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The O f f i c e  o f  the A u d i t o r  General  has conducted a  performance a u d i t  o f  

the  Department o f  L i q u o r  L i censes  and C o n t r o l  (DLLC), i n  response t o  a  

June 2 ,  1987, r e s o l u t i o n  o f  t h e  J o i n t  L e g i s l a t i v e  Overs igh t  Commit tee.  

The performance a u d i t  was conducted as p a r t  o f  the Sunset Review s e t  

f o r t h  i n  A r i z o n a  Rev ised S t a t u t e s  §§41-2351 th rough  41-2379. 

Greater  C o n t r o l s  Are Needed Over The Compliance 
Process To Reduce The R i s k  O f  Abuse And To Ensure 
E q u i t a b l e  Treatment O f  L i censees  (see pages 11 th rough  17)  

DLLC's compl iance p rocess ,  wh ich c o n s t i t u t e s  more than 85 pe rcen t  o f  the 

Depar tmen t ' s  d i s c i p l i n a r y  a c t i o n s ,  l acks  adequate c o n t r o l s .  The process 

p laces  much a u t h o r i t y  and r e s p o n s i b i l i t y  i n  the  hands o f  e s s e n t i a l l y  one 

person,  w i t h  no g u i d e l i n e s  and l i t t l e  s u p e r v i s o r y  rev iew.  

Compliance a c t i o n s  occur  a f t e r  a  p r i v a t e  mee t ing  between the  l i c e n s e e  and 

the Depar tment 's  compl iance o f f i c e r .  The p e n a l t i e s  imposed as a  r e s u l t  

o f  these meet ings range w i d e l y ,  w i t h  l i t t l e  o r  no documentat ion t o  

suppor t  v a r i a t i o n s  i n  p e n a l t i e s .  For example, a  l i c e n s e e  was c i t e d  f o r  

s e r v i n g  t o  a  minor and f i n e d  $500. A second v i o l a t i o n  r e s u l t e d  i n  a  

warn ing ,  and a  t h i r d  v i o l a t i o n  r e s u l t e d  i n  a  $250 f i n e .  I n  c o n t r a s t ,  

another  l i c e n s e e  who had 9 p r i o r  v i o l a t i o n s  r e c e i v e d  a  $1,000 f i n e  f o r  

the same o f f e n s e .  

The lack  o f  documentat ion r e g a r d i n g  p e n a l t i e s ,  coup led  w i t h  a  l a c k  o f  

w r i t t e n  g u i d e l i n e s  and no e f f e c t i v e  s u p e r v i s o r y  r e v i e w ,  c r e a t e s  an 

o p p o r t u n i t y  f o r  c o l l u s i o n  between the compl iance o f f i c e r  and the  

l i c e n s e e .  R e q u i r i n g  documentat ion o f  f a c t o r s  t h a t  j u s t i f i e d  the  p e n a l t y  

imposed, such as p r i o r  v i o l a t i o n s  and any m i t i g a t i n g  o r  a g g r a v a t i n g  

c i r cumstances ,  as w e l l  as e s t a b l i s h i n g  w r i t t e n  p e n a l t y  g u i d e l i n e s ,  would 

f a c i l i t a t e  adequate rev iews  o f  p e n a l t i e s  and reduce t h e  r i s k  o f  abuse. 

DLLC Has Not  Adequately C o n t r o l l e d  
The L i c e n s i n g  Process,  R e s u l t i n g  I n  S p e c i a l  H a n d l i n g  
O f  Some A p p l i c a t i o n s  And Improper L i cense  Issuance 
(see pages 19 though 27) 

DLLC needs t o  s t r e n g t h e n  c o n t r o l s  over  t h e  l i c e n s i n g  p rocess .  A l t h o u g h  



most a p p l i c a n t s  a r e  hand led a c c o r d i n g  t o  Department p o l i c y ,  we i d e n t i f i e d  

severa l  cases where i t  appears t h a t  some a p p l i c a n t s  were a f f o r d e d  s p e c i a l  

t reatment  wh ich a l l o w e d  them t o  b e g i n  o p e r a t i n g  sooner than  normal .  

A l s o ,  DLLC has t r a n s f e r r e d  l i q u o r  l i c e n s e s  t o  severa l  a p p l i c a n t s  who d i d  

n o t  meet s t a t u t o r y  and Depar tmenta l  r e q u i r e n e n t s .  I n  f a c t ,  s e v e r a l  o f  

t he  t r a n s f e r s  were made t o  i n d i v i d u a l s  who were judged t o  be unqual  i f  i e d  

on the b a s i s  o f  background i n v e s t i g a t i o n s  t h a t  revea led  c r i m i n a l  

i n f o r m a t i o n .  Recent l e g i s l a t i v e  changes govern ing  l i c e n s e  t r a n s f e r s  

shou ld  p reven t  such problems i n  the  f u t u r e .  

DLLC I n t e r n a l  C o n t r o l s  Do Not Adequate ly  Safeguard 
S t a t e  Revenue And Impounded Ev idence (See pages 29 th rough  34) 

DLLC needs t o  improve c o n t r o l s  over cash and ev idence t o  reduce the  r i s k  

o f  t h e f t  and l o s s .  DLLC's f a i l u r e  t o  p r o p e r l y  secure cash c o n t r i b u t e d  t o  

the t h e f t  o f  more than  $2,400 i n  s t a t e  monies.  I n  a d d i t i o n ,  numerous 

o t h e r  c o n t r o l  weaknesses o f f e r  s i g n i f i c a n t  o p p o r t u n i t y  f o r  a d d i t i o n a l  

t h e f t  o r  misuse o f  funds.  For example, no s u p e r v i s o r y  approva l  was 

requ i  red when a lmost  $13,000 was s u b t r a c t e d  from cash r e g i s t e r  tape 

t o t a l s  from March th rough  August o f  1987. The $13,000 s u b t r a c t i o n  was 

a p p a r e n t l y  made so t h e  tape t o t a l s  would match the a c t u a l  cash on hand 

f o r  d e p o s i t .  

Board D u t i e s  And R e s p o n s i b i l i t i e s  
Need C l a r i f i c a t i o n  To Improve DLLC Operat  i o n s  (see pages 35 th rough  3 9 )  

Cur ren t  s t a t u t e s  do n o t  d e l i n e a t e  d u t i e s  o f  the DLLC Board and the 

Super in tenden t .  O v e r l a p p i n g  d u t i e s  and r e s p o n s i b i l i t i e s  have l e d  t o  

d i s p u t e s  over a u t h o r i t y .  U n t i l  1983, the  r o l e s  o f  the Super in tenden t  and 

the L i q u o r  Board were c l e a r l y  d e f i n e d .  However, s t a t u t o r y  changes made 

i n  1983 and i n  1985 suggest t h a t  the  Board and Super i n t e n d e n t  share 

r e s p o n s i b i l i t i e s  i n  some a r e a s .  As a  r e s u l t ,  severa l  1987 d e c i s i o n s  

concern ing  l i q u o r  l i c e n s e s  were made over  Board o b j e c t i o n s .  

The S t a t e  Should  S t r e n g t h e n  Laws And Procedures 
Governing L i q u o r  L i c e n s e  Renewal (see pages 41 through 44) 

C o n t r o l  over  t h e  renewal process f o r  l i q u o r  l i c e n s e s  i s  v e r y  weak. 

Cur ren t  s t a t u t e s  a r e  more l e n i e n t  than  those i n  some o t h e r  s t a t e s  i n  



a l l o w i n g  the sa le  o f  l i q u o r  f o r  60 days a f t e r  the l i cense  renewal da te .  

However, some l i censees  s e l l  l i q u o r  even beyond 60 days. Th i s  occurs 

because DLLC does l i t t l e  fo l l ow-up  on exp i r ed  l i c e n s e s .  I n  f a c t ,  DLLC 

d i d  no t  even in fo rm i t s  own i n v e s t i g a t o r s  o f  e x p i r e d  l i censes  p r i o r  t o  

August 1988. 

Low s t a t u t o r y  p e n a l t i e s  a l s o  do l i t t l e  t o  encourage prompt renewal o f  

l i censes .  The L e g i s l a t u r e  should  s t reng then  c o n t r o l s  over the renewal 

process by p r o h i b i t i n g  l i q u o r  sa l es  by l i censees  who do not  renew by 

t h e i r  renewal date and by a u t o m a t i c a l l y  revok ing  the l i censes  60 days 

a f t e r  the renewal da te .  

Records Sec t i on  Needs B e t t e r  C o n t r o l  
Over L i cens ing  F i  l e s  (see pages 45 through 48) 

DLLC needs t o  improve records management t o  ensure t h a t  e s s e n t i a l  records 

a re  p ro tec ted  aga ins t  l o s s .  Lack ing  a  m i c r o f i l m i n g  program, DLLC s t a f f  

and the p u b l i c  r e g u l a r l y  use o r i g i n a l  cop ies o f  i r r e p l a c e a b l e  records .  

I n  a d d i t i o n ,  DLLC f a i l s  t o  adequate ly  r e s t r i c t  and superv ise  access t o  

the records.  

S t a t u t e s  And Regu la t ions  Governing 
Spec ia l  Event L icenses Are Not C lear  (see pages 49 through 51) 

Ar izona law and DLLC r e g u l a t i o n s  a re  unc lear  on s p e c i a l  event l i censes .  

L iquor  s t a t u t e s  do no t  c l e a r l y  d e f i n e  what groups a re  e l i g i b l e  f o r  

spec ia l  event l i censes  nor what c r i t e r i a  o r g a n i z a t i o n s  must meet t o  be 

considered l e g i t i m a t e .  A l so ,  n e i t h e r  l oca l  governments nor DLLC appear 

t o  c a r e f u l l y  eva lua te  the  q u a l i f i c a t i o n s  o f  these o r g a n i z a t i o n s .  

DLLC should a l s o  cons ider  i nc reas ing  the number o f  days f o r  which 

q u a l i f i e d  o rgan i za t i ons  may o b t a i n  spec ia l  event l i censes .  The c u r r e n t  

two-day l i m i t  i s  too  sho r t  t o  cover many o f  the s p e c i a l  events  f o r  which 

permi ts  a re  sought.  
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INTRODUCTION AND BACKGROUND 

The O f f i c e  o f  the A u d i t o r  General has conducted a  performance a u d i t  o f  

t h e  Department o f  L i q u o r  L i censes  and C o n t r o l  (DLLC) i n  response t o  a  

June 2 ,  1987, r e s o l u t i o n  o f  the J o i n t  L e g i s l a t i v e  Overs igh t  Committee. 

The performance a u d i t  was conducted as p a r t  o f  t he  Sunset Review s e t  

f o r t h  i n  Ar izona Rev ised  S t a t u t e s  5541-2351 th rough  41-2379. 

H i s t o r y  

L i q u o r  has been taxed o r  o t h e r w i s e  r e g u l a t e d  i n  A r i zona  s i n c e  the l a t e  

1 9 t h  c e n t u r y .  The 1864 Howel l  Code, A r i z o n a ' s  f i r s t  law c o m p i l a t i o n ,  

p r o v i d e d  f o r  l i q u o r  taxes  f o r  vendors o f  w ines and d i s t i l l e d  s p i r i t s .  I n  

1919 the 1 8 t h  amendment t o  the  U n i t e d  S t a t e s  C o n s t i t u t i o n  c r e a t e d  a  

n a t i o n a l  P r o h i b i t i o n ,  wh ich e l i m i n a t e d  t h e  need f o r  l i q u o r  r e g u l a t i o n .  

Upon t h e  repeal  o f  P r o h i b i t i o n  i n  1933, the  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  the manufacture  and s a l e  o f  l i q u o r  was p laced  i n  t h e  Temperance 

Enforcement Commission under the  S t a t e  Tax Commission. I n  1939, the  

A r i z o n a  L e g i s l a t u r e  e s t a b l i s h e d  the  Department o f  L i q u o r  L i censes  and 

C o n t r o l ,  and vested r e s p o n s i b i l i t y  f o r  t h e  a d m i n i s t r a t i o n  and enforcement 

o f  l i q u o r  laws i n  the  S u p e r i n t e n d e n t .  A three-member S t a t e  L i q u o r  Board 

was added i n  1967, and the  number o f  Board members was l a t e r  i nc reased  t o  

f i v e  and then t o  seven. 

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 ,  who lesa 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  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  compl iance w i t h  l i q u o r  laws, and a s s i s t i n g  S t a t e  and l o c a l  

law enforcement agenc ies  i n  l i q u o r  law 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  o f  l i q u o r  laws. The t ypes  

and numbers o f  l i c e n s e s  i ssued  as o f  J u l y  1988 i s  l i s t e d  i n  Tab le  1 .  

D u t i e s  o f  the Board i n c l u d e :  1 )  g r a n t i n g  and deny ing a p p l i c a t i o n s  f o r  

l i c e n s e s ;  2 )  a d o p t i n g  r u l e s  and r e g u l a t i o n s  t o  c a r r y  o u t  the  p r o v i s i o n s  

o u t l i n e d  i n  T i t l e  I V ;  and 3 )  h o l d i n g  h e a r i n g s  and h e a r i n g  appea ls .  Recent 



a d d i t i o n s  t o  the Board s t a t u t e s  e s t a b l i s h e d  a L i q u o r  Panel .  The Panel i s  

appoin ted by the  chairman o f  the  Board and c o n s i s t s  o f  no t  l e s s  than 

t h r e e  Board members. The Panel may take  a c t i o n  t h a t  t h e  Board a u t h o r i z e s  

pursuant t o  T i t l e  I V .  

Dut i es 

Both  the  Super in tendent  and t h e  Board members a r e  appo in ted  by the 

Governor.  The Super in tendent  se rves  c o n c u r r e n t l y  w i t h  the  Governor,  

w h i l e  Board members serve three-year  terms. 

TABLE 1 

ACTIVE LIQUOR LICENSES ISSUED AS OF 7-1-88 

License Type 
Numbe r o f  

Licenses Issued 

Beer and Wine S t o r e  
Bar - Quota 
L i q u o r  S t o r e  - Quota 
Beer and Wine Bar - Quota 
Restaurant  
Spec ia l  Events 
Club 
Out -o f -Sta te  Producer 
Out -o f -Sta te  Impor te r /Expor te r  
Ho te l /Mo te l  
A r i zona  Wholesaler 
Government - County,  C i t y ,  o r  Town 
Conveyance - A i r l i n e s ,  B o a t s ,  and T r a i n s  
Domestic Farm Winery/Microbrewery 
In -S ta te  Producer 

TOTAL 

( a )  Specia l  Event L icenses a r e  i s s u e d  t o  i n d i v i d u a l  qua1 i f y i  ng o r g a n i z a t i o n s .  The 

c r i t e r i a  f o r  l i c e n s i n g  i s  e s t a b l i s h e d  i n  A.R.S.  04-203.02. The l i c e n s e  i s  o n l y  v a l i d  

f o r  a  s p e c i f i c  event  and i s  ! i m i  t e d  t o  two, two-day events  p e r  year .  

Source:  Department o f  L i q u o r  L i censes  and C o n t r o l .  
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Personnel and Budget 

DLLC receives a General Fund appropriation. Revenues are generated from 

I icense fees, fines and other miscellaneous sources, and deposited into 

the General Fund. The Department's revenues and expenditures for fiscal 

years 1986-87 through 1988-89 are shown in Table 2. 

DLLC is divided into four divisions: Administration, Licensing, 

Enforcement and Judicial. DLLC employs 59 people statewide to administer 

and enforce I iquor laws. 

Administration Division - The Administration Division consists of the 

Superintendent and immediate staff. This includes the Assistant 

Superintendent, accounting personnel, Liquor Board secretaries and other 

clerical staff, for a total of nine employees . 

Licensing Division - The Licensing Division is comprised of three 

sections: Licensing, Data Processing and Records. The Division's major 

responsibility is to process applications and transfers for liquor 

I icenses. The Data Processing and Records sections maintain up-to-date 

records for approximately 9,000 active licensees. In addition, the 

sections provide information for the public and the Department regarding 

licensee status and business history. This Division has 18 employees. 

Enforcement Division The Enforcement Division is the 

investigative/enforcement arm of the Department, which is a duly 

authorized criminal justice agency. Investigators are fully certified 

peace officers in accordance with the Arizona Law Enforcement Officers 

Advisory Counci I (ALEOAC) requirements and standards. Investigators 

function statewide from duty assignment stations in Phoenix, Tucson and 

Flagstaff. The Division's principal objective is to ensure that liquor 

licensees and their employees comply with all liquor laws and rules . 

Twenty-three investigators and clerical staff are employed to perform 

this function . 

3 



Judicial Division - The Judicial Division consists of the Compliance 

and Hearing Sections. The Comp Ii ance Section 

cited 

negotiates consent 

related agreements with I icensees who have been for liquor 

violations. The Compliance Section also reviews reports of violence or 

pol ice intervention at I icensed establishments to determine whether 

Department action is warranted. The Hearing Section was established in 

1985 to provide the Department an independent process to review matters 

that were too complex or difficult for the Liquor Board or Superintendent 

to adjudicate. Currently, the section reviews matters assigned to it by 

the Board and Superintendent, in addition to administrative complaints, 

tax complaints and I icense transfers. The Judicial Division has nine 

employees. 

TABLE 2 

DLLC REVENUES, EXPENDITURES AND FTE POSITIONS 

FISCAL YEARS 1986-87 THROUGH 1988-89 

(unaudited) 

FTEs 

Revenues 

Expenditures: 
Personal Services 
Employee Related 
Professional and 

Outside Services 

Trave I:
In-State 
Out-of-State 

Other Operating 
Equipment 

TOTAL 

Actual 
1986-87 

Actual 
1987-88 

60.5 -5..9

$3,391 ,100 $3,146,714 

$1,160,500 
251 , 200 

46,400 

85,300 
2,300 

300,200 
56,500 

$1,902,400 

$1,179,524 
249, 184 

69,372 

81 , 607 
1,658 

391 , 797 
20,005 

�i1 ,993 
I 
151 

Estimated 
1988-89 

60.5 

$3,714,600 

$1,194,700 
255,100 

85,800 

113,200 
7,000 

383,200 
10,800 

$2,049,8QQ 

Source: Interviews with DLLC and JLBC staff, and Budget Documents 
fiscal years 1986-87 through 1988-89. 
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Audit Scope and Purpose 

T h i s  a u d i t  was conducted t o  e v a l u a t e  the adequacy o f  r e g u l a t i o n  by t h e  

DLLC, focus ing  on these s p e c i f i c  a reas .  

r The adequacy o f  c o n t r o l s  ove r  the Compliance S e c t i o n ,  

a Whether the Department has g i v e n  s p e c i a l  t rea tmen t  t o  some p o t e n t i a l  

l i c e n s e e s .  

r Whether DLLC needs t o  s t r e n g t h e n  c o n t r o l s  over  cash and s e i z e d  

p r o p e r t y .  

r Whether s t a t u t e s  g o v e r n i n g  the  d u t i e s  and r e s p o n s i b i l i t i e s  o f  the  

Board and Super in tenden t  c o n f l i c t .  

r The adequacy o f  DLLC's enforcement o f  s t a t u t e s  and r u l e s  and 

r e g u l a t i o n s  govern ing  l i c e n s e  renewals.  

r Whether c o n t r o l s  over  the  Depar tmen t ' s  l i q u o r  f i l e s  a r e  s u f f i c i e n t  t o  

p r o t e c t  t h e i r  c o n t e n t s .  

r Whether the s p e c i a l  even ts  s t a t u t e s  need t o  be m o d i f i e d .  

I n  a d d i t i o n ,  we addressed t h e  12  s t a t u t o r y  Sunset F a c t o r s .  T h i s  r e p o r t  

a l s o  c o n t a i n s  Other P e r t i n e n t  I n f o r m a t i o n  r e g a r d i n g  I n v e s t i g a t o r  A c t i v i t y  

and o r g a n i z a t i o n a l  c l i m a t e  a t  DLLC. 

T h i s  a u d i t  was conducted i n  accordance w i t h  g e n e r a l l y  accepted 

governmental a u d i t i n g  s t a n d a r d s .  

The A u d i t o r  General and s t a f f  expresses a p p r e c i a t i o n  t o  the L i q u o r  Board ,  

Super in tendent  and s t a f f  o f  DLLC f o r  t h e i r  c o o p e r a t i o n  and a s s i s t a n c e  

d u r i n g  the course o f  ou r  a u d i t .  



SUNSET FACTORS 

I n  accordance w i t h  A.R.S. 341-2354, the L e g i s l a t u r e  shou ld  cons ider  the 

f o l l o w i n g  12 f a c t o r s  i n  de te rm in i ng  whether the Department o f  L iquor  

Licenses and Cont ro l  should be con t inued  or  te rm ina ted .  

1. Ob jec t i ve  and purpose in  e s t a b l i s h i n g  the  agency 

The cou r t s  and the L e g i s l a t u r e  have s t a t e d  t h a t  the o b j e c t i v e  and 

purpose f o r  e s t a b l i s h i n g  the Department cen te r  on p r o t e c t i n g  the 

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 .  Be fo re  1984 Ar i zona  law d i d  no t  

de f i ne  l e g i s l a t i v e  i n t e n t  f o r  the DLLC. 

I n  1984 A r i zona ' s  sess ion  laws de f i ned  the purpose o f  the DLLC as 

f o l l ows :  " .  . . t o  r e g u l a t e  the  l i q u o r  i n d u s t r y  through the l i cense  

c o n t r o l  process,  c o l l e c t  fees and taxes f o r  the  maintenance o f  

government and en fo rce  s t a t u t e s  i n  order  t o  m a i n t a i n  the  h e a l t h ,  and 

we1 f a re  o f  the community." 

2. The e f f e c t i v e n e s s  w i t h  which t he  agency has met i t s  o b j e c t i v e  and 
purpose and t he  e f f i c i e n c y  w i t h  which i t  has operated 

The Department 's e f f e c t i v e n e s s  i n  meet ing i t s  o b j e c t i v e  and purpose 

has been hampered because l i censes  and i n t e r i m  p e r m i t s  were issued t o  

apparen t l y  u n q u a l i f i e d  i n d i v i d u a l s  (see F i n d i n g  I I ,  page 19 ) .  I n  

a d d i t i o n ,  the Department has exerc ised  weak and poor c o n t r o l s  over 

i t s  compliance process (see F i n d i n g  I ,  page 11 ) .  

3. The ex ten t  t o  which t he  agency has operated i n  the  p u b l i c  i n t e r e s t  

Besides problems t h a t  have n e g a t i v e l y  impacted the  Depar tment 's  

e f f ec t i veness  i n  meet ing i t s  o b j e c t i v e ,  the Department has no t  ac ted  

i n  the p u b l i c  i n t e r e s t  by f a i l i n g  t o  p r o p e r l y  c o n t r o l  cash, which has 

resu l t ed  i n  the  t h e f t  o f  p u b l i c  monies. 

4.  The ex ten t  t o  which r u l e s  and r e g u l a t i o n s  promulgated by t he  agency 
a re  c o n s i s t e n t  w i t h  the  l e g i s l a t i v e  mandate 

I n  1986 DLLC at tempted a  major r e v i s i o n  o f  i t s  r u l e s  and 



r e g u l a t i o n s .  The Department submi t ted  19 r u l e s  t o  the A t to rney  

Genera l ' s  O f f i c e  f o r  c e r t i f i c a t i o n ,  b u t  o n l y  one was c e r t i f i e d .  The 

o the rs  were wi thdrawn due t o  d e f i c i e n c i e s .  I n  December 1987 DLLC 

resubmi t ted 15 r u l e s .  According t o  the  Depar tment 's  A t t o rney  General 

r ep resen ta t i ve ,  a l l  15 w i l l  be denied c e r t i f i c a t i o n  because o f  the 

long de lay between p u b l i c  p a r t i c i p a t i o n  and i n p u t .  

The Super intendent in formed our O f f i c e  t h a t  the Department w i l l  

a t tempt  t o  r e c o d i f y  i t s  s t a t u t e s  i n  the  upcoming l e g i s l a t i v e  

sess ion .  A f t e r  t h i s  process i s  complete,  the Department w i l l  submit 

whatever r u l e  changes a re  necessary so the r u l e s  w i l l  conform w i t h  

s t a t u t e s .  

5 .  The ex ten t  t o  which the  agency has encouraged i npu t  f rom t h e  p u b l i c  
b e f o r e  p romu lga t ing  i t s  r u l e s  and r e g u l a t i o n s  and the  e x t e n t  t o  which 
i t  has informed the  p u b l i c  as t o  i t s  a c t i o n s  and t h e i r  expected 
impact on the p u b l i c  

The Department h e l d  p u b l i c  meet ings the  l a s t  t ime i t  promulgated 

r u l e s ,  i n  1986. However, when the Department resubmi t ted the  r u l e s  

a f t e r  changes were made, no p u b l i c  meet ings were h e l d .  Because o f  

the long delay a f t e r  p u b l i c  i npu t ,  the A t t o rney  Genera l ' s  O f f i c e  w i l l  

no t  c e r t i f y  r u l e s  the Department now has pending. 

The ex ten t  t o  which the  agency has been a b l e  t o  i n v e s t i g a t e  and 

reso l ve  comp la in ts  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 enab l ing  s t a t u t e s  e s t a b l i s h  a  formal compla in t  review 

process.  I n  a d d i t i o n ,  s t a t u t e s  mandate t ha t  c e r t a i n  types o f  

v i o l a t i o n s  must be i n v e s t i g a t e d  by the  Department. Our rev iew o f  

DLLC's compla in t  process found t h a t  l o c a l  law enforcement agencies 

d i d  no t  r epo r t  v i o l a t i o n s  i n  a  t i m e l y  manner, the Department took no 

a c t i o n  on many o f  those v i o l a t i o n s ,  and when the Department d i d  ac t  

the  d i s p o s i t i o n  was ques t ionab le .  DLLC i s  c u r r e n t l y  work ing  w i t h  

l o c a l  law enforcement agencies i n  a t tempts  t o  reduce the number o f  

unac t ionab le  comp la i n t s .  I n  a d d i t i o n ,  the  Department i s  e s t a b l i s h i n g  

a  new process f o r  i n t e r n a l  rev iew o f  o u t s i d e  comp la i n t s .  The 

Department expects  t h a t  the new system w i l l  b e t t e r  reso lve  comp la in ts  

by ensur ing  t h a t  the necessary evidence i s  i d e n t i f i e d  and ob ta i ned .  



7. The ex ten t  t o  which the A t t o rney  General o r  any o t h e r  a p p l i c a b l e  
agency o f  S t a t e  government has t he  a u t h o r i t y  t o  p rosecu te  a c t i o n s  
under enab l ing  l e g i s l a t i o n  

A.R.S. T i t l e  4  se t s  f o r t h  c i v i  l  p e n a l t i e s  f o r  l i q u o r  r e l a t e d  

v i o l a t i o n s .  S t a t u t e s  a l l o w  the Super in tendent  and the L iquor  Board 

to  impose p e n a l t i e s .  The penal t i e s  range from $200 t o  $3,000, and 

accord ing t o  DLLC, any amount o f  suspension t ime t h a t  i s  deemed 

app rop r i a t e .  Du r i ng  the hea r i ng  process the A t t o rney  Genera l ' s  

O f f i c e  represents  the Department. 

