t e s  a  s h o r t a g e  of t h e s e  

l i c e n s e  t y p e s  because l i c e n s e s  must be ob ta ined  from a n  e x i s t i n g  l i c e n s e e  

o r  th rough  t h e  l o t t e r y  s e l e c t  i o n  p rocess .  T r a n s f e r r i n g  t h e s e  l i c e n s e s  

e n s u r e s  t h e  purchase r  of a p r e v i o u s l y  l i c e n s e d  es tab l i shment  t h a t  he  w i l l  

be a b l e  t o  o p e r a t e  t h e  b u s i n e s s  d u r i n g  t h e  t i m e  he i s  awai t ing  Board 

approva l  of h i s  l i c e n s e .  However, t h e  t r a n s f e r  f e e  should e q u a l  t h e  

o r i g i n a l  l i c e n s e  i s s u a n c e  and annua l  f e e s  t o  promote e q u i t a b i l i t y  and 

r a i s e  S t  a t e  revenue.  

* The t r a n s f e r  a p p l i c a n t  pays t h e  $50 t r a n s f e r  f e e  and a  $100 
a p p l i c a t i o n  f e e .  The o r i g i n a l  l i c e n s e  a p p l i c a n t  pays a  $200 l i c e n s e  
f e e ,  a $25 a n n u a l  f e e  and a $100 a p p l i c a t i o n  f e e ,  t o t a l i n g  $325 f o r  a  
new l i c e n s e .  

** Under t h e  c u r r e n t  quo ta  system, DLLC may i s s u e  only  a  l i m i t e d  number 
of l i c e n s e s  i n  t h e s e  c a t e g o r i e s  : on-sale  r e t a i l e r ,  a l l  l i q u o r  ( s e r i e s  
6 ) ,  on-sale  r e t a i l e r ,  beer  and wine ( s e r i e s  7 )  and o f f - s a l e  r e t a i l e r ,  
a l l  l i q u o r  ( s e r i e s  9 ) .  There a r e  no r e s t r i c t i o n s  on o t h e r  l i c e n s e  
t y p e s .  E l imina t ing  t h e  quo ta  system i s  recommended i n  Finding I1 ( s e e  
page 29).  



Unres t r i c t ed  License Transfers  Can Be Eliminated - There i s  no v a l i d  

reason t o  a l low u n r e s t r i c t e d  l i c e n s e s  t o  t r a n s f e r .  According t o  a  DLLC 

o f f i c i a l ,  l i c e n s e s  a r e  t r a n s f e r r a b l e  t o  a l low new owners t o  ope ra t e  t h e  

bus iness  a s  a n  on-going concern. Applicants  f o r  t r a n s f e r s  may be issued 

a n  i n t e r i m  permit allowing them t o  ope ra t e  u n t i l  t h e  l i c e n s e  t r a n s f e r  i s  

approved. However, r e s t a u r a n t s  and hote l /mote l s ,  which must o b t a i n  

o r i g i n a l  l i c e n s e s ,  a r e  a l s o  allowed t o  ope ra t e  on i n t e r i m  permi ts  a s  

on-going concerns.  El iminat ing t r a n s f  e r  of u n r e s t r i c t e d  l i c e n s e s  would 

i n c r e a s e  S t a t e  revenues a s  t h e  l i c e n s e s  would be i s sued  a s  a n  o r i g i n a l  

l i c e n s e  a t  a  h igher  f e e .  

T rans fe r s  A r e  Not Needed i f  Quotas Are Eliminated - I f  t h e  quota system i s  

e l imina ted ,  a l l  l i c e n s e  types  would be u n r e s t r i c t e d .  Under t h e s e  

circumstances,  t h e  t r a n s f e r  op t ion  would not be needed t o  ensure t h e  s a l e  

of a n  on-going concern. 

Changes Would Generate 
Addi t iona l  Revenue 

The S t a t e  could r e a l i z e  s i g n i f i c a n t  a d d i t i o n a l  revenues i f  l i c e n s e  

t r a n s f  e r s  were el iminated o r  t r a n s f e r  f e e s  were increased .  By e l imina t ing  

t r a n s f e r s ,  a l l  l i c e n s e s  would be considered o r i g i n a l  l i c e n s e s  and 

a p p l i c a n t s  would pay t h e  h igher  o r i g i n a l  l i c e n s e  f e e .  I f  some l i c e n s e s  

remain t r a n s f  e r r a b l e  ( t ypes  6, 7 and 9 ) ,  t h e n  t h e  f e e s  on t h e  l i c e n s e  

t r a n s f e r  should be increased  t o  t h a t  of t h e  o r i g i n a l  l i c e n s e  i s suance  and 

annual  f e e s .  E i t h e r  change would have generated approximately $724,000 

a d d i t i o n a l  revenues i n  1982. This  p o t e n t i a l  a d d i t i o n a l  revenue (based on 

1982 t r a n s f e r  d a t a )  i s  summarized i n  Table 10. 



TABLE 1 0  

POTENTIAL ADDITIONAL ANNUAL REVENUES FORGONE I N  
1982 DUE TO LOW LICENSE TRANSFER FEES 

License Types 

P o t e n t i a l  
Add it i o n a l  To ta l  

Revenue per  Number of P o t e n t i a l  
Transfer  T rans fe r s  Revenue 

Res t r i c t ed  l i c e n s e s  
6-On-sale r e t a i l e r ,  a l l  l i q u o r s  $1,312.50 374 $490,875.00 
7-0n-sale r e t a i l e r ,  wine & beer  206.25 215 44,343.75 
9-Off-sale r e t a i l e r ,  a l l  l i q u o r s  937.50 147 137,812.50 

Sub to t a l ,  r e s t r i c t e d  l i c e n s e s  673,031.25 

Unres t r i c t ed  l i c enses*  
4-Wholesaler, a l l  l i q u o r s  1,187.50 9  10,687.50 
8-On-sale r e t a i l e r  , beer  168.75 4  8  8,100.00 
10-Off-sale r e t a i l e r ,  wine 6 beer 237.50 116 27,550.00 
11-Of f  - s a l e  r e t a i l e r  , beer  168.75 24 4,050.00 
20-Import er , expor te r  o r  r e c t i f i e r  137.50 2 275.00 

Sub to t a l ,  u n r e s t r i c t e d  l i c e n s e s  50,662.50 

T o t a l  p o t e n t i a l  a d d i t i o n a l  revenue $723,693.75 

* During 1982, t h e r e  were no t r a n s f e r s  of o the r  u n r e s t r i c t e d  l i c e n s e  types.  

CONCLUSION 

The S t a t e  could r e a l i z e  s i g n i f i c a n t  a d d i t i o n a l  revenues i f  l i c e n s e  

t r a n s f e r s  were e l imina ted  o r  t r a n s f e r  f e e s  were increased .  These 

t r a n s f e r s  r e q u i r e  almost i d e n t i c a l  work loads  a s  o r i g i n a l  l i c e n s e s  and 

endow l i c e n s e e s  wi th  t h e  same p r i v i l e g e s ,  y e t  t r a n s f e r  l i c e n s e s  have much 

lower f e e s .  Transfers  c a n  e i t h e r  be e l imina ted  o r  r e s t r i c t e d  t o  quota  

l i c e n s e s .  By making t r a n s f e r  and o r i g i n a l  l i c e n s e  f e e s  more e q u i t a b l e ,  

t h e  S t a t e  could have r ea l i zed  a n  a d d i t i o n a l  $724,000 i n  1982. 



RECOMMENDATIONS 

1. I f  q u o t a s  a r e  e l i m i n a t e d ,  t h e  L e g i s l a t u r e  should c o n s i d e r  amending 

A.R.S. $4-203, Subsec t ion  I? t o  e l i m i n a t e  a l l  t r a n s f e r s .  

2. If t h e  quo ta  system i s  main ta ined ,  t h e  L e g i s l a t u r e  should c o n s i d e r  

amending a )  A.R.S. $4-203, Subsec t ion  F t o  e l i m i n a t e  t h e  t r a n s f e r  of 

a l l  u n r e s t r i c t e d  l i c e n s e s  and b) A.R.S. $4-209, Subsec t ion  F t o  

i n c r e a s e  t r a n s f e r  f e e s  f o r  r e s t r i c t e d  l i c e n s e s  ( t y p e s  6 ,  7 and 9 )  t o  

e q u a l  t h e  o r i g i n a l  i s s u a n c e  and annua l  l i c e n s e  f e e s .  



FINDING I V  

LUXURY TAX RATES SHOULD BE INCREASED. 

Increased l i q u o r  luxury t a x  r a t e s  could produce s i g n i f i c a n t  a d d i t i o n a l  

revenues.  Arizona 's  t a x  r a t e s  a r e  lower t han  o t h e r  s t a t e s '  r a t e s  and have 

not increased i n  a t  l e a s t  n ine  years .  I f  Arizona 's  t a x  r a t e s  were 

comparable t o  o the r  s t a t e s ,  t h e  S t a t e  could gene ra t e  a d d i t i o n a l  revenues 

of a t  l e a s t  $5.2 m i l l i o n  annual ly .  

Arizona 's  Tax Rates Are 
Lower t han  Other S t a t e s '  Rates  

Arizona Revised S t a t u t e s  (A.R.S.) 542-1204, subsec t ion  A p re sc r ibes  t h e  

fol lowing l i q u o r  luxury t a x e s  : 

$2.50 per  g a l l o n  f o r  d i s t i l l e d  s p i r i t s ,  

8 c e n t s  per  g a l l o n  f o r  bee r ,  

0 42 c e n t s  per  g a l l o n  f o r  wine conta in ing  24 percent  a l coho l  o r  

l e s s ,  and 

$2  pe r  g a l l o n  f o r  wine conta in ing  more t han  24 percent  a lcohol .  

These r a t e s  a r e  lower than  both t h e  n a t i o n a l  average and t h e  average r a t e  

assessed by o t h e r  western l i c e n s e  s t a t e s . *  For example, Arizona 's  beer  

t a x  i s  38 percent  lower t han  t h e  13-cents-per-gallon average of t h e  o t h e r  

western l i c e n s e  s t a t e s .  Only t h e  t a x  on t a b l e  wine** i s  comparable t o  t h e  

o t h e r  western l i c e n s e  s t a t e s ;  however, t h a t  r a t e  i s  21 percent  lower t han  

t h e  n a t i o n a l  average. A comparison of Arizona 's  r a t e s  t o  t h e  n a t i o n a l  

average and o t h e r  western s t a t e s '  averages i s  shown i n  Table 11. 

* Western l i c e n s e  s t a t e s  i nc lude  a l l  l i c e n s e  s t a t e s  west of t h e  
Mis s i s s ipp i  River.  I n  l i c e n s e  s t a t e s ,  a l coho l  beverages a r e  sold by 
p r i v a t e  r e t a i l e r s  l i c ensed  by t h e  s t a t e .  

** Wine conta in ing  l e s s  t han  1 4  percent  a lcohol .  



TABLE 11 

COMPARISON OF ARIZONA'S LUXURY TAX RATES TO THE NATIONAL AVERAGE 
AND OTHER WESTERN LICENSE STATES' AVERAGE LUXURY TAX RATES 

Other  
West ern** 

A r i z o n a ' s  N a t i o n a l  Arizona1 s License  Arizona'  s 
Tax Rate* Average* Rate  Is:  S t a t e s '  Averages* Rate Is: 

D i s t i l l e d  s p i r i t s  $2.50 $2.78 - 10% $2.65 - 6% 
Beer .08 .22 - 64% .13 - 38% 
Wine*** 

Less  t h a n  14% 
a l c o h o l  .42 .53 - 21% .41 + 2% • 

14-21% a l c o h o l  .42 .68 - 38% .65 - 35% 
Champagne, 

s p a r k l i n g  wine .42 .78 - 46% .75 - 44% 

* P e r  g a l l o n  
** Arkansas,  C a l i f o r n i a ,  Colorado, Kansas, Minnesota,  Missour i ,  Nebraska, 

Nevada, New Mexico, North Dakota,  Oklahoma, South Dakota and Texas. 
*** 23 s t a t e s  d i f f e r e n t i a t e  t a x  rates f o r  t y p e s  of wine. For example, 8 s t a t e s  

a s s e s s  one r a t e  f o r  t a b l e  wine,  a h i g h e r  rate f o r  vermouth and d e s s e r t  wine 
(14-21% a l c o h o l )  and t h e  h i g h e s t  r a t e  f o r  champagne and s p a r k l i n g  wine. 0 
Other  s t a t e s '  t a x  r a t e s  f o r  wine w i t h  a l c o h o l  c o n t e n t  over  24% a r e  not  
a v a i l a b l e .  

Source:  P u b l i c  Revenues From Alcohol  Beverages, 1980/1981, D i s t i l l e d  S p i r i t s  
Counci l  of t h e  United S t a t e s  

Tax Rate Has Not Changed 
i n  Recent Years 

Because Arizona t a x e s  l i q u o r  a t  a f l a t  r a t e  and r a t e s  have n o t  i n c r e a s e d  

i n  r e c e n t  y e a r s ,  revenues  have no t  kep t  pace w i t h  p r i c e  changes.  P r i c e s  

have i n c r e a s e d  s i g n i f i c a n t l y  and i n f l a t i o n  h a s  reduced t h e  v a l u e  of l i q u o r  

t a x  d o l l a r s .  

The d i s t i l l e d  s p i r i t s  t a x  h a s  not  changed i n  n i n e  y e a r s  a l t h o u g h  l i q u o r  

p r i c e s  have i n c r e a s e d  a t  l e a s t  20 p e r c e n t  d u r i n g  t h e  p a s t  f o u r  y e a r s  

a lone .  Due t o  i n f l a t i o n ,  t h e  $2.50 d i s t i l l e d  s p i r i t s  t a x  a s s e s s e d  i n  1974 

i s  wor th  o n l y  $1.24 i n  t o d a y ' s  d o l l a r s .  The last  i n c r e a s e  i n  1974 w a s  

only t h e  f o u r t h  such change s i n c e  P r o h i b i t i o n  w a s  r epea led  50 y e a r s  ago. 



Beer and wine t a x  rates have remained unchanged f o r  even longer .  The 

t a x e s  on b e e r  and wine w i t h  l e s s  t h a n  24 p e r c e n t  a l c o h o l  have n o t  

i n c r e a s e d  i n  21 y e a r s .  The t a x  r a t e  f o r  wine c o n t a i n i n g  more t h a n  24 

p e r c e n t  a l c o h o l  was l a s t  i n c r e a s e d  1 6  y e a r s  ago  i n  1967. S e v e r a l  r e c e n t  

e f f o r t s  t o  i n c r e a s e  luxury t a x e s  have been u n s u c c e s s f u l .  Four b i l l s  

i n t r o d u c e d  i n  1980, 1981  and 1983 f a i l e d .  

Inc reased  Tax Ra tes  Would 
Produce A d d i t i o n a l  Revenue 

The S t a t e  cou ld  r e a l i z e  s i g n i f i c a n t  a d d i t i o n a l  revenues  from i n c r e a s e d  t a x  

rates. Such i n c r e a s e s  a r e  u n l i k e l y  t o  reduce consumption.  

A d d i t i o n a l  Revenues - I n c r e a s i n g  Ar izona ' s  luxury  t a x  r a t e s  t o  a  l e v e l  

comparable t o  o t h e r  w e s t e r n  s t a t e s  would g e n e r a t e  a t  l e a s t  $5.2 m i l l i o n  i n  

a d d i t i o n a l  revenues  a n n u a l l y .  Such a  change would i n c r e a s e  t h e  t a x  on 

d i s t i l l e d  s p i r i t s  1 5  c e n t s  p e r  g a l l o n  and t h e  t a x  on beer  5 c e n t s  p e r  

g a l l o n .  Wine t a x e s ,  a l r e a d y  comparable t o  o t h e r  w e s t e r n  s t a t e s ,  would not  

change." Other  a l t e r n a t i v e s ,  i n c l u d i n g  i n c r e a s i n g  t a x e s  t o  t h e  n a t i o n a l  

average ,  a r e  p r e s e n t e d  i n  Table  12. 

* The t a x  on t a b l e  wine,  which c o n s t i t u t e s  t h e  l a r g e s t  segment of wine 
s a l e s ,  i s  comparable t o  o t h e r  w e s t e r n  s t a t e s .  D i f f e r e n c e s  i n  t h e  t a x  
on  d e s s e r t  wine and champagne and s p a r k l i n g  wine a r e  n o t  cons idered  
because  t h e s e  i t e m s  r e p r e s e n t  o n l y  a  s m a l l  amount of t o t a l  s a l e s .  
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No Adverse Impact on Demand - An i n c r e a s e  i n  luxury t a x  should not  a f f e c t  

demand f o r  a l c o h o l i c  beverages.  Luxury t a x  i n c r e a s e  opponents have argued 

t h a t  r a i s i n g  t a x e s  w i l l  reduce revenues by reducing consumption. Our 

review i n d i c a t e s  t h a t  consumption and revenues a r e  u n l i k e l y  t o  be a f f e c t e d  

i n  t h i s  manner. F i r s t ,  demand f o r  some a l c o h o l i c  beverages i s  not  

respons ive  t o  p r i c e  changes. Second, f o r  o t h e r  beverages which a r e  

somewhat s e n s i t i v e  t o  p r i c e  changes, t a x  i n c r e a s e s  should not r a i s e  p r i c e  

enough t o  d i scourage  consumption t o  t h e  po in t  of decreas ing  revenues. 

Las t ,  experiences  i n  o the r  s t a t e s  i n d i c a t e  t h a t  an  increased t a x  r a t e  can  

support  consumption s i m i l a r  t o  o r  g r e a t e r  t han  Arizona 's .  

The demand f o r  beer ,  which provides  almost half  of Ar izona ' s  l i q u o r  luxury 

t a x  revenue, i s  u n l i k e l y  t o  d e c l i n e  due t o  p r i c e  i nc reases .  According t o  

recent  r e sea rch ,  t h e  primary determinant  of demand i s  youthf u l l n e s s ,  not 

p r i c e .  * Demand i s  p r i c e - i n e l a s t i c  , o r  r e l a t i v e l y  unresponsive t o  p r i c e  

changes. When demand i s  p r i c e - i n e l a s t i c ,  a p r i c e  i n c r e a s e  produces a 

less- than-proport ionat  e demand d e c l i n e  and t o t a l  revenues i nc rease .  

Although p r i c e  i n c r e a s e s  f o r  d i s t i l l e d  s p i r i t s  w i l l  g ene ra t e  equiva len t  

demand d e c l i n e s  because demand has  u n i t a r y  p r i c e  e l a s t i c i t y , * *  h igher  

t a x e s  should i n c r e a s e  t o t a l  revenues. A g iven  percent  tax i nc rease  w i l l  

not produce a s i m i l a r  percent  p r i c e  i n c r e a s e  o r  consumption dec l ine .  The 

p r i c e  i nc rease  w i l l  be much smal le r .  P r i c e  i n c r e a s e s  r e s u l t i n g  from a 1 0  

percent  t a x  i nc rease  a r e  i l l u s t r a t e d  i n  Table 13. 

* Stanley I. Orns te in  and Dominque M. Hanssens, "Alcohol Control Laws, 
Consumer Welfare and t h e  Demand f o r  D i s t i l l e d  S p i r i t s  and Beer," 
U.C.L.A. Working Paper Se r i e s ,  Center f o r  Marketing S tud ie s ,  Paper No. 
102,  March 1981. The study was supported by a g ran t  from t h e  
C a l i f o r n i a  Department of Alcohol and Drug Abuse w i th  a d d i t i o n a l  
support  from t h e  Research Program i n  Competition and Business Pol icy ,  
Graduate School of Management, U. C.L.A. 

** Ib id .  



TABLE 1 3  

PRICE INCREASES RESULTING FROM A 1 0  PERCENT 
TAX INCREASE FOR DISTILLED SPIRITS 

Brand A Brand B Brand C Brand D Brand E 

Cost P e r  Gallon* $17.98 $18.96 $20.78 $21.54 $27.93 
Tax p e r  g a l l o n  2.50 

Cost a t  c u r r e n t  
t a x  r a t e  

A d d i t i o n a l  t a x  at  a 
1 0  p e r c e n t  i n c r e a s e  
t o  $2.75 g a l l o n  .25 .25 .25 .25 .25 

Cost w i t h  1 0  p e r c e n t  
t a x  i n c r e a s e  $20.73 $21.71 $23.53 $24.29 $30.68 

Cost i n c r e a s e  as a 
p e r c e n t a g e  of c o s t  
under c u r r e n t  r a t e  1.2% 1.2% 1.1% 1.0% .8% 

* A c t u a l  manufac tu re r s '  p r i c e s  t o  w h o l e s a l e r s  as of  June  1, 1983. 

A 1 0  p e r c e n t  t a x  i n c r e a s e  t o  $2.75 p e r  g a l l o n ,  accompanied by a 1 p e r c e n t  

consumption d e c l i n e ,  would g e n e r a t e  a lmost  $1.3 m i l l i o n  i n  a d d i t i o n a l  revenue 

a n n u a l l y ,  a s  shown i n  Tab le  14 .  



TABLE 14  

ADDITIONAL REVENUE RESULTING FROM A 10  PERCENT TAX 
INCREASE AND A 1 PERCENT CONSUMPTION DECLINE 

1982 consumption wi th  1 percent  
d e c l i n e  (ga l lons )  5,640,030 

x Tax a t  1 0  percent i n c r e a s e  
(per  g a l l o n )  $ 2.75 

Projected t o t a l  d i s t i l l e d  s p i r i t s  
t a x  revenues 

1982 consumption (ga l lons )  
x Current t a x  r a t e  ( p e r  g a l l o n )  

1982 d i s t i l l e d  s p i r i t s  t a x  
revenue 

Addi t iona l  d i s t i l l e d  s p i r i t s  t a x  

The s p e c i f i c  f a c t o r s  a f f e c t i n g  t h e  demand f o r  wine a r e  unknown. However, 

even i f  wine were assumed t o  have u n i t a r y  p r i c e  e l a s t i c i t y  ( a s  wi th  

d i s t i l l e d  s p i r i t s )  a n  i nc rease  i n  luxury t a x e s  t o  t h e  na t iona l  average 

would r e s u l t  i n  l e s s  t h a n  a 1 percent  i n c r e a s e  i n  p r i ce .  

Other s t a t e s '  experiences  i n d i c a t e  t h a t  s i m i l a r  o r  g r e a t e r  consumption can  

be maintained with h igher  t a x  r a t e s .  Ten of t h e  f o u r t e e n  o t h e r  s t a t e s  

a s se s s ing  h igher  t a x e s  on d i s t i l l e d  s p i r i t s  have pe r  c a p i t a  consumption 

r a t e s  a t  l e a s t  a s  g r e a t  a s  Arizona's.  For example, F l o r i d a  charges  $4.75 

per  ga l lon ,  compared t o  Arizona 's  $2.50 pe r  g a l l o n  r a t e ,  and ranks 5 t h  i n  

consumption compared t o  Arizona's 2 7 th  ranking. Thirty-f our  o t h e r  s t a t e s  

a s s e s s  h igher  t a x e s  on beer ;  f i v e  of t h e s e  have s i m i l a r  o r  g r e a t e r  

consumption. Of t h e  23 s t a t e s  charging h igher  t a x e s  on wine, 6 support 

consumption s i m i l a r  t o  o r  g r e a t e r  t han  Arizona. 



CONCLUSION 

Increas ing  l i q u o r  luxury t axes  t o  a l e v e l  comparable t o  o t h e r  western 

l i c e n s e  s t a t e s  would gene ra t e  a t  l e a s t  $5.2 m i l l i o n  annual ly  i n  a d d i t i o n a l  

revenues . 

RECOMMENDATION 

The L e g i s l a t u r e  should cons ide r  amending A.R.S. $42-1204, subsec t ion  A t o  

provide f o r  increased  l i q u o r  luxury t a x  r a t e s .  



FINDING V 

LOTTERY STATUTES DO NOT ALLOW APPLICANTS AN EQUAL OPPORTUNITY OF OBTAINING 

A LICENSE. 