8.  The ex ten t  t o  wh ich  the agency has addressed d e f i c i e n c i e s  i n  i t s  
enab l ing  s t a t u t e s  which p reven t  i t  from f u l f i l l i n g  i t s  s t a t u t o r y  
mandate 

I n  recent years  severa l  b i l l s  have been in t roduced  and passed t h a t  

were designed t o  c l a r i f y  A.R.S. T i t l e  4  and inc rease  p e n a l t i e s  f o r  

l i q u o r  r e l a t e d  v i o l a t i o n s .  For example, DLLC s u c c e s s f u l l y  sought 

l e g i s l a t i o n  d u r i n g  the 1988 sess ion  g i v i n g  the Department more 

f l e x i b i l i t y  i n  e v a l u a t i n g  requests  f o r  l i cense  t r a n s f e r s .  A lso ,  the 

Department ob ta i ned  l e g i s l a t i o n  p r o h i b i t i n g  the  consumption o f  

a l coho l  a t  un l i censed  commercial businesses where food o r  beverages 

a re  s o l d  and en te r ta inment  i s  p rov i ded .  

9.  The ex ten t  t o  wh ich  changes a r e  necessary i n  t he  laws o f  the  agency 
t o  adequately comply w i t h  f a c t o r s  l i s t e d  i n  t he  Sunset law 

Based on our a u d i t  work, we recommend t h a t  the L e g i s l a t u r e  cons ider  

the f o l l o w i n g  changes t o  DLLC's s t a t u t e s .  

a Amend A.R.S. $94-112 and 4-210 t o  c l e a r l y  d e l i n e a t e  a u t h o r i t y  

between the Super in tendent  and the L iquor  Board (see F i n d i n g  I V ,  

page 35)  . 

a Amend A.R.S. 54-209.01 t o  a u t o m a t i c a l l y  revoke unrenewed l i q u o r  

l i censees 60 days a f t e r  the l  i  cense renewal da te ,  and estab l i sh 

s t i f f e r  p e n a l t i e s  ( i n c l u d i n g  mandatory l i c e n s e  revoca t i on )  f o r  

persons who s e l l  l i q u o r  a f t e r  t h e i r  l i censes  e x p i r e  (see F ind ing  

V ,  page 41 1. 



0 Amend A.R.S. 94-203.02 t o  c l e a r l y  d e f i n e  the c r i t e r i a  f o r  

q u a l i f i c a t i o n  as a  c h a r i t a b l e  o r g a n i z a t i o n  under the 

Department 's spec ia l  event procedures (see F i n d i n g  V I I ,  page 4 9 ) .  

10. The ex ten t  t o  which t h e  t e r m i n a t i o n  o f  t h e  agency would 
s i g n i f i c a n t l y  harm the  p u b l i c  hea l t h ,  s a f e t y ,  o r  w e l f a r e  

Regu la t ion  o f  the l i q u o r  i n d u s t r y  i s  necessary f o r  the p r o t e c t i o n  o f  

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 .  The need f o r  c o n t r o l  over the 

s a l e  o f  l i q u o r  i s  w e l l  es tab l i shed .  A l l  50 s t a t e s  r e g u l a t e  the 

l i q u o r  i n d u s t r y ,  a l though  regu la to r y  s t r u c t u r e s  va ry  d r a m a t i c a l l y .  

Termina t ing  DLLC cou ld  impact the h e a l t h ,  s a f e t y  and w e l f a r e  o f  the 

p u b l i c ,  and would p robab ly  r e q u i r e  t h a t  l oca l  governments assume the 

r e s p o n s i b i l i t y  f o r  r e g u l a t i o n .  

11. The ex ten t  t o  which the  l e v e l  o f  r e g u l a t i o n  exe rc i sed  by t he  agency 
i s  app rop r i a t e  and whether less  o r  more s t r i n g e n t  l e v e l s  o f  
r e g u l a t i o n  would be a p p r o p r i a t e  

Our a u d i t  work suggests t h a t  the l eve l  o f  r e g u l a t i o n  i s  a p p r o p r i a t e .  

12. The ex ten t  t o  which t he  agency has used p r i v a t e  c o n t r a c t o r s  i n  the  
performance o f  i t s  d u t i e s  and how e f f e c t i v e  use o f  p r i v a t e  
c o n t r a c t o r s  cou ld  be accomplished 

DLLC c u r r e n t l y  c o n t r a c t s  f o r  cou r t  r e p o r t e r s .  I n  the p a s t ,  the 

Department has con t rac ted  f o r  hear ing  o f f i c e r s ,  c o u r t  r e p o r t e r s  and 

i n t e r p r e t e r s .  

A l though the Department f e e l s  t ha t  some o f  the past  c o n t r a c t s  were 

no t  cos t  e f f e c t i v e ,  i t  p l ans  t o  con t i nue  c o n t r a c t i n g  f o r  c o u r t  

r e p o r t i n g  s e r v i c e s .  I n  a d d i t i o n ,  due t o  an a n t i c i p a t e d  back log  i n  

j u d i c i a l  hear ings ,  DLLC p lans  t o  c o n t r a c t  f o r  hea r i ng  o f f i c e r s  from 

the p r i v a t e  sec to r  when necessary.  



FINDING I 

GREATER CONTROLS ARE NEEDED OVER THE COMPLIANCE PROCESS TO 

REDUCE THE RISK OF ABUSE AND TO ENSURE EQUITABLE TREATMENT OF LICENSEES 

Inadequate c o n t r o l  may reduce the  i n t e g r i t y  o f  the  Department o f  L i q u o r  

L icenses and C o n t r o l  (DLLC) compl i ance  p r o c e s s .  Most o f  the  Depar tmen t ' s  

d i s c i p l i n e  i s  hand led by  one compl iance o f f i c e r  whose a c t i o n s  r e c e i v e  

l i t t l e  rev iew.  P e n a l t i e s  imposed by t h e  compl iance o f f i c e r  appear 

. i n c o n s i s t e n t  and a r e  n o t  documented. More thorough documentat i o n  and 

g u i d e l i n e s  f o r  imposing p e n a l t i e s  would enab le  the Department t o  more 

adequate ly  guard a g a i n s t  p o t e n t i a l  abuse and ensure f a i r  t rea tmen t  o f  a l l  

l i c e n s e e s .  

Compliance O f f i c e r  Determines 
Most Enforcement A c t i o n s  

A l though  the compl iance s e c t i o n  was e s t a b l i s h e d  i n  1985 t o  h e l p  a l l e v i a t e  

a  back log  o f  cases a w a i t i n g  h e a r i n g s ,  i t  has become t h e  Depar tmen t ' s  main 

d i s c i p l i n a r y  p rocess .  The goa l  o f  t he  compl iance s e c t i o n  (wh ich  i s  

e s s e n t i a l l y  one p e r s o n ) ( ' )  i s  t o  r e s o l v e  a l l e g e d  v i o l a t i o n s  by l i q u o r  

l i c e n s e e s  w i t h o u t  g o i n g  through t h e  formal  h e a r i n g  p r o c e s s .  D u r i n g  1987 

more than 85 pe rcen t  o f  the  Depar tmen t ' s  a d m i n i s t r a t i v e  d i s c i p l i n a r y  

a c t i o n s  a g a i n s t  l i q u o r  l i censees  were genera ted  by t h e  compl iance 

s e c t i o n .  T h i s  s e c t i o n  issued 447 warn ing  l e t t e r s  t o  l i c e n s e e s  and 

e n t e r e d  i n t o  469 consent agreements i n  1987. I n  c o n t r a s t ,  t he  

Depar tment 's  h e a r i n g  s e c t i o n  i ssued  o n l y  132 a d m i n i s t r a t i v e  r e p o r t s  and 

recommendat i  ons du r  i ng t h e  same per  i od . ('' 

The compl iance o f f i c e r  has e x t e n s i v e  a u t h o r i t y  t o  make d e c i s i o n s  i n  cases 

i n v o l v i n g  l i q u o r  law v i o l a t i o n s .  P r i o r  t o  June 1988 t h e  compl iance 

o f f i c e r  reviewed p o l  i c e  r e p o r t s  o f  a l  leged I  i q u o r  v i o l a t i o n s  and 

determined whether d i s c i p l i n a r y  a c t i o n  a g a i n s t  a  l i c e n s e e  was war ran ted .  

There i s  one permanent compliance o f f i c e r  p o s i t i o n  and t h r e e  c l e r i c a l  s t a f f .  

Recent1 y , an addi t i  onal employee was tempora r i  1 y ass igned t o  work compl i ance cases. 

('1 The S t a t e  L i q u o r  Board r a r e l y  handles d i s c i p l i n a r y  cases. The m a j o r i t y  o f  i t s  

cassload consi s t s  o f  o r i g i n a l  appl i c a t i  ons and nonuse of  1 i censes. 



Now, DLLC i n v e s t i g a t o r s  i n i t i a l l y  review the r e p o r t s  and recommend 

a c t i o n .  However, the compl iance o f f i c e r  s t i l l  determines whether a c t i o n  

should be taken. I n  most cases t h a t  warrant  a c t i o n ,  the compliance 

o f f i c e r  then meets w i t h  the l i censee  f o r  an i n f o r m a l ,  o f f - t he - reco rd  

d iscuss ion .  The compliance o f f i c e r  i s  the  Depar tment 's  o n l y  

r ep resen ta t i ve  i n  t h i s  meet ing,  and i n  p r a c t i c e  i s  s o l e l y  respons ib le  f o r  

judg ing the evidence i n  the  case and de te rm in i ng  the pena l t y  t o  be 

imposed. F u r t h e r ,  t h i s  p e n a l t y  can vary  s u b s t a n t i a l l y  - from $200 t o  

$3,000. ( 1 )  

I n  most cases on which the compl iance o f f i c e r  dec ides t o  take a c t i o n ,  a  

consent agreement l i s t i n g  the  v i o l a t i o n ,  da te  o f  v i o l a t i o n ,  and the 

pena l t y  agreed upon i s  the o n l y  documentat ion o f  what t r a n s p i r e d  d u r i n g  

t h i s  in fo rma l  conference;  no o the r  record  o f  d i s cuss ion  i s  a v a i l a b l e .  

The w r i t t e n  agreement i s  s igned  by bo th  the l i censee  and the compliance 

o f f i c e r .  Al though the consent agreement i s  l a t e r  reviewed and s igned by 

the Super in tendent  o r  A s s i s t a n t  Super in tenden t ,  no documentation o f  what 

t r ansp i r ed  d u r i n g  the conference i s  p rov ided  t o  the  rev iewers ,  and the 

terms o f  the agreement a re  r a r e l y  changed as a  r e s u l t  o f  t h e i r  rev iew.  

Thus, the compliance o f f i c e r ' s  dec i s i ons  serve as the Depar tment 's  

response i n  most d  i sc i p  l i nary  a c t  i ons . 

I f  a  l i censee  re fuses  t o  meet i n f o r m a l l y  o r  i f  an agreement cannot be 

reached between the compliance o f f i c e r  and the l i censee ,  the ma t t e r  i s  

r e f e r r e d  t o  a  formal a d m i n i s t r a t i v e  hea r i ng .  However, l ess  than 15 

percent o f  l i censees  a re  r e f e r r e d  from the compliance s e c t i o n  f o r  a  

hear i  ng . 

P e n a l t i e s  Appear 
I ncons i s t en t  

D i s c i p l i n a r y  a c t i o n s  by the compliance s e c t i o n  do no t  appear t o  be 

c o n s i s t e n t .  O v e r a l l ,  we found a  wide range o f  p e n a l t i e s  imposed. 

Al though the Department contends t h a t  the v a r i a t i o n  i s  j u s t i f i e d  by the 

f a c t s  i n  each case, the compl iance o f f i c e r  p rov i ded  l i t t l e  documentat ion 

t o  j u s t i f y  the  d i f f e r e n c e s  i n  p e n a l t i e s  f o r  the cases observed i n  our 

samp l  e  . 

( ' 1  T h i s  s e c t i o n  c o l l e c t e d  $181,775 i n  f i n e s  i n  f i s c a l  yea r  1987-88. 
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Wide range o f  p e n a l t i e s  imposed - Our sample o f  193 consent agreements 

showed t h a t  p e n a l t i e s  v a r y  g r e a t l y  among l i censees .  ( ' )  Some I icensees 

r e c e i v e  r e l a t i v e l y  minor  p e n a l t i e s  w h i l e  o t h e r s  a r e  s u b j e c t  t o  much more 

severe punishment. For example, I i  censees c i  t e d  f o r  s e l  l  i  ng t o  underage 

persons'2' were assessed f i n e s  rang ing  f rom $200 t o  $3,000.  Table 3 

f u r t h e r  i  l l u s t r a t e s  the range o f  penal  t i e s  imposed f o r  those v i o l a t i o n s  

t h a t  occurred most o f t e n  i n  our sample. 

TABLE 3 

RANGE OF PENALT l ES l MPOSED FOR MOST FREQUENT V I OLAT I O N S ( ~ '  

V i o l a t i o n s  V i o l a t i o n  Range o f  F i n e  Most Range o f  
i n  Sample Type F i n e  O f t e n  Imposed Suspension 

93 S e l l  o r  p r o v i d e  
l i q u o r  t o  a 
minor $200-$3,000 $500 2-5 days 

13 S e l l  o r  p r o v i d e  
l iquor t o  
i n t o x i c a t e d  o r  
d i s o r d e r l y  person $500-$2,000 ( b )  $1,000 3-7 days 

11 Employee consum i ng $200-$750 $200 2-4 days 
o r  b u y i n g  l i q u o r  

10 Minor on premises 
w i t h o u t  a 
guard ian $200-$1 ,000 ( c )  3 days 

( a )  T h i s  t a b l e  i n c l u d e s  o n l y  those v i o l a t i o n s  t h a t  appeared a t  l e a s t  t e n  t imes  i n  t h e  

sampl e. 

( b )  Four l i censees  r e c e i v e d  a combinat ion o f  three-day suspension and $1,000 f i n e .  

( c )  F i n e  amounts o f  $200 and $500 were imposed e q u a l l y  o f t e n .  

Source:  Aud i to r  General sample o f  193 consent agreements f rom t h e  p e r i o d  
o f  A p r i l  1 ,  1987 through March 31 1988. 

A s t a t i s t i c a l l y  v a l i d  sample o f  193 was randomly s e l e c t e d  f rom t h e  p o p u l a t i o n  o f  388 
consent agreements f o r  t h e  p e r i o d  A p r i l  1 ,  1987 through March 31, 1988. The sample 

had a r e l i a b i l i t y  o f  p l u s  o r  m i  nus 5 p e r c e n t  a t  t h e  95 percen t  con f idence  l e v e l .  

V i o l a t i o n s  f o r  s e l l i n g  o r  p r o v i d i n g  1 i q u o r  t o  an underage person (A.R.S 54-244.9) 
account f o r  approx imate ly  h a l f  o f  t h e  cases handled by t h e  compliance s e c t i o n .  



Although some c o n s i s t e n c y  i n  f i n e s  was e v i d e n t  i n  t h e  cases we rev iewed,  

i  t was n o t  a lways apparent  f rom the  f  i  l e  why one l icensee was f i n e d  more 

ha rsh ly  than ano the r  f o r  the  same v i o l a t i o n .  For example:  

0 One l i censee  c i t e d  f o r  two coun ts  o f  s e l l i n g  t o  a  m ino r  was f i n e d  
$1,000; whi I e  a n o t h e r ,  a l s o  c i t e d  f o r  two c o u n t s  o f  s e l l i n g  t o  a  
m i n o r ,  was suspended f o r  10 days ( t h e  e q u i v a l e n t  o f  a  $2,500 f i n e ,  
acco rd ing  t o  the  compl iance o f f i c e r ) .  N e i t h e r  l i c e n s e e  had any 
p r i o r  l i q u o r  v i o l a t i o n s .  

0 One l i c e n s e e  was f i n e d  $200 f o r  f a i l i n g  t o  n o t i f y  the  Department o f  
an a c t  o f  v i o l e n c e  on the  premises.  Another l i c e n s e e  c i t e d  f o r  the 
same o f f e n s e  was f i n e d  $500. N e i t h e r  l i c e n s e e  had any p r i o r  l i q u o r  
v i o l a t i o n s .  

The above cases i l l u s t r a t e  the  v a r i a n c e  i n  p e n a l t i e s  imposed f o r  s i m i l a r  

v i o l a t i o n s .  However, our  rev iew a l s o  i n d i c a t e d  no c o n s i s t e n t  p a t t e r n  

suppor t i ng  inc reased  p e n a l t i e s  f o r  l i censees  w i t h  p r i o r  l i q u o r  

v i o l a t i o n s .  " ' We a l s o  i d e n t i f i e d  cases where l i c e n s e e s  w i t h  p r i o r  

l i q u o r  v i o l a t i o n s  were f i n e d  l e s s  than o r  t h e  same as f i r s t  t i m e  

o f f e n d e r s .  A l though  p r i o r  v i o l a t i o n  i n f o r m a t i o n  i s  one o f  the  few 

f a c t o r s  t h a t  i s  documented i n  the l i c e n s e e  f i l e ,  i t s  impact on p e n a l t i e s  

imposed was n o t  e v i d e n t  i n  a l l  cases.  

0 I n  August 1986 a  l i c e n s e e  was f i n e d  $500 f o r  a l l o w i n g  a  minor  on the 
premises w i t h o u t  a  g u a r d i a n .  Seven months l a t e r  the  l i c e n s e e  was 
g i v e n  a  warn ing  f o r  the same v i o l a t i o n .  A t h i r d  v i o l a t i o n  r e s u l t e d  
i n  a  $250 f i n e  i n  February  1988. I n  c o n t r a s t ,  ano the r  l i c e n s e e  who 
had no p r i o r  v i o l a t i o n s  was f i n e d  $1,000 i n  A p r i l  f o r  the  same 
o f  f e n i e .  

0 I n  September 1986 the  compl iance o f f i c e r  i m p o s e d a  f i n e o f  $ 1 , 0 0 O o n  
a l i c e n s e e  f o r  s e r v i n g  a l c o h o l  t o  a  m i n o r .  E i g h t  months l a t e r  a  
second v  i  o  l a t  i o n  resu  l  t e d  i n  a  $500 f  i  ne.  The same f  i  ne was imposed 
on another  l i c e n s e e  f o r  s e r v i n g  t o  a  m i n o r ,  and t h i s  l i c e n s e e  had no 
p r e v i o u s  v i o l a t i o n s .  

0 On December 13, 1986, a  l i c e n s e e  was c i t e d  f o r  s e r v i n g  t o  a m i n o r  
and f i n e d  $500. N ine  months l a t e r  the l i c e n s e e  was a g a i n  c i t e d  f o r  
the same v i o l a t i o n  b u t  f i n e d  o n l y  $200. 

( ' 1  Our a n a l y s i s  o n l y  cons ide red  p r i o r  v i o l a t i o n s  t h a t  occur red  w i t h i n  two years o f  t h e  
c u r r e n t  v i o l a t i o n .  A s i m i l a r  c r i t e r i o n  i s  used by DLLC's h e a r i n g  o f f i c e r s .  



The compliance o f f i c e r  contends t h a t  p e n a l t i e s  v a r y  because the f a c t o r s  

i n  each case a re  d i f f e r e n t .  However, the  lack  o f  documentat ion i n  

l i censee  f i l e s  l i m i t e d  our a b i l i t y  t o  determine whether the Department i s  

d e a l i n g  w i t h  v i o l a t o r s  s y s t e m a t i c a l l y  and c o n s i s t e n t l y .  

No documentat ion t o  s u p p o r t  p e n a l t y  v a r i a t i o n s  - Al though p e n a l t i e s  

v a r i e d  w i d e l y ,  the consent agreements and l i c e n s e e  f i l e s  d i d  n o t  document 

why the d i f f e r e n t  p e n a l t i e s  were imposed. The Department does no t  

r e q u i r e  suppor t ing  documentat ion f o r  p e n a l t i e s  imposed through the  

compliance process.  Lack o f  documentat ion l i m i t s  the  Depar tment ' s  

c o n t r o l  over  the compl iance process.  

The lack o f  s u p p o r t i n g  documentat ion p r e v e n t s  adequate rev iew o f  the 

consent agreement. A l though  every  consent agreement must be approved by 

the Super in tendent  o r  A s s i s t a n t  Super in tenden t ,  i n  most cases a l l  t h i s  

o f f i c i a l  sees i s  t h e  a c t u a l  consent agreement and the  a s s o c i a t e d  p o l i c e  

r e p o r t  on the v i o l a t i o n .  N e i t h e r  the  consent agreement nor  any o t h e r  

i n f o r m a t i o n  p rov ided  t o  t h e  rev iewer  i n d i c a t e s  what f a c t o r s  a f f e c t e d  the  

p e n a l t y  imposed. Reviewers a r e  no t  r e g u l a r l y  in formed o f  f a c t o r s  such as 

p r i o r  v i o l a t i o n s  o r  the  s t r e n g t h  o f  the  ev idence a g a i n s t  the  l i c e n s e e .  

The lack o f  documentat ion reduces c o n t r o l  over  the  compl iance process and 

c r e a t e s  the  o p p o r t u n i t y  f o r  c o l l u s i o n  between the  compl iance o f f i c e r  and 

l i censees .  The compl iance process i s  e s s e n t i a l l y  handled by one person 

from s t a r t  t o  f i n i s h ,  w i t h  no w r i t t e n  s tandards t o  gu ide  d e c i s i o n s  and no 

e f f e c t i v e  review o f  those d e c i s i o n s .  A l though we found no ev idence o f  

c o l l u s i o n ,  the compl iance o f f i c e r ' s  a u t h o r i t y  t o  take a c t i o n  w i t h o u t  

documenting h i s  d e c i s i o n s  and the s i g n i f i c a n t  f i n a n c i a l  consequences 

these d e c i s i o n s  can have f o r  l i censees  n e c e s s i t a t e  s t r o n g  c o n t r o l .  

I n  c o n t r a s t ,  the h e a r i n g  process p r o v i d e s  a  more d e t a i l e d  r e c o r d  o f  

dec i  s ions  and ensures g r e a t e r  c o n t r o l  . When a  l  i censee goes t o  hear  i ng,  

the  h e a r i n g  o f f i c e r  uses t h e  i n f o r m a t i o n  ga thered  d u r i n g  the h e a r i n g  t o  

prepare a  r e p o r t  o f  t h e  f a c t s  and c i rcumstances and the  reasons f o r  the  

d e c i s i o n ,  i n c l u d i n g  any recen t  p r i o r  v i o l a t i o n s ,  as suppor t  f o r  the  



recommendations f o r  a c t i o n .  A l though  t h i s  much in-depth  d e t a i l  may be 

too cumbersome f o r  t h e  compl iance p r o c e s s ,  a  b r i e f  synops is  o f  the 

f a c t o r s  i n f l u e n c i n g  t h e  d e c i s i o n  would show why c e r t a i n  p e n a l t i e s  a r e  

imposed. For example,  New Mexico has a  compl iance process s i m i l a r  t o  

A r i z o n a ' s ,  b u t  New M e x i c o ' s  l i q u o r  r e g u l a t i o n s  r e q u i r e  w r i t t e n  f i n d i n g s  

o f  f a c t  and s p e c i f i c  grounds f o r  any d e c i s i o n  made r e g a r d i n g  a  v i o l a t i o n .  

Lack O f  Compliance G u i d e l i n e s  
Increases P o s s i b i l i t y  Fo r  Abuse 

D isc repanc ies  i n  p e n a l t i e s  may a l s o  r e s u l t  from the lack  o f  Departmental  

p o l i c y  f o r  p e n a l i z i n g  v i o l a t o r s .  The lack  o f  g u i d e l i n e s  and l i m i t e d  

documentat ion t o  suppor t  p e n a l t i e s  may inc rease  the  r i s k  o f  abuse i n  

compliance d e c i s i o n s  and a c t i o n s .  Other  s t a t e s  have e s t a b l i s h e d  p e n a l t y  

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

Lack o f  a c c o u n t a b i l i t y  may inc rease  p o s s i b i l i t y  o f  abuse - As noted 

p r e v i o u s l y ,  most o f  t h e  Depar tmen t ' s  d i s c i p l i n e  i s  hand led by the 

compliance o f f i c e r  under c o n d i t i o n s  t h a t  i nc rease  the  p o s s i b i l i t y  f o r  

abuse. P e n a l t y  g u i d e l i n e s  would reduce the  r i s k  o f  abuse. However, 

n e i t h e r  the s t a t u t e s  no r  r e g u l a t i o n s  p r o v i d e  s p e c i f i c  p e n a l t i e s  o r  ranges 

f o r  v a r i o u s  types o f  v i o l a t i o n s .  A l s o ,  n e i t h e r  the  Super in tenden t  nor 

the compliance o f f i c e r  have adopted formal  g u i d e l i n e s  f o r  d e t e r m i n i n g  

p e n a l t i e s .  T h e r e f o r e ,  the compl iance o f f i c e r  has e x t e n s i v e  d i s c r e t i o n  t o  

app ly  whatever p e n a l t y  he f e e l s  i s  a p p r o p r i a t e ,  w i t h i n  the broad 

s t a t u t o r y  l i m i t s .  

D e s p i t e  t h i s  wide d i s c r e t i o n ,  the  compl iance o f f i c e r ' s  c r i t e r i a  a r e  no t  

w e l l  d e f i n e d .  The compl iance o f f i c e r  o r i g i n a l l y  s t a t e d  t h a t  he has a  

s tandard " i n  h i s  head" t o  de te rm ine  the  p roper  p e n a l t y .  L a t e r  he 

i n d i c a t e d  t h a t  h i s  d e c i s i o n s  may be based on such f a c t o r s  as the  age o f  

an i n d i v i d u a l  o r  the  p e r s o n ' s  p a r t i c i p a t i o n  i n  an i n d u s t r y  sponsored 

a l c o h o l  management c o u r s e .  A l l  f a c t o r s  used t o  cons ide r  the  compl iance 

o f f i c e r ' s  p e n a l t i e s  were d i s c l o s e d  o n l y  a f t e r  repeated a t t e m p t s  by a u d i t  

s t a f f  t o  g e t  the  Department t o  e x p l a i n  the  l a r g e  d i f f e r e n c e s  i n  s i m i l a r  

d e c i s i o n s  and a c t i o n s .  

Standard w r i t t e n  p e n a l t y  g u i d e l i n e s  would  e s t a b l i s h  e x p e c t a t i o n s ,  and 

promote c o n s i s t e n c y  and e q u i t y  among p e n a l t i e s  imposed a g a i n s t  



l i censees .  Gu ide l ines  would a l s o  increase Departmental  c o n t r o l  over the 

compl iance process by es tab  l i  sh i  ng expected penal t i e s  f o r  spec i  f  i ed 

v i o l a t i o n s .  Dev ia t i ons  from the g u i d e l  ines would be readi  l y  apparen t .  

DLLC does no t  see a need f o r  s p e c i f i c  pena l t y  g u i d e l i n e s ,  a rgu ing  t h a t  

each case i s  d i f f e r e n t  and should  be cons idered i n d i v i d u a l l y  based on the  

m e r i t s  o f  t h a t  case. However, a  lack o f  formal g u i d e l  ines f o s t e r s  broad 

d i s c r e t i o n a r y  powers, which reduces the  Depar tment 's  c o n t r o l  over the 

comp I  i ance process and may resu l t i n  i ncons i  s  ten t and i  nequ i  tab  I  e  

t reatment o f  l i censees .  