Although t h e  Department ' s l o t t e r y  drawing procedures appear  adequately 

c o n t r o l l e d ,  s t a t u t e s  do not  e f f e c t i v e l y  l i m i t  t h e  number of a p l i c a t i o n s  a 

person can  submit. Our review of w r i t t e n  procedures and in te rv iews  wi th  

Department s t a f f  i n d i c a t e  t h a t ,  i n  t h e  absence of c o l l u s i o n ,  c o n t r o l s  a r e  

s u f f i c i e n t  t o  prevent  abuse. However, l o t t e r y  a p p l i c a n t s  a r e  a b l e  t o  

circumvent t h e  s t a t u t o r y  g o a l  of g iv ing  a l l  a p p l i c a n t s  an  equa l  

oppor tun i ty  of ob ta in ing  a  l i c e n s e .  By submit t ing a d d i t i o n a l  a p p l i c a t i o n s  

under bus iness  names and names of family members, a p p l i c a n t s  a r e  a b l e  t o  

i nc rease  t h e i r  chances of s e l e c t i o n .  A t  l e a s t  two o t h e r  s t a t e s  have more 

e f f e c t i v e  c o n t r o l s  over  t h e  number of a p p l i c a t i o n s  submitted per  person. 

S t a t e  law and Department r e g u l a t i o n s  provide f o r  random s e l e c t i o n  when t h e  

number of a p p l i c a n t s  exceeds a v a i l a b l e  l i c e n s e s .  * Separa te  l o t t e r y  

drawings a r e  held by county and l i c e n s e  type.  I n  1982, s i x  drawings were 

held--two f o r  t ype  6  l i c e n s e s  and f o u r  f o r  t ype  9. A.R.S. $4-203 r equ i r e s  

DLLC t o  use a  random s e l e c t i o n  procedure which provides  a l l  a p p l i c a n t s  a n  

equa l  oppor tun i ty  t o  o b t a i n  a  l i c e n s e .  Subsect ion B s t a t e s :  

". . . t h e  board s h a l l ,  i f  t h e r e  a r e  more a p p l i c a n t s  
t han  t h e  number of a v a i l a b l e  s p i r i t u o u s  l i q u o r  
l i c e n s e s ,  provide a  method of random s e l e c t i o n  wi th in  a  
county t o  determine which app l i can t  o r  a p p l i c a n t s  s h a l l  
be considered f o r  i s suance  of a  l i c ense .  The random 
s e l e c t i o n  method s h a l l  a l low each app l i can t  w i th in  t h e  
county an  equa l  oppor tun i ty  of ob ta in ing  t h e  a v a i l a b l e  
l i c e n s e  o r  l i c e n s e s .  " 

* A.R.S. $4-206, Subsect ions A, B and C l i m i t s  t h e  number of on-sale 

a l l  l i q u o r  ( t ype  6 ) ,  on-sale beer and wine ( t ype  7 )  and o f f - s a l e  a l l  
l i q u o r  ( t ype  9) l i c e n s e s  which DLLC may i s s u e  i n  each county. None 
of t h e  c o u n t i e s  have reached t h e  maximum a l lowable  number of type  7 
l i c e n s e s .  Finding I1 c o n t a i n s  a d d i t i o n a l  in format ion  concerning t h e  
quota system ( s e e  page 29). 



A d m i n i s t r a t i v e  Rule R4-15-109 e s t a b l i s h e s  a l o t t e r y  drawing which matches 

randomly s e l e c t e d  names and numbers. These numbers correspond t o  t h e  

number of a v a i l a b l e  l i c e n s e s  p l u s  a n  e q u a l  number of a l t e r n a t e s  and 

i n d i c a t e  t h e  o r d e r  i n  which DLLC w i l l  c o n s i d e r  a p p l i c a t i o n s .  S e l e c t i o n  

g r a n t s  o n l y  t h e  r i g h t  t o  be  c o n s i d e r e d  f o r  l i c e n s u r e .  S u c c e s s f u l  l o t t e r y  

a p p l i c a n t s  are s u b j e c t  t o  background checks  and t h e  l o c a l  hear ing  p r o c e s s  

and t h u s  may b e  den ied  l i c e n s e s .  

L o t t e r y  Drawing s Appear 
Adeauatelv Cont ro l l ed  

The Department a p p e a r s  t o  have adequa te  c o n t r o l s  o v e r  t h e  l o t t e r y  

drawings .  DLLC u s e s  s t a n d a r d  e n t r y  forms placed i n  a  t r a n s p a r e n t  

c o n t a i n e r .  The names a r e  read a loud b e f o r e  e n t r i e s  a r e  put i n  t h e  

c o n t a i n e r  and a p p l i c a n t s  may i n s p e c t  t h e i r  forms and d r o p  them i n  t h e  

c o n t a i n e r  themselves .  Two c l e r i c a l  employees from a temporary employment 

agency s imul taneous ly  draw a  name and a  number. The s e l e c t e d  name and 

number a r e  t h e n  read  a loud and v e r i f i e d  and recorded by Department 

employees. The drawing i s  open t o  t h e  p u b l i c  and media and i s  

tape-recorded by t h e  Department. 

Although drawing p rocedures  appear  adequa te ly  c o n t r o l l e d ,  q u e s t i o n s  have 

been r a i s e d  as  t o  why c e r t a i n  a p p l i c a n t s  a r e  s e l e c t e d *  i n  s u c c e s s i v e  

l o t t e r i e s  o r  t w i c e  i n  t h e  same l o t t e r y .  At l e a s t  1 2  such  e v e n t s  have 

occurred d u r i n g  t h e  p a s t  3 y e a r s .  F o r  example, t h e  w i f e  of a man s e l e c t e d  

i n  1980, 1981  and 1982 was a l s o  s e l e c t e d  t w i c e  i n  1981. One g rocery  s t o r e  

c h a i n  was s e l e c t e d  f o r  two l i c e n s e s  i n  1980, two l i c e n s e s  i n  1981 and 

t h r e e  l i c e n s e s  i n  1982. 

* "Se lec ted"  a p p l i c a n t s  r e f e r s  t o  bo th  winners  and a l t e r n a t e s .  
A l t e r n a t e s  a r e  s e l e c t e d  t o  be c o n s i d e r e d  f o r  l i c e n s u r e  i f  a  winner 
e i t h e r  chooses  no t  be cons idered  o r  i s  d i s q u a l i f i e d .  



Appl ican ts  a r e  a b l e  t o  circumvent t h e  s t a t u t o r y  g o a l  of g iv ing  a l l  

a p p l i c a n t s  an  equa l  oppor tun i ty  of ob ta in ing  a  l i c e n s e .  S t a t u t e s  do not 

prevent  a  person from applying under bus iness  names and names of family 

members. I n  r e a l i t y ,  t hose  a p p l i c a n t s  who 1 )  a r e  aware of t h i s  "loophole" 

and 2)  c a n  a f fo rd  t o  pay f o r  a d d i t i o n a l  a p p l i c a t i o n s  ($100 each) c a n  

g r e a t l y  i n c r e a s e  t h e i r  chances of winning. 

S t a t u t e s  Allow Addi t iona l  Appl ica t ions  - Some l o t t e r y  a p p l i c a n t s  have 

increased t h e i r  odds of s e l e c t i o n  by submit t ing a d d i t i o n a l  a p p l i c a t i o n s  

under bus iness  o r  fami ly  names. A.R.S. s4-203, Subsect ion C permits  a  

person t o  make a s  many a p p l i c a t i o n s  a s  t h e r e  a r e  l i c e n s e s  a v a i l a b l e ,  t o  a  

maximum of f i v e  : * 

"C. I f  t h e r e  a r e  more a p p l i c a n t s  t h a n  t h e  number of 
a v a i l a b l e  s p i r i t u o u s  l i q u o r  l i c e n s e s  w i t h i n  a  county,  
t h e  fol lowing l i m i t a t i o n s  s h a l l  apply: 
1. No person s h a l l  make more a p p l i c a t i o n s  t han  t h e  
number of s p i r i t u o u s  l i q u o r  l i c e n s e s  a v a i l a b l e .  
2. If t h e r e  a r e  more than  f i v e  s p i r i t u o u s  l i q u o r  
l i c e n s e s  t o  be i s sued ,  notwithstanding t h e  p rov i s ions  
of paragraph 1 of t h i s  subsec t ion ,  no person s h a l l  make 
more t han  f i v e  app l i ca t i ons . "  (emphasis added) 

A person may submit more t han  f i v e  a p p l i c a t i o n s ,  however, by submitting 

a d d i t i o n a l  a p p l i c a t i o n s  under bus iness  names. This  i s  l e g a l  because of 

t h e  way "person" i s  def ined  i n  A.R.S. §4-101, paragraph 16: 

" 'Person'  i nc ludes  pa r tne r sh ip ,  a s s o c i a t i o n ,  company o r  
co rpo ra t i on ,  a s  w e l l  a s  a  n a t u r a l  person." 

* An app l i can t  must pay a $100 f e e  f o r  each a p p l i c a t i o n .  

61 



There i s  a l s o  no r e s t r i c t i o n  aga ins t  submit t ing a d d i t i o n a l  a p p l i c a t i o n s  

under t h e  name of a  spouse, son o r  daughter .  Thus, i n  a d d i t i o n  t o  

submit t ing f i v e  a p p l i c a t i o n s  a s  an  i nd iv idua l ,  a  person can  submit another  

f i v e  a p p l i c a t i o n s  f o r  each bus iness  name he wishes t o  use,  f i v e  

a p p l i c a t i o n s  under h i s  spouse 's  name, e t c .  We i d e n t i f i e d  2 persons who 

used t h i s  approach t o  submit 1 5  a p p l i c a t i o n s  i n  1980 and 1982. According 

t o  a  Department employee, a s  many a s  2 5  a p p l i c a t i o n s  have been submitted 

by a n  i n d i v i d u a l  f o r  a  s i n g l e  l o t t e r y .  

Addi t iona l  Appl ica t ions  Inc rease  Chances - Addi t iona l  a p p l i c a t i o n s  can  

g r e a t l y  i n c r e a s e  a  person ' s  chances of s e l e c t i o n .  A s t a t i s t i c i a n  from 

Arizona S t a t e  Univers i ty  analyzed t h e  p r o b a b i l i t i e s  of s e l e c t i o n  f o r  

s e v e r a l  a p p l i c a n t s  i n  t h e  1980, 1981 o r  1982 l o t t e r i e s .  According t o  h i s  

a n a l y s i s ,  a l though s e v e r a l  of t h e s e  a p p l i c a n t s  won i n  success ive  y e a r s ,  

t h e s e  wins were not unusual based on t h e  p r o b a b i l i t i e s  assoc ia ted  wi th  t h e  

mu l t i p l e  app l i ca t i ons .  * The e f f e c t  of a d d i t i o n a l  a p p l i c a t i o n s  on t h e  

p r o b a b i l i t i e s  of winning i s  shown i n  t h e  fol lowing example. The 1980 

Maricopa County drawing f o r  t ype  6  l i c e n s e s  had 860 a p p l i c a t i o n s  wi th  27 

winners and 8 a l t e r n a t e s :  

1. An a p p l i c a n t  with one a p p l i c a t i o n  had a  4 percent  chance of 
s e l e c t  ion .  

2. An a p p l i c a n t  wi th  f i v e  a p p l i c a t i o n s  had a  1 9  percent chance of 
s e l e c t  i on .  

3.  An app l i can t  wi th  1 5  a p p l i c a t i o n s  had a  46 percent chance of 
select ion.** 

Other S t a t e s  Have More 
E f f e c t i v e  Control  

A t  l e a s t  two o the r  s t a t e s  have more e f f e c t i v e  c o n t r o l s  over t h e  number of 

a p p l i c a t i o n s  per  person. We contac ted  s e v e r a l  o t h e r  s t a t e s  t o  l e a r n  how 

they  d i s t r i b u t e  r e s t r i c t e d  l i c e n s e s .  Some s t a t e s  d o  not  use a  l o t t e r y  

system a t  a l l  but i n s t e a d  a l low t h e  c o u n t i e s  o r  c i t i e s  t o  decide how the  

* See Appendix I1 f o r  t h e  s t a t i s t i c i a n ' s  f u l l  r e p o r t .  
** A t  l e a s t  one app l i can t  submitted 1 5  a p p l i c a t i o n s  f o r  t h i s  drawing 

and was subsequent ly  drawn. 



l i c e n s e s  w i l l  be d i s t r i b u t e d  . C a l i f o r n i a  and F l o r i d a  hold drawings by 

county but have t i g h t e r  r e s t r i c t i o n s  t h a n  Arizona on t h e  number of 

a p p l i c a t i o n s  per  person. In  Ca l i fo rn i a ,  t h e  number of r e s t r i c t e d  l i c e n s e s  

i s sued  i s  based on a  county ' s  populat ion.  An i n d i v i d u a l  may submit only - 
one a p p l i c a t i o n  per  l o t t e r y ;  he  may not  a l s o  apply under a  bus iness  name, - - 
nor  can  h i s  spouse apply.  I n  F lo r ida ,  a n  i n d i v i d u a l  can  have i n t e r e s t  i n  

only one a p p l i c a t i o n  pe r  l o t t e r y .  Thus, i f  a  person submits a n  

a p p l i c a t i o n  under h i s  own name, he cannot a l s o  have a n  i n t e r e s t  i n  any 

o the r  app l i ca t i on .  F lo r ida  uses  computer a n a l y s i s  t o  d e t e c t  a p p l i c a n t s  

wi th  m u l t i p l e  i n t e r e s t  s. 

CONCLUSION 

The Department's l o t t e r y  drawing procedures appear  adequately c o n t r o l l e d ,  

however, s t a t u t e s  do not  e f f e c t i v e l y  l i m i t  t h e  number of a p p l i c a t i o n s  a  

person c a n  submit. Lot te ry  a p p l i c a n t s  a r e  a b l e  t o  circumvent t h e  

s t a t u t o r y  g o a l  of g iv ing  a l l  a p p l i c a n t s  a n  equa l  oppor tun i ty  of ob ta in ing  

a  l i c ense .  

RE COMMENDAT ION 

The Leg i s l a tu re  should cons ider  amending s t a t u t e s  t o  more e f f e c t i v e l y  

r e s t r i c t  t h e  number of l o t t e r y  a p p l i c a t i o n s  a n  i n d i v i d u a l  may submit. 



FINDING V I  

THE DEPARTMENT'S LICENSING PROCESS CAN BE IMPROVED BY ELIMINATING MOST 

ORIGINAL LICENSE HEARINGS. 

Most o r i g i n a l  l i c e n s e  hear ings  held by t h e  Liquor Board and t h e  hear ing 

o f f i c e r  a r e  unnecessary and can  be e l imina ted .  These s t a t u t o r i l y  requi red  

hear ings  inconvenience l i c e n s e  a p p l i c a n t s  and a r e  a n  i n e f f i c i e n t  use of 

s t a f f  t i m e .  

License Procedures 

Arizona Revised S t a t u t e s  (A.R.S. ) $4-201, subsec t ion  E r e q u i r e s  t h e  Liquor 

Board t o  hear  and approve a l l  o r i g i n a l  l i c e n s e  a p p l i c a t i o n s .  The Board 

i s s u e s  numerous t ypes  of o r i g i n a l  l i c e n s e s .  Including:  

1. Nontransferable  o r i g i n a l  l i c e n s e s  a r e  i s sued  t o  c l u b s ,  ho te l /mote l s ,  

r e s t a u r a n t s  and governmental bodies.  

2 .  Or ig ina l  l i c e n s e s  may a l s o  be i s sued  f o r  r e s t r i c t e d  l i c e n s e  types* 

which have not  y e t  reached t h e  s t a t u t o r y  l i m i t s  o r  i f  new l i c e n s e s  a r e  

a v a i l a b l e  due  t o  popula t ion  growth. These l i c e n s e s  may be t r a n s f e r r e d  

t o  new l i censees .  

3. Unres t r i c t ed ,  t r a n s f e r a b l e  l i c e n s e s  a r e  i s sued  t o  producers ,  

wholesa le rs ,  o f f  - and on-sale beer-only out l e t  s , of f - sa le  beer and 

wine o u t l e t s ,  r a i l r o a d s  and a i r l i n e s .  These may be e i t h e r  o r i g i n a l  

l i c e n s e s  o r  t r a n s f e r s  . Addit ional  in format ion  on o r i g i n a l  and 

t r a n s f e r  l i c e n s e s  i s  contained i n  Finding I11 ( s e e  page 4 3 ) .  

* The number of on-sale a l l  l i q u o r ,  on-sale beer  and wine and o f f - s a l e  
a l l  l i q u o r  l i c e n s e s  which DLLC may i s s u e  i s  s t a t u t o r i l y  r e s t r i c t e d ,  
based on county populat ion.  Addi t iona l  informat  i o n  concerning t h e  
quota system i s  conta ined  i n  Finding I1 ( s e e  page 29). 



The a p p l i c a t i o n  processing procedure fo l lows  s e v e r a l  s t e p s .  Applicants  

f o r  a  l i q u o r  l i c e n s e  supply DLLC wi th  a  completed a p p l i c a t i o n  and 

ques t i onna i r e  and a  s e t  of f i n g e r p r i n t s .  Once submit ted,  DLLC has  105 

days t o  approve o r  disapprove t h e  a p p l i c a t i o n .  Next, DLLC forwards a  copy 

of t h e  a p p l i c a t i o n  t o  t h e  c i t y  i n  which t h e  app l i can t  seeks  l i c ensu re .  

The c i t y  c l e r k  p o s t s  t h e  a p p l i c a t i o n  on t h e  proposed premises f o r  20 days  

a t  which t i m e  w r i t t e n  arguments i n  favor  of o r  opposed t o  l i c e n s e  i s suance  

may be f i l e d  wi th  t h e  c l e r k .  Af t e r  t h e  20-day pos t ing ,  t h e  governing body 

of t h e  c i t y  o r  town recommends approval  o r  d i s app rova l  of t h e  a p p l i c a t i o n  

and forwards t h e  recommendations t o  DLLC. I n  t h e  meantime, DPS processes  

f i n g e r p r i n t s  t o  determine i f  t h e  app l i can t  has  p r i o r  conv ic t i ons  and 

i n s p e c t s  t h e  proposed l o c a t i o n .  Once a l l  qua l i fy ing  information i s  

obta ined ,  t h e  a p p l i c a t i o n  i s  s e t  f o r  hear ing  f o r  e i t h e r  t h e  Board o r  t h e  

hear ing o f f i c e r *  who a c t s  a s  t h e  Board 's designated r ep re sen t a t i ve .  

Curren t ly ,  t h e  Board d e l e g a t e s  most o r i g i n a l  l i c e n s e  hear ings  

(nonprot e s t e d ,  city-approved a p p l i c a t i o n s )  t o  t h e  hear ing o f f i c e r .  

Appl ica t ions  which may be denied due t o  c i t y  d i sapprova l ,  c i t i z e n  

pro tes t s*"  o r  o t h e r  problems gene ra l l y  a r e  heard by t h e  Board. 

The hear ing  o f f i c e r  conducts  formal hear ings  w i th  t h e  app l i can t  u sua l ly  

presen t .  The hear ing  o f f i c e r  1 )  reviews t h e  a p p l i c a n t ' s  f i l e  f o r  

completeness,  2) b r i e f l y  ques t i ons  t h e  app l i can t ,  and 3)  recommends e i t h e r  

approval  o r  d i sapprova l .  Af te r  t h e  hear ing t h e  Board i s  informed of t h e  

recommendation and approves o r  disapproves t h e  a p p l i c a t i o n .  

* The hearing o f f i c e r  f o r  o r i g i n a l  l i c e n s e  hea r ings  i s  t h e  Ass i s t an t  
Superintendent  of t h e  Liquor Department. 

** Appl ica t ions  a r e  sub jec t  t o  l o c a l  hear ings  p r i o r  t o  Board approval .  
C i t i z e n s  may p r o t e s t  t h e  a p p l i c a t i o n  a t  t h e  l o c a l  hear ing.  Local 
governments a r e  requi red  t o  approve o r  disapprove t h e  a p p l i c a t i o n .  
While c i t i z e n  p r o t e s t s  and l o c a l  government d i s app rova l s  a r e  not 
binding on t h e  Board, t h e  Board must cons ide r  them i n  i t s  dec i s ion .  



Hearings Are Unnecessary 

Or ig ina l  l i c e n s e  hear ings  f o r  nonprotested,  city-approved a p p l i c a t i o n s  a r e  

unnecessary. F i r s t ,  l i c e n s e s  i s sued  f o r  t r a n s f e r s  a r e  not sub j ec t  t o  

e i t h e r  Board o r  hear ing o f f i c e r  hear ings.  Second, l o c a l  hea r ings  provide  

f o r  s u f f i c i e n t  publ ic  input  on these  a p p l i c a t i o n s .  Thi rd ,  hear ing o f f i c e r  

hear ings  d o  not  ensure t h a t  l i c e n s e s  w i l l  comply w i t h  s t a t u t o r y  

requirements.  Fur ther ,  numerous o t h e r  s t a t e s  d o  no t  r e q u i r e  hear ings.  

Hearings Not Required f o r  Transfer  Appl ica t ions  - Most l i c e n s e s  i s sued  

through t r a n s f e r s  are approved by t h e  hear ing  o f f i c e r  without  a  hear ing.  

Hearings a r e  held only when a  l o c a l  governing body disapproves a n  

a p p l i c a t i o n ,  t h e  t r a n s f e r  i s  p ro t e s t ed  o r  o t h e r  problems e x i s t .  These 

t r a n s f e r s  a r e  e s s e n t i a l l y  i d e n t i c a l  t o  o r i g i n a l  l i c e n s e s  i n  t h a t  they  

g ran t  t h e  same p r i v i l e g e s  a s  o r i g i n a l  l i c e n s e s .  I n  add i t i on ,  both 

t r a n s f e r  and o r i g i n a l  l i c e n s e s  a r e  i s sued  t o  new and previously l i c ensed  

premises ,  a s  t r a n s f  e r s  can  be i s sued  f o r  l o c a t i o n  changes.  

Local Government Hearings Provide f o r  S u f f i c i e n t  Publ ic  Input - The pub l i c  

has  a n  opportuni ty  t o  p r o t e s t  l i c e n s e  i s suances  a t  l o c a l  government 

hear ings.  These hear ings  appear  adequate  f o r  uncontested a p p l i c a t i o n s .  

According t o  t h e  Superintendent ,  few a p p l i c a t i o n s  a r e  p ro t e s t ed  a t  a  DLLC 

hear ing  which were unprotested a t  t h e  l o c a l  l e v e l .  Fu r the r ,  t h e  

Department ' s Ass i s t an t  Attorney General sugges ts  g r e a t e r  opportuni ty  could 

be g iven  f o r  pub l i c  input  a t  l o c a l  government hear ings  by lengthening t h e  

pos t ing  per iod p r i o r  t o  t h e  hear ings.  

Hearings Do Not Ensure Restaurant  License Compliance - Although t h e  

hear ing o f f i c e r  f e e l s  t h a t  hear ings  a r e  needed t o  de te rmine  i f  r e s t au ran t  

a p p l i c a n t s  i n t end  t o  o p e r a t e  a s  bona f i de*  r e s t a u r a n t s ,  hear ings  a r e  not 

a n  e f f e c t i v e  o r  e f f i c i e n t  means of determining o r  ensuring compliance. 

The hear ing does not provide new information.  The hear ing o f f i c e r ' s  

ques t ions  simply r e i t e r a t e  t h e  quest i o n s  on t h e  a p p l i c a t i o n .  Fur ther  a l l  

necessary information i s  contained on t h e  l i c e n s e  a p p l i c a t i o n  reviewed by 

* A bona f i d e  r e s t a u r a n t  must d e r i v e  a t  l e a s t  40 percent  of i t s  g r o s s  
revenue from food s a l e s .  



t h e  des igna ted  represen t  a t  i v e  before  t h e  hear ing.  The sworn a p p l i c a t i o n  

provides  in format ion  on g r o s s  s a l e s  represen t ing  purchase of meals and 

f loor-space foo tage  designed f o r  d in ing  and inc ludes  a  copy of t h e  menu. 

I n  a d d i t  ion ,  i n v e s t i g a t o r s  could during r o u t i n e  l i c e n s e  i n spec t  i ons ,  check 

t h e  premises t o  ensure  it i s  a  bona f i d e  r e s t a u r a n t .  

Numerous r e s t a u r a n t s  a r e  not a c t i n g  a s  bona f i d e  r e s t a u r a n t s .  I n  1982, 

DLLC i n v e s t i g a t o r  performed r e s t au ran t  aud i t  s t o  de te rmine  compliance wi th  

t h e  requi red  food t o  l i q u o r  r a t i o .  About 38 percent  were found t o  be 

noncompliant . The high v i o l a t  i o n  r a t e  i n d i c a t e s  t h a t  p r e l i censu re  

hear ings  a r e  not an e f f e c t i v e  compliance t 001. 