Other s t a t e s  have formal p e n a l t y  g u i d e l i n e s  - Severa l  s t a t e s  have 

es tab l i shed  more s p e c i f i c  g u i d e l i n e s  - e i t h e r  i n  r e g u l a t i o n s  o r  agency 

p o l i c y  - f o r  t a k i n g  d i s c i p l i n a r y  a c t i o n  aga ins t  l i censees .  The Texas 

A l coho l i c  Beverage Commission uses a "Standard ized Pena l t y  Char t "  t o  

determine app rop r i a t e  p e n a l t i e s .  The cha r t  l i s t s  suspension ranges f o r  

each o f  61 d i f f e r e n t  v i o l a t i o n s .  These ranges esca la te  f o r  subsequent 

o f fenses .  For example, the f i r s t  o f f ense  o f  s e l l i n g  t o  a  minor w i l l  

r e s u l t  i n  a  5 t o  10 day suspension, and the second o f f ense  w i l l  r e s u l t  i n  

an 11 t o  15 day suspension. ' Tennessee, Cal i f o r n i  a  and New Mex i co 

a l s o  s p e c i f y  ranges o r  s p e c i f i c  f i n e s  f o r  v a r i o u s  types o f  v i o l a t i o n s .  

C a l i f o r n i a ' s  pena l t y  schedule a l l ows  v a r i a t i o n s  from the e s t a b l i s h e d  f i n e  

amounts, w i t h  suppor t ing  w r i t t e n  documentat ion.  

RECOWENDATIONS 

I .  DLLC should  e s t a b l i s h  a  schedule o f  expected p e n a l t i e s  f o r  v i o l a t i o n s  

t o  promote cons is tency and e q u i t y  among l i censees  pena l i zed .  

2 .  DLLC should  r e q u i r e  documentat ion o f  f a c t o r s  t h a t  impact p e n a l t i e s  

imposed, t o  ensure t h a t  the rev iewer  has a l l  the necessary 

in fo rmat  i on  i n  o rder  t o  eva lua te  the appropr ia teness  o f  the consent 

agreement . 

( ' )  Fo r  some v i o l a t i o n s  a l i c e n s e e  has t h e  c h o i c e  o f  c o n v e r t i n g  t h e  suspens ion t o  a  f i n e  

a t  t h e  minimum r a t e  o f  $150 t o  $750 p e r  day of suspens ion.  Thus, a  f i ve -day  minimum 
suspens ion f o r  t h e  f i r s t  o f f e n s e  would  c o n v e r t  t o  a t  l e a s t  a  $750 f i n e .  T h i s  minimum 

f i n e  amounts t o  more than  DLLC f i n e s  most l i c e n s e e s  f o r  t h i s  same v i o l a t i o n .  



FINDING I I  

DLLC HAS NOT ADEQUATELY CONTROLLED THE LICENSING PROCESS, 

RESULTING I N  SPECIAL HANDLING OF SOME APPLICATIONS 

AND IMPROPER LICENSE ISSUANCE 

The Department o f  L i q u o r  L i censes  and C o n t r o l  (DLLC) needs t o  s t r e n g t h e n  

c o n t r o l s  over  the  l i c e n s i n g  p r o c e s s .  A l though  i t  appears t h a t  most 

a p p l i c a t i o n s  a r e  hand led p r o p e r l y ,  t he  Department seems t o  process some 

a p p l i c a t i o n s  more e x p e d i t i o u s l y  than  o t h e r s .  S t a t u t e s  govern ing  l i c e n s e  

t r a n s f e r s  have been a p p l i e d  i n  a  manner t h a t  has a l l o w e d  a p p a r e n t l y  

u n q u a l i f i e d  i n d i v i d u a l s  t o  o b t a i n  l i q u o r  l i c e n s e s .  I n  a d d i t i o n ,  the 

Depar tment 's  L i c e n s i n g  D i v i s i o n  has i ssued  temporary p e r m i t s  t o  persons 

whose a p p l i c a t i o n s  f o r  l i q u o r  l i c e n s e s  a r e  under p r o t e s t  by t h e  DLLC 

enforcement d i v i s i o n .  

DLLC Appears To Handle Some 
A p p l i c a t i o n s  I n  A  S p e c i a l  Manner 

DLLC does n o t  process a l l  a p p l i c a t i o n s  f o r  l i q u o r  l i c e n s e s  i n  t h e  same 

manner. A l though  ou r  rev iew i n d i c a t e s  t h a t  most a p p l i c a t i o n s  a r e  hand led 

accord ing  t o  Department p o l i c y ,  s e v e r a l  cases suggest  t h a t  DLLC can be 

pressured i n t o  e x p e d i t i n g  some a p p l i c a t i o n s .  T h i s  s p e c i a l  p r o c e s s i n g  

tends t o  f a v o r  s e l e c t e d  a p p l i c a n t s  by  a l l o w i n g  them t o  b e g i n  o p e r a t i n g  

sooner than the  norm. 

Department procedures r e q u i r e  t h a t  persons seek ing  l i q u o r  l i c e n s e s  submit  

c e r t a i n  i n f o r m a t i o n  i n  t h e i r  a p p l i c a t i o n s .  Requ i red  i n f o r m a t i o n  i n c l u d e s  

l e g i b l e  f i n g e r p r i n t s ,  h i s t o r i e s  o f  a l l  persons a s s o c i a t e d  w i t h  the  

bus iness seek ing  l i censure,  adequate bond ing f o r  some I  i  censes,  and a l  l 

sa les  tax  i n f o r m a t i o n .  The Department has e s t a b l i s h e d  procedures t o  

ensure the  o r d e r l y  p r o c e s s i n g  o f  l i q u o r  a p p l i c a t i o n s .  These i n c l u d e :  

accep t ing  o n l y  f u l l y  completed a p p l i c a t i o n s ,  r e q u i r i n g  f i n g e r p r i n t s  f o r  

some o r i g i n a l  a p p l i c a n t s ,  r e q u i r i n g  background a p p r o v a l  b e f o r e  l i c e n s e  

issuance, and c o l l e c t i n g  the p roper  bond. 



D u r i n g  t h e  course o f  ou r  a u d i t  numerous a l l e g a t i o n s  were r e c e i v e d  by our 

o f f i c e  r e g a r d i n g  DLLC's improper l i c e n s i n g  p r a c t i c e s .  As a  r e s u l t ,  our 

o f f i c e  conducted a  random sample o f  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  t o  t e s t  

c o n t r o l s  o f  the  l i c e n s i n g  p rocess .  I n  a d d i t i o n ,  we i n v e s t i g a t e d  s p e c i f i c  

a l l e g a t i o n s .  A sample o f  o r i g i n a l  l i c e n s e  f i l e s  found t h a t  a l l  a p p l i c a n t s  

met A . R . S .  o r  DLLC requ i rements ,  and S t a t e  background checks were 

completed on a l l  a p p l i c a n t s  p r i o r  t o  l i c e n s e  issuance.  However, the 

sample i d e n t i f i e d  one a p p l i c a t i o n  t h a t  was processed even though i t  was 

incomple te .  

Example 1 

0 An a p p l i c a t i o n  f o r  a  new l i c e n s e  was r e c e i v e d  on October 27, 1987. 
DLLC documentat ion i n d i c a t e s  t h a t  t h e  l i c e n s i n g  examiner was 
concerned about a c c e p t i n g  the a p p l i c a t i o n  because i t  was 
incomp le te .  The l i c e n s i n g  examiner was requested by her  s u p e r v i s o r  
t o  accept t h e  a p p l i c a t i o n ,  and an i n t e r i m  p e r m i t  was i ssued  October 
27.  The l i c e n s i n g  s u p e r v i s o r  c o u l d  n o t  e x p l a i n  why t h i s  
a p p l i c a t i o n  was accep ted .  

I n  f o l l o w i n g  up on t h e  s p e c i f i c  a l l e g a t i o n s ,  we found t h a t  t h r e e  l i censees  

d i d  i n  f a c t  r e c e i v e  s p e c i a l  t r e a t m e n t .  The Department d i d  n o t  f o l l o w  i t s  

normal p r a c t i c e s  i n  i s s u i n g  the  l i c e n s e s ,  and may have b roken  the  law i n  

one case.  

Example 2 

0 An 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  was r e c e i v e d  on February  2 ,  1987. 
A l though  an i n t e r o f f i c e  memorandum i n d i c a t e s  t h e  a p p l i c a t i o n  was 
n o t  c o r r e c t  and was incomple te ,  i t  was s t i l l  p rocessed.  The 
a p p l i c a t i o n  lacked  c o r p o r a t e  o f f i c e r s '  f i n g e r p r i n t s ,  and complete 
persona l  and b u s i n e s s  h i s t o r i e s .  I n  a d d i t i o n ,  the  a p p l i c a n t  d i d  
n o t  supp ly  s u f f i c i e n t  i n f o r m a t i o n  r e g a r d i n g  l i c e n s e  ownersh ip .  

The Department r e c e i v e d  severa l  reques ts  from prominent  p u b l i c  
o f f i c i a l s  t o  e x p e d i t e  t h i s  a p p l i c a t i o n .  An employee s a i d  phone 
c a l l s  were r e c e i v e d  s u p p o r t i n g  t h i s  a p p l i c a t i o n .  A DLLC s u p e r v i s o r  
i n d i c a t e d  t h a t  t h e  requests  had an i n f l u e n c e  on DLLC t o  process and 
approve the a p p l i c a t i o n  d e s p i t e  i t s  incomple teness.  ( A l l  o f f i c i a l s  
i  nvo I ved  i  n  i  ssu i ng the I i  cense a r e  no longer  employed by the 
Depar tment . )  E v e n t u a l l y  a l l  t he  background i n f o r m a t i o n  was 
r e c e i v e d .  DLLC approved the l  icense on February  20,  1987, 18 days 
a f t e r  r e c e i v i n g  the  app l  i c a t i o n .  The S t a t e  background 
i n v e s t i g a t i o n  was n o t  completed u n t i l  February  25, f i v e  days a f t e r  
the  a p p l i c a t i o n  was approved. 



Example 3 

a An a p p l i c a t i o n  was r e c e i v e d  by the DLLC on A p r i l  6 ,  1988. The 
l i c e n s i n g  examiner was requested t o  accept and process the 
a p p l i c a t i o n  on A p r i l  1 5 ,  even though i t  was incomplete .  
F i n g e r p r i n t  ca rds  were p r o v i d e d  on A p r i l  20. A l l  the o t h e r  
i n f o r m a t i o n  was submi t ted  by A p r i l  2 7 .  A S u p e r i n t e n d e n t ' s  Order 
was issued on A p r i l  28 a p p r o v i n g  the  a p p l i c a t i o n  and the I i cense  
was issued.  

DLLC issued t h i s  l i c e n s e  13 days a f t e r  a c c e p t i n g  the  a p p l i c a t i o n  on 
A p r i l  15.  T h i s  compares w i t h  an average t ime o f  100 days when 
a p p l i c a n t s  a r e  r e q u i r e d  t o  p r o v i d e  f i n g e r p r i n t s .  Accord ing t o  the 
Super in tenden t ,  the a p p l i c a n t  thought t h a t  no l i c e n s e  was r e q u i r e d  
s i n c e  the es tab l i shment  was l o c a t e d  on I n d i a n  land.  When informed 
t o  the  c o n t r a r y ,  the l i c e n s e e  submi t ted  an a p p l i c a t i o n  o n l y  two 
weeks p r i o r  t o  scheduled open ing .  A l though DPS completed the 
background check i n  l e s s  than  two weeks, the  l i c e n s e  was no t  
approved i n  t ime f o r  the  scheduled opening.  The a p p l i c a n t  
s o l i c i t e d  s e v e r a l  q u a l i f y i n g  o r g a n i z a t i o n s  t o  o b t a i n  s p e c i a l  event 
l i censes  so the  es tab l i shment  c o u l d  open as scheduled and operate  
u n t i l  the new I i c e n s e  was approved. DLLC agreed t o  t h i s  
arrangement on the assumpt ion t h a t  t h e  proceeds would be g i v e n  t o  
the a p p r o p r i a t e  o r g a n i z a t i o n s .  

DLLC's a c t  ions i n  these cases suggest t h a t  some appl  i c a n t s  can o b t a i n  

s p e c i a l  t r e a t m e n t .  I n  severa l  o f  these cases,  a p p l i c a n t s  were represented 

by a t t o r n e y s  who were knowledgeable about l i c e n s i n g  requ i rements  and were 

thus a b l e  t o  reduce the  t ime needed t o  p r o v i d e  complete i n f o r m a t i o n  t o  the  

Department. However, these cases a l s o  show t h a t  DLLC made except ions t o  

i t s  s t a t e d  requ i rement  t h a t  a p p l i c a t i o n s  be complete p r i o r  t o  acceptance 

f o r  p rocess ing .  These excep t ions  o c c u r r e d  d e s p i t e  c l e a r  evidence t h a t  the  

a p p l i c a t i o n s  were n o t  complete.  

Spec ia l  h a n d l i n g  i s  a l s o  e v i d e n t  i n  one case i n  which the  Department 

p e r m i t t e d  a  former l i c e n s e e  t o  renew a  l i c e n s e  t h a t  had been c a n c e l l e d  f o r  

n e a r l y  11 months. 

Example 4 

a On November 21,  1986, a  l i c e n s e e  sur rendered a  l i c e n s e  t o  the  
Department and f i l e d  a  "Surrender  o f  L icense"  form. The I i c e n s e  
was c a n c e l l e d .  On October 15 ,  1987, the  former l i censee  requested 
DLLC t o  " r e a c t i v a t e "  t h e  l i c e n s e .  DLLC renewed the  c a n c e l l e d  
l i c e n s e  on October 19 w i t h o u t  r e q u i r i n g  a  new a p p l i c a t i o n ,  thus 
bypass ing t h e  l i c e n s i n g  p rocess .  The request t o  r e a c t i v a t e  the  
l i c e n s e  was submi t ted  so an a p p l i c a n t ,  who was seek ing a  l i c e n s e  
f o r  the  same l o c a t i o n ,  c o u l d  o b t a i n  a  temporary I i c e n s e  ( i n t e r i m  
p e r m i t )  w h i l e  w a i t i n g  f o r  l i c e n s e  approva l  f rom the  DLLC. DLLCfs 



approval  o f  t h i s  request appears improper because t he re  a re  no 
s t a t u t o r y  p r o v i s i o n s  t h a t  g i v e  the Department the a u t h o r i t y  t o  
re issue  the cancel  l ed  l i c e n s e .  

DLLC's a c t i o n s  i n  these cases suggest t h a t  some a p p l i c a n t s  rece ive  
spec ia l  t rea tment ,  p a r t i c u l a r l y  i n  accep t ing  incomplete 
a p p l i c a t i o n s  and i s s u i n g  l i censes  p r i o r  t o  complet ing background 
checks. A l though these cases represent  o n l y  a  smal l  p o r t i o n  o f  
l i q u o r  I i cense  a p p l i c a t i o n s ,  they r a i s e  ques t ions  about the 
i n t e g r i t y  o f  the  l i c e n s i n g  process.  I n d i v i d u a l s  may be ab le  t o  
p rod  the  Department i n t o  i s su ing  l i censes  w i t h o u t  rev iew ing  a l l  
r e l evan t  i n f o r m a t i o n  t o  determine i f  they a re  q u a l i f i e d .  Even i f  
these i n d i v i d u a l s  a re  q u a l i f i e d  t o  h o l d  l i q u o r  l i censes ,  the 
spec ia l  t reatment  descr ibed  above i s  u n f a i r  t o  the many o ther  
appl  i c a n t s  who comply w i t h  the law and Department procedures.  

L icenses Have Been T rans fe r red  
To P o t e n t i a l l y  U n q u a l i f i e d  A p p l i c a n t s  

DLLC has approved a p p l i c a t i o n s  f o r  t r a n s f e r  o f  l i q u o r  l i censes  t o  

a p p l i c a n t s  who appear unable  t o  meet s t a t u t o r y  o r  Departmental  

requ i rements .  Al though recen t  l e g i s l a t i o n  may address the Depar tment 's  

problem r e l a t i n g  t o  I i cense  t r a n s f e r s ,  DLLC may no t  be ab le  t o  revoke 

l i censes  t r a n s f e r r e d  t o  these i n d i v i d u a l s .  

L icenses issued t o  i n d i v i d u a l s  no t  meet ing requi rements  - Based on 

a l l e g a t i o n s  and concerns by some DLLC personnel  and o ther  i n d i v i d u a l s  

suggest ing t h a t  the Department may be abusing i t s  a u t h o r i t y  i n  regards t o  

c e r t a i n  l i cense  t r a n s f e r s ,  we reviewed recent Department a c t i v i t y  i n  t h i s  

area.  We found DLLC t r a n s f e r r e d  l i q u o r  l i censes  t o  severa l  a p p l i c a n t s  who 

d i d  no t  meet A.R.S. and Departmental  requ i rements .  The Department 

approved the t r a n s f e r s  on the  b a s i s  o f  a  wr i  t  ten  memo from i t s  A t t o rney  

General r e p r e s e n t a t i v e .  However, background i n v e s t i g a t i o n s  revealed t ha t  

the a p p l i c a n t s  had a  h i s t o r y  o f  I i q u o r  law o r  c r i m i n a l  v i o l a t i o n s  t h a t  

i n v e s t i g a t o r s  f e l t  should  d i s q u a l i f y  them from o b t a i n i n g  a  l i cense .  

Because o f  a  lega l  i n t e r p r e t a t i o n  from i t s  A s s i s t a n t  A t to rney  Genera l ,  

DLLC approved requests  f o r  l i cense  t r a n s f e r s  i f  the Department had h e l d  

the a p p l i c a t i o n  f o r  more than 90 days. A.R.S. 54-267 s t a t e s  t h a t  

appl i c a t i o n s  f o r  a c q u i s i t i o n  o f  c o n t r o l  [ t r a n s f e r s ]  a re  deemed approved 

a f t e r  90 days i f  no t  ac ted  upon by the Super in tenden t .  The Depar tment 's  



A s s i s t a n t  A t to rney  General adv ised  DLLC t h a t  f a i l u r e  t o  a c t  w i t h i n  the  

a l l o t t e d  t ime p e r i o d  o r  t o  o b t a i n  a  consensual e x t e n s i o n  o f  t ime  would 

r e s u l t  i n  au tomat i c  approva l  o f  t h e  a p p l i c a t i o n .  M e r i t s  o f  the 

a p p l i c a t i o n  were n o t  cons ide red  once the  90 days had passed. 

However, o the r  o p t i o n s  may have been a v a i l a b l e  t o  DLLC b o t h  b e f o r e  and 

a f t e r  the e x p i r a t i o n  o f  the 90-day p e r i o d .  For example, the A s s i s t a n t  

A t t o r n e y  General t o l d  us t h a t  the  Department c o u l d  have se t  the  

a p p l i c a t i o n  request f o r  h e a r i n g  any t ime p r i o r  t o  the 9 0 t h  day.  T h i s  would 

a l l o w  the Department an o p p o r t u n i t y  t o  prepare documentat ion needed t o  

p r o t e s t  the l i c e n s e .  Such a  procedure would have a l l owed  the  Department 

t o  deny the l i c e n s e  even i f  t he  a p p l i c a n t  had no t  been t o  h e a r i n g  b e f o r e  

the  90-day s t a t u t o r y  d e a d l i n e .  I n  a d d i t i o n ,  a f t e r  the l i c e n s e  was i ssued ,  

the  Department c o u l d  p o s s i b l y  revoke the  l i c e n s e  i f  t he  a p p l i c a n t  f a i l e d  

t o  d i s c l o s e  past  c r i m i n a l  h i s t o r y .  The A t t o r n e y  General r e p r e s e n t a t i v e  

d i d  no t  d iscuss e i t h e r  o p t i o n  w i t h  DLLC. He asser ted  t h a t  DLLC d i d  n o t  

request h i s  o p i n i o n  f o r  any o p t i o n s ,  and he does no t  n o r m a l l y  o f f e r  adv ice  

un less  requested. 

Our rev iew i d e n t i f i e d  seven cases i n  which the  Department approved l i c e n s e  

t r a n s f e r s  t o  i n d i v i d u a l s  judged t o  be u n q u a l i f i e d  on the  b a s i s  o f  

background i n v e s t i g a t i o n s .  Below a r e  t h r e e  examples i l l u s t r a t i n g  

a p p l i c a n t s  who were p o t e n t i a l l y  u n q u a l i f i e d  t o  h o l d  a  l i q u o r  l i c e n s e .  

Example 5 

a An a p p l i c a t i o n  was r e c e i v e d  on November 10 ,  1987. The a p p l i c a n t  was 
g ran ted  an i n t e r i m  p e r m i t ,  wh ich a l l o w e d  the  bus iness t o  opera te  up t o  
105 days. A second i n t e r i m  p e r m i t  was g ran ted  on February  22,  1988. 
On March 3 ,  1988, a  "Statement o f  O p p o s i t i o n "  was f i l e d  a g a i n s t  the  
a p p l i c a t i o n  by t h e  Enforcement S e c t i o n  o f  the  DLLC, a s s e r t i n g  t h a t :  

1 .  The a p p l i c a n t  p l e d  g u i  l t y  t o  t h e  s a l e  o f  a l c o h o l  t o  a  minor  on 
March 31,  1987. 

2 .  A c r i m i n a l  case was pending a g a i n s t  the  a p p l i c a n t  f o r  s a l e  o f  
a l coho l  t o  a  m i n o r .  

3 .  The a p p l i c a n t  f a i l e d  t o  d i s c l o s e  a  c i t a t i o n  f o r  s a l e  o f  a l c o h o l  
t o  a  m i n o r .  

4 .  The a p p l i c a n t  f a i l e d  t o  d i s c l o s e  an ind ic tmen t  by a  Federa l  Grand 
Jury f o r  f o r c i b l e  rescue o f  a  s e i z e d  au tomob i le .  



5 .  On June 11 , 1987, the  app l  i  cant  accepted a  two-day suspension o f  
the  l i q u o r  l i c e n s e .  

Accord ing t o  a  DLLC s t a f f  member, t h i s  f i l e  had been locked i n  a  
s u p e r v i s o r ' s  f i  l e  cab ine t  f o r  an undetermined l e n g t h  o f  t ime ,  and was 
no t  d i scovered  u n t i l  February  1 6 ,  1988. I t  was l a t e r  determined the 
90-day p e r i o d  had lapsed on February 9 .  Thus, the  Department f e l t  i t  
was requ i red t o  approve t h e  app l  i c a t  i o n .  The l i cense was issued on 
March 24,  1988. 

Example 6 

0 An a p p l i c a t i o n  was r e c e i v e d  by DLLC on September 28,  1987. A r e p o r t  
was submi t ted  by a  DLLC i n v e s t i g a t o r  on December 1 1 ,  1987, p r o t e s t i n g  
the a p p l i c a t i o n  due t o  t h e  pas t  h idden ownersh ip ,  numerous tax  and 
l i q u o r  c o m p l a i n t s ,  q u e s t i o n s  about the  a p p l i c a n t s 1  r e l i a b i l i t y  and 
c a p a b i l i t y  t o  h o l d  a  l i q u o r  l i c e n s e  i n  t h e  p a s t ,  and c r i m i n a l  
h i s t o r i e s  and d r i v i n g  h i s t o r i e s  o f  the two i n d i v i d u a l s  a p p l y i n g  f o r  
the I i c e n s e .  The f i l e  c o n t a i n s  a  h a n d w r i t t e n  no te  dated March 1 ,  
1988, s t a t i n g :  " s i n c e  i t  was over 90 days t h e  I i c e n s e  had t o  be 
i  ssued . 'I 

Example 7 

a An a p p l i c a t i o n  was rece ived  on January 5 ,  1988, and an i n t e r i m  permi t  
issued.  A r e p o r t  and p r o t e s t  was f i l e d  by a  DLLC i n v e s t i g a t o r  on 
March 24,  1988, recommending t h a t  the a p p l i c a t i o n  be den ied " .  . . 
due t o  t h i s  a p p l i c a n t ' s  f a i l u r e  t o  d i s c l o s e  a  1985 a r r e s t  and 1986 
c o n v i c t i o n  f o r  a s s a u l t . "  The a p p l i c a t i o n  was approved on May 19 ,  
1988, because o f  the  Depar tment 's  f a i l u r e  t o  a c t  on the a p p l i c a t i o n  
w i t h i n  90 days.  The i n v e s t i g a t o r  submi t ted  the r e p o r t  q u e s t i o n i n g  the 
a p p l i c a n t ' s  q u a l i f i c a t i o n s  79 days a f t e r  the  o r i g i n a l  a p p l i c a t i o n  was 
made t o  the Department.  However, the Department f a i l e d  t o  a c t  on the 
i n v e s t i g a t o r ' s  r e p o r t  d u r i n g  the  11 days remain ing i n  the  review 
p e r i o d .  

One problem h i n d e r i n g  the  Depar tment ' s  approva l  o f  these t r a n s f e r s  has 

been i t s  i n a b i l i t y  t o  t r a c k  t h e  a p p l i c a t i o n s  t o  ensure a c t i o n  w i t h i n  the 

lega l  t ime frame. I n  one case, the  Department was w e l l  beyond the  90-day 

l i m i t  when i t  r e c e i v e d  a  background r e p o r t  q u e s t i o n i n g  the a p p l i c a n t ' s  

q u a l i f i c a t i o n s .  However, i n  t h e  two o ther  cases DLLC appears t o  have had 

a l l  necessary i n f o r m a t i o n  t o  d i sapprove  the  a p p l i c a t i o n s ,  bu t  f a i l e d  t o  

a c t  b e f o r e  t h e  90-day p e r i o d  ended 

Recent l e g i s l a t i o n  e l i m i n a t e s  a u t o m a t i c  approva l  - L e g i s l a t i o n  enacted 

by the 1988 L e g i s l a t u r e  has changed the requ i rements  govern ing I i c e n s e  

t r a n s f e r s .  House B i l l  2417, which became e f f e c t i v e  on J u l y  8 ,  1988, 

s t r i k e s  the language t h a t  an a p p l i c a t i o n  f o r  l i c e n s e  t r a n s f e r  " i s  deemed 

approved by the Super in tendent1 '  i f  n o t  ac ted  upon w i t h i n  a  s p e c i f i e d  t ime 



frame. The "deemed approved" c lause  has been d e l e t e d  from the law. I n  

a d d i t i o n ,  the new law p r o v i d e s  105 days f o r  Depar tmenta l  a c t i o n  and g i v e s  

the Department the  o p t i o n  t o  ex tend the  p e r i o d  f o r  an a d d i t i o n a l  105 

days.  These p r o v i s i o n s  p l a c e  a p p l i c a t i o n s  f o r  l i c e n s e  t r a n s f e r s  under the 

same requirements t h a t  a p p l y  t o  a p p l i c a t i o n s  f o r  new l i c e n s e s .  Thus, the 

problems t h a t  o c c u r r e d  i n  the cases c i t e d  above shou ld  be avo ided  i n  the 

f u t u r e .  

However, the new law does n o t  address the  f a c t  t h a t  l i quor  l icenses have 

been issued t o  u n q u a l i f i e d  a p p l i c a n t s .  A l though  DLLC issued l i c e n s e s  t o  

persons i t  had deemed t o  be u n q u a l i f i e d ,  the  o r d e r s  g r a n t i n g  the l i c e n s e s  

were worded i n  a  manner t h a t  may make i t  d i f f i c u l t  o r  imposs ib le  t o  revoke 

the  l i c e n s e .  A S u p e r i n t e n d e n t ' s  o rde r  was i ssued  i n  each o f  these cases 

s t a t i n g  t h a t  the a p p l i c a n t  had compl ied w i t h  a l l  o r  p a r t s  o f  A.R.S. 