Other S t a t e s  Do Not Require Hearings - Numerous o t h e r  l i c e n s e  s t a t e s  d o  

not  r e q u i r e  hear ings  f o r  unprot e s t  ed a p p l i c a t i o n s .  Fourteen of t h e  

t h i r t y -one  l i c e n s e  s t a t e s  surveyed by our  Off ice  provide f o r  automatic 

i s suance  of such l i c e n s e s .  

The DLLC super in tendent  ag rees  t h a t  p r e l i censu re  hea r ings  f o r  unprot es ted  , 
l o c a l l y  approved a p p l i c a t i o n s  a r e  i n e f f i c i e n t  . However, t h e  

super in tendent  f e e l s  t h a t  a  d e c i s i o n  made by t h e  Board, c o n s i s t i n g  of f i v e  

i n d i v i d u a l s ,  i s  less l i k e l y  t o  r ece ive  publ ic  c r i t i c i s m  than  a  d e c i s i o n  

made by one ind iv idua l .  

Hearings Cause Inconvenience t o  Applicant s 

O r i g i n a l  l i c e n s e  hear ings  f o r  nonprotested,  city-approved a p p l i c a t i o n s  

cause inconvenience t o  a p p l i c a n t s  through unnecessary t r a v e l .  The 

Department expec ts  each app l i can t  t o  a t t e n d  a  hear ing .  I f  t h e  app l i can t  

o r  a  r e p r e s e n t a t i v e  i s  not  p resen t  a t  t h e  scheduled hear ing e i t h e r  t h e  

hear ing  i s  rescheduled o r  t h e  l i c e n s e  i s  gran ted  i n  h i s  absence. 

Hearings f o r  problem-free a p p l i c a t i o n s  a r e  a n  impos i t ion  on some 

a p p l i c a n t s .  The i n d i v i d u a l  hear ings  l a s t  only about t h r e e  minutes and 

c o n s i s t  of a  review of i t ems  a l ready  i n  t h e  a p p l i c a n t ' s  f i l e .  For 

a p p l i c a n t s  i n  ou t ly ing  a r e a s ,  t r a v e l  t o  t h e  hear ing i s  both t ime consuming 

and c o s t l y .  



For example, a t  one h e a r i n g  a t t e n d e d  by a member of t h e  Audi to r  General  

s t a f f ,  a n  i n d i v i d u a l  d r o v e  from F l a g s t a f f  i n  extreme weather  c o n d i t i o n s  t o  

a t t e n d  a  s h o r t  hea r ing  f o r  a problem-free f i l e .  

I n e f f i c i e n t  Use of S t a f f  

O r i g i n a l  l i c e n s e  h e a r i n g s  f o r  problem-f r e e  a p p l i c a t i o n s  a r e  a n  i n e f f i c i e n t  

u s e  of s t a f f  r e s o u r c e s .  O r i g i n a l  l i c e n s e  h e a r i n g s  r e q u i r e  t i m e  from t h e  

Board, i t s  s e c r e t a r y ,  t h e  hear ing  o f f i c e r  and h i s  s e c r e t a r y .  The combined 

t i m e  spen t  on  u n p r o t e s t e d ,  ci ty-approved o r i g i n a l  l i c e n s e  h e a r i n g s  

c o n s t i t u t e s  approximately  one t h i r d  FTE annua l ly .  F u r t h e r ,  a s  t h e  number 

of l i c e n s e s  i s s u e d  c o n t i n u e s  t o  grow, t h e  number of o r i g i n a l  l i c e n s e  

h e a r i n g s  and s t a f f  t i m e  s p e n t  on t h e  h e a r i n g s  w i l l  i n c r e a s e .  

The h e a r i n g  o f f i c e r  ' s s e c r e t a r y ' s  t i m e ,  which i s  most a f f e c t e d ,  could  be 

used more e f f e c t i v e l y .  The s e c r e t a r y  spends approximately  30 p e r c e n t  of 

a v a i l a b l e  t ime ,  n o t i f y i n g  a p p l i c a n t  s of h e a r i n g s ,  schedu l ing  agendas,  

t a p i n g  h e a r i n g s  and p r e p a r i n g  Board o r d e r s .  E l i m i n a t i n g  mandatory 

o r i g i n a l  l i c e n s e  h e a r i n g s  would a l l o w  t h e  s e c r e t a r y  t o  a s s i s t  i n  p r e p a r i n g  

t a x  and a d m i n i s t r a t i v e  c i t a t i o n s ,  p rocess ing  and f i l i n g  l i c e n s e  

a p p l i c a t i o n s  and o t h e r  d u t i e s .  I n  a d d i t i o n ,  i f  t r a n s f e r s  a r e  e l i m i n a t e d  

a s  suggested i n  Finding 111, t h e n  a l l  l i c e n s e s  would be i s s u e d  a s  

" o r i g i n a l "  l i c e n s e s .  

CONCLUSION 

O r i g i n a l  l i c e n s e  h e a r i n g s  should be h e l d  on ly  i n  c a s e s  where t h e  l i c e n s e  

a p p l i c a t i o n  may be den ied  d u e  t o  p o s s i b l e  d i s q u a l i f y i n g  f a c t o r s ,  such a s  

c i t y / t o w n  d i s a p p r o v a l  o r  p u b l i c  p r o t e s t s .  The m a j o r i t y  of o r i g i n a l  

l i c e n s e  h e a r i n g s  a r e  unnecessary .  Although r e q u i r e d  by s t a t u t e ,  t h e s e  

h e a r i n g s  inconvenience a p p l i c a n t s  and a r e  a n  i n e f f i c i e n t  u s e  of s t a f f  t ime. 

RECOMMENDATION 

The L e g i s l a t u r e  should c o n s i d e r  amending A.R.S. $4-201, s u b s e c t i o n  E  t o  

e l i m i n a t e  mandatory h e a r i n g s  f o r  o r i g i n a l  l i c e n s e s ,  excep t  when a  l o c a l  

governing body recommends d i s a p p r o v a l  o r  when t h e r e  a r e  p u b l i c  p r o t e s t s  o r  

o t h e r  problems. 



OTHER PERTINENT INFORMATION 

Enforcement of S t a t u t e s  P roh ib i t i ng  
Sa l e  of Liquor t o  Minors 

L e g i s l a t i v e  a c t i o n s  i n  recent  yea r s  i n d i c a t e  a  heightened i n t e r e s t  i n  t h e  

enforcement of s t a t u t e s  p roh ib i t i ng  t h e  s a l e  of l i q u o r  t o  underaged 

persons. Because of t h i s  i n t e r e s t ,  we reviewed DLLC a c t i v i t i e s  i n  t h i s  

a r ea .  According t o  our  a n a l y s i s ,  1 )  t h e  number of enforcement a c t i o n s  has  

increased  i n  recent  yea r s ,  and 2) t h e  superintendent  has  more d i s c r e t i o n  

when determining p e n a l t i e s  t han  h i s  coun te rpa r t s  i n  some o t h e r  s t a t e s .  

Recent L e g i s l a t i v e  Act ions - I n  1982 t h e  Leg i s l a tu re  amended A.R.S. $4-112 

t o  p lace  a d d i t i o n a l  emphasis on t h e  enforcement of s t a t u t e s  p roh ib i t i ng  

t h e  s a l e  of l i q u o r  t o  minors. This  s t a t u t e  s t a t e s ,  i n  pa r t  : 

"B. Except a s  provided i n  subsec t ion  A of t h i s  
s e c t i o n ,  t h e  superintendent  s h a l l  adminis te r  t h e  
p rov i s ions  of t h i s  t i t  l e y  inc luding  : 

6. Taking such s t e p s  a s  a r e  necessary t o  main ta in  
e f f e c t i v e  l i a i s o n  wi th  t h e  department of pub l i c  s a f e t y  
and a l l  l o c a l  l a w  enforcement agenc ies  i n  t h e  
enforcement of t h i s  t i t l e  i n c l u d i ~ l g  t h e  laws of t h i s  
s t a t e  a g a i n s t  t h e  consumption of s p i r i t u o u s  l i q u o r  by 
persons  under t h e  age of n ine teen  yea r s .  I 
C. The super in tendent  s h a l l  e s t a b l i s h  w i th in  t h e  
department a  s e p a r a t e  i n v e s t i g a t i o n s  u n i t  which has  a s  
i t s  s o l e  r e s p o n s i b i l i t y  t h e  i n v e s t i g a t i o n  of compliance - 
with  t h i s  t i t l e  inc lud ing  t h e  i n v e s t i g a t i o n  of 
l i c e n s e e s  a l l eged  t o  have so ld  o r  d i s t r i b u t e d  
s p i r i t u o u s  l i q u o r  i n  any £ o m  t o  persons under n ine teen  
y e a r s  of age. " (emphasis added) 

DLLC Enforcement A c t i v i t i e s  - The number of DLLC enforcement a c t i o n s  i n  

t h i s  a r e a  ( i . e . ,  s a l e  t o  minors) ha s  increased i n  recent  years .  Most 

v i o l a t i o n s  of t h i s  t ype  a r e  i n v e s t i g a t e d  and reported t o  DLLC by DPS and 



l o c a l  law enforcement agenc ies .  P u b l i c  c o m p l a i n t s  a r e  t h e  s o u r c e  of many 

i n v e s t i g a t : i o n s .  I n  1982 DLLC rece ived  88 c o m p l a i n t s  r egard ing  underage 

d r i n k i n g ;  85  o f  t h e s e  were r e f  e r r e d  t o  DPS f o r  i n v e s t i g a t i o n .  

P r i o r  t o  1981, DLLC's most common response  t o  a r e p o r t e d  v i o l a t i o n  

i n v o l v i n g  a s a l e  t o  a minor was t o  send a warning l e t t e r .  For  example, 

Tab le  1 5  shows t h a t  i n  1980 DLLC i s s u e d  1 6 0  warning l e t t e r s  i n v o l v i n g  

s a l e s  t o  minors  but  on ly  33 c i t a t i o n s .  According t o  DLLC s t a f f ,  t h i s  

p r a c t i c e  changed sometime i n  1981. T h e r e a f t e r  t h e  s u p e r i n t e n d e n t ' s  normal 

r e s p o n s e  was t o  i s s u e  a n  a d m i n i s t r a t i v e  c i t a t i o n  u n l e s s  t h e  p o l i c e  r e p o r t  

was t o o  vague o r  incomple te  f o r  a s o l i d  d i s c i p l i n a r y  c a s e .  Tab le  1 5  

i n d i c a t e s  t h i s  change i n  p r a c t i c e .  I n  1982 DLLC i s s u e d  93 c i t a t i o n s  

i n v o l v i n g  s a l e s  t o  minors but on ly  22 warning l e t t e r s .  As of September 

1 2 ,  1983, DLLC had a l r e a d y  i s s u e d  100  c i t a t i o n s ,  exceeding t h e  1982 

t o t a l .  Nearly a n o t h e r  100  cases - -a l l  r ece ived  i n  1983--are being h e l d  by 

DLLC pending a d v i c e  by i t s  A s s i s t a n t  At torney General .  * 

The t o t a l  number of p e n a l t i e s  imposed f o r  s a l e s  t o  minors  a l s o  a p p e a r s  t o  

be  i n c r e a s i n g .  Tab le  1 6  summarizes t h e  p e n a l t i e s  imposed f o r  c a s e s  

i n v o l v i n g  on ly  s a l e s  t o  minors.  Some DLLC c i t a t i o n s  involved one o r  more 

o t h e r  v i o l a t i o n s  i n  a d d i t i o n  t o  s a l e s  t o  minors ,  but  t h e  outcome of t h e s e  

c i t a t i o n s  a r e  n o t  inc luded  i n  Table  16.  Note t h a t  t h e  number of p e n a l t i e s  

imposed i n  1982 i n c r e a s e d  over  1981. Although many c i t a t i o n s  i s s u e d  i n  

1983 were s t i l l  pending a s  of August, i t  a p p e a r s  t h a t  t h e  t r e n d  i s  s t i l l  

upward . 

* These c a s e s  i n v o l v e  p o l i c e  o f f i c e r s  p rea r rang ing  f o r  underaged persons  
t o  buy l i q u o r .  