554-201, 4-202 and 4-203. D e s p i t e  the S u p e r i n t e n d e n t ' s  language, these 

a p p l i c a t i o n s  and o t h e r s  were n o t  approved based on the  a p p l i c a n t s '  

compl iance w i t h  s t a t u t e ,  b u t  r a t h e r  on t h e  lack  o f  t i m e l y  rev iew by the  

Department.  However, by f o r m a l l y  s t a t i n g  t h a t  the requ i rements  had been 

met ,  the Department may have f o r f e i t e d  i t s  r i g h t  t o  revoke l i c e n s e s  issued 

t o  u n q u a l i f i e d  i n d i v i d u a l s .  

l n t e r i m  P e r m i t s  A l l o w  U n q u a l i f i e d  
A p p l i c a n t s  To S e l l  S p i r i t u o u s  L i q u o r s  

DLLC's p o l i c y  o f  i s s u i n g  i n t e r i m  p e r m i t s  w h i l e  t h e  Department rev iews 

a p p l i c a t i o n s  f o r  l i c e n s e s  has a l l o w e d  u n q u a l i f i e d  i n d i v i d u a l s  t o  s e l l  

l i q u o r  f o r  p e r i o d s  up t o  one y e a r .  The Department has r o u t i n e l y  issued 

i n t e r i m  p e r m i t s  t o  pe rsons  a p p l y i n g  f o r  l i c e n s e  t r a n s f e r s  and f o r  some 

c a t e g o r i e s  o f  new I i c e n s e s .  However, i n t e r i m  p e r m i t s  have been issued 

even when the  Department had p l a n s  t o  oppose the  a p p l i c a t i o n s .  

A.R.S. $4-203.01 a u t h o r i z e s  the Super in tenden t  t o  i ssue  i n t e r i m  p e r m i t s  

wh ich a l l o w  an a p p l i c a n t  t o  opera te  a  b u s i n e s s  on a  temporary b a s i s  f o r  up 

t o  105 days w h i l e  w a i t i n g  f o r  approva l  o f  an a p p l i c a t i o n .  I n t e r i m  p e r m i t s  

a r e  a v a i l a b l e  f o r  same l o c a t i o n ,  same s e r i e s ,  l i c e n s e  t r a n s f e r s ,  and a l l  

h o t e l / m o t e l  and r e s t a u r a n t s .  An i n t e r i m  p e r m i t  i s  a  c o n d i t i o n a l  p e r m i t ,  

and a u t h o r i z e s  the h o l d e r  t o  a l  l  t he  p r i v i  leges o f  the r e t a i  l l i c e n s e  f o r  

wh ich the  a p p l i c a t i o n  has been f i l e d  w i t h  the  Department.  An a p p l i c a n t  

may be g r a n t e d  two c o n s e c u t i v e  i n t e r i m  p e r m i t s .  



However, as the f o l l o w i n g  case shows, even when DLLC s t a f f  have documented 

ev idence t o  p r o t e s t  the  issuance o f  a  l i q u o r  l i c e n s e ,  an a p p l i c a n t  may be 

p e r m i t t e d  t o  s e l l  s p i r i t u o u s  l i q u o r  under an i n t e r i m  p e r m i t .  

a An a p p l i c a t i o n  was submi t ted  on June 3 ,  1987, and an i n t e r i m  p e r m i t  
i ssued.  A second i n t e r i m  p e r m i t  was g ran ted  on October 7 ,  1987. An 
i n v e s t i g a t i v e  r e p o r t  was i ssued  by a  DLLC i n v e s t i g a t o r  on October 23 
p r o t e s t i n g  the  a p p l i c a t i o n  " .  . . due t o  the c o n s t a n t  r e p e t i t i o n  o f  
the n a t u r e  o f  t h e  l i q u o r  v i o l a t i o n s  and due t o  the amount o f  
v i o l a t i o n s  and suspensions . . . "  The r e p o r t  a l s o  noted t h a t  the 
a p p l i c a n t  " .  . . o n l y  d i s c l o s e d  one l i q u o r  suspension when indeed 
t h e r e  were n i n e  . . . I '  The a p p l i c a t i o n  was den ied on January 25,  1988. 

On February 2 ,  1988, the a p p l i c a n t  was p e r m i t t e d  t o  reapp ly  and was 
issued another  i n t e r i m  p e r m i t .  A second i n t e r i m  p e r m i t  was g r a n t e d  on 
May 11 ,  1988. The second a p p l i c a t i o n  was den ied  on May 26,  1988. 
Through the use o f  i n t e r i m  p e r m i t s ,  the  a p p l i c a n t  was a l l o w e d  t o  
opera te  and s e l l  s p i r i t u o u s  l i q u o r s  f o r  seven months w h i l e  hav ing  two 
a p p l i c a t i o n s  d e n i e d .  

F i v e  o f  the s i x  o t h e r  s t a t e s  we c o n t a c t e d  do n o t  i s s u e  i n t e r i m  p e r m i t s .  

When an i n d i v i d u a l  seeks t o  t r a n s f e r  a  l i c e n s e  i n  those s t a t e s ,  the 

a p p l i c a n t  must e i t h e r  w a i t  f o r  l i c e n s e  approva l  o r  work as an employee 

under the o l d  l i c e n s e  u n t i l  t he  new one i s  approved. Accord ing t o  the 

DLLC Super in tenden t ,  A r i z o n a ' s  i n t e r i m  p e r m i t  p o l i c y  a l l o w s  the  Department 

t o  h o l d  the a p p l i c a n t  r e s p o n s i b l e  f o r  e n s u r i n g  compl iance w i t h  the  law 

d u r i n g  the p e r i o d  b e f o r e  the  new l i c e n s e  i s  approved. However, the 

Depar tment 's  p o l i c y  o f  r o u t i n e l y  a p p r o v i n g  i n t e r i m  p e r m i t s  and i t s  f a i l u r e  

t o  w i thdraw the p e r m i t s  i f  i t  dec ides  t o  p r o t e s t  the  a p p l i c a t i o n  reduces 

i t s  a b i l i t y  t o  ensure t h a t  o n l y  i n d i v i d u a l s  meet ing the  q u a l i f i c a t i o n s  

e s t a b l i s h e d  by law s e l l  a l c o h o l  i n  A r i z o n a .  

DLLC r e c e n t l y  adopted an i n f o r m a l  p o l i c y  o f  deny ing i n t e r i m  p e r m i t s  t o  

a p p l i c a n t s  when t h e  Department has i n f o r m a t i o n  t h a t  would lead the 

Department t o  oppose the a p p l i c a t i o n  f o r  l i c e n s i n g .  For example, fou r  

a p p l i c a n t s  were den ied  i n t e r i m  p e r m i t s  a t  the t ime o f  a p p l i c a t i o n  because 

t h e  Department opposed the  l i c e n s e  a p p l i c a t i o n  based on a v a i l a b l e  

i n f o r m a t i o n .  However, DLLC has n o t  e s t a b l i s h e d  a  f o r m a l ,  w r i t t e n  p o l i c y  

t h a t  would ensure t h a t  i n t e r i m  p e r m i t s  a r e  n o t  issued t o  a p p l i c a n t s  when 

the  Department q u e s t i o n s  t h e i r  a p p l i c a t i o n s .  



RECOWENDATIONS 

1 .  DLLC shou ld  e s t a b l i s h  and adhere t o  c l e a r  w r i t t e n  p o l i c i e s  and 

procedures f o r  a l l  l i c e n s e  a p p l i c a t i o n s .  Incomple te  a p p l i c a t i o n s  

shou ld  no t  be accep ted .  A l l  a p p l i c a t i o n s  shou ld  i n c l u d e  a l l  

components necessary f o r  p r o c e s s i n g ,  as d e s c r i b e d  by DLLC p o l i c y .  

2 .  The Department s h o u l d  e s t a b l i s h  the  f o l l o w i n g  p o l i c i e s  f o r  i s s u i n g  

i n t e r i m  p e r m i t s .  

a Refuse t o  i ssue  i n t e r i m  p e r m i t s  i f  t he  Department has reason t o  

q u e s t i o n  the  a p p l i c a n t ' s  q u a l i f i c a t i o n s  o r  p l a n s  t o  p r o t e s t  the 

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

a Under a u t h o r i t y  g r a n t e d  i n  A.R.S. 54-203.01, DLLC shou ld  cance l  

i n t e r i m  p e r m i t s  when the  Department p l a n s  t o  p r o t e s t  a  l i c e n s e  

because o f  u n f a v o r a b l e  background i n v e s t i g a t i o n .  



FINDING I l l  

DLLC INTERNAL CONTROLS DO NOT ADEQUATELY SAFEGUARD 

STATE REVENUE AND IMPOUNDED EVIDENCE 

Poor i n t e r n a l  c o n t r o l s  have r e s u l t e d  i n  improper hand l i ng  o f  cash and 

evidence. Weak cash-handl ing procedures,  which increase the p o t e n t i a l  f o r  

abuse and decrease a c c o u n t a b i l i t y ,  c o n t r i b u t e d  t o  the t h e f t  o f  s t a t e  

monies. I n  a d d i t i o n ,  impounded evidence i s  no t  adequate ly  mon i to red .  

The Department o f  L iquor  L icenses and Cont ro l  (DLLC) handles la rge  amounts 

o f  cash. Payments f o r  r e g i s t r a t i o n ,  renewals and o the r  fees,  and assessed 

f i nes  a re  rece ived by m a i l  and over- the-counter .  I n  f i s c a l  year 1988, 

l i cense  fees and f i n e s  t o t a l e d  more than $3.1 m i  l  l i o n .  One- th i rd  o f  the 

l i cense  fees c o l l e c t e d  a re  p a i d  t o  the a p p r o p r i a t e  coun t i es  w i t h  the 

remaining balance depos i ted  i n t o  the s t a t e  General Fund. I n  a d d i t i o n ,  the 

Department re funds fees assoc ia ted  w i t h  wi thdrawn o r  den ied  a p p l i c a t i o n s .  

The Department a l s o  ma in ta i ns  a  s torage area t o  r e t a i n  evidence o f  l i q u o r  

v i o l a t i o n s .  DLLC i n v e s t i g a t o r s  c o n f i s c a t e  i tems such as l i q u o r  and cash 

t o  use as evidence o f  v i o l a t i o n s .  The Department auc t i ons  o r  des t roys  

evidence when i t  i s  no longer needed. Recen t l y ,  an a u c t i o n  o f  c o n f i s c a t e d  

evidence assoc ia ted  w i t h  severa l  l i censees r a i s e d  almost $900. 

Cash R o u t i n e l y  
Handled I n a p p r o p r i a t e l y  

Cont ro l  procedures a re  weak i n  a l  l areas o f  the  Department where checks, 

money o rde rs  and currency a re  rece ived and handled.  We found 

d e f i c i e n c i e s  throughout the process,  from the t ime cash en te r s  the system 

u n t i l  i t  i s  u l t i m a t e l y  depos i ted .  I n  a d d i t i o n ,  i t  appears t h a t  p e t t y  

cash funds have been used i n a p p r o p r i a t e l y .  

Weak c o n t r o l s  have r e s u l t e d  i n  a t  l eas t  two t h e f t s  i n  the  past  18 months. 

( ' )  Accord ing  t o  DLLC, t h e  two t h e f t s  a r e  s t i l l  under a c t i v e  i n v e s t i g a t i o n  by t h e  

Department.  



a C l e r k s  r o u t i n e l y  leave cash i n  an un locked s a f e .  I n  June 1987, 
$2,414 i n  cash d isappeared from the  DLLC l i c e n s i n g  s e c t i o n ,  which 
r o u t i n e l y  takes i n  l a r g e  amounts o f  cash.  A DLLC l i c e n s i n g  c l e r k  
rece i ved  $1,600 and $81 4 on two separate  occas ions , p  laced t h e  money 
i n  envelopes, and l e f t  i t  i n  a  s a f e  t h a t  i s  kep t  un locked d u r i n g  the 
day.  The sa fe  i s  i n  an unsecured a rea  and i s  a c c e s s i b l e  t o  a t  l eas t  
f i v e  employees. The lack  o f  s e c u r i t y  and a c c e s s i b i l i t y  o f  t h e  sa fe  
a long  w i t h  the  poor cash r e c e i p t  process p r o h i b i t e d  the  A t t o r n e y  
G e n e r a l ' s  O f f i c e  f rom de te rm in ing  who was r e s p o n s i b l e  f o r  the m i s s i n g  
money. 

a Employees r o u t i n e l y  leave cash on o r  i n  un locked desks.  I n  March 
1988, $40 was taken f  rom an enve lope con t a  i n  i ng $7,581 t h a t  was t o  be 
depos i ted .  The envelope was l e f t  unat tended on an employee's desk.  
An i n v e s t i g a t i o n  o f  the  i n c i d e n t  revea led  i t  was n o t  uncommon f o r  the 
c l e r k  t o  leave d e p o s i t  monies unat tended and unsecured. Other 
employees a l s o  leave cash i n  un locked desks,  sometimes f o r  weeks o r  
months. 

F u r t h e r ,  o t h e r  c o n t r o l  weaknesses o f f e r  s i g n i f i c a n t  o p p o r t u n i t y  f o r  

a d d i t i o n a l  t h e f t  o r  misuse 

a L i t t l e  c o n t r o l  i s  ma in ta ined  over the  Depar tment ' s  cash r e g i s t e r .  A t  
one p o i n t  11 employees had a u t h o r i z e d  access t o  t h e  cash r e g i s t e r ;  
however, the a c t u a l  number o f  employees w i t h  access i s  unknown s ince  
personal  i d e n t i f i c a t i o n  numbers, which a l l o w  access t o  the r e g i s t e r ,  
were n o t  kep t  c o n f i d e n t i a l . ( ' )  I n  a d d i t i o n ,  t h e r e  i s  no approva l  
process f o r  ad jus tments  t o  cash r e g i s t e r  t r a n s a c t i o n s .  Almost 
$13,000 was s u b t r a c t e d  from cash r e g i s t e r  tapes f rom March through 
August 1987. A p p a r e n t l y ,  the $13,000 was s u b t r a c t e d  so t h a t  the 
r e g i s t e r  tape t o t a l s  would match the  a c t u a l  cash on hand f o r  
d e p o s i t .  No s u p e r v i s o r  approved the  ad jus tments  and t h e r e  i s  no 
documentat ion f o r  why the ad jus tments  were made. T h e r e f o r e ,  the 
v a l i d i t y  o f  those ad justments  i s  q u e s t i o n a b l e  and suggests the 
p o s s i b i l i t y  o f  t h e f t .  

a Improper s e g r e g a t i o n  o f  d u t i e s  f u r t h e r  reduces c o n t r o l  over cash. 
One person c loses  o u t  the  cash r e g i s t e r ,  r e c o n c i l e s  the  cash r e g i s t e r  
tape t o  the cash, p o s t s  the cash r e c e i p t s ,  prepares the  d e p o s i t  s l i p  
and makes t h e  d e p o s i t .  T h i s  employee a l s o  had access t o  the 
Depar tment 's  s a f e .  The same employee shou ld  n o t  p e r f o r m  t a s k s  t h a t  
p r o v i d e  o p p o r t u n i t i e s  f o r  s t e a l i n g  cash r e c e i p t s  and c o n c e a l i n g  the 
t h e f t .  Cash-handl ing and record-keeping d u t i e s  should  be separa ted .  

a Var ious problems a s s o c i a t e d  w i t h  cash r e c e i p t s  were i d e n t i f i e d .  For 
example, the  l i c e n s i n g  s e c t i o n  accepts  l a r g e  d o l l a r  amounts o f  cash 

( 1 )  The Department says t h a t  o n l y  s i x  employees c u r r e n t l y  have access t o  t h e  cash 

r e g i s t e r .  



over - the -coun te r .  However, no r e c e i p t s  were p r o v i d e d  u n l e s s  
reques ted . ( ' )  I n  a d d i t i o n ,  the  Depar tmen t ' s  compl iance d i v i s i o n  
rece ived  payments f o r  f i n e s  and ma in ta ined  r e c e i p t  books on these 
c o l l e c t i o n s .  However, a  rev iew o f  r e c e i p t  books revea led  severa l  
pages o f  m i s s i n g  r e c e i p t s .  A l s o ,  i n  some i n s t a n c e s  the  Depar tmen t ' s  
copy o f  a  r e c e i p t  was b l a n k ,  a l t h o u g h  the t o p  copy o f  the  r e c e i p t  was 
m i s s i n g .  Fur thermore,  one r e c e i p t  book c o v e r i n g  a  f ive-month  p e r i o d  
c o u l d  n o t  be l o c a t e d .  The lack  o f  r e c e i p t s  and m i s s i n g  r e c e i p t s  
increases the p o s s i b i l i t y  o f  f r a u d  and abuse. 

a A Department s e c r e t a r y  opens a l l  t he  m a i l  f o r  the  Department.  Much 
o f  the m a i l  c o n t a i n s  checks s i n c e  most renewals ( a p p r o x i m a t e l y  800 
per month) a r e  p a i d  by mai I .  However, no l i s t i n g  i s  k e p t  o f  mai l  
cash r e c e i p t s  and the  checks a r e  not  r e s t r i c t i v e l y  endorsed. 
R e s t r i c t i v e l y  endors ing  checks p r e v e n t s  u n a u t h o r i z e d  persons from 
cash ing the checks.  I n  a d d i t i o n ,  l i s t i n g  m a i l  cash r e c e i p t s  
f a c i l i t a t e s  t r a c k i n g  o f  r e c e i p t s  and e s t a b l i s h e s  a  method t o  v e r i f y  
r e c e i p t  o f  payment. 

Problems w i t h  p e t t y  cash - A recen t  f i n a n c i a l  a u d i t  o f  t he  Department 

a l s o  revea led  " a  t o t a l  breakdown o f  i n t e r n a l  c o n t r o l s "  over  the p e t t y  

cash fund,  i n c l u d i n g  f a i l u r e  t o  adequa te l y  m o n i t o r  re imbursements,  

employees u n f a m i l i a r  w i t h  a u t h o r i z e d  fund amounts, and improper bank 

r e c o n c i l i a t i o n s .  The f o l l o w i n g  cases i l l u s t r a t e  s e v e r a l  q u e s t i o n a b l e  

payments from p e t t y  cash,  and i n d i c a t e  t h e  p o t e n t i a l  f o r  abuse. 

a $66 f o r  an employee 's  p s y c h o l o g i c a l  c o u n s e l i n g  was p a i d  f o r  o u t  o f  
p e t t y  cash d e s p i t e  a  l e t t e r  f rom t h e  A r i z o n a  A t t o r n e y  G e n e r a l ' s  
O f f i c e  a d v i s i n g  t h a t  t h i s  was improper .  

a I n  October 1987 the Department p a i d  $261 f rom p e t t y  cash f o r  an 
i n v e s t i g a t o r ' s  eye exam and g l a s s e s .  S ince  p e t t y  cash fund 
expend i tu res  shou ld  be l i m i t e d  t o  normal bus iness  o p e r a t i o n  expenses, 
i t  would have been more a p p r o p r i a t e  t o  pay t h e  c l a i m  d i r e c t l y  th rough  
the S t a t e  Compensation Fund. 

( 1 )  The Department now r e q u i r e s  cash r e g i s t e r  r e c e i p t s  t o  be g i v e n  f o r  every  cash 

t r a n s a c t i o n .  Handwr i t ten  r e c e i p t s  a r e  i ssued  on1 y i f  t h e  r e g i s t e r  i s  n o t  
f u n c t i o n i n g .  



Evidence I s  Not 
Adequately C o n t r o l l e d  

Evidence i s  not  s u f f i c i e n t l y  safeguarded o r  accounted f o r .  A recen t  DLLC 

inven to ry  o f  i t s  ev idence room revea led  impounded evidence w i t h  no 

p r o p e r t y  s l i p s ,  no Departmental  r e p o r t  numbers, and no i n v e s t i g a t o r  

i d e n t i f i e d .  As a r e s u l t ,  some c o n f i s c a t e d  evidence cannot be t r a c e d  t o  a  

s p e c i f i c  case. For example, 11 b o t t l e s  o f  l i q u o r  had no p r o p e r t y  s l i p ,  

no r e p o r t  number, and no i n d i c a t i o n  o f  the  i n v e s t i g a t o r  r e s p o n s i b l e .  

Consequent ly,  we c o u l d  no t  determine where the  b o t t l e s  came from, when 

they were taken, o r  why they were c o n f i s c a t e d .  

I n  a d d i t i o n ,  c o n f i s c a t e d  cash i s  n o t  adequate ly  safeguarded o r  

r e c e i p t e d . " '  C o n f i s c a t e d  money from i I l e g a l  gambl ing i n  I i quor  

es tab l i shments  i s  p l a c e d  i n  t h e  DLLC p r o p e r t y  room. The money i s  not  

depos i ted  o r  p laced i n  t h e  s a f e .  S ince the  money i s  n o t  a l l  r e c e i p t e d ,  

i t  i s  imposs ib le  t o  t e l l  whether i t  i s  a l l  accounted f o r .  However, a  

recent  DLLC memo addressed management's concern r e g a r d i n g  the 

a c c o u n t a b i l i t y  o f  ev idence ,  and e s t a b l i s h e d  a  procedure f o r  h a n d l i n g  cash 
( 2  se i  zed. 

Fur thermore,  DLLC does no t  m o n i t o r  t h e  p r o p e r t y  room. A l though  we 

i d e n t i f i e d  no cases o f  m i s s i n g  ev idence,  t h e r e  i s  an obv ious p o t e n t i a l  

f o r  i tems t o  d i sappear .  The p r o p e r t y  room, which i s  l oca ted  i n  the 

basement o f  the I n d u s t r i a l  Commission b u i l d i n g ,  i s  a c c e s s i b l e  t o  a t  l e a s t  

14  DLLC employees. ( I n  a d d i t i o n ,  the room i s  l oca ted  o f f  a  h a l l w a y  which 

i s  a c c e s s i b l e  t o  the p u b l i c . )  A l though a  log  i s  used t o  i d e n t i f y  who was 

i n  the evidence room and what evidence was b rough t  i n  o r  taken o u t ,  no 

one m o n i t o r s  the l o g  and employees f r e q u e n t l y  f a i  I t o  s i g n  i t . ( 3 )  

( ' )  A  r e c e n t  i n v e n t o r y  i d e n t i f i e d  l e s s  than $200 i n  cash i n  t h e  p r o p e r t y  room. However 

t h e r e  i s  no way t o  v e r i f y  whether  any cash was taken p r i o r  t o  t h e  i n v e n t o r y .  
( 2 )  As o f  J u l y  25, 1988, a l l  cash se ized  as ev idence w i l l  be impounded i n  t h e  s a f e .  

( 3 )  A u d i t o r  General s t a f f  accompanied i n v e s t i g a t o r s  t o  t h e  p r o p e r t y  room on severa l  

occas ions and never  observed any o f  them s i g n i n g  t h e  l o g .  I n  a d d i t i o n ,  an 

i n v e s t i g a t o r  who recen t1  y  f requen ted  t h e  p r o p e r t y  room f o r  i n v e n t o r y  purposes never 

s igned  t h e  l o g .  



I n  a d d i t i o n  t o  p o t e n t i a l  t h e f t ,  f a i l u r e  t o  c o n t r o l  access t o  the p rope r t y  

room may a f f e c t  the Depar tment 's  a b i l i t y  t o  prosecute cases. C u r r e n t l y ,  

DLLC cannot ensure t h a t  evidence p laced i n  the  room has no t  been tampered 

w i t h .  This cou ld  r e s u l t  i n  evidence necessary t o  prosecute a  case be ing  

determined i nadm iss i b l e .  

RECOWENDATIONS 

I .  DLLC management should  e s t a b l i s h  and ma in ta i n  the f o l l o w i n g  i n t e r n a l  

account ing and a d m i n i s t r a t i v e  c o n t r o l  systems. 

a W r i t t e n  cash r e c e i p t s  procedures,  such as immediately process ing 

cash r e c e i p t s  through the cash r e g i s t e r ,  l i s t i n g  a l l  m a i l  cash 

rece ip t s  immediately upon opening, and immediately r e s t r i c t i v e l y  

endorsing checks. 

a W r i t t e n  procedures f o r  hand l i ng  a l l  cash r e g i s t e r  overages, 

shortages and v o i d s ,  which address i n v e s t i g a t i o n  o f  m a t e r i a l  

d i f f e r e n c e s  between cash r e c e i p t s  and the  d a i l y  cash r e g i s t e r  

tapes, supe rv i so r  approval  f o r  any ad justments ,  and documentat ion 

o f  the reasons f o r  ad justments .  

a Procedures t h a t  adequately safeguard cash t o  reduce the 

temptat ion f o r  t h e f t .  

a Attempt t o  secure reimbursement f o r  ques t ionab le  disbursements 

from p e t t y  cash and implement procedures t o  guard aga ins t  f u r t h e r  

i napp rop r i a t e  d isbursements .  

a Segregat ion o f  cash-handl ing and record-keeping d u t i e s .  

2 .  DLLC should f o r m a l l y  adopt p o l i c i e s  and procedures t o  ensure 

a c c o u n t a b i l i t y  f o r  c o n f i s c a t e d  ev idence.  

a Spec i f y  mandatory i n f o rma t i on  t h a t  must be cap tu red  on p rope r t y  

s l i p s  and r e q u i r e  supe rv i so r y  s i g n - o f f  t o  ensure t h a t  a l l  

i n f o rma t i on  i s  i d e n t i f i e d .  



a Designate one person accountab le  f o r  t h e  p r o p e r t y  room. T h i s  

person should  l o g  i n  ev idence,  p lace  i t  i n  the p r o p e r t y  room and 

r e t r i e v e  i t  when necessary ,  and t r a c k  t h e  movement o f  evidence 

when i t  i s  checked ou t  o f  the  p r o p e r t y  room. 

r E s t a b l i s h  a  v e r i f i a b l e  l o g  o f  evidence i n  the  p r o p e r t y  room t o  

f a c i l i t a t e  p e r i o d i c  i n v e n t o r y  checks and t r a c k  ev idence.  

r Conduct p e r i o d i c  rev iews and i n v e n t o r y  o f  evidence t o  m a i n t a i n  

a c c o u n t a b i l i t y .  



FINDING I V  

BOARD DUTIES AND RESPONSIBILITIES 

NEED CLARIFICATION TO IMPROVE DLLC OPERATIONS 

Over lapp ing  d u t i e s  and r e s p o n s i b i l i t i e s  o f  the  Department o f  L i q u o r  

L icenses and C o n t r o l  (DLLC) Board and the  Super in tenden t  have l e d  t o  

d i s p u t e s  over au tho r  i  t y  t o  r e g u l a t e  l  i q u o r  i n  A r i z o n a .  Cur ren t  s t a t u t e s  

appear t o  g i v e  s i m i l a r  a u t h o r i t y  t o  b o t h  the  Super in tenden t  and the 

Board.  Changes i n  s t a t u t o r y  p r o v i s i o n s  would c l a r i f y  d u t i e s  and improve 

the work ing r e l a t i o n s h i p  between the  Board and S u p e r i n t e n d e n t .  

The Board And Super in tenden t  
Have Over lapp ing R e s p o n s i b i l i t i e s  

Over lapp ing  r e s p o n s i b i l i t i e s  and d i s p u t e s  over  a u t h o r i t y  i n d i c a t e  a  need 

f o r  s t a t u t o r y  changes. I n  the p a s t ,  t he  r o l e s  o f  the  Board and 

Super in tendent  were c l e a r l y  d e f i n e d .  However, recen t  changes i n  law 

suggest t h a t  the Board and Super in tenden t  share  r e s p o n s i b i l i t i e s  i n  some 

a r e a s .  As a  r e s u l t ,  d e c i s i o n s  a r e  b e i n g  made i n  s p i t e  o f  Board 

o b j e c t i o n s .  

Ro les  were c l e a r l y  d e f i n e d  - H i s t o r i c a l  I y ,  t he  r o l e s  o f  the  

Super in tendent  and t h e  L i q u o r  Board were c l e a r l y  d e f i n e d .  B e f o r e  1967 

DLLC was d i r e c t e d  by a  Super in tenden t  w i t h  no Board.  I n  response t o  

a l l e g a t i o n s  o f  abuse o f  power by the  S u p e r i n t e n d e n t ,  a  L i q u o r  Board was 

e s t a b l i s h e d  and g i v e n  t h e  s o l e  a u t h o r i t y  t o  i ssue ,  renew, t r a n s f e r  and 

revoke l i q u o r  l i c e n s e s .  The B o a r d ' s  powers and a u t h o r i t y  were f u r t h e r  

c l a r i f i e d  i n  1972 when t h e  A t t o r n e y  G e n e r a l ' s  O f f i c e  i ssued  an o p i n i o n  

s t a t i n g  t h a t  the S u p e r i n t e n d e n t ' s  f u n c t i o n s  r e l a t e d  t o  a d m i n i s t r a t i v e  and 

enforcement procedures o n l y .  The o p i n i o n  f u r t h e r  s t a t e d  t h a t  the  Board 

f u n c t i o n s  "are  q u a s i - j u d i c i a l  i n  n a t u r e . "  However, because o f  a  b a c k l o g  

i n  cases s e t  b e f o r e  the  Board,  s t a t u t e s  were amended i n  1983, g i v i n g  the  

Super in tendent  equal  a u t h o r i t y  w i t h  the  Board t o  i s s u e ,  revoke and renew 

I i c e n s e s .  S t a t e  laws were f u r t h e r  amended t o  a l l o w  the  Super in tenden t  t o  

hand le  a l l  l i c e n s e  t r a n s f e r s .  B o t h  changes gave t h e  Super in tenden t  

a u t h o r i t y  over areas t h a t  were once s t r i c t l y  Board r e s p o n s i b i l i t i e s .  



Recent changes c r e a t e  dual  r e s p o n s i b i l i t i e s  - E x i s t i n g  s t a t u t e s  r e s u l t  

i n  dual r e s p o n s i b i l i t y  f o r  many l i q u o r  f u n c t i o n s .  Changes t o  A.R.S. 

554-112, 4-201 and 4-210 e l i m i n a t e d  the  Board 's  " so l e "  power t o  a c t  i n  

s p e c i f i c  i ns tances .  Current  laws g i v e  the Super in tendent  and the  Board 

shared r e s p o n s i b i l i t y  f o r  the r e g u l a t i o n  o f  l i q u o r  l i censes .  Accord ing 

t o  the Super in tendent ,  under the  p resen t  system the Board a c t s  as a  check 

and balance aga ins t  a  Super in tenden t  who may want t o  usurp Board powers. 

But the Super in tendent ,  some Department o f f i c i a l s  and Board members 

i d e n t i f i e d  se r i ous  problems t h a t  can a r i s e  under the present  system. For 

example, the Super in tendent  can issue l i censes  and make dec i s i ons  w i t h o u t  

the Board 's  knowledge. I n  a d d i t i o n ,  d i spu tes  can develop between the 

Board and Super intendent over which has the o v e r a l l  r e s p o n s i b i l i t y  f o r  

p a r t i c u l a r  l i c e n s i n g  d e c i s i o n s .  The Depar tment 's  A t to rney  General 

r ep resen ta t i ve  p o i n t s  out t h a t  under the present  law the  Board has the 

u l t i m a t e  a u t h o r i t y  on l i c e n s u r e  d e c i s i o n s ,  bu t  the Super in tendent  can 

manipu la te  o r  c i rcumvent the  Board by no t  communicating w i t h  them. I n  

a d d i t i o n ,  Board members i n d i c a t e  t h a t  w i t hou t  c l e a r  d e l i n e a t i o n  o f  

a u t h o r i t y  the Board and the  Super in tendent  r e l y  on u n w r i t t e n  p o l i c i e s ,  

communication and t r u s t .  Th i s  may have pu t  the Super in tendent  i n  a 

p o s i t i o n  t o  abuse h i s  a u t h o r i t y ,  whether i n t e n t i o n a l  o r  n o t .  

Dec is ions  made i n  s p i t e  o f  Board o b j e c t i o n s  - The L iquor  Board has 

taken excep t ion  t o  the Supe r i n tenden t ' s  a c t i o n s  i n  severa l  cases f o r  

which members f e e l  the Board shou ld  have a u t h o r i t y .  Under A.R.S. T i t l e  

4 ,  the S t a t e  L i quo r  Board i s  respons ib le  f o r  c e r t a i n  a c t i v i t i e s .  I n  

instances where the law has e s t a b l i s h e d  shared r e s p o n s i b i l i t y ,  as i n  the 

case o f  I  i cense i  ssuance , suspens i on, revocat  ion  and renewal , a  po l  i  cy 

has been es tab l i shed  through ve rba l  agreement. For example, accord ing  t o  

Board Members, the Board and Super in tendent  agreed t h a t  a l l  l i q u o r  

I  icenses p e r t a i n i n g  t o  swap meets were t o  be handled by the Board.  

However, t h i s  agreement was no t  f o l l owed ,  as shown i n  the f o l l o w i n g  

examp l e  . 

Case 1 

The Super in tendent  granted a r es tau ran t  l i q u o r  l i cense  t o  a  swap meet 
w i t hou t  i n f o rm ing  the Board.  The l i cense  a rea  encompassed 
approx imate ly  13 acres o f  l and .  L i quo r  Board members say they would 
have denied the  l i cense  on the  b a s i s  o f  a  1972 A t t o rney  Gene ra l ' s  
Opin ion s t a t i n g  t h a t  a  l i q u o r  l i cense  must be bound by the immediate 
premise o f  the res tauran t  i t s e l f .  
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Comnent: The Board was upset  t h a t  the Super in tendent  d i d  n o t  adhere 
t o  a  ve rba l  p o l i c y  agreement t h a t  the Board would rev iew a l l  swap 
meet l i q u o r  l i c e n s e  a p p l i c a t i o n s .  Because the  Board was n o t  aware o f  
the swap meet l i c e n s e  u n t i l  a f t e r  i t  was issued,  the Board c o u l d  no t  
p r o t e s t  o r  revoke the  l i c e n s e .  

I n  another case, t h e  Super in tenden t  made a major  d e c i s i o n  w i t h o u t  the 

Boards'  knowledge i n  an a rea  f o r  which the  Board f e e l s  r e s p o n s i b l e .  

Case 2 

On August 2,  1985, t h e  Board revoked a I  i quor I i cense. The I i censee 
appealed the r e v o c a t i o n  t o  t h e  Super io r  C o u r t ,  which r e f e r r e d  the 
case back t o  the  Board based on a  l e g a l  t e c h n i c a l i t y .  On J u l y  10 ,  
1987, the Board ass igned  the case t o  a  h e a r i n g  o f f i c e r .  On November 
13 ,  1987, the  Super in tenden t  removed the  case from t h e  h e a r i n g  
o f f i c e r ,  combined the  B o a r d ' s  case w i t h  two o t h e r  o u t s t a n d i n g  
d i s c i p l i n a r y  cases a g a i n s t  the  l i c e n s e e ,  and en te red  i n t o  a  consent 
agreement w i t h o u t  t h e  B o a r d ' s  knowledge. The t h r e e  cases had a t o t a l  
o f  18 counts o f  a l l e g e d  v i o l a t i o n s .  The S u p e r i n t e n d e n t ' s  consent 
agreement ordered the  I icensee t o  pay a  $1,000 f i n e  and serve a  
one-week suspension.  The f i n e  was p a i d  on November 24.  The 
one-week suspension was completed on December 8 .  

The hear ing  o f f i c e r  scheduled t o  handle  the  cases was n o t i f i e d  o f  the  
Super in tenden t ' s  d e c i s i o n  s h o r t l y  b e f o r e  the  h e a r i n g ,  and on December 
8 ,  1987, rece ived  a  memo from the S u p e r i n t e n d e n t ' s  O f f i c e  i n f o r m i n g  
h im t h a t  the case was no longer  under h i s  j u r i s d i c t i o n .  T h i s  was the  
same day the l i c e n s e e ' s  suspension ended. The Board c o u l d  not  
reverse  the d e c i s i o n  o f  t h e  Super in tendent  because the  suspens ion had 
a l r e a d y  been completed.  

Comnent: The A s s i s t a n t  Super in tendent  who en te red  i n t o  the  
agreement w i t h  t h e  l i c e n s e e  s a i d  he thought the  a c t i o n  taken was 
a u t h o r i z e d  by A.R.S. $4-210.A, which g i v e s  the  Super in tenden t  as w e l l  
as the Board the  power t o  a c t  i n  d i s c i p l i n a r y  m a t t e r s .  However, 
based on the B o a r d ' s  r e a c t i o n ,  he s a i d  t h e  Department a c t i o n  was a  
m is take  and t h e  case shou ld  have been a d j u d i c a t e d  through t h e  L i q u o r  
Board.  

I n t e r v i e w s  w i t h  t h e  Board members revea led  severa l  o t h e r  cases where they 

f e e l  the  Super in tendent  took a c t  i ons  t h a t  usurped the B o a r d ' s  a u t h o r i t y .  

However, the  Board d i d  n o t  have the  o p p o r t u n i t y  t o  hear o r  respond t o  

these cases be fo re  t h e  Super in tenden t  took a c t i o n .  



Changes I n  S t a t u t o r y  P r o v i s i o n s  Could 
Improve Working R e l a t i o n s h i p  

Changes i n  s t a t u t o r y  p r o v i s i o n s  cou ld  c r e a t e  b e t t e r  work ing 

r e l a t i o n s h i p s ,  reduce ove r l ap  and guard aga ins t  p o t e n t i a l  abuses. The 

L e g i s l a t u r e  has severa l  d i f f e r e n t  a l t e r n a t i v e s  t o  b e t t e r  d e f i n e  

Super intendent and Board r o l e s .  

The L e g i s l a t u r e  c o u l d  mod i fy  s t a t u t e s  t o  c l e a r l y  i d e n t i f y  the 

r e s p o n s i b i l i t y  o f  the  Board and the  Super in tenden t .  Accord ing t o  the 

Super intendent and members o f  the Board,  c l a r i f i c a t i o n  i s  d e f i n i t e l y  

needed. DLLC's Super in tendent  f e e l s  the Super in tendent  should  have the 

a u t h o r i t y  t o  revoke, suspend and issue l i censes ,  sub jec t  t o  an appeal 

be fo re  the L iquor  Board.  The appeal process would a l l o w  the  Board t o  

hear any cases where the l i censee  f e l t  the  Supe r i n tenden t ' s  a c t i o n  was 

u n j u s t i f i e d .  A former Super in tendent  f o r  DLLC f e e l s  the  Board should be 

the f i n a l  a u t h o r i t y  f o r  a l l  Departmental  a c t i o n .  

I n  a d d i t i o n ,  t o  ensure aga ins t  p o t e n t i a l  abuse the s t a t u t e s  cou ld  r e q u i r e  

t h a t  the Super in tendent  in fo rm the Board o f  a l  l  d e c i s i o n s  w i t h i n  a  

reasonable t ime frame. The dec i s i ons  should remain temporary u n t i l  Board 

r a t i f i c a t i o n .  Such a law would reduce the l i k e l i h o o d  tha t  a  

Super intendent would exceed h i s  a u t h o r i t y .  Th is  process i s  used i n  some 

o ther  s t a t e s  we surveyed.  

I n  areas where l e g i s l a t i v e  c l a r i f i c a t i o n  i s  no t  p r a c t i c a l ,  such as 

t r a i n i n g  f o r  Board members o r  upda t ing  members on new l e g i s l a t i o n ,  the 

L e g i s l a t u r e  should  r e q u i r e  formal agreements t o  be promulgated i n  DLLC's 

r u l e s  and r e g u l a t i o n s .  Wi th  the ass is tance  o f  the A t t o rney  Genera l ' s  

O f f i c e ,  the Board and Super in tendent  cou ld  c l a r i f y  the  necessary areas 

and adopt the r u l e s  needed t o  adm in i s t e r  them. 

RECOWENDATIONS 

1 .  The L e g i s l a t u r e  shou ld  cons ider  amending A.R.S. 394-112 and 4-210 t o  

c l e a r l y  d e l i n e a t e  a u t h o r i t y  between the L i quo r  Board and 

Super in tendent .  I t  should e l i m i n a t e  ove r l app ing  r e s p o n s i b i l i t i e s  by 

i d e n t i f y i n g  the  s p e c i f i c  d u t i e s  and a u t h o r i t i e s  o f  b o t h  the 

Super intendent and the Board. 



2 .  The Super in tendent  and Board shou ld  e s t a b l i s h  agreements i n  r u l e s  and 

r e g u l a t i o n s  t o  c l a r i f y  t h e  remain ing areas o f  u n c e r t a i n t y ,  w i t h  the  

a s s i s t a n c e  o f  the  A t t o r n e y  G e n e r a l ' s  O f f i c e .  



FINDING V 

THE STATE SHOULD STRENGTHEN LAWS AND PROCEDURES 

GOVERNING LIQUOR LICENSE RENEWAL 

The Department o f  L i q u o r  L i censes  and C o n t r o l  (DLLC) f a i  I s  t o  adequa te l y  

c o n t r o l  l i q u o r  l i c e n s e  renewa l .  The Department does no t  e n f o r c e  the law 

t h a t  r e q u i r e s  bus inesses t o  s t o p  s e l l i n g  l i q u o r  a f t e r  t h e i r  l i c e n s e s  

e x p i r e .  N e i t h e r  S t a t e  law n o r  Departmental  p o l i c i e s  p r o v i d e  i n c e n t i v e s  

f o r  prompt renewal .  The L e g i s l a t u r e  shou ld  s t r e n g t h e n  p e n a l t i e s  f o r  l a t e  

renewal and f a i l u r e  t o  renew. 

DLLC A l l o w s  L icensees To S e l l  L i q u o r  
A f t e r  T h e i r  L i censes  E x p i r e  

Many l i censees  s e l l  l i q u o r  i l l e g a l l y  a f t e r  t h e i r  l i c e n s e s  e x p i r e .  

S t a t u t e s  mandate t h a t  the  s a l e  o f  l i q u o r  i s  i l l e g a l  a f t e r  l i c e n s e  

e x p i r a t i o n ,  wh ich occurs  60 days a f t e r  t h e  renewal d a t e .  Accord ing t o  a  

L e g i s l a t i v e  Counc i l  memorandum, i f  a  l i c e n s e e  does n o t  submit  a  l i c e n s e  

fee t o  DLLC w i t h i n  60 days o f  t h e  renewal d a t e ,  the  l i c e n s e  e x p i r e s .  

Our rev iew o f  the  Depar tmen t ' s  l i c e n s e  renewals found t h a t  many l i c e n s e e s  

d i d  n o t  renew u n t i l  a f t e r  t h e i r  e x p i r a t i o n  d a t e s ,  and some l i c e n s e e s  

con t inued  t o  serve l i q u o r  even though t h e i r  l i c e n s e s  had e x p i r e d .  The 

review showed t h a t  o f  6 ,218 renewals due between J u l y  31 ,  1987 and March 

31,  1988, 109 l icenses were renewed a f t e r  they had e x p i r e d .  A u d i t o r  

General s t a f f  i d e n t i f i e d  24 Phoenix a r e a  bus inesses  o p e r a t i n g  on e x p i r e d  

I i censes . ( 1 )  

L icensees can c o n t i n u e  t o  s e l l  l i q u o r  because the  Department does l i t t l e  

f o  l low-up when a  I i cense exp i r e s  . Accord i ng t o  l  i cens i  ng personne I , DLLC 

( 1  The percentage o f  i n c i d e n c e s  we i d e n t i f i e d  i s  h i g h  enough t o  cause concern abou t  

i l l e g a l  1  i q u o r  sa les ,  b u t  1 ow enough t o  suggest t h a t  Department i n v e s t i g a t o r s  c o u l d  

c a l l  o r  v i s i t  each e s t a b l i s h m e n t .  Checking on exp i  r e d  1  i censes  appears f e a s i b l e .  
Working f rom a  p r i n t o u t  o f  nonrenewed 1  icenses,  a u d i t o r s  te lephoned and v i s i t e d  121 

es tab l i shments  i n  about 18 hours  and found 24 o p e r a t i n g  i l l e g a l l y .  These r e s u l t s  

demonstrate t h a t  DLLC i n v e s t i g a t o r s  cou ld  p r o f i  tab1 y spend a  few hours each month 
making s i m i l a r  i n q u i r i e s .  C o n c e n t r a t i o n  on bars  and r e s t a u r a n t s  would be most 

p r o d u c t i v e ,  s i n c e  they accounted f o r  a lmost  80 percen t  o f  renewals a f t e r  exp i  r a t i o n .  



m a i l s  l e t t e r s  t o  l i c e n s e e s  o r d e r i n g  them t o  cease-and-des is t ,  and sends 

cop ies  t o  a l l  p a r t i e s  w i t h  a  f i n a n c i a l  i n t e r e s t  i n  the l i c e n s e .  I t  

cance ls  the l i c e n s e  by r e l e a s i n g  any bonds, i s s u i n g  any r e f u n d s ,  a r c h i v i n g  

the computer r e c o r d s ,  and moving t h e  master  f i l e  f o l d e r  t o  a  bot tom 

s h e l f .  However, u n t i l  r e c e n t l y  the  Department d i d  n o t h i n g  t o  ensure 

compl iance w i t h  the  cease-and-desist  o r d e r .  I t  d i d  no t  n o t i f y  who lesa le rs  

about e x p i r e d  I i c e n s e s  and s t i l l  does n o t  n o t i f y  c i t y  o r  county  law 

enforcement agencies o r  the  Department o f  Pub l i c  S a f e t y - l  nves t  i  g a t  i ons  and 

L i q u o r  Enforcement D i v i s i o n  ( I L E D ) . " )  P r i o r  t o  August 1988, DLLC d i d  

n o t  even i n f o r m  i t s  own i n v e s t i g a t o r s  when l i c e n s e s  e x p i r e d .  

N e i t h e r  S t a t u t e s  Nor Department 
P o l i c i e s  Encourage Prompt Renewal 

A r i zona  s t a t u t e s  p r o v i d e  low p e n a l t i e s  and l i t t l e  r i s k  f o r  l i c e n s e e s  who 

f a i l  t o  renew i n  a  t i m e l y  manner. DLLC f u r t h e r  weakens the  S t a t e ' s  

p o s i t i o n  by a l l o w i n g  l i c e n s e e s  t o  renew long  a f t e r  l i c e n s e s  e x p i r e .  Other 

s t a t e s  have s t r o n g e r  c o n t r o l s  over renewals .  

S t a t u t e s  p r o v i d e  l i t t l e  i n c e n t i v e  f o r  l i c e n s e e s  t o  renew on t i m e .  

C u r r e n t l y ,  l i censees  have a  60-day grace p e r i o d  d u r i n g  which they may s e l l  

l i q u o r  and renew t h e i r  l i c e n s e s .  (') F u r t h e r ,  i f  a  l i c e n s e e  can 

demonstrate "good cause" the Super in tenden t  may renew a  l i c e n s e  a f t e r  60 

days.  Penal t i e s  f o r  l a t e  l  icense renewals a r e  based on 20 p e r c e n t  o f  the 

annual l i c e n s e  renewal f e e ,  and range f rom $10 t o  $100. T h i s  p e n a l t y  i s  

r e l a t i v e l y  minor f o r  bus inesses w o r t h  thousands o f  d o l l a r s  w i t h  a  

p o t e n t i a l l y  h i g h  p r o f i t  m a r g i n .  

( 1  ) N o t i f i c a t i o n  would a l l o w  o t h e r  agencies t o  a s s i s t  DLLC i n  i t s  enforcement  e f f o r t s .  

L i a i s o n  personnel wi t h i n  1  oca l  1 aw enforcement  agencies should be a1 e r t e d  t o  t h e  

p o s s i b i l i t y  o f  i l l e g a l  1 i q u o r  sa les  i n  t h e i  r j u r i s d i c t i o n s .  Wholesalers  can a l s o  

a s s i s t  i n  p r e v e n t i n g  i l l e g a l  sa les  because t h e y  a r e  p r o h i b i t e d  f rom s e l l i n g  t o  

customers whose l i c e n s e s  a r e  i n v a l i d .  The Super in tendent  has r e c e n t l y  emphasized 

who lesa le rs '  respons i  b i l  i t y  t o  s e l l  on1 y  t o  v a l i d  1  i censeho lde rs  and in fo rms  our  

o f f i c e  t h a t  he has a1 ready seen p o s i t i v e  r e s u l t s .  The Department p l a n s  t o  p r o v i d e  

computerized i n f o r m a t i o n  on expi  r e d  1 i censes t o  a l l  who lesa le rs  so t h e y  can i d e n t i f y  

customers whose 1  i censes a r e  no l o n g e r  v a l i d .  
( 2  ) Renewal i s  p e r m i t t e d  a t  any t ime  d u r i n g  t h e  60-day grace p e r i o d .  A1 though s t a t u t e s  

say t h a t  unrenewed l i c e n s e s  a r e  s u b j e c t  t o  r e v o c a t i o n ,  t h e  l a w  does n o t  r e q u i r e  

r e v o c a t i o n  and DLLC has never  revoked a  1 i cense d u r i n g  t h i s  p e r i o d .  



I n  a d d i t i o n ,  p resen t  DLLC p o l i c i e s  do n o t  encourage prompt renewal .  For 

example, DLLC r o u t i n e l y  accepts  weak documentat ion as "good causet1 f o r  

l a t e  l i c e n s e  renewals .  The Department r a r e l y  r e f u s e s  t o  renew e x p i r e d  

l i c e n s e s .  Accord ing t o  the  l i c e n s i n g  s u p e r v i s o r ,  no l i c e n s e e  was den ied  

renewal u n t i l  1988 when the  Department re fused  t o  renew an e x p i r e d  l i c e n s e  

o f  an i n d i v i d u a l  w i t h  an e i g h t - y e a r  h i s t o r y  o f  l i q u o r  v i o l a t i o n s ,  and 

pending charges f o r  t r a f f i c k i n g  i n  s t o l e n  p r o p e r t y ,  possess ion o f  

mar i j uana  and d i s o r d e r l y  conduc t .  

Because Ar i zona  does n o t  adequa te l y  c o n t r o l  the  l i c e n s e  renewal p rocess ,  

i t  cou ld  have l o s t  up t o  $1 mi l  l  i o n  l a s t  year by renewing exp i  red  quo ta  

l i censes  i n  Mar icopa and Pima c o u n t i e s  i n s t e a d  o f  r e s e l l i n g  them. These 

bar  and l i q u o r  s t o r e  l i c e n s e s  a r e  i ssued  a t  market  v a l u e .  Las t  y e a r ,  f i v e  

l i censes  va lued  a t  $34,250, 29 v a l u e d  a t  $25,450, one va lued  a t  $25,050, 

t h r e e  va lued  a t  $22,450, and 26 v a l u e d  a t  $1,575 were renewed a f t e r  

e x p i r a t i o n .  

I n  c o n t r a s t ,  o t h e r  s t a t e s  have s t r o n g e r  c o n t r o l  over  renewals .  A survey 

o f  o the r  s t a t e s  found t h a t  C a l i f o r n i a ,  Co lorado,  Texas and Tennessee 

a u t o m a t i c a l l y  revoke I i c e n s e s  on the  day renewal becomes overdue.  I n  

a d d i t i o n ,  some s t a t e s  send l i q u o r  department agents t o  v i s i t  premises and 

make sure  they a r e  n o t  o p e r a t i n g ,  C a l i f o r n i a  n o t i f i e s  l o c a l  p o l i c e  t o  

a s s i s t  w i t h  compl iance,  and Tennessee sends reminders b e f o r e  a  l i c e n s e  i s  

due f o r  renewal .  ( 1 )  

L e g i s l a t u r e  Should  
S t reng then  P e n a l t i e s  

Licensees shou ld  n o t  be a l l o w e d  t o  s e l l  l i q u o r  f o r  60 days a f t e r  t h e i r  

renewal d a t e .  The p r e s e n t  s t a t u t e  a l l o w i n g  l i censees  t o  s e l l  a f t e r  t h e i r  

renewal d a t e  i s  outmoded and shou ld  be e l i m i n a t e d .  

( 1 )  A r i z o n a ' s  p r e v e n t i v e  measures appear  i n s u f f i c i e n t  compared t o  those  o f  o t h e r  

s t a t e s .  DLLC m a i l s  o u t  renewal a p p l i c a t i o n s  60 days i n  advance, and has no f u r t h e r  
c o n t a c t  wi t h  1 i censees u n t i  1 mai 1 i n g  cease-and-desi s t  o r d e r s .  Based on o u r  rev iew ,  

cease-and-desist  o r d e r s  have been m a i l e d  as e a r l y  as 16 days and as l a t e  as  98 days 

a f t e r  renewal d a t e s .  



Because the  number o f  q u o t a  l i c e n s e s  i s  c o n t r o l l e d  by t h e  S t a t e ,  once a  

l i c e n s e  e x p i r e s  a  l i c e n s e e  may no t  be a b l e  t o  o b t a i n  a n o t h e r .  T h e r e f o r e ,  

the  L e g i s l a t u r e  may want t o  con t inue  t o  p r o v i d e  a  60-day grace p e r i o d ,  

b u t  l i censees  should  n o t  be a l l owed  t o  c o n t i n u e  s a l e s  d u r i n g  t h i s  

p e r i o d .  I f  a 60-day g race  p e r i o d  i s  c o n t i n u e d ,  then I i censes  should  

a u t o m a t i c a l l y  be revoked i f  n o t  renewed w i t h i n  t h a t  t ime frame. 

The present  s t a t u t o r y  p r o v i s i o n s  a l l o w i n g  l i censees  t o  s e l l  l i q u o r  f o r  60 

days a f t e r  t h e i r  renewal d a t e  serves no purpose.  Accord ing t o  Department 

and i n d u s t r y  spokespersons, the  p r o v i s i o n  was p robab ly  in tended t o  a l l o w  

f o r  the  s low manual p r o c e s s i n g  o f  renewals when a l l  l i c e n s e s  were due a t  

the  same t ime .  However, the c u r r e n t  automated system o f  s taggered 

renewals has e l i m i n a t e d  much o f  the de lay  i n  p rocess ing  renewals.  As a  

r e s u l t ,  a  r e p r e s e n t a t i v e  f rom the  l i q u o r  i n d u s t r y  and t h e  Super in tendent  

agree t h a t  the p r o v i s i o n  i s  no longer needed. 

RECOWENDAT I ONS 

1 .  The L e g i s l a t u r e  shou ld  cons ide r  amending A.R.S $4-209.01 t o :  

0 End permiss ion  t o  s e l l  l i q u o r  a f t e r  t h e  l i c e n s e  renewal d a t e .  

0 Mandate l i c e n s e  r e v o c a t i o n  60 days a f t e r  the renewal d a t e  and 

p l a c e  any revoked quota l i censes  back i n t o  the  l i c e n s e  l o t t e r y .  