TABLE 15 

Warnings Involving 
Sales  t o  Minors* 

C i t a t ions  Involving 
Sales  t o  Minors* 

DLLC WARNINGS AND CITATIONS 
INVOLVING SALES TO MINORS 

Calendar Year 
1983 
a s  of 

1979 1980 1981 - - - - 1982 Sept. 1 2  

* Some of t h e s e  warnings and c i t a t i o n s  involved o ther  v i o l a t i o n s  i n  
a d d i t i o n  t o  s a l e s  t o  minors. 



TABLE 1 6  

PENALTIES IMPOSED FOR SELLING TO MINORS* 

S a l e  t o  Minor Nature of Ac t ion  
--Single Charge Taken by DLLC 

$100 f i n e  
$150 f i n e  
$200 f i n e  
$300 f i n e  
$500 f i n e  
Surrendered l i c e n s e  
Suspended l i c e n s e  
Revoked l i c e n s e  

Tot a1 

S a l e  t o  Flinor 
--Flult i p l e  

Charges 

$50 f i n e  
t - $100 f i n e  

3 
% $150 f i n e  

$200 f i n e  
-1 ,J $300 f i n e  - .  i $400 f i n e  

i L 'c (5 , j f  j' $500 f i n e  
\ t. *<' 

1 
$600 f i n e  

t . *  2 $700 f i n e  
$1200 f i n e  
Surrendered l i c e n s e  
Suspended l i c e n s e  
Suspended l i c e n s e  
p l u s  $500 f i n e  

Revoked l i c e n s e  
T o t a l  

Number of Times Act ion Appl ies  
- 
F o r  

C i t a t i o n s  
Issued a s  
of May 31 

1983 

* T h i s  a n a l y s i s  i s  r e s t r i c t e d  t o  t h o s e  c i t a t i o n s  which involved only  
s a l e  t o  minors .  C i t a t i o n s  i n v o l v i n g  o t h e r  t y p e s  of v i o l a t i o n s  i n  
a d d i t i o n  t o  s a l e  t o  minors  a r e  no t  inc luded  i n  t h i s  t a b l e .  
There fore ,  t h e  t o t a l  number of c i t a t i o n s  i n  t h i s  t a b l e  cannot  be 
r e c o n c i l e d  t o  t h e  t o t a l s  i n  Tab le  15.  

** An a d d i t i o n a l  28 c a s e s  were pending as  of  August 2, 1983. 
*** An a d d i t i o n a l  3 c a s e s  were pending a s  of August 2, 1983. 



Superintendent Has Much Di sc re t i on  - Within t h e  broad l i m i t s  s e t  by 

s t a t u t e ,  t h e  superintendent  has  much d i s c r e t i o n  when determining t h e  

app rop r i a t e  penal ty  t o  impose i n  each case .  I n  c o n t r a s t ,  we i d e n t i f i e d  

s e v e r a l  s t a t e s  which have adopted more s p e c i f i c  g u i d e l i n e s  f o r  determining 

app rop r i a t e  p e n a l t i e s .  

DLLC has a  range of s t a t u t o r y  p e n a l t i e s  t o  use aga ins t  l i c e n s e e s  who s e l l  

l i q u o r  t o  minors. The superintendent  may suspend t h e  l i c e n s e .  If he 

f e e l s  it i s  warranted,  he may r e f e r  t h e  c a s e  t o  t h e  Board which has  t h e  

a d d i t i o n a l  op t ion  of revoking t h e  l i c e n s e .  I n  l i e u  of o r  i n  a d d i t i o n  t o  a 

suspension, t h e  super in tendent  may impose a  c i v i l  pena l ty  ( f i n e )  of not 

l e s s  than $100 nor more than $1,500 f o r  each v io l a t i on . "  The l i c e n s e e  i s  

e n t i t l e d  t o  appeal  t h e  supe r in t enden t ' s  d e c i s i o n  t o  t h e  Board. The Board) 
/' 

may then  uphold o r  modify t h e  superintendent  's d e c i s i o n ,  inc lud ing  

inc reas ing  t h e  c i v i l  pena l ty  (up t o  $1,500 pe r  v i o l a t  i on ) .  

The superintendent  has t h e  d i s c r e t i o n  t o  apply whatever pena l ty  he f e e l s  

i s  app rop r i a t e  w i th in  t h e  l i m i t s  descr ibed  above. Nei ther  t h e  statutes. 
nor r egu la t i ons  spec i fy  d i f f e r i n g  p e n a l t i e s  ( o r  ranges)  f o r  var ious types  

of v i o l a t i o n s ,  nor has  t h e  super in tendent  adopted formal  gu ide l ines  f o r  

determining what an  app rop r i a t e  pena l ty  would be. According t o  t h e  

super in tendent ,  however, a  f i r s t - t i m e  of fender  f o r  s e l l i n g  t o  a  minor w i l l  

normally r ece ive  a t  l e a s t  a  $300 f i n e  i f  t h e  c a s e  i s  s o l i d ;  he imposes a  

lesser f i n e  i f  evidence i s  not s o  strong.** Upon a  second of fense  of 

s e l l i n g  t o  minors t h e  c a s e  i s  gene ra l l y  r e f e r r ed  t o  t h e  Board. Upon tKe- 
, 

f i r s t  o f fense ,  i f  t h e  minor i s  under 17  yea r s  o l d ,  t h e  c a s e  i s  e i t h e r  

r e f e r r ed  t o  t h e  Board o r  t h e  superintendent  imposes a  f i n e  of a t  l e a s t  

$500. 

* P r i o r  t o  July 1982 t h e  superintendent  was au thor ized  t o  f i n e  l i c e n s e e s  
between $100 and $300 per  v i o l a t i o n ,  and t h e  Board was au thor ized  t o  
f i n e  l i c e n s e e s  up t o  $500 per  v io l a t i on .  

** Table 16  shows t h a t  t h e  most common pena l ty  i n  1983 f o r  a  s a l e  t o  a  
minor ( s i n g l e  charge)  was a  $200 f i n e .  



Severa l  s t a t e s  have e s t ab l i shed  more s p e c i f i c  gu ide l ines- -e i ther  i n  

r e g u l a t i o n s  o r  agency policy--for t ak ing  d i s c i p l i n a r y  a c t i o n  aga ins t  

l i c e n s e e s .  I n  some c a s e s  t h e  minimum penal ty  f o r  s a l e  t o  minors i s  h igher  

t han  t h e  most common p e n a l t i e s  appl ied  i n  Arizona. 

The Texas Alcoholic Beverage Commission uses  a  "Standardized Penal ty  

Chart" t o  determine t h e  app rop r i a t e  pena l ty .  The c h a r t  l i s t s  suspension 

ranges f o r  each of 40 d i f f e r e n t  v i o l a t i o n s .  These ranges e s c a l a t e  f o r  

subsequent o f fenses .  For example, t h e  f i r s t  o f fense  of s e l l i n g  t o  a  minor 

w i l l  r ece ive  a  5- t o  10-day suspension; t h e  second o f f ense  would r e s u l t  i n  

a n  11- t o  15-day suspension. A l i c e n s e e  has  t h e  cho ice  of conver t ing  t h e  

suspension t o  a  f i n e  a t  t h e  r a t e  of $150 pe r  each day of suspension. 

Thus, a 5 d a y  minimum suspension f o r  t h e  f i r s t  o f f ense  would conver t  t o  a  

$750 f i n e .  

I n  Tennessee t h e  l i q u o r  agency's r u l e s  and r e g u l a t i o n s  spec i fy  ranges of 

f i n e s  f o r  va r ious  t ypes  of v i o l a t i o n s .  The f i r s t  o f f ense  of s e l l i n g  t o  a  

minor would r e s u l t  i n  a  $300 t o  $1,000 f i n e .  The l i c e n s e e  has  t h e  op t ion  

of conver t ing  t h e  f i n e  t o  a  suspension,  u sua l ly  a t  t h e  r a t e  of one day f o r  

each $100. 



AREAS FOR FURTHER AUDIT WORK 

During t h e  a u d i t  we i d e n t i f i e d  s e v e r a l  p o t e n t i a l  problems r equ i r ing  

f u r t h e r  a u d i t  work. Due t o  t ime and s t a f f i n g  c o n s t r a i n t s ,  w e  were unable  

t o  review t h e s e  a reas :  

1. Should l o c a l  governments have g r e a t e r  input  i n  t h e  l i c e n s e  approval  

p rocess?  

2. Should l i m i t a t i o n s  on a l c o h o l i c  beverage a v a i l a b i l i t y ,  such a s  hours  

and days of s a l e ,  be reduced? 

3. Should some r e s t r i c t i o n s  on l i c e n s e e s ,  such a s  t h e  c r e d i t  s a l e s  

p r o h i b i t i o n  and a d v e r t i s i n g  r e s t r i c t i o n s ,  be e l imina ted?  

4. Are l i c e n s e  f e e s  e q u i t a b l e  and adequate? 

5. Would automatic  revoca t ion  f o r  l i c e n s e  nonrenewal improve e f f i c i e n c y  ? 

6. Is subpeona-serving a n  e f f i c i e n t  use of enforcement s t a f f  resources?  

7. If quotas  a r e  not  e l imina t ed ,  should l i c e n s e  t y p e s  be consol ida ted?  

8. Should DLLC be r e spons ib l e  f o r  f i l i n g  l i e n s ?  
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October 12, 1983 

Mr. Douglas Norton 
Auditor General 
State  of Arizona 
111 West Monroe, Suite 600 
Phoenix, AZ 85003 

Dear Mr. Morton: 

This will acknowledge receipt of a revised copy of the preliminary d ra f t  of 
th i s  Department's performance audit which was discussed a t  length with your 
off ice on September 30. 

Before presenting a response in three areas, I wish to  express my feelings 
concerning the members of your s ta f f  assigned to conduct the audit and the i r  
professional approach. Without exception, they displayed professional com- 
petency, thorough and well thought out inquiry, availed themselves for  in- 
depth discussion of inquiry points, were thorough and f a i r ,  and to my knowledge, 
l e f t  no stone unturned. 

I wish to  comment on Findings I and VI. 

Finding I alleges that  until  recently the Department has done relat ively l i t t l e  
t o  improve the quality of liquor enforcement by local agencies. 

The Department of Liquor Licenses and Control i s  a reactive agency as f a r  as 
administrative hearings are concerned, The Department cannot implement the 
administrative hearing process until a law enforcement agency conducts an 
investigation involving 1 iquor laws and submi t s  a report of i t s  investigation 
to  the Department. Such report must include suff ic ient  evidence and narrative 
to just i fy the issuance of a complaint notifying a licensee that  an administra- 
t ive hearing \!/ill be conducted before the Superintendent or the Board. In l a t e  
1978, the Superintendent was thoroughly aware that  in order to  exercise a 
greater degree of control over industry 1 icensees, investigations of a1 leged 
liquor law violations needed to  be more thorough, and reports of investigations 
needed to be forwarded to  the Department in a timely manner, 

Until the l a t t e r  part of 1978, any improvement in reporting a direct  resu l t  
of the Superintendent's or his administrative Assistant 's  personal e f for t s  
with the various agencies of the State. In early 1979, two administrative 
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i n v e s t i g a t o r s  had been t r a i n e d  and were assigned myr iad  du t ies ,  One o f  t h e i r  
r e s p o n s i b i l i t i e s  was t o  make c o n t a c t  w i t h  law enforcemenit agencies and t o  o f f e r  
whatever ass i s tance  they  could. 