2 .  DLLC should  supply  a  l i s t  o f  nonrenewed l i censes  t o  w h o l e s a l e r s ,  

l o c a l  law enforcement agencies l i a i s o n s ,  and the DPS ILED u n i t  a t  

l e a s t  once a  month. 

3 .  Department i n v e s t i g a t o r s  should  v i s i t  es tab l i shments  w i t h  e x p i r e d  

l i c e n s e s  t o  v e r i f y  t h a t  they a re  not  s e l l i n g  l i q u o r .  



FINDING V I  

RECORDS SECTION NEEDS BETTER CONTROL OVER LICENSING FILES 

The Department o f  L i q u o r  L i censes  and C o n t r o l  (DLLC) needs t o  improve 

records management t o  ensure t h a t  e s s e n t i a l  reco rds  a r e  p r o t e c t e d  a g a i n s t  

l o s s .  The Department m a i n t a i n s  many un ique reco rds  t h a t  c o n t a i n  

impor tan t  i n f o r m a t i o n  f o r  c o n t r o l l i n g  l i q u o r  s a l e s  i n  the s t a t e .  

However, c u r r e n t  procedures f o r  h a n d l i n g  reco rds  do n o t  p r o v i d e  adequate 

p r o t e c t i o n .  DLLC c o u l d  improve r e c o r d s  management i n  s e v e r a l  ways. ( 1  

DLLC m a i n t a i n s  more than 9,000 a c t i v e  l i c e n s e e  master f i l e s  t h a t  document 

the  c h r o n o l o g i c a l  h i s t o r y  o f  each e s t a b l i s h m e n t  s i n c e  i t s  i n c e p t i o n .  The 

f i l e s  a l s o  c o n t a i n  i n f o r m a t i o n  on the  l i c e n s e e ,  the  e s t a b l i s h m e n t ,  

f i n a n c i a l  i n t e r e s t s  and l i q u o r  law v i o l a t i o n s .  Compla in ts  and p o l i c e  

r e p o r t s  a re  k e p t  i n  an envelope i n s i d e  t h e  f i l e .  

DLLCfs f i l e s  a re  i r r e p l a c e a b l e ,  s i n c e  they  c o n t a i n  the  o n l y  copy o f  most 

documents. A l though  some c u r r e n t  l i c e n s e e  i n f o r m a t i o n  i s  i n  the 

Depar tment 's  computer database, t h e  f i l e s  a r e  the Depar tmen t ' s  o n l y  

w r i t t e n  reco rd  and the o n l y  source f o r  I  icensee background and 

es tab l i shment  h i s t o r y .  

The Depar tment 's  procedures do n o t  p r o t e c t  l i c e n s e  f i l e s .  D u r i n g  the  

course o f  our a u d i t  we learned t h a t  some f i l e s  were m i s s i n g ,  documents had 

a p p a r e n t l y  been removed from o t h e r s ,  and f i l e s  were c a s u a l l y  l e f t  l y i n g  on 

desks.  ( 2 )  

( 1 )  We reques ted  a  r e v i e w  o f  f i l e r o o m  p rocedures  and s e c u r i t y  by t h e  S t a t e  Department 

o f  L i b r a r y ,  A r c h i v e s  and Pub1 i c Records. Records Management s t a f f  i d e n t i  f i  ed 

s e v e r a l  prob lems and recommended improvements.  
( 2 )  We d iscussed  some o f  t hese  prob lems w i t h  DLLC pe rsonne l .  As a  r e s u l t ,  DLLC 

i n s t i t u t e d  some new p o l i c i e s  t o  improve  c o n t r o l .  Our recommendat ions a r e  based on 

t h e  new p o l i c y ,  wh ich  s t i l l  does n o t  go f a r  enough toward f i l e  s e c u r i t y .  



0 Restaurant  a u d i t  documents, wh ich r e p o r t e d l y  showed l i q u o r  
revenues o f  a p p r o x i m a t e l y  81 pe rcen t  o f  t h e  g r o s s  ( l e g a l  maximum 
i s  60 p e r c e n t ) ,  were m i s s i n g  from a  l i c e n s e e  f i l e  when we 
a t tempted t o  v e r i f y  t h e  a l l e g a t i o n .  

0 One l i c e n s e e  f i l e  has been m i s s i n g  f o r  weeks. F i l e r o o m  s t a f f  have 
new m a t e r i a l  t o  add t o  t h e  f i l e ,  and have conducted repeated 
unsuccessfu l  searches f o r  i t .  

0 Envelopes c o n t a i n i n g  c o m p l a i n t s  and o t h e r  documents on each 
l i c e n s e e ' s  l i q u o r  law v i o l a t i o n s ,  wh ich a r e  used by t h e  
compl iance o f f i c e r  i n  d e t e r m i n i n g  p e n a l t i e s  f o r  repeat  o f f e n d e r s ,  
were incomple te  i n  many f i l e s .  

These c o n d i t i o n s  e x i s t  p a r t l y  because employees have unsuperv ised access 

t o  the  f i l e s .  Department s t a f f  may e n t e r  the  f i l e r o o m  and p u l l  f i l e s ,  

take them t o  t h e i r  o f f i c e s ,  and h o l d  them f o r  up t o  a  week a t  a  t i m e .  

Employees a r e  i n s t r u c t e d  t o  leave " o u t "  ca rds  i n  p l a c e  o f  the f  i l e s ,  b u t  

do n o t  a lways do so .  

Problems a l s o  e x i s t  w i t h  p u b l i c  access t o  the  f i l e s .  We saw many peop le  

g i v e n  f i l e s  t o  v iew w i t h o u t  showing the r e q u i r e d  p i c t u r e  i d e n t i f i c a t i o n .  

A l though f i l e r o o m  s t a f f  i n s i s t  t h a t  they can watch peop le  as they use the 

f i l e s ,  we observed groups o f  peop le  s i t t i n g  so the  f o l d e r s  were h idden 

from v iew,  and on one occas ion  saw a  member o f  the p u b l i c  leave t h e  room 

w i t h  a  f i l e .  

F i n a l l y ,  acco rd ing  t o  the  Department o f  L i b r a r y  and A r c h i v e s ,  documents 

w i t h i n  the f i l e s  shou ld  be numbered i n  such a  way t h a t  m i s s i n g  documents 

can be i d e n t i f i e d .  Documents can be removed from f i l e s  and no ev idence o f  

the removal w i l l  remain.  An a l l e g a t i o n  was made t h a t  some former s t a f f  

members shredded documents t h a t  would r e f l e c t  p o o r l y  on the Depar tmen t ' s  

d e c i s i o n s .  I t  i s  imposs ib le  t o  conf  i  rm o r  deny t h e  charge because no 

reco rd  o f  the documents i n  the  f i l e  were k e p t .  

DLLC Could Improve Records 
S e c u r i t y  I n  Severa l  Ways 

The Department c o u l d  reduce the  p o t e n t i a l  f o r  l o s t  documents by 

e s t a b l i s h i n g  some s i m p l e ,  low-cost  c o n t r o l s .  For long-term s e c u r i t y ,  

m i c r o f i l m  cop ies  would b o t h  p r o v i d e  backup and e l i m i n a t e  the need f o r  

s t a f f  and t h e  p u b l i c  t o  hand le  o r i g i n a l  documents. 



Immediate improvements cou ld  be made i n  th ree  areas.  F i r s t ,  f i l e  

p r o t e c t i o n  cou ld  be improved by p l a c i n g  the f i l e r o o m  o f f - l i m i t s  t o  most 

s t a f f  and en fo r c i ng  the p i c t u r e  i d e n t i f i c a t i o n  requirement f o r  p u b l i c  

access. Second, the  need f o r  f i l e  access cou ld  be l i m i t e d  by adding more 

i n f o rma t i on  t o  the computer database so s t a f f  can use t h e i r  t e rm ina l s  

ins tead  o f  the f i l e s .  For example, i n v e s t i g a t i o n s  i n  p rogress ,  bonding 

and o ther  i n f o rma t i on  cou ld  a l l  be incorpora ted  i n t o  the database. 

F i n a l l y ,  problem d e t e c t i o n  cou ld  be improved by numbering documents 

w i t h i n  f i l e s  t o  i d e n t i f y  m i ss i ng  pages, and by e s t a b l i s h i n g  a manual o r  

computerized f i l e - t r a c k i n g  system. 

Because the documents a re  i r r e p l a c e a b l e ,  DLLC should s t r o n g l y  cons ider  a 

m i c r o f i  lm system. Employees and the p u b l i c  cou ld  v iew the m i c r o f i  I m  

cop ies ins tead o f  the  o r i g i n a l  f i l e s ,  which would p r o t e c t  o r i g i n a l  

documents aga ins t  t h e f t  o r  l o s s .  Accord ing t o  L i b r a r y  and Arch ives 

o f f i c i a l s ,  such a system cos t s  approx imate ly  $30,000, and would enable 

DLLC personnel t o  f i  lm records .  The i n i t i a l  f i l m i n g  o f  e x i s t i n g  records 

would probably have t o  be con t rac ted  o u t ,  a t  a cost  o f  about $40 per 

1,000 pages f o r  an approximate t o t a l  cos t  o f  $10,000. 

RECOWENDATIONS 

1 .  DLLC should m i c r o f i l m  records t o  p r o t e c t  the o r i g i n a l s  aga ins t  loss 

o r  t h e f t .  

2 .  The Department should  adopt the f o l l o w i n g  c o n t r o l s  t o  p reven t  and 

de tec t  problems i n  the o r i g i n a l  f i l e s .  

r Sequen t i a l l y  number a l l  documents t o  a l e r t  s t a f f  t o  m iss ing  

pages and d e t e r  t h e f t  o r  d e s t r u c t i o n  o f  f i l e  con ten t s .  

0 Place the f i  leroom o f f  l i m i t s  t o  a l  l personnel except f i  leroom 

s t a f f  . 

r Improve computer usage t o  reduce the need f o r  p u l l i n g  the 

o r i g i n a l  f  i l e s .  I n v e s t i g a t i o n s  i n  progress (coded f o r  

s e c u r i t y ) ,  bonding,  tax  l i e n s ,  and o ther  i tems cou ld  a l l  be 

incorpora ted  i n t o  the database. 



8 I n s t a l l  a  f i l e - t r a c k i n g  system, e i t h e r  manual ( f i l i n g  a copy o f  

each ou t  c a r d  by a suspense d a t e )  o r  computer ized.  

3 .  DLLC should  work w i t h  the  L i b r a r y  and Arch ives  s t a f f  t o  e s t a b l i s h  

f i l e  c o n t r o l s  and se t  up t h e  m i c r o f i l m  system. 



FINDING V I I  

STATUTES AND REGULATIONS GOVERNING 

SPECIAL EVENT LICENSES ARE NOT CLEAR 

Ar i zona  law and Department o f  L i q u o r  L icenses and C o n t r o l  r e g u l a t  i ons  on 

s p e c i a l  event  l i c e n s e s  a r e  u n c l e a r .  Cur ren t  p r o v i s i o n s  d e f i n i n g  groups 

e l i g i b l e  f o r  these l i c e n s e s  a r e  ambiguous. I n  a d d i t i o n ,  c u r r e n t  l i m i t s  

on the t o t a l  number o f  s p e c i a l  event  days may be o v e r l y  r e s t r i c t i v e .  

S t a t u t e s  And Rules  
Are Ambiauous 

Requirements d e f i n i n g  who may o b t a i n  s p e c i a l  event  l i c e n s e s  a r e  u n c l e a r .  

I n  a d d i t i o n ,  l o c a l  a u t h o r i t i e s  do n o t  v e r i f y  t h a t  o r g a n i z a t i o n s  a r e  

q u a l i f i e d  f o r  such l i c e n s e s .  

S p e c i a l  event  l i c e n s e s  a r e  temporary p e r m i t s  t h a t  a l l o w  q u a l i f y i n g  

o r g a n i z a t i o n s  t o  s e l l  l i q u o r  f o r  on-premises consumpt ion.  The law 

s p e c i f i e s  severa l  t ypes  o f  q u a l i f y i n g  o r g a n i z a t i o n s  such as c h a r i t a b l e ,  

c i v i c ,  p o l i t i c a l  and r e l i g i o u s  groups;  and f r a t e r n a l  o r g a n i z a t i o n s  i n  

e x i s t e n c e  f o r  more than  f i v e  y e a r s .  DLLC's r u l e s  l i m i t  each o r g a n i z a t i o n  

t o  two, two-day l i c e n s e s  pe r  y e a r .  DLLC a l l o w s  d i f f e r e n t  c h a p t e r s  o f  the 

same o r g a n i z a t i o n s  t o  be counted as separa te  o r g a n i z a t i o n s ,  the reby  

i n c r e a s i n g  the two l i c e n s e  l i m i t .  

L i c e n s e  requ i rements  a r e  u n c l e a r  - S t a t u t e s  do n o t  c l e a r l y  d e f i n e  what 

groups a r e  e l i g i b l e  f o r  s p e c i a l  event  l i c e n s e s .  T h i s  a m b i g u i t y  i s  

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

o r g a n i z a t i o n s .  

A.R.S. 94-203.02 d e f i n e s  what e n t i t i e s  may o b t a i n  s p e c i a l  event  

l i c e n s e s .  A l though the  law g e n e r a l l y  d e s c r i b e s  e l i g i b l e  groups,  i t  does 

n o t  s p e c i f i c a l l y  i d e n t i f y  c r i t e r i a  a l l  o r g a n i z a t i o n s  must meet t o  be 

cons ide red  l e g i t i m a t e .  I n  c o n t r a s t ,  A.R.S. 95-401 ( S t a t e  Amusements and 

S p o r t s  S t a t u t e s )  more c l e a r l y  d e f i n e s  what c r i t e r i a  must be met t o  



q u a l i f y  f o r  a  b ingo  p e r m i t ,  and makes re fe rence  t o  A.R.S. 543-201 which 

s t a t e s  requirements t o  qua1 i f y  f o r  tax  exemption. Th i s  law i s  less  

sub jec t  t o  a r b i t r a r y  i n t e r p r e t a t i o n s  than i s  A.R.S. 54-203.02. For 

example, A.R.S. 55-401.8 de f i nes  a  c h a r i t a b l e  o r g a n i z a t i o n  as :  

" .  . . any o r g a n i z a t i o n  i n c l u d i n g  no t  more than one a u x i l i a r y  
o f  the o r g a n i z a t i o n ,  no t  f o r  pecun ia ry  p r o f i t ,  which i s  
operated f o r  c h a r i t a b l e  purposes w i t h i n  the s t a t e  and which 
has been so engaged fo r  two years  p r i o r  t o  making a p p l i c a t i o n  
f o r  l i cense  . . ." 

Th i s  law s p e c i f i c a l l y  de f i nes  o the r  e n t i t i e s  such as f r a t e r n a l  

o rgan i za t i on ,  q u a l i f i e d  o r g a n i z a t i o n ,  r e l i g i o u s  o r g a n i z a t i o n  and ve te rans '  

o rgan i za t i on .  The law even addresses the length o f  t ime each 

o rgan i za t i on  must e x i s t  t o  q u a l i f y ,  what c o n s t i t u t e s  a u x i l i a r y  membership, 

and lawfu l  use and purpose o f  the e n t i t y .  

L i m i t e d  rev iew o f  o r g a n i z a t i o n a l  q u a l i f i c a t i o n s  - Ne i t he r  l oca l  

governments nor DLLC appear t o  c a r e f u l l y  eva lua te  q u a l i f i c a t i o n s  o f  

o rgan i za t i ons  a p p l y i n g  f o r  spec ia l  event l i censes .  A l though i n i t i a l  

approval  f o r  a  s p e c i a l  event l i c e n s e  must be p rov ided  by the l o c a l i t y  

where the event w i l l  occur ,  l o ca l  governments depend on DLLC t o  ensure 

t h a t  i n d i v i d u a l s  who apply  f o r  spec ia l  event I  icenses meet s t a t u t o r y  

requirements.  A survey o f  l o c a l  government o f f i c i a l s  respons ib le  f o r  

process ing spec ia l  event l i cense  a p p l i c a t i o n s  found t h a t  the m a j o r i t y  

depend on DLLC t o  ensure proper compliance w i t h  the law. Consequently, 

the c i t i e s  o r  coun t i es  r a r e l y  deny a  l i cense  a p p l i c a t i o n  un less  l oca l  law 

enforcement o f f i c i a l s  o b j e c t ,  l eav i ng  the dec i s i on  f o r  l i cense  issuance t o  

the L iquor  Department.  However, DLLC ma in ta i ns  t ha t  i t  u s u a l l y  approves 

a l l  l i cense  requests  c e r t i f i e d  by c i t i e s  and coun t i es .  Because n e i t h e r  

l oca l  governments nor DLLC s u f f i c i e n t l y  ensure compliance w i t h  the law, 

l i censes may be i  ssued t o  unqua l  i f  i  ed organ i za t  i ons .  

L i m i t s  May Be 
Too R e s t r i c t i v e  

Current  l i m i t a t i o n s  f o r  spec ia l  event l i censes  may be too  r e s t r i c t i v e .  

A.R.S. 54-203.02.D a l l ows  the Super in tendent  t o  implement r u l e s  l i m i t i n g  

the number o f  t imes d u r i n g  the year t h a t  a  q u a l i f i e d  o r g a n i z a t i o n  may 

apply  f o r  and be issued a  l i q u o r  l i c e n s e .  DLLC r u l e s  l i m i t  o rgan i za t i ons  

t o  two, two-day even ts  per yea r .  However, many t imes even ts  sponsored by 



c h a r i t a b l e  o r g a n i z a t i o n s ,  such as g o l f  tournaments and a r t  f e s t i v a l s ,  l a s t  

more than f i v e  days o r  happen more than once a  y e a r .  Documents and 

l i c e n s e  requests  rev iewed by our  O f f i c e  i n d i c a t e  t h a t  some o r g a n i z a t i o n s  

want more than fou r  days f o r  t h e i r  even ts .  T h e r e f o r e ,  these o r g a n i z a t i o n s  

may seek l i c e n s e s  f o r  themselves and a u x i l i a r y  groups t o  o b t a i n  the  needed 

p e r m i t s  f o r  l i q u o r  s a l e s .  For example, one group o b t a i n e d  s p e c i a l  event  

p e r m i t s  a l l o w i n g  e i g h t  days o f  l i q u o r  s a l e s  by a p p l y i n g  under f o u r  

d i f f e r e n t  groups.  Accord ing  t o  a  L e g i s l a t i v e  Counc i l  memorandum, the  

broad d e f i n i t i o n  o f  o r g a n i z a t i o n s  under the s p e c i a l  event  law makes t h i s  

p r a c t i c e  l e g a l .  

I n  c o n t r a s t ,  o the r  s t a t e s  surveyed a1 low more s p e c i a l  l i c e n s e s  o r  p r o v i d e  

a l t e r n a t i v e  methods when an a p p l i c a n t  needs a  l i q u o r  l i c e n s e  f o r  s p e c i a l  

even ts .  For example, Co lorado a l l o w s  t e n  days per  year and Tennessee 

a l l o w s  12.  C a l i f o r n i a  has no l i m i t  except on c e r t a i n  o r g a n i z a t i o n s  named 

i n  s t a t u t e .  I n  a d d i t i o n ,  Texas and New Mexico have no l i m i t  on the  number 

o f  t imes an o r g a n i z a t i o n  may h i r e  a  r e g u l a r  l i c e n s e e  t o  o b t a i n  a  p e r m i t  

and serve l i q u o r  a t  i t s  e v e n t s .  T h i s  p r a c t i c e  i s  i l l e g a l  i n  A r i z o n a .  

RECOMMENDATIONS 

1.  The L e g i s l a t u r e  shou ld  c o n s i d e r  amending A.R.S. 54-203.02 t o  c l e a r l y  

d e f i n e  the c r i t e r i a  f o r  q u a l i f y i n g  as a  c h a r i t a b l e  o r g a n i z a t i o n  

e l i g i b l e  f o r  s p e c i a l  event  l i c e n s e s .  

2 .  Once the c r i t e r i a  a r e  c l a r i f i e d ,  DLLC shou ld  adopt r u l e s  and 

r e g u l a t i o n s  t o  a s s i s t  c i t i e s  and c o u n t i e s  i n  r e v i e w i n g  a p p l i c a t i o n s  

f o r  s p e c i a l  event  l i c e n s e s .  These r u l e s  and r e g u l a t i o n s  shou ld  

p r o v i d e  guidance as t o  the  c i rcumstances t h a t  would w a r r a n t  

d i s a p p r o v a l .  

3 .  DLLC shou ld  rev iew the  q u a l i f i c a t i o n s  o f  a p p l i c a n t s  approved by 

l o c a l i t i e s  t o  ensure t h a t  approva ls  meet e s t a b l i s h e d  c r i t e r i a .  

4 .  DLLC shou ld  c o n s i d e r  i n c r e a s i n g  the  number o f  days q u a l i f i e d  

o r g a n i z a t i o n s  may o b t a i n  s p e c i a l  event  l i c e n s e s .  



OTHER PERTINENT INFORMATION 

Dur ing the a u d i t ,  o t he r  p e r t i n e n t  i n f o rma t i on  was developed on the 

i n v e s t i g a t i o n  s e c t i o n  and the o r g a n i z a t i o n a l  c l i m a t e  a t  the  Department. 

DLLC Lacks I n fo rma t i on  
To Evaluate I n v e s t i g a t o r  A c t i v i t i e s  

DLLC i n v e s t i g a t i v e  s t a f f  has grown from seven i n v e s t i g a t o r s  i n  1983 t o  21 

i n  1988. I n v e s t i g a t o r s '  p r imary  a c t i v i t i e s  a re  t o  conduct r o u t i n e  

inspec t ions  o f  l i q u o r  es tab l i shments  and i n v e s t i g a t e  comp la in ts  aga ins t  

l i censees.  However, the lack o f  use fu l  management r e p o r t s  p r o h i b i t e d  

a u d i t o r s  from e v a l u a t i n g  the e f f e c t i v e n e s s  and e f f i c i e n c y  o f  the 

i n v e s t i g a t o r ' s  a c t i v i t i e s .  

C u r r e n t l y ,  o v e r s i g h t  o f  i n v e s t i g a t o r s  i s  l i m i t e d  because there  i s  no 

d e t a i l e d  and a n a l y t i c a l  i n f o rma t i on  about how i n v e s t i g a t o r s  spend t h e i r  

t ime. Al though month ly  a c t i v i t y  r epo r t s  and weekly t ime r e p o r t s  a re  

generated, no one analyzes the i n f o rma t i on  by a c t i v i t y  t o  show how 

i n v e s t i g a t o r s '  t ime i s  spent .  For example, month ly  r e p o r t s  i n d i c a t i n g  

the number o f  i n spec t i ons ,  comp la in ts  ass igned and completed, and 

c i t a t i o n s  issued a re  produced autonomously by the Depar tment 's  no r t he rn  

and southern d i s t r i c t s ;  however no cumulat ive t o t a l s  a re  kep t  nor i s  the 

in fo rmat ion  compi led t o  form one repo r t  f o r  the  s e c t i o n .  A l so ,  no 

ana l ys i s  i s  done t o  determine any t rends  or  t o  compare a c t i v i t i e s  between 

the two d i s t r i c t s .  I n  a d d i t i o n ,  no at tempt i s  made t o  determine the t ime 

spent on each type o f  a c t i v i t y  o r  t o  i d e n t i f y  t rends  i n  how 

i n v e s t i g a t o r s '  use t h e i r  t ime .  

Al though DLLC management has no t  analyzed o r  compi led any i n f o rma t i on  t o  

determine how i n v e s t i g a t o r  t ime i s  spent ,  21 a d d i t i o n a l  i n v e s t i g a t o r  

p o s i t i o n s  have been requested f o r  f i s c a l  year 1989-90. However, the re  i s  

no i n f o rma t i on  compi led t o  document t h a t  s t a f f  i s  pe r fo rming  a t  op t ima l  

e f f i c i e n c y  o r  t o  support  the need f o r  a d d i t i o n a l  s t a f f .  I n  f a c t ,  a  

cursory  rev iew o f  the southern d i s t r i c t ' s  month ly  a c t i v i t y  r e p o r t s  f o r  

the pe r i od  January 1988 through June 1988 revea led  d ramat i c  p r o d u c t i v i t y  



d e c l i n e s  i n  a l l  a c t i v i t y  a reas .  For example, the  number o f  comp la in ts  

completed per month dropped 68 percent s i n c e  January ,  w h i l e  the number o f  

l i quor i  nspect  ions dropped 56 percen t .  

I n  a d d i t i o n ,  the Department i s  not  u s i n g  a l l  a l l o c a t e d  i n v e s t i g a t i v e  

p o s i t i o n s  f o r  enforcement f u n c t i o n s .  The s e c t i o n  has th ree  i n v e s t i g a t i v e  

personnel  assigned t o  n o n i n v e s t i g a t i v e  d u t i e s . " )  A l s o ,  one p o s i t i o n  

has gone u n f i l l e d  f o r  more than f i v e  months.  Fur thermore,  the  s e c t i o n  i s  

t o p  heavy,  w i t h  a  r a t i o  o f  a lmost one s u p e r v i s o r y  p o s i t i o n  f o r  every  two 

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

Employees I d e n t i f i e d  
Upper Management Problems 

Due t o  a l l e g a t i o n s  o f  i l l e g a l  a c t s  and employee d i s s a t i s f a c t i o n ,  our 

o f f i c e  conducted a  s t a f f  survey o f  DLLC i n  May 1 9 8 8 . ' ~ '  As a  r e s u l t ,  

severa l  i n c i d e n t s  o f  p o t e n t i a l  i l l e g a l  a c t s  were documented. A l l  

i n f o r m a t i o n  was e v a l u a t e d  by the  a u d i t  s t a f f ,  and some o f  the  r e s u l t s  a r e  

con ta ined  w i t h i n  severa l  o f  the e a r l i e r  a u d i t  f i n d i n g s .  

The survey o f  DLLC employees and Board members a l s o  d i s c l o s e d  t h a t  

personnel  work ing i n  the  L i q u o r  Department a r e  d i s s a t i s f i e d  w i t h  severa l  

aspects  o f  the i r  work env i ronment . Employees expressed the  most concern 

w i t h  management i n s t a b i l i t y ,  personnel  p o l i c i e s ,  coopera t ion  w i t h i n  the 

Department,  and i n s u f f i c i e n t  resources t o  do t h e i r  work .  

As p a r t  o f  our a u d i t ,  we admin is te red  an o r g a n i z a t i o n a l  c l i m a t e  survey t o  

s o l i c i t  employee a t t i t u d e s  and concerns t h a t  c o u l d  impact DLLC's 

e f f i c i e n c y  and e f f e c t i v e n e s s .  "' Employees were asked t o  express 

agreement o r  disagreement w i t h  20 s ta tements  about the work environment 

a t  DLLC. An o p p o r t u n i t y  f o r  open-ended comments was a l s o  p r o v i d e d .  

( 1 )  An a d d i t i o n a l  i n v e s t i g a t o r  has been on s i c k  l e a v e  f o r  more than two months and 

recen t1  y  r e t i  red .  
( 2 )  A new Super in tendent  was conf i rmed t h e  same month t h e  survey was conducted. As a  

r e s u l  t , some survey responses may i n d i  c a t e  a t t i  tudes about t h e  former 
a d m i n i s t r a t i o n  . 

( 3  See Appendix I .  



S i x t y  DLLC employees and Board members were surveyed, i n c l u d i n g  a l l  

employees except the  cu r ren t  and former Super in tendents  and the Ass i s t an t  

Super intendent . Thi r t y - f o u r  (57 pe rcen t )  responded t o  the survey.  

Responses t o  the ques t i onna i r e  i n d i c a t e d  employee d i s s a t i s f a c t i o n  and 

concern i n  the f o l l o w i n g  areas.  

0 Cooperat ion and comnunicat ion - Employees tended t o  f e e l  t h a t  

departments do no t  work w e l l  t o g e t h e r ,  and t he re  seemed t o  be a l o t  

o f  f r i c t i o n  between i n d i v i d u a l  employees. Th is  was p a r t i c u l a r l y  t r u e  

i n  the enforcement s e c t i o n .  

Some members s a i d  communication between the Department and the Board 

was u n s a t i s f a c t o r y .  ( T h i s  comment r e f l e c t s  Board members' f e e l i n g s  

be fo re  the new Super intendent j o i n e d  the  Depar tment . )  

0 I n s u f f i c i e n t  resources - Many employees c i t e d  the lack o f  needed 

equipment as a hindrance i n  t h e i r  j obs .  Again,  enforcement employees 

were the most d iscon ten ted .  They f e l t  t h e i r  needs f o r  cameras, tape 

recorders ,  t r a n s p o r t a t i o n  and o p e r a t i n g  funds were not  be ing  met. 

0 Management i n s t a b i l i t y  - More than h a l f  the employees responding 

t o  the survey complained about c h a o t i c  work ing c o n d i t i o n s .  They 

r e f e r r e d  t o  the  environment as " c r i s i s  management." However, they 

expected improvement under the new Super in tenden t .  

a Personnel p r a c t i c e s  and p o l i c i e s  - Employee responses i n d i c a t e d  

d i s s a t i s f a c t i o n  w i t h  Department personnel  p o l i c i e s ,  and a l i m i t e d  

knowledge o f  gr ievance procedures.  Some descr ibed  Departmental 

p o l i c y  as "good o l d  boy" p o l i t i c s ,  and c r i t i c i z e d  appointments o f  

exempt p o s i t i o n s  under the former Super in tenden t .  



Pkenix, Prizuna 85007 

(602) 542-5141 

November 7 ,  1988 

Douglas R .  Norton 
~ 'uditor  General 
Office of the Auditor General 
2'00 North Central Avenue 
Phoenix, Arizona 85004 

Dear M r .  Norton: 

I) Attached are responses from the Arizona State Department of Liquor Licenses and 
Control to the audit conducted by your Department. 

I t  is my belief that the audit was completed by a very good team of professional 
state employees under your direction. This Department went out of i ts  way to 
provide every piece of documefitation they requested. 

I, 
I would like to explain my position to you. During the past four years the 
Department of Liquor Licenses and Control has undergone a series of changes of 
leadership. I am the fifth Superintendent since 1984. Many of the changes were 
brought about because of a change of Governors and their appointees. This 
produced considerable instability in the Department and changes of direction. 
Also, in 1986, the Liquor Department moved from 1645 West Jefferson to our 
present site at 800 West Washington resulting in many records being moved to 
dead files or lost. All of these events occurred prior to my becoming 
Superintendent on April 1, 1988. 

I have included the Current Mission Statement which is supported by our Budget 
@ Request for FY 1989-90. You will also find in our response several areas of 

concern that need to be clarified by Legislative action. 

In summary, I am not pleased by the Audit Report, however, I accepted full 
responsibility for the Department of Liquor in April of this year. Many of the 
deficiencies noted were corrected prior to your audit report being received since 
they were items that needed correction. Policies have been written and a new 
attitude has been instilled in all employees and we are looking forward to a period 
of stability and growth. 

Sincerely sub itted 

d K e n t  

HE I slh 



DEPARTMENTAL MISSION STATEMENT 

The mission of the State Department of Liquor Licenses and 
Control is to provide the State of Arizona with a system that 
effectively integrates and utilizes departmental, civic and 
community resources to ensure responsibility within the liquor 
industry through the enforcement of liquor laws and regulations, 
the screening of applicants for liquor licenses, inspections of 
existing licenses, liaison with local law enforcement agencies 
and the investigation of complaints pertaining to licensees from 
law enforcement agencies and the community. 

To achieve our mission, the values and beliefs of the Department 
of Liquor Licenses and Control are focused in the following 
areas : 

1. Education: 
It is the department intent to promote responsible business 

practices and informed industry through education by supplying 
information and personal contact with manufacturers, wholesalers 
and retailers doing business in the State of Arizona. 

2. Regulations: 
It is the department's intent to insure that we are 

proactive as well as reactive to the needs of the industry and 
community. 

A. Proactive: 
1. Those applying for liquor licenses will be 

guided and closely scrutinized to insure that 
they are properly licensed and that they are 

' properly structured to conduct their business. 
Every effort will be made to insure that those 
who should not be in the industry are stopped 
prior to becoming a problem. 

2. Information will be made available to the 
industry on changes in the law as well as 
decisions made by the Superintendent of Liquor 
Licenses and Control. 

3. Increased liaison and training of local law 
enforcement agencies will remain a priority. This 
will enhance our ability to better service the 
local communities and properly deploy and direct 
our resources to the benefit of the State and industry. 



4. Close contact by Investigators with retail 
licensees will detect potential and existing 
problems, educate licenses, serve to prevent 
problems and promote voluntary compliance with 
liquor laws and regulations. 

5. A major emphasis will continue to be placed on 
preventing any element with an illegal or corrupt 
design from entering the industry. 

B. Reactive: 

1. ,The Department will deal swiftly, firmly and 
surely with those in the industry who choose not 
to obey the law, encourages the abuse of alcohol 
or who sell to minors and underage persons. 

2. Utilizing the Compliance and Hearing Sections of 
the Department as well as the criminal justice 
system, the Department will take strong measures 
to eliminate the profitability of those licensees 
who choose to improperly or illegally conduct 
their business. 

3 .  Complaints relating to licenses received by the 
Department from the community and law enforcement 
agencies will be promptly investigated and the 
appropriate action taken. 

Utilization of Resources: 

The Department's most valuable resource is its people. 

It's the Department's intent to provide a quality environment for 
its employees to work, that enhances their well being, promotes 
good moral, instills confidence and pride and promotes a 
harmonious work environment, 

Through good management and the proper utilization of resources, 
the Department will maximize its efficiency, reduce waste in 
Government, utilize its resources in the most cost-effective and 
productive way to insure quality service. 

The Department will consistently demand the highest degree of 
integrity and professionalism from all it's employees. 

The nature of our business particularly the unique authority and 
responsibility held by our personnel, creates an absolute need to 
insist upon the highest standards of performance. We will accept 
nothing less than strict compliance with all appropriate rules, 
regulations, policies and procedures by our employees. The 
public trust is one of the most sacred in our society and we will 
never condone or accept it's violation. 



FINDING I 

In response to Finding I we agree that w e  need a better documentation of the 
Compliance process. We do feel that there has not been abuse of the process 
however this is difficult to determine because of the lack of documentation. 

I) 
We will carry out the following steps to improve this process. 

1. Formal guidelines (Policies and Procedures) for the Compliance section will be 
developed establishing the scope, process and responsibilities of the 
Compliance section to reduce the appearance of abuse and insure equitable 
treatment. 

0 2 .  All Compliance cases will state specific reasons for the level of Compliance 
action talcen. This will include past history of licensee. 

3 .  A comprehensive system of review and approval is being developed to insure 
openness of the process. 

I, 4. A flexible fine schedule has been developed that provides levels of 
Compliance action rather than specific fines. 



FINDING I1 

All  of the practices described took place prior to the present Superintendent. 
The following steps will be taken to insure integrity of the process. 

The application process has been strengthened and policies regarding 
acceptance are being developed. No incomplete applications will be accepted 
or processed. All applications will be treated the same in accordance with 
Title 4 requirements; however, i t  should be recognized that the use of an 
attorney or other knowledgeable person will cause more rapid processing of 
applications since many of the delays are caused by lack of knowledge or 
timely action on th t  part of uninformed applicants. Priority will be given to 
processing licenses for applicants who are not contributing to the State 
revenue base by conducting business by virtue of an origirial application or 
denied interim permit. 

2 .  Almost immediately upon my assuming control of the Department of Liquor 
Licenses and Control, a policy was established of denying interim permits to 
those individuals who we are aware have backgrounds we would oppose as 
licensees. My reading of A. R . S . Section 4-203.01 (A) governing the issuance 
of interim permits makes it permissive for the Superintendent on issuance of 
an interim permit. There is divided opinion among Deputy Attorney Generals 
as to whether this statute is mandatory or permissive. Clear guidance has 
been given on the issuance of a second interim permit if the time is extended 
under A.  R. S . Section 4-203.01 (D) which makes mandatory the second interim 
permit unless good cause is shown. Good cause must be established in a 
Superintendent's hearing and the applicant afforded due process prior to 
denial of the ability to continue in business. The same advice regarding due 
process has been given by the Deputy Attorney Generals xaegarding A .  R .  S. 
Section 4-203.01(E) which allows summary suspension of those operating with 
an interim permit. 



FINDING I11 

The following steps are being taken in response to this finding. 

CASH HANDLING: 

0 
Procedures for handling cash have been formulated and officially are in 
effect. The Department agrees that inappropriate procedures were being 
followed in regard to accounting for cash receipts; however, new Policies 
and Procedures for Receiving and Receipting Revenues have been 
implemented which address all concerns of the Auditor General. 

In addition to these procedures, the accountant has been given a desk and 
file cabinet that lock and a lock has been placed on the office door. This 
provides short term security should the accountant, while preparing a 
deposit, need to leave the office. 

We concur with the Auditor General that there was no approval process for 
adjustments to cash register transactions, but a review of the register tapes 
disclosed that, in most cases, the error (void) was followed by tht. 
correction so it is unlikely any monies are missing. The fact that the 
programming on the cash register recorded voids as negative totals (IRTM - 
1 Returned Monies) under MEMO ITEMS and recorded change given as a 
negative cash receipt on the CASH REPORT further distorted the 
appearance. The cash register has been reprogrammed and voids must be 
approved by 3 employees. 

The Department was allocated funds to purchase a new cash register for FY 
1989. It is anticipated the new register will connect directly to the computer 
and programming can be devised so that cross-referencing will assist in 
monitoring receipts; duplicative efforts will be minimized and the number of 
persons handling funds wil l  be reduced. Tying the issuance of licenses, 
interim permits, etc . to register transactions will assure revenues are 
receipted prior to document issuance and will be verified daily by reconciling 
the mo~lies and entries. 

All incidents of alleged theft are under investigation at this time. Every 
means will be exhausted to bring these cases to a conclusion, to identity and 
prosecute those persons responsible. 

A mail system procedure has been developed to insure integrity to the mail 
procedures. 



PETTY CASH: 

The petty cash has been reconciled and methodology established for 
reconciling to the authorized fund amounts. 

The $66.00 expenditure was authorized by the Superintendent in 1987 
and appears to have been contrary to procedure. This was an 
examination ordered pursuant to Personnel Rules and should be covered 
by Risk Management. This source of reimbursement is being pursued. 

The employee was never paid by workmen's compensation for an eye 
exam and glasses. Petty cash was reimbursed by a warrant and when 
the check for workmen's compensation was received it  was deposited to 
petty cash instead of being used to reimburse the Department's 
appropriated funds. This error has been corrected. The court has 
now ordered payment by the party creating the disturbance in the bar 
where the investigator was injured and the check has been forwarded to 
the State Compensation Fund. 

EVIDENCE : 

We are currently drafting a policy that will correct any past problems in 
handling evidence. 

It should be noted that past problems have been handled with the offending 
employees and corrective action taken in all documented instances. 

The policy being developed provides for a property custodian that will have 
full responsibility for the receipt, impounding of evidence, retention, release 
and destruction or disposition of all evidence received. 

This will limit access to one individual and a designated alternate in the 
custodian's absence. 

Further, quarterly audits will be performed and an annual audit will be 
conducted at  the end of each fiscal year. Management reports will be 
submitted on each of these audits to the Superintendent. 

It should be noted that the completion of this policy has been impaired due 
to the failure of the Attorney General's office to respond to our request for 
assistance. 

On June 28, 1988 we submitted a written request to the Attorney General's 
office requesting assistance in the area of the policy dealing with the 
destruction and disposition of seized evidence other than liquor. 

Since June 28, 1988, we have made two additional follow up requests to 
which we have received no response to date. 

The evidence room will be hardened by physical modification to insure 
security. 



FINDING IV 

6 The overlapping responsibilities between the Board and Superintendent have come 
about due to the continued modification and shifts of emphasis by the legislature. 
The recommendation to amend A.R.S .  Sections 4-112 governing the powers and 
duties of the Board and the Superintendent and 4-210 governing grounds for 
revocation, suspension and refusal to renew ; notice ; complaints ; hearings ; 

I, 
appeals from superintendent clearly lie outside this agency and with the 
legislature to implement. 

The communication between the Superintendent and the Board has improved 
dramatically and the functioning of the Board was the subject of a special meeting 
of the Board on November 2 ,  1988. The Superintendent is present at Board 
meetings to insure open ccimmunication and understanding. 



FINDING V 

We have some serious difficulties with the opinion by Legislative Counsel on the 
sale after expiration date on the liquor license. This is diametrically opposed to 
advice given by the Attorney General. 

The Department of Liquor Licenses and Control is complying with A .  R .  S .  Section 
4-209.01 governing penalties by adding a 20% penalty to the license renewal fee 
for those licensees who fail to renew within the mandatory period. Cease and 
desist orders are issued within 20 days of non-renewal and sent to the licensees 
by certified mail. A copy of this list is being furnished to wholesalers on a 
weekly basis and action against wholesalers who deliver to unlicensed businesses 
has been instituted. This has created a situation whereby the wholesalers in 
effect act as an extension of the Department to insure that licenses are renewed 
or delivery of spirituous liquor will be curtailed. 

After the 60 day period has elapsed a list of non-renewed licenses is being 
furnished to the Investigations Section for follow-up. However, inadequate 
manpower exists to do a complete follow up and this inadequacy has been 
addressed in our FY 1989-90 budget request. It is not necessary, practical or 
cost effective to send these lists to each law enforcement agency however, we will  
provide these lists to the Department of Public Safety ILED units. 



FJNDING VI 

The Department of Liquor Licenses and Control has included in the F Y  1989-90 
budget a request for microfilming equipment and services to protect original 
license documents. In the interim we have instituted a security policy that 
restricts access to the fileroom and data processing center through the use of 
color coded identification badges and required the return of all files for updating 
at least once a week. The sequential numbering of documents suggests that staff 

@ would be available to review each file as it is turned in each and every time. 
This is neither cost effective nor practical since the files contain documents of 
numerous sizes and types and certain documents move from file to file as licenses 
change. The Department will work with the Library and Archives staff to 
establish cost effective file control systems. 

The Department is considering a closed circuit video tape of persons viewing 
public files. This tape would provide documentary evidence of removal of 
contents from the file. This will be subject to bugetary restraints. 



FINDING VII 

The Department of Liquor Licenses and Control is operating under A .  R.  S. Section 
4-203.02 governing Special Event licenses and has considerable difficulty 
determining what organizations are qualified to receive Special Event licenses. 
Subsection B provides that virtually any event can qualify for a Special Event 
license and there are no legal requirements for disposition of the proceeds. With 
the lack of statutory mandates in this area it is impossible for the Department to 
police or prevent abuses of this process. The term in A.R.  S. Section 
4-203.02(B)  "an organization formed for a specific charitable or civic purposeTt is 
so broad and vague that almost any event can be included in this definition. The 
Department lacks statutory authority to refuse applications. The recommendations 
for legislative review of this law and correctiori of these defects must precede any 
DLLC rule making efforts. 

A t  the present time when a special event application is received we check the 
applicant organization against a computer printout that shows all special events 
for the calendar year sorted by organization. If i t  is clear that the applicant 
organization has not used up the two special event opportunities, then the 
application is processed for approval/disapproval. If there is some question, we 
counter-check previous applications and/or contact the applicant for clarification. 



I T I I E R  PERTINENT INFORMATICN 

a Due to the massive nature of the personnel and policy review and change the 
efforts undertaken did not start to show results until after completion of the 
audit. 

Information to evaluate Investigators activities. 

@ 1. We have just completed the staffing on a revision of officers' weekly logs. 

The changes will allow us to better capture what the investigators do and 
how they spend their time. 

This will allow us to develop a computer entry and retrieval program that 
will assist managers in evaluating tin~e spent on task, productivity of 
individual investigators, effectiveness of liaison contacts and utilization and 
deployment of our resources. 

A monthly management report will be generated from each region. 

This will present indiviciud and group data that will allow managers to 
analyze the activity in each region and compare both regions. 

2 .  We've completed the Departmental Mission Statement which is included in the 
annual report and focuses the direction of the Department. 

a We have also created an Investigations Division list of priorities. This is 
currently being staffed and will be finalized soon. 

This will act as a guideline for the utilization of our resources and allow us 
better to evaluate the performance of investigators. 

3 .  We have developed a case management system that allows supervisors to keep 
track of the cases assigned to each investigator and each investigative unit. 

4 .  We are currently evaluating and developing the structure of the 
Investigations Division and bringing it in line with acceptable organizational 
structure. 

5 .  We wil l  put this information into a PC data base which will allow analysis of 
activities of investigators and trends. 

Upper Management Problems 

@ 1. Management Instabilitv : 

This is a valid concern. Stability at the top of the organization can be 
obtained by stabilizing the leadership of the Department by reducing political 
impact. 

This will do much to eliminate the problem of constant political turnover, 
restructuring, inconsistency of management, lack of stability and confusion 
as to task and direction of the agency. 



This should positively enhance moral arid give the Department head the 
opporturlity to evaluate employees and develop their talents within the 
Department. 

It will also do much to eliminate the transient nature of Policies in thr. 
agency. 

2 .  With the institution of the Department's Conduct policy, all allegations of 
misconduct are investigated and documented. 

The policy also cleuls with citizen's complaints and internal allegations of 
employee misconduct. All complaints are logged and listed numerically by 
year. 

Personnel policies of the Department have been reviewed and approved by 
the Attorney General's office. 

3 .  Internal cooperation is being improved through regular management meetings 
and group staff meetings. 

The Investigations Division is also formulating a management information 
system where information will be passed from the top down and issues and 
concerns of employees can be passed up through the chain of command. 

4 .  We are attempting to resolve the inadequate resources issued by obtaining 
additional personnel and equipment through the budgetary process. 

The concerns of the employees are valid in this area. 

5.  The current admillistration is very familiar with grievance procedures and 
what has been referred to as "Good old boy" politics is not a practice today. 

6.  While we cannot guarantee that every employee will agree with the 
Superintenderlt's selection of personnel to fill exempt positions, we can 
guarantee that appointments under this administration will be based on merit 
and benefit to the agency. 

Further, those hired in covered positions will illso be selected on their 
individual merit. 

We expect workers to work, supervisors to supervise and managers to 
manage. 

7 .  Policies are constantly being implemented and evaluated to insure that they 
suit the needs of the Department in reaching it's goals and objectives as well 
as providing guidance and stability. 

8. We are formulating a comprehensive policy in the Investigations Division that 
will capture the extent of training and satisfy A .  L. E. 0 .  A .  C . requirements. 

In addition we are currently building the A .  L.E . O . A .  C. files to bring then 
illto compliance with the A .  L. E .O . A .  C . standards. The process will be 
completed within the next 60 days. 



APPENDIX I 

SURVEY OF DLLC EMPLOYEES 

METHODS 

The popu la t ion  cons i s t ed  o f  a l l  employees and Board members, w i t h  a 

samp 1 i ng frame o f  60 Department personne I . The i r names were comp i led  from 

DLLC payro l  I records as o f  Apr i  I 1 ,  1988. The p resen t  and former 

Super intendents and the Ass i s t an t  Super in tendent  were exc luded.  

Quest ionnai res were ma i l ed  t o  home addresses t o  encourage anonymity and 

c o n f i d e n t i a l i t y  o f  responses. T h i r t y - f o u r  employees and Board members 

re tu rned  the ques t i onna i r es ,  f o r  a response r a t e  o f  57 pe rcen t .  

Scales f o r  quest ions were coded: 

1 = Agree s t r o n g l y  

2 = Agree somewhat 

3 = Not su re /un fam i l i a r  

4 = Disagree somewhat 

5 = Disagree s t r o n g l y  

Quest ions w i t h  mean scores g rea te r  than 2 . 5  i n d i c a t e  a problem ( t o  ach ieve 

t h i s  mean would r e q u i r e  a t  l eas t  one "d isagree"  f o r  every  two "agree 

somewhatu responses). "Not sure" responses were omi t t ed  from the 

c a l c u l a t i o n  o f  mean scores.  Respondents were s t r a t i f i e d  accord ing  t o  

th ree  pr imary c h a r a c t e r i s t i c s .  

1 .  Department o f  employment ( A d m i n i s t r a t i o n ,  Enforcement, L i cens ing ,  

J u d i c i a l ,  Other)  

2 .  Job c l a s s i f i c a t i o n  (Management, C l e r i c a l ,  Enforcement O f f i c e r ,  O ther )  

3 .  Employment tenure ( l e s s  than s i x  months, s i x  months t o  two years ,  two 

t o  f i v e  years ,  more than f i v e  years ,  no longer employed a t  DLLC) 

ANALYS l S 

The ques t ionna i res  were s t u d i e d  from a v a r i e t y  o f  a n a l y t i c  pe rspec t i ves ,  

i n c l u d i n g  frequency d i s t r i b u t i o n ,  d e s c r i p t i v e  s t a t i s t i c s ,  and q u a l i t a t i v e  

i nspec t i on  o f  open-ended ques t ions .  



The v a r i o u s  methods o f  a n a l y s i s  l e d  t o  s i m i l a r  c o n c l u s i o n s .  The f o l l o w i n g  

issues emerged as major  areas o f  concern t o  DLLC employees: c o o p e r a t i o n  

and communication, lack  o f  resources,  management i n s t a b i  I i t y  , and 

personnel  p r a c t i c e s  and p o l i c i e s .  

Cooperation and comnunication: Problems i n  coopera t ion  and 

communication c o n s i s t e n t l y  emerged from the v a r i o u s  ana lyses .  

S p e c i f i c a l l y ,  employees expressed d i s s a t i s f a c t i o n  w i t h  the amount o f  

coopera t ion  among departments w i t h i n  the agency. Employees a l s o  tended t o  

f e e l  t h a t  they do n o t  r e c e i v e  enough i n f o r m a t i o n  f rom upper management and 

t h a t  management does n o t  l i s t e n  t o  the recommendations o f  q u a l i f i e d  s t a f f  

personnel .  The coopera t ion  problems may r e s u l t  from the lack  o f  

communication. The problems a r e  i l  l u s t r a t e d  by employees' disagreement 

w i t h  the f o l l o w i n g  Work Environment ques t ions .  

Q 4.  There i s  coopera t ion  between my s e c t i o n  and o t h e r  s e c t i o n s  w i t h i n  

DLLC (Mean = 3 .167) .  

a 7. Top management l i s t e n s  t o  the  recommendations o f  q u a l i f i e d  s t a f f  

pe rsonne I (Mean = 2.840 1 . 

Q 9. We r e c e i v e  enough i n f o r m a t  i o n  from t o p  management t o  do our  jobs 

w e l l  (Mean = 2 . 8 1 5 ) .  

Q 11. DLLC u n i t s  o r  d i v i s i o n s  c o o r d i n a t e  a c t i v i t i e s  and communicate 

we1 l w i t h  each o t h e r  (Mean = 3 .586) .  

Q 13.  Management encourages our suggest ions and comp la in ts  (Mean = 

2 .643) .  

Quest ions 4,  11 and 13 show t h a t  those employees most d i s s a t i s f i e d  w i t h  

communication and coopera t ion  were enforcement o f f i c e r s  and employees 

c a t e g o r i z e d  as " o t h e r "  ( i n c l u d e s  Board members, Board s e c t i o n  employees, 

and da ta  p rocess ing  p e r s o n n e l ) .  I n  a d d i t i o n ,  employees w i t h  longer tenure  

expressed more disagreement w i t h  the  s ta tements .  However, employees o f  

more than f i v e  years  expressed l e s s  disagreement w i t h  q u e s t i o n s  7 ,  9 and 

13. 



Seventeen open-ended cornmen t s  (50 percent  o f  responses) a l  so addressed the 

cooperat ion and communication problem. The f o l l o w i n g  a re  t y p i c a l  answers 

t o  the quest ion:  "What do you cons ider  the b i gges t  problem on your job?" 

0 Lack o f  cooperat ion w i t h  o ther  areas.  

0 l n t r a s e c t i o n a l  uncooperat iveness.  

0 Do not  work as a team. 

r Communication between departments.  

We need communication up and down the ladder .  

s Constant b a t t l e s  between employees. 

Seven employees used the  ques t i onna i r e  as an o p p o r t u n i t y  t o  express 

animosi t y  towards o t h e r  employees. A l a rge r  group (12 employees) s a i d  

t h a t  backstabbing and o the r  problems between employees was the  b i gges t  

problem on the job.  

Lack o f  resources: Employees were asked severa l  ques t ions  about whether 

they had adequate equipment and t r a i n i n g  t o  per fo rm t h e i r  j obs .  Responses 

i n d i c a t e d  d i s s a t i s f a c t i o n  w i t h  equipment and on- the- job t r a i n i n g ,  

p a r t i c u l a r l y  i n  the enforcement area.  Fo l l ow ing  a re  examples o f  ques t ions  

which tapped these issues o f  d i s c o n t e n t .  

Q 3 .  My superv iso r  sees t o  i t  t h a t  we have the t h i n g s  we need t o  do 

our jobs (Mean = 2.346, 3.333 f o r  Enforcement O f f i c e r s ) .  

Q 12. 1 have enough equipment and resources t o  do my work (Mean = 

3.241, 4.600 f o r  Enforcement O f f i c e r s ) .  

9 1 7 .  1 rece ive adequate i n - se r v i ce  t r a i n i n g  f o r  my needs (Mean = 

2.846, 3.545 f o r  Enforcement O f f i c e r s ) .  



The f o l l o w i n g  were t y p i c a l  o f  the 11 open-ended comments (32 percent  o f  

responses) i n  t h i s  a rea .  

0 To work undercover ,  you need b i n o c u l a r s ,  body bug tape recorders ,  

cameras, and undercover money. The department has no t  supp l i ed  any o f  

these i tems. I have never been qua1 i f i ed  by t h i s  department w i t h  my 

f i r ea rm .  I have never been t o  any school t o  broaden my law 

enforcement knowledge o r  s u r v i v a l  s k i l l s .  

0 My work environment i s  t o t a l l y  unacceptable.  No o f f i c e ,  no desk, no 

telephone, and very  l i t t l e  equipment. L i t t l e  t o  no i n - se r v i ce  

t r a i n i n g  i s  p rov ided .  

0 Poor r ad ios .  No weapons q u a l i f i c a t i o n s  s ince  b e i n g  h i r e d .  

0 Not enough work space and equipment t o  do a r e a l l y  good job .  

Management instabi I i ty: Nineteen responses (56 percen t  o f  t o t a l )  t o  

open-ended ques t ions  i nd i ca ted  employee d iscomfor t  w i t h  the r a t e  o f  

change i n  management and po l  i c i e s  be fo re  the new Super in tendent  was 

appointed i n  March. The survey was admin is tered i n  May be fo re  he was 

conf i rmed by the L e g i s l a t u r e .  Employees have adopted a "wa i t  and see" 

phi losophy o r  are o p t i m i s t i c  s i nce  the appointment.  Examples o f  employee 

comments f o l l o w .  