I n  1981, t h e  Department began l o g g i n g  a l l  i n v e s t i g a t i o n  r e p o r t s  rece ived  i n  
o rde r  t o  determine t h e  t o t a l  number o f  r e p o r t s  r ece i ved  f rom i n d i v i d u a l  agencies. ili 
T h i s  system has been i n  e f f e c t  f o r  t h r e e  years now and i n d i c a t e s  a  steady 
inc rease  i n  t he  volume o f  r e p o r t i n g  and t he  number o f  agencies r e p o r t i n g ,  

The process ing o f  a d m i n i s t r a t i v e  compla in ts  d u r i n g  t h e  pas t  f i v e  years has 
r i s e n  f rom 50 per  year  i n  1978 t o  approx imate ly  1,000 f o r  t a x  compla in ts  and 300 
a d m i n i s t r a t i v e  c i t a t i o n s  processed f o r  t h e  ca lendar  yea r  1983, Continued (I 
concer ted e f f o r t  should show a  steady inc rease  i n  t he  number o f  a d m i n i s t r a t i v e  
c i t a t i o n s  be ing  processed due t o  more and b e t t e r  r e p o r t i n g  by  p o l i c i n g  agencies, 

To t h e  b e s t  o f  my knowledge, a l l  p o l i c i n g  agencies i n  t he  s t a t e  have been 
con tac ted  and every reasonable o p p o r t u n i t y  has been taken t o  o f f e r  ass is tance  
and p rov ide  t r a i n i n g  t o  promote a  b e t t e r  understanding o f  T i t l e  4 and t h e  
i n v e s t i g a t i o n  and r e p o r t i n g  o f  v i o i a t i o n s  which w i l l  r e s u l t  i n  t h e  successfu l  
p rosecu t ion  and i m p o s i t i o n  o f  sanc t ions  f o r  a d m i n i s t r a t i v e  v i o l a t i o n s  and t he  
es tab l i shment  o f  b e t t e r  c o n t r o l  i n  t he  l i q u o r  i ndus t r y ,  

Your r e p o r t  makes a  recornendat ion  t o  e l i m i n a t e  r e s t a u r a n t  aud i t s ,  The 
r e s t a u r a n t  and h o t e l  l i c e n s e s  have been a  problem t o  t h e  Department f o r  a  l ong  
t ime, and i t  i s  t r u e  t h a t  cons iderab le  t ime has been devoted by our  very  
l i m i t e d  i n v e s t i g a t i o n  s t a f f  t o  t h e  r e s o l u t i o n  o f  a  "bona f i d e "  r e s t a u r a n t  
problem. O f  t h e  900 p lus  res tau ran t s  i n  t he  s ta te ,  a t  l e a s t  h a l f  o f  them 
probab ly  f a i  1  t o  meet t h e  s t a t u t o r y  requi rements o f  a  r es tau ran t ,  Considerable 
e f f o r t  has been expended i n  g e t t i n g  some o f  these r e s t a u r a n t s  i n t o  compliance 
o r  o u t  o f  t h e  l i q u o r  business, The reason our e f f o r t  i n  t h i s  area appears II 
m i n i s c u l e  i s  because we o n l y  have one person who aevotes a  s u b s t a n t i a l  p a r t  o f  
h i s  work ing day t o  r e s t a u r a n t  problems, A cons iderab le  amount o f  our l i m i t e d  
manpower was devoted t o  e s t a b l i s h i n g  t h a t  we had a  s u b s t a n t i a l  problem w i t h  
r e s t a u r a n t  and h o t e l  l i censees  n o t  ope ra t i ng  as bona f i d e  res tau ran t s  and 
thereby ope ra t i ng  as a l l  s p i r i t s  bars,  Th i s  sub te r fuge  negates t h e  s t a t u t o r i l y  
p rescr ibed  1  i m i t a t i o n  on a1 1 s p i r i t s  on-sale 1  i q u o r  (Se r i es  6 quota)  1  icenses. # 

The recommendation t o  e l i m i n a t e  our  e f f o r t s  i n  t h i s  i n s p e c t i o n  process would 
encourage g r e a t e r  v i o l a t i o n s ,  would be d e r e l i c t  i n  our  d u t i e s  i f  we 
ignored our  p resen t  s t a t u t o r y  r e s p o n s i b i l i t i e s ,  The Department does agree 
t h a t  i t  i s  n o t  making as g r e a t  an impact as i t  would l i k e  and t h a t  a l t e r n a t i v e  
supplemental procedures should be sought t o  he lp  r e s o l v e  t h e  problem w i t h  t h e  
l i m i t e d  resources we have, 

F i nd ing  V I  recommends t h e  e l i m i n a t i o n  o f  t h e  requi rement  t h a t  uncontested 
o r i g i n a l  a p p l i c a t i o n s  be approved by t he  Board, T h i s  recommendation suggests 
t h a t  uncontested appl  i c a t i o n s  f o r  o r i g i n a l  1  icenses cou ld  be approved by  a  
person s p e c i f i e d  by s ta tu te .  

The p r imary  reason f o r  t he  recommendation n o t  r e q u i r i n g  Board a c t i o n  on uncon- 
t e s t e d  a p p l i c a t i o n s  i s  t h e  savings o f  t ime  on b e h a l f  o f  hear ing  o f f i c e r s ,  
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secretar ies ,  applicants and Board. I t  i s  absolutely correct that the implemen- 
tation of th i s  recommendation would save considerable time for  a l l  parties 
involved. 

As Superintendent of the Department, I wish to  disagree philosophically with 
th is  recormendation, I t  i s  a comforting feeling t o  know tha t  only the Board 
can issue a qew license and only the Board can revoke i t !  

Additionally, the r ight  to  appeal t o  the State Liquor Board any administrative 
hearing decision of the Superintendent, Hearing Officer, or the designated 
Representative i n s t i l l  s security and integri ty  in the licensing control system 
and the administrative hearing process. 

Anyone who has been in s t a t e  government for  a period of time can recall the 
scandals of the early '63 's  which resulted in the abolition of the Department 
over a several years' time frame. Not only was the Liquor Department 
embarrassed and abolished, b u t  members of the legis lature  were subjected t o  
pub1 i c  criticism. 

In my judgment, the current legis lat ive safeguards should not be removed, 
The philosopher George Santayana made the statement, "Those who cannot 
remember the past are doomed to  repeat i t , "  The Arizona State  Liquor Board 
shares the Superintendent's position that  we spend the extra time required in 
the issuance of uncontested licgnses to insure integri ty  in the system and 
not to  "forget the past," 

Sincerely, 

Superi ntendent 



July 1, 1983 

TO: Douglas R. Norton 
Audi tor  General  

FROM: Arizona Legislat ive Council 

RE: Request  fo r  Research and S ta tu to ry  Interpreta t icn  (0-83-1 1) 

This i s  in response t o  a fo rmal  request  submi t t ed  on your behalf by William 
Thornson i n  a m e m o  da ted  Jme 9, 1983. 

FACT SITUATION 

Arizona Revised S t a t u t e s  (A.R.S.) sect icn  4-206, subsecticns A, B and  C l imi t  t h e  
number of on-sale and  off-sale re ta i l  liquor l icenses which may  be  issued on t h e  basis of 
population. 

4-206. Licenses; number permitted;  e x c e p t i m  

A. T h e  t o t a l  number of spiri tuous liquor l icenses issued within a 
single county fo r  on-sale retai ler 's  l icenses providing fo r  consumption on t h e  
premises of all spiri tuous liquors shall not  exceed: 

1. One l icense  f w  each  one  thousand inhabitants for  t h e  f i r s t  
twenty-four thousand inhabitants within t h e  county, and  in addition 

2. One l icense  fo r  each  two  thousand inhabi tants  f o r  t h e  population 
within t h e  county f r o m  twenty-five thousand through one hundred thousand 
inhabi tants ,  and i n  additicn 

3. One l icense  f w  each t w o  thousand f ive  hundred inhabitants fo r  t h e  
population within t h e  county f rom one hundred one thousand inhabitants. 

8. The t o t a l  number of spirituous liquor l icenses issued within a 
single county f o r  on-sale retai lers '  l icenses providing f o r  consumption on t h e  
premises  of beer and wine shall not  exceed  one l icense  f a -  each  f ive  hundred 
inhabitants,  including licenses permit t ing t h e  s a l e  of beer and wine as 
provided i n  subsecticn A. 

C. The t o t a l  number of spirituous liquor l icenses issued within a 
single county f o r  off-sale retailers'  l icenses providing fo r  t h e  s a l e  of 
spiri tuous liquors, wines and beer  only in  t h e  original packages t o  be taken 
f rorn and consumed off t h e  premises shall not  exceed: 

1. One l icense  for  each one thousand inhabitants for t h e  f i rs t  
twenty-four thousand inhabitants within t h e  county,  and  in addition 



2. One l icense  f o r  e a c h  two  thousand inhabi tants  fo r  t h e  population 
within t h e  county f r o m  twenty-five thousand through one  hundred thousand 
inhabitants,  and i n  addit ion 

3. One l icense  f o r  e a c h  t w o  thousand f ive  hundred inhabi tants  for  t h e  
population within t h e  county f r o m  one hundred one  thousand inhabitants. 

D. Club  l icenses,  hotel ,  mote l  or res tauran t  l icenses issued pursuant 
t o  th i s  t i t l e  shall n o t  be considered in determining t h e  legal  number of 
l icenses permit ted  i n  a n y  county. 

E. The population of a county shall be deemed  t o  be the official  
population e s t i m a t e  as las t  determined by t h e  depar tment  of economic 
security.  

These  l i m i t a t i m s  have prevented the issuance of new, all-liquor, on-sale  licenses 
in twelve counties and  all-liquor, off -sa le  l icenses in  t e n  count ies  (1982 figures). Small 
numbers  of t h e s e  l icenses were  available i n  t h e  remaining count ies  through t h e  lo t t e ry  
sys tem of appl icant  selection.  Those individuals desiring a n  on-sale or  off -sa le  liquor 
l i cense  i n  count ies  that have reached or exceeded the i r  quotas  and those  not chosen for a 
l icense during t h e  l o t t e r y  mus t  purchase a l icense f r o m  an  exis t ing l icensee on t h e  open 
market .  Market prices can  range f rom ten  t o  t w e n t y  t imes  t h e  cos t  of an o r i g i ~ l  
issuance. 

A 1980 Montana Legislat ive Council study concerning e l iminat ing quotas  on liquor 
Licenses found that :  

S ta tu tes ,  cus tom,  and case law have all  seemed  t o  invest re ta i l  
l icenses with t h e  s t a tus  of personal property ra the r  t h a n  a privilege 
granted by t h e  state. As personal property,  l icenses c a n  be  
mortgaged o r  sold f o r  prices f a r  in excess  of t h e  state's issuance 
price. 

QUESTIONS PRESENTED: 

1. Is a liquor l icense  a privilege or  a proper ty  r ight?  

2. Would t h e  removal of t h e  s t a tu to ry  res t r ic t ions  provided i n  A.R.S. sect ion 
4-206, subsect icns  A, B and C cons t i tu te  (a) destruction o r  depr ivat icn of pr ivate  property 
f o r  c u r r e n t  l icensees without due process or (b) taking of pr ivate  proper ty  f o r  public use, 
requiring "just compensat im" by t h e  state? 

DISCUSSION: 

A license f o r  t h e  s a l e  of liquor i s  n o t  a con t rac t  between t h e  state and t h e  person 
t o  whom i t  i s  issued but r a the r  i t  i s  a m e r e  permit  issued in t h e  exerc i se  of t h e  police 
power of t h e  state. Gherna v. S ta te ,  16 Ariz. 344, 146 P. 498 (1915). 

T h e  Arizona Supreme Cour t  has recognized an  impor tan t  distinction concerning t h e  
r ights  of t h e  liquor l icensee i n  re la t icn  t o  th i rd  persons and i n  re la t ion t o  t h e  state. As 
be tween  t h e  l icensee and th i rd  persons, a liquor l icense is a property right with unique 



value. Siler v. Superior Ct. i n  and  f o r  Coconino County,  83 Ariz. 49, 316 P.2d 296 (1957); 
Duncan v. Truman, 74 Ariz. 328, 248 P.2d 879 (1952). But as be tween  t h e  l icensee  and t h e  
state, a liquor l i cense  i s  mere ly  a privilege subject  t o  the police power of t h e  state, i t  is 
not  a property r ight or  a c o n t r a c t  in  t h e  legal  or consti tutional sense  of t h e  term.  Hooper 
v. Duncan, 95 Ariz. 305, 389 P.2d 706 (1964). 

H o o p r  involved the val id i ty  of a 1941 amendment  t o  the liquor c o d e  t e r m i m t i n g  
t h e  leasing of liquor l icenses i n  Arizona. The  appellant ,  who had such a leasing 
arrangement ,  sought t o  dec la re  such l eg i s la t im invalid on the ground t h a t  the amendment  
const i tu ted an unreasonable e x e r c i s e  of t h e  poiice power which impaired t h e  obligation of 
contract .  In re jec t ing  t h i s  a rgument ,  t h e  Hooper c o u r t  r e c o p i z e d  the broad power of t h e  

. state t o  regula te  liquor l icenses,  which regulation would not necessari ly deprive a liquor 
l icensee of proper ty  wi thout  just compensaticn. 

Recently,  t h e  Arizona S u p r e m e  Cour t  has s t a t e d  t h a t  a liquor l icense i s  a privilege 
t o  engage in a business sub jec t  t o  t h e  regulation of t h e  s t a te .  Arizona S t a t e  Liquor Board 
v. Poulos, 112 Ariz. 119, 538 P.2d 393 (1975). In Poulos, t h e  cour t  upheld a state s t a t u t e  
which provided t h a t  a l icense which is  not used by t h e  l icensee  f o r  a period in excess  of 
s ix  months rever t s  t o  t h e  state. In upholding this s t a t u t e  the cour t  acknowledged the 

8 broad sweep of t h e  twenty-f i rs t  amendment  of t h e  United S t a t e s  Consti tution a s  
conferr ing something more  t h a n  t h e  normal s t a t e  author i ty  over public health,  weif a r e  
and morals. 

Theref ore, i t  appears  t h a t  e l iminat ing quotas  i n  the issuance of liquor l icensees by 

i repealing A.R.S. s e c t i o n  4-206 would fa l l  within t h e  broad power of t h e  s t a t e  t o  regula te  
t h e  s a l e  of in toxicat ing l iquors and would no t  consti tuticnally deprive a liquor l icensee of 
property without just compensation.  Such action by t h e  legis la ture  would not be an ac tua l  
taking of property i tself  s ince  t h e  l icensee would st i l l  r e ta in  t h e  a c t u a l  use of the  l icense  
but would only d e c r e a s e  t h e  value of t h e  license, a value t h a t  has been art if icial ly 
increased by previous legis la t ive  actim. 

CONCLUSION: 

As between a l icensee  and  a thi rd  p a r t y  a liquor l icense i s  a proper ty  right. As 
between a l icensee  and  t h e  state a liquor l icense  i s  not a property r ight or con t rac t ,  i t  is a 
privilege t o  engage i n  a business subject  t o  t h e  regulation of t h e  state. Therefore,  
removing t h e  s t a t u t o r y  res t r ic t ions  provided i n  A.R.S. sect ion 4-206, subsections A, B and 
C would not  c o n s t i t u t e  des t ruct ion o r  d e p r i v a t i m  of property wi thout  due process of law 
o r  taking of proper ty  f o r  public use without just compensation. 

cc: William T b m s o n ,  Manager  
Per fo rmance  Audi t  Division 

I) 

( 1 
Laws 1961, 1s t  S. S., Ch. 2, sec t i cn  5 
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ARIZONA STATE 
U N I V E R S I T Y  TEMPE, ARIZONA 85281 

CENTER FOR U R B A N  STUDIES 

DIVISION OF POLICY ANALYSIS AND EVALUATION 1602) 965-3926 

August 2 ,  1983 

M r .  Wil l iam Thornson 
O f f i c e  of t h e  Audi to r  General  
S u i t e  600 
111 West Ivlonroe 
Phoenix,  Arizona 85003 

Dear M r .  Thomson: 

I have f i n a l l y  completed a l l  of t h e  computat ions  r e q u i r e d  t o  answer 
t h e  q u e s t i o n s  t h a t  you have r a i s e d  and have p u t  t h e  r e s u l t s  i n  t y p e w r i t t e n  
format .  A s  I mentioned l a s t  week, d e a l i n g  w i t h  t h i r t e e n  d i f f e r e n t  a p p l i c a n t s ,  
t h r e e  y e a r s ,  seven  c o u n t i e s ,  and two d i f f e r e n t  t y p e s  of l i c e n s e s  ended up 
w i t h  more computat ions  t h a n  I had a n t i c i p a t e d .  

The f i r s t  q u e s t i o n ,  "HOW do you c a l c u l a t e  t h e  p r o b a b i l i t y  of winning 
when t h e r e  is  one a p p l i c a t i o n , "  i s  r e l a t i v e l y  s t r a i g h t f o r w a r d  and t h e  
e q u a t i o n s  are p r e s e n t e d  on page one of t h e  a t t achments .  

The more i n t e r e s t i n g  q u e s t i o n  h a s  t o  do w i t h  t h e  p r o b a b i l i t y  of 
winning when t h e r e  are more t h a n  one a p p l i c a t i o n s  from a  s p e c i f i c  i n d i v i d u a l .  
For  t h i s  purpose ,  t h e  b inomia l  expansion i s  t h e  a p p r o p r i a t e  method f o r  t h e  
c a l c u l a t i o n  of p r o b a b i l i t i e s .  The binomial expansion f o r  f i v e  a p p l i c a t i o n s  
( t h e  most f r e q u e n t  form of  m u l t i p l e  a p p l i c a t i o n s )  would be:  

where: P = t h e  p r o b a b i l i t y  of winning w i t h  a  s i n g l e  a p p l i c a t i o n .  
Q = t h e  p r o b a b i l i t y  of l o s i n g  w i t h  a s i n g l e  a p p l i c a t i o n .  

The f i r s t  t e r m  of t h e  e q u a t i o n  (p5) i s  t h e  p r o b a b i l i t y  of winning f i v e  t i m e s  
w i t h  f i v e  a p p l i c a t i o n s ;  t h e  second t e r m  is  t h e  p r o b a b i l i t y  of winning f o u r  
t i m e s  w i t h  f i v e  a p p l i c a t i o n s ;  and s o  on. The f i n a l  term of t h e  e q u a t i o n  (Q5) 
is  t h e  p r o b a b i l i t y  of l o s i n g  f i v e  t imes  w i t h  f i v e  a p p l i c a t i o n s .  

The b inomia l  expansion can be  used w i t h  any o f  a p p l i c a t i o n s ,  one must 
o n l y  b e  concerned w i t h  t h e  p r o p e r  c a l c u l a t i o n  of t h e  b inomia l  c o e f f i c i e n t s  
a s  most t a b l e d  v a l u e s  do n o t  go beyond 10.  Var ious  m u l t i p l e  a p p l i c a t i o n  
p r o b a b i l i t i e s  a r e  p r e s e n t e d  on pages  2 ,  3 ,  and 4. 

I n  a d d r e s s i n g  t h e  i s s u e  of whether  o r  n o t  i n d i v i d u a l s  were  winning i n  
g r e a t e r  p r o p o r t i o n  t h a n  would be  expec ted  ( l i m i t i n g  t h e  a n a l y s i s  t o  t h e s e  
d a t a ) ,  I computed a  ~ n e - s a m p l e  ~2 ( c h i  s q u a r e )  i n  which I addressed  t h e  



s i g n i f i c a n c e  of d i f f e r e n c e  between expected and observed p r o b a b i l i t i e s  o f  
l o s i n g .  [NOTE: A n a l y s i s  could  have e a s i l y  been done w i t h  t h e  p r o b a b i l i t i e s  
o f  winning b u t ,  f o r  ease of  i n t e r p r e t a t i o n ,  t h e  a l t e r n a t i v e  p r o b a b i l i t i e s  
have been used . ]  For  t h i s  a n a l y s i s ,  t h e  b inomia l  expansion h a s  been ,used  t o  
e s t a b l i s h ,  expec ted  p r o b a b i l i t i e s .  Aceual p r o p o r t i o n  of winning a p p l i c a t i o n s  
f o r  an  i n d i v i d u a l  have been used t o  determine t h e  observed v a l u e s .  The 
d i f f e r e n c e s  between t h e s e  two v a l u e s  f o r  a s p e c i f i c  a p p l i c a n t  a r e  squared  

2 and d i v i d e d  by t h e  expec ted  p r o b a b i l i t y .  To c a l c u l a t e  t h e  one-sample X , 
t h e s e  l a t t e r  v a l u e s  a r e  s imply summed. With 8 degrees  of freedom, t h e  

2 Type f 6  X i s  n o t  s i g n i f i c a n t .  With 2 1  degrees  of freedom; t h e  Type #9 x2 
i s  n o t  s i g n i f i c a n t ,  e i t h e r .  

I shou ld  n o t e  t h a t ,  because  we are assuming independence i n  our  o b s e r v a t i o n s  
o v e r  t ime ,  I have c o l l a p s e d  a l l  Type #6 and t h e n  Type i i9 f o r  purposes  o f  
t h e  a n a l y s i s  of expec ted  and observed p r o b a b i l i t i e s .  

F i n a l l y ,  i t  is  obvious  t h a t  a p p l i c a n t s  can i n c r e a s e  t h e  l i k e l i h o o d  of 
winning a l i c e n s e  ( o r  b e i n g  p l a c e d  i n  t h e  a l t e r n a t e  ca tegory)  by i n c r e a s i n g  
t h e  number of t h e i r  a p p l i c a t i o n s .  It i s  amusing t o  n o t e ,  however, t h a t  t h e  
major  o u t l i e r s  ( i n  terms of t h e  d i f f e r e n c e  between expected and observed 
v a l u e s )  is found f o r  t h o s e  who made f i f t e e n  a p p l i c a t i o n s .  I n  b o t h  i n s t a n c e s ,  
t h e s e  a p p l i c a n t s  won b u t  one l i c e n s e .  

I hope t h a t  t h i s  a n a l y s i s  s a t i s f i e s  your i n t e r e s t  i n  t h e  q u e s t i o n s  t h a t  
you r a i s e d .  I would b e  most happy t o  s i t  down w i t h  you o r  one of your  s t a f f  
t o  go over  t h e  a c t u a l  c a l c u l a t i o n s  t h a t  l e d  t o  t h e  numbers I have r e p o r t e d  
i n  t h e  v a r i o u s  t a b l e s .  

I found t h i s  a n  i n t r i g u i n g  problem t o  w r e s t l e  wi th .  I d i d  need more 
t ime t h a n  I a n t i c i p a t e d  t o  a c t u a l l y  r u n  through t h e  r e q u i r e d  c a l c u l a t i o n s .  
Consequent ly ,  I must r e p o r t  t h a t  I d i d  exhaus t  t h e  f u l l  f o u r  hours  of t ime  
you had agreed  t o .  I w i l l  c h a l k  up t h e  a d d i t i o n a l  t i m e  t o  my own e d u c a t i o n  
and e n t e r t a i n m e n t .  

S i n c e r e l y ,  

i l s o n  I1 
D i r e c t o r  and 
A s s o c i a t e  P r o f e s s o r  
Cen te r  f o r  P u b l i c  A f f a i r s  

a t t a c h m e n t s  



PROBABILITY THAT ANY ONE APPLICATION WILL BE CHOSEN 

LICENSE TYPE #6 LICENSE TYPE 

COUNTY 19 80 19 8 1  19 82 19 80 1981  19 82 

Maricopa .0406 .0125 .0387 .0776 .0621 .0492 

Nava j o ,1282 .6666 

Cochise -1666 . I136 

Pima . I538  

Mohave . l o 7 5  .0361 

S a n t a  Cruz 1.0000 

Yavapai ,1395 

1 - 
The p r o b a b i l i t i e s  n o t e d  above a r e  c a l c u l a t e d  on t h e  b a s i s  of N which i s  
a p p r o p r i a t e  f o r  sampl ing w i t h o u t  replacement .  For i n s t a n c e ,  

FIRST DRAW: 1 - 
N 

SECOND DRAW: 1 N - 1  = 1 - X --- - 
N - 1  N N 

THIRD DRAW: 

The f i r s t  p o r t i o n  of t h e  e q u a t i o n  accounts  f o r  t h e  reduced p o p u l a t i o n  s i z e  
w h i l e  t h e  second p o r t i o n  of t h e  e q u a t i o n  accounts  f o r  t h e  p r o b a b i l i t y  o f  
having been chosen on t h e  p r i o r  draws. 



PROBABILITIES THAT MULTIPLE APPLICATIONS WILL BE CHOSEN 
Maricopa County 

FIVE APPLICATIONS 
License Type /I6 

NUMBER WINNING 1980 1981 1982 
0 

5 .0000001 .0000000003 .00000008 

FIVE APPLICATIONS 
License Type /I9 

NUMBER WINNING 19 80 1 9  81 1982 



FOUR APPLICATIONS 
License Type #9 

NUMBER WINNING 1982 

4 . 0000 3 

TEN APPLICATIONS 
License Type #9 

NUMBER WINNING 1981 

10 .0000000000008 

9 .0000000001 

8 .000000008 

7 .0000003 

6 .000009 

5 .0002 

4 .0021 

3 .0183 

2 .lo39 

1 .3487 

0 .5267 



FIFTEEN APPLICATIONS 

L i c e n s e  T y p e  iI6 L i c e n s e  T y p e  /I9 
NUMBER WINNING 19  80 1982 

TWO APPLICATIONS 

L i c e n s e  T y p e  /I6 
NUMBER WINNING 19  80 