0 Management s t y l e  used i n  the  pas t  has been t o  keep everyone i n  the  

dark and make up r u l e s  as something pops up. The new Super intendent 

i s  moving r a p i d l y  t o  c o r r e c t  t h i s .  

0 We have gone through some very  d i f f i c u l t  t imes i n  the l a s t  e igh teen  

months. Dur ing  t h i s  t ime the Department d e t e r i o r a t e d  i n  almost every 

aspect due almost e n t i r e l y  t o  the choice o f  Super in tenden ts .  I f ee l  

we now have a Super in tendent  who i s  capable and i s  i n  the process o f  

r e b u i l d i n g  a sound o r g a n i z a t i o n .  

0 The constant  change causes con fus ion  and g i v e s  me the f e e l i n g  o f  

i n s t a b i l i t y  f o r  the whole Department. 



a Organ iza t ion  has been undergoing a d m i n i s t r a t i v e  shock. New 

a d m i n i s t r a t i o n  has p r o v i d e d  no guidance, d i r e c t i o n ,  o r  communication. 

Department i s  s t i l l  o p e r a t i n g  as 4 t o  5 separate  agenc ies.  

a Unpred ic tab le  - c o n s t a n t l y  changing r u l e s / r e g u l a t i o n s  on how t o  do 

the  j o b .  We've had too  many changes i n  t h e  pas t  14-16 months t o  

operate  smoothly.  I t  seems as i f  management t r i e s  t o  keep a wedge i n  

the  d i f f e r e n t  areas - t r i e s  t o  s t o p  the  Department from work ing 

together  as a team. 

a P o l i c i e s  a re  c o n s t a n t l y  changed. Standards a r e  i n  cons tan t  change. 

When p o l i t i c a l  p ressure  i s  a p p l i e d ,  t h a t  i s  the  d i r e c t i o n  t h a t  

management moves. 

0 The o n l y  t h i n g  t h a t  i s  cons tan t  a t  the  L i q u o r  Department i s  change. 

Personnel pract ices and p o l i c i e s :  Severa l  q u e s t i o n s  about personnel  

p r a c t i c e s  and management a t  DLLC were i n c l u d e d  i n  the  q u e s t i o n n a i r e .  

Grievance procedures,  f a i r n e s s  and honesty i n  management, and t h e  

performance reviews used a t  DLLC were i d e n t i f i e d  as problem a reas .  

Employees who were w i t h  t h e  Department between two and f i v e  years  were 

the  most d i s s a t i s f i e d .  The f o l l o w i n g  ques t ions  i l l u s t r a t e  these problems. 

Q10. i have con f idence  i n  the  f a i r n e s s  and honesty o f  management 

(Mean = 2.769, 3.538 f o r  two t o  f i v e  year  workers ) .  

Q 16. DLLC's g r ievance  procedures a r e  adequate f o r  hand I i ng my 

problems o r  c o m p l a i n t s  (Mean = 2.778, 3 .750 f o r  two t o  f i v e  year 

workers) .  

Q19. The employee performance rev iew process as p r a c t i c e d  a t  DLLC i s  

an e f f e c t i v e  and u s e f u l  management t o o l  (Mean = 2.680, 3.545 f o r  

two t o  f i v e  year  w o r k e r s ) .  

The i n t e r e s t i n g  p o i n t  about the  gr ievance procedures q u e s t i o n  i s  t h a t  t h e  

answer w i t h  the g r e a t e s t  f requency i s  "not  sure. ' '  



Twenty-two employees (65 percent  o f  those respond i ng) made s t rong  

statements about personnel  po l  i c i e s  and management p r a c t  i ces  a t  DLLC. 

The i r  comments inc luded  the  f o l l o w i n g .  

a I am requ i r ed  t o  per fo rm e x a c t l y  the same work as someone a grade 

h i ghe r .  

a Bad employees have been kep t  i n  t h e i r  p o s i t i o n s  j u s t  because no one 

wanted t o  f i re  them and good employees have l e f t  because no one 

showed them any reason t o  s t a y .  

r Superv isors  who a re  double d i ppe rs  . . . d o n ' t  work t o  b e t t e r  

anyth ing,  a re  u n i n t e r e s t e d  i n  problems, and a re  ex t reme ly  paranoid  o f  

anyone who works ha rd  because i t  makes them look bad. 

a My superv isor  has s i n g l e d  out  another employee i n  an at tempt  t o  f o r c e  

him out  o f  the agency or  ge t  h im f i r e d .  

r I t ' s  hard t o  m a i n t a i n  a p o s i t i v e  a t t i t u d e  when a t  o t he r  agencies 

o f f i c e r s  a re  making $8,000 t o  $10,000 more per year and do ing  the  

same work . 

a Rea l loca te  personnel  and p o s i t i o n s .  P o s i t i o n s  have been jockeyed 

around t o  make uncovered pos i t ions ["uncovered" means exempt from 

s t a t e  personnel  requirements1 . . . f o r  f r i e n d s  o f  the former 

Super in tendent ,  and have been kep t  i n  p l ace .  

E l im ina te  unproduc t i ve  and coun te rp roduc t i ve  personne l .  

a Low pay, ve ry  l i t t l e  chance f o r  advancement. 

a The Department d i s c r i m i n a t e s  aga ins t  m i n o r i t i e s .  

S W R Y  

The Aud i to r  Gene ra l ' s  survey o f  DLLC employees and Board members has 

i nd i ca ted  numerous issues o f  concern.  The most prominent issue i s  t he  



lack o f  coopera t ion .  The closed-ended and open-ended ques t ions  suggest 

t ha t  communication may be a c o n t r i b u t i n g  f a c t o r  t o  the  d i s s a t i s f a c t i o n  o f  

many employees. Employees s a i d  they were g e n e r a l l y  s a t i s f i e d  w i t h  t h e i r  

jobs (mean = 1.862) desp i t e  the h o s t i l e  work ing environment.  

Personnel problems and management issues o f t e n  appear as employee 

concerns.  Many o f  the comments d i r e c t e d  a t t e n t i o n  t o  the behav ior  o f  

management personnel as a source o f  d i s s a t i s f a c t i o n .  There i s  a g rea t  

deal o f  f r i c t i o n  w i t h i n  the Department. Our survey was conducted too 

e a r l y  t o  f u l l y  measure the impact o f  the new Supe r i n tenden t ' s  

appointment,  bu t  ques t i onna i r es  turned i n  a f t e r  h i s  c o n f i r m a t i o n  

i nd i ca ted  t ha t  the f r i c t i o n  has no t  y e t  been e l i m i n a t e d .  



APPENDIX I I  

LEGISLATIVE COUNCIL OPINIONS 



June 2, 1988 

TO: Oouglas R .  Norton, Aud i t o r  General 

FROM: Arizona L e g i s l a t i v e  Counc i l  

RE: Request fo r  Research and S t a t u t o r y  I n t e r p r e t a t i o n  (0-88-2)  

Th is  memo i s  sen t  i n  response t o  a  reques t  made on your beha l f  by  W i l l i a m  
Thomson i n  a  memo dated May 9, 1988. 

FACT S I T U A T I O N :  

Based on an i n t e r p r e t a t i o n  from t h e i r  a t t o r n e y  general  r ep resen ta t i ve ,  t h e  
department of l i q u o r  l i c e n s e s  and c o n t r o l  (DLLC) has awarded l i q u o r  l i censes  t o  
a p p l i c a n t s  who have been conv i c t ed  o f  f e l o n i e s  and v i o l a t i o n s  o f  Ar izona Revised 
S t a t u t e s  (A.R.S.) t i t l e  4. These awards were based on A . R . S .  s e c t i o n  4-261 which 
i s  commonly r e f e r r e d  to as t h e  a c q u i s i t i o n  o f  c o n t r o l  s t a t u t e .  This a c q u i s i t i o n  
o f  c o n t r o l  s t a t u t e  addresses t he  necessary  mechanisms f o r  t h e  department " t o  
approve a  1  i cense t r a n s a c t i o n  where a  person ob ta i ns ,  d i r e c t l y  o r  i n d i r e c t l y ,  
c o n t r o l  o f  an i n - s t a t e  l i c e n s e e  o r  c b n t r o l l i n g  person and i n c l u d e s  a  t r a n s f e r  o f  
a  bar  o r  l i q u o r  s t o r e  l i c e n s e  t o  ano the r  person" (memo f r o m  a t t o r n e y  general  
r e p r e s e n t a t i v e  t o  DLLC) and t he  s p e c i f i c  t ime frame a l l o t t e d  f o r  t h e  p a r t i c u l a r  
t r a n s a c t i o n  t o  take p l ace .  

I n  severa l  cases reviewed b y  t h e  a u d i t o r  g e n e r a l ' s  o f f i c e ,  t h e  
super in tenden t  o f  DLLC has awarded l i c e n s e s  to i n d i  v i  dual a p p l i c a n t s  even though 
the department had ev idence t h a t  a p p l i c a n t s  had p r i o r  c r i m i n a l  c o n v i c t i o n s  o r  had 
p rev ious  l i q u o r  l a w  v i o l a t i o n s .  The l i c e n s e s  were awarded because t he  department 
had n o t  taken a c t i o n  t o  accept  o r  deny t h e  l i c e n s e  t r a n s f e r  w i t h i n  t h e  s p e c i f i c  
mandated t ime frame.. Accord ing  t o  t h e  depar tment 's  a t t o r n e y  general  
r e p r e s e n t a t i v e  " / T h e  Super in tenden t  has 90 days f r o m  t he  da te  o f  t h e  f i l i n g  o f  a  
compl e t e  a p p l i c a T o n ,  as d e f i n e d  i n  A.R.S .  s e c t i o n  4-267(B), t o  e i t h e r  approve 
an a p p l i c a t i o n  t o  acqu i r e  c o n t r o l  o r  to schedule  a  h e a r i n g  on t h e  a p p l i c a t i o n "  as 
p rov ided  i n  A.R.S .  s e c t i o n  4-267,  s u b s e c t i o n  A. The a t t o r n e y  general  
r e p r e s e n t a t i v e  f u r t h e r  p o i n t s  o u t  t h a t  " / q h e  f a i l u r e  t o  a c t  w i t h i n  t h e  a l l o t t e d  
t ime per iod ,  o r  to o b t a i n  a  consensual-extension of t ime w i l l  r e s u l t  i n  t he  
approva l  o f  t he  a p p l i c a t i o n  by t he  o p e r a t i o n  o f  law" as p rov ided  f o r  i n  A.R.S. 
s e c t i o n  4-267, subsec t i on  A. As a  r e s u l t  o f  t he  elapsed t ime frame and t h e  
depar tment ' s  f a i l u r e  t o  a c t  prompt1 y, t h e  li cense t r a n s f e r s  were approved. 

However, seve ra l  s t a t e  s t a t u t e s  w i t h i n  A . R . S .  t i t l e  4 appear t o  be ve ry  
speci  fi c  i n  t h e  1  anguage used to  address A r i z o n a ' s  d e s i r e  t o  ensure t h a t  persons 
w i t h  c e r t a i n  un lawfu l  c h a r a c t e r i s t i c s  do n o t  r ece i ve  o r  m a i n t a i n  a  l i q u o r  
l i c e n s e .  A.R.S. s e c t i o n  4-202, subsec t ion  D c l e a r l y  s t a t e s  t h a t  the  department 
s h a l l  n o t  i s sue  t o  o r  renew a  l i c e n s e  o f  persons who have been conv ic ted  of  a  
f e l ony  w i t h i n  f i v e  years  p r i o r  to t he  a p p l i c a t i o n  da te .  I n  f ac t ,  t he  s t a t u t e  



even goes f u r t h e r  i n  d e f i n i n g  the  depar tment ' s  r o l e  i n  o b t a i n i n g  c r i m i n a l  
background i n f o r m a t i o n  rega rd i ng  t h e  l i censee ,  so t h a t  DLLC can use t h a t  
i n f o rma t i on  as bas is  f o r  a c c e p t i n g  o r  r e j e c t i n g  an a p p l i c a n t .  

I n  a d d i t i o n ,  t h i s  subsec t ion  s t a t e s  t h a t  " / T o  l i c e n s e  s h a l l  be issued to  
any person who, w i t h i n  one yea r  p r i o r  t o  a p p l i  catTon, has v i o l a t e d  any p r o v i s i o n  
o f  as s p i r i t u o u s  l i q u o r  l i c e n s e  issued o r  has had a  l i c e n s e  revoked." Fur ther ,  
t h i s  ma t t e r  i s  addressed i n  A.R.S. sec t i on  4-203, subsec t ion  H. I t  s t a t e s  t h a t  
"/% s p i r i t u o u s  l i q u o r  l i c e n s e  s h a l l  be asigned, t r a n s f e r r e d  o r  so ld ,  except as 
p z v i d e d  f o r  i n  t h i s  t i t l e . "  

Moreover, A.R.S. s e c t i o n  4-266 s t a t e s  t h a t :  

With r espec t  t o  t h e  proposed a c q u i s i t i o n  o f  c o n t r o l  o f  an 
i n - s t a t e  l i c e n s e e  o r  c o n t r o l l i  ng person, t h e  super in tenden t  s h a l l  
deny an a p p l i c a t i o n  i f  he f i nds  any o f  t h e  f o l l o w i n g :  

1. The person who would acqu i r e  c o n t r o l  f a i l s  t o  demonstrate 
t h a t  he meets t h e  requi rements  f o r  l i c e n s u r e .  

2. The a p p l i c a n t  neg lec t s ,  f a i l s  o r  re fuses  t o  f u r n i s h  t o  t h e  
super in tenden t  any i n fonna t i on  r e q u i r e d  b y  t h e  super in tenden t .  

3. I t i s  c o n t r a r y  t o  law.  
(Emphasis added.) 

These s t a t u t e s  appear to i n d i c a t e  t h a t  no one may r e c e i v e  an o r i g i n a l  
l i c e n s e  o r  a  l i c e n s e  on t r a n s f e r  w i t hou t  q u a l i f y i n g .  

QUESTIONS PRESENTED: 

1. Does t h e  a c q u i s i t i o n  o f  c o n t r o l  s t a t u t e  mandate t h e  issuance o f  a  
l i c e n s e  t o  a p p l i c a n t s  w i t h  known c r i m i n a l  backgrounds and p rev i ous  A.R.S. t i t l e  4 
v i o l  a t i o n s  because a  s p e c i f i c  t i m e  frame has e lapsed? 

2 .  What remedy does DLLC have i n  cases i n  which a  l i c e n s e  was granted 
because i t  had n o t  ac ted  w i t h i n  t h e  s t a t u t o r y  t i m e  frame? 

3. Does DLLC's approva l  o f  a c q u i s i t i o n  o f  c o n t r o l  guaran tee  l i c e n s u r e ,  o r  
does t h e  a p p l i c a n t  s t i l l  have t o  meet a l l  o t h e r  l i c e n s i n g  mandates? 

DISUSSION: 

The Ar izona a c q u i s i t i o n  o f  c o n t r o l  s t a t u t e s ,  A.R.S .  t i t l e  4 ,  chap te r  2 ,  
a r t i c l e  5, make i t  un law fu l  t o  acqu i r e  c o n t r o l  o f  an i n - s t a t e  l i q u o r  l i censee  o r  
a  person c o n t r o l  1 i ng a  1  i quor who1 esal  e r  o r  r e t a i l  e r  w i t h o u t  p r i o r  approva l  by 
the super in tenden t .  For  t h e  purposes o f  t h i s  a r t i c l e ,  an i n - s t a t e  l i censee  means 
a  person issued an i n - s t a t e  p roducer ' s ,  who lesa le r ' s ,  ba r ,  beer  and wine bar ,  
1  i quor s to re ,  beer and wine s to re ,  ho te l -mo te l  , r e s t a u r a n t  o r  domest ic farm 
w ine ry  1  i cense. 



A . R . S .  s e c t i o n  4-264 p r o h i b i t s  a  person from making o f f e r s  t o  acqu i re  
s e c u r i t i e s  which would r e s u l t  i n  t he  a c q u i s i t i o n  o f  c o n t r o l  t h a t  r equ i r es  p r i o r  
approva l  by the  super in tenden t  un less  such p r i o r  approva l  has been obta ined.  
A . R  .S.  s e c t i o n  4-266 spec i  f i  es the  grounds upon which t h e  super in tenden t  must 
deny an a p p l i c a t i o n .  One o f  these grounds i s  i f  the  person who would acqu i re  
c o n t r o l  f a i l s  to  demonst ra te  t h a t  he meets the  requi rements  f o r  l i censu re .  For 
example, i f  the a p p l i c a n t  a t t emp t i ng  t o  acqu i r e  c o n t r o l  i s  a  conv i c t ed  fe lon  o r  
i s  assoc ia ted i n  bus iness dea l ings  w i t h  known c r i m i n a l s ,  t he  super in tenden t  must 
deny t he  a p p l i c a t i o n .  I n  a d d i t i o n ,  t he  super in tenden t  must deny t he  a p p l i c a t i o n  
i f  the a p p l i c a n t  has refused t o  p rov i de  r e q u i r e d  i n f o r m a t i o n  o r  i f  the 
a c q u i s i t i o n  would v i o l a t e  o t h e r  laws such as f ede ra l  o r  s t a t e  a n t i t r u s t  laws. I n  
a d d i t i o n ,  t he  a c q u i s i t i o n  o f  c o n t r o l  s t a t u t e s  p rov i de  t h a t  i f  t he  super in tenden t  
has no t  acted on t h e  a p p l i c a t i o n  w i t h i n  n i n e t y  days t h e  a p p l i c a t i o n  w i l l  be 
deemed approved as a  m a t t e r  of law. A . R . S .  s e c t i o n  4-267. 

The re1 a t i o n s h i  p between t he  a c q u i s i t i o n  o f  c o n t r o l  s t a t u t e s  and those 
s t a t u t e s  p r e s c r i b i n g  t h e  issuance o r  t r a n s f e r  o f  l i q u o r  l i c e n s e s  i s  n o t  exp ress l y  
p rov ided .  A . R . S .  s e c t i o n  4-202, subsec t ion  D p resc r i bes  t h e  requi rements  f o r  
o b t a i n i n g  a  l i q u o r  l i c e n s e  i n  t h e  s ta te .  T h i s  subsec t i on  p rov i des  t h a t  a  l i c e n s e  
s h a l l  no t  be granted to  a  person who, w i t h i n  .one year  p r i o r  to  a p p l i c a t i o n ,  has 
v i o l a t e d  any p r o v i s i o n  o f  an i ssued  l i q u o r  l i c e n s e  o r  has had a  l i c e n s e  revoked. 
A d d i t i o n a l l y  a  l i c e n s e  may n o t  be i ssued o r  renewed t o  a  person who, w i t h i n  f i v e  
years  p r i o r  t o  a p p l i c a t i o n ,  has been c o n v i c t e d  o f  a  f e l o n y .  A.R.S .  s e c t i o n  
4-203, subsect ion F re1  a tes  t o  t he  person- to-person t r a n s f e r  o f  a  bar  o r  a  l i q u o r  
s t o r e  l i c e n s e  and p rov i des  t h a t  such a  t r a n s f e r  w i l l  be a l lowed i f ,  among o t h e r  
requi rements ,  t h e  t r a n s f e r e e  i s  q u a l i f i e d  t o  be a  l i c e n s e e  and i f  t h e  t r a n s f e r  
meets t he  a c q u i s i t i o n  o f  c o n t r o l  requ i rements .  

There are two p o s s i b l e  i n t e r p r e t a t i o n s  i n  e v a l u a t i n g  t h e  re1  a t i o n s h i  p  
between t he  a c q u i s i t i o n  of c o n t r o l  s t a t u t e s  and t h e  s t a t u t e s  r e l a t i n g  t o  t he  
issuance o r  t r a n s f e r  o f  l i q u o r  l i c e n s e s .  One i n t e r p r e t a t i o n  would take t h e  p l a i n  
meaning o f  t he  s t a t u t e s  and conc lude t h a t  t h e  a c q u i s i t i o n  o f  c o n t r o l  procedures 
s p e c i f i c a l l y  a p p l y  t o  o b t a i n i n g  p r i o r  approva l  f o r  such a c q u i s i t i o n  and a re  
separate  from t h e  procedures f o r  o b t a i n i n g  a  l i c e n s e  o r  a  t r a n s f e r  o f  a  
1  icense.  

The second i n t e r p r e t a t i o n ,  and t h e  one adopted b y  t h e  department, v iews t h e  
a c q u i s i  ti on of c o n t r o l  procedures t o  i n c l u d e  a1 1  t h i n g s  necessary  t o  e f f e c t u a t e  
t h e  t r a n s f e r  o f  c o n t r o l  of a  l i censee .  Since t h e  grounds f o r  o b t a i n i n g  approval  
f o r  a c q u i r i n g  c o n t r o l  of a l i c e n s e e  a r e  t h a t  t h e  t r a n s f e r e e  meet t h e  requi rements  
f o r  an o r i g i n a l  l i c e n s e ,  and t h i s  same requ i rement  i s  made f o r  a  t r a n s f e r  o f  a  
bar and l i q u o r  s t o r e  l i c e n s e ,  i t  appears t h a t  t h e  l e g i s l a t u r e  i n t ended  t h a t  t he  
procedures were t o  t a k e  p l a c e  s imu l taneous ly .  Moreover, an i n t e r p r e t a t i o n  t h a t  
r e q u i r e s  t h a t  t h e  procedures under t h e  a c q u i s i t i o n  o f  c o n t r o l  s t a t u t e s  be 
separa te  f rom t h e  issuance of  a  new l i c e n s e  o r  a  t r a n s f e r  o f  c e r t a i n  e x i s t i n g  
l i c e n s e s  renders t h e  a c q u i s i t i o n  o f  c o n t r o l  process meaning1 ess s i n c e  t he  
i d e n t i c a l  grounds a r e  used as t h e  b a s i s  f o r  whether o r  n o t  t h e  approva l  i s  
granted o r  t h e  bar o r  l i q u o r  s t o r e  l i c e n s e  w i l l  be t r ans fe r red .  



Genera l l y  an a d m i n i s t r a t i v e  c o n s t r u c t i o n  o f  a  s t a t u t e  i s  e n t i t l e d  t o  g rea t  
weight ,  e s p e c i a l l y  if the  s t a t u t e  has two o r  more poss ib l e  i n t e r p r e t a t i o n s .  If 
the  a d m i n i s t r a t i v e  i n t e r p r e t a t i o n  i s  a  reasonable  one, t h a t  i n t e r p r e t a t i o n  
should  be c o n t r o l  1  i n g .  Su ther l  and, S t a t u t e s  and S t a t u t o r y  C o n s t r u c t i o n  sec t i ons  
49.03 and 49.04 ( 4 t h  ed., Sands, 1972). 

The a c q u i s i t i o n  o f  c o n t r o l  s t a t u t e s  do n o t  mandate t h a t  a  l i q u o r  l i c e n s e  be 
issued. However, when t h e  department approves an a c q u i s i t i o n  o f  c o n t r o l  
a p p l i c a t i o n ,  t h e  assumption i s  t h a t  t he re  are no grounds under A.R.S. s e c t i o n  
4-266 f o r  den ia l  o f  t h e  a p p l i c a t i o n  and t h a t  t h e r e f o r e  t h e  a p p l i c a n t  meets t he  
l i c e n s u r e  requi rements  f o r  a  l i q u o r  l i c e n s e .  Thus, t h e  approva l  o f  the  
a c q u i s i t i o n  of c o n t r o l  a p p l i c a t i o n  cou ld  a l s o  be cons idered as approva l  f o r  
issuance o r  t r a n s f e r  o f  t he  1 i  quor l i c e n s e .  However, i n  e n a c t i n g  t h e  a c q u i s i t i o n  
o f  c o n t r o l  s t a t u t e s ,  the  l e g i s l a t u r e  a l so  prov ided f o r  approva l  o f  the  
a p p l i c a t i o n  by a  s p e c i f i e d  p e r i o d  o f  t ime.  A.R.S .  sec t i on  4-267. I n  answer t o  
your f i r s t  quest ion,  a1 though t h e  a c q u i s i t i o n  o f  c o n t r o l  s t a t u t e s  do n o t  r e q u i r e  
t h a t  DLLC issue a  l i c e n s e  t o  an a p p l i c a n t  whose a p p l i c a t i o n  has n o t  been acted 
upon w i t h i n  a  s p e c i f i e d  s t a t u t o r y  t ime frame, one cou ld  conclude t h a t  the  
depar tment 's  a c t i o n  i n  i s s u i n g  t h e  l i c e n s e  was reasonable  s i n c e  t h e  l e g i s l a t u r e  
prov ided t h a t  t h e  a p p l i c a t i o n  was deemed approved by o p e r a t i o n  o f  law. 

I n  answer t o  y o u r  t h i r d  ques t i on ,  i t  i s  reasonable  t o  conc lude  t h a t  
approva l  o f  t he  a c q u i s i t i o n  o f  c o n t r o l  a p p l i c a t i o n  i s  a1 so approva l  f o r  issuance 
o r  t r a n s f e r  o f  t h e  l i q u o r  l i c e n s e  s i n c e  one o f  t h e  grounds f o r  d e n i a l  o f  t he  
a p p l i c a t i o n  i s  t h a t  t h e  person who would acqu i r e  c o n t r o l  f a i l s  t o  demonstrate 
t h a t  he meets t he  r equ i rmen ts  f o r  li iensu re .  However, A . R . S .  s e c t i o n  4-267 has 
t he  un fo r t una te  consequence o f  a l l o w i n g  the  issuance o f  a  l i c e n s e  t o  a  person 
w i t h  a  known c r i m i n a l  background o r  p rev ious  l i q u o r  v i o l a t i o n s  s i m p l y  because t h e  
department f a i l e d  t o  a c t  on t h e  a p p l i c a t i o n  w i t h i n  a  reasonable pe r i od  o f  time. 

For t h i s  reason we recommend t h a t  t h e  l e g i s l a t u r e  r e v i s i t  t h e  a c q u i s i t i o n  
o f  c o n t r o l  s t a t u t e s  and c l a r i f y  t h e  r e l a t i o n s h i p  between these s t a t u t e s  and t he  
s t a t u t e s  r e l a t i n g  t o  issuance and t r a n s f e r  o f  1 i  quor l i c e n s e s .  A t  t he  l e a s t ,  t h e  
l e g i s l a t u r e  should  r epea l  A.R.S .  s e c t i o n  4-267 and remove t h e  p r o v i s i o n  t h a t  an 
a p p l i c a t i o n  f o r  a c q u i s i t i o n  o f  c o n t r o l  t h a t  i s  n o t  acted upon a f t e r  n i n e t y  days 
i s  approved by o p e r a t i o n  of law.* 

*The procedure to f o l l o w  i n  those  cases i n  which t he  department i s  d i l a t o r y  i n  
a c t i n g  upon an a p p l i c a t i o n  i s  p r e s c r i b e d  i n  A.R.S .  s e c t i o n  4-201.01. That  
s e c t i o n  p rov ides  t h a t  an a p p l i c a n t  may f i l e  a  demand t h a t  t h e  department take 
a c t i o n  w i t h i n  f i f t e e n  days a f t e r  t h e  demand if t h e  a p p l i c a n t  f e e l s  t h a t  t h e  
department i s  n o t  a c t i n g  i n  a  t i m e l y  manner. The sec t i on  a l s o  p rov ides  t h a t  t h e  
super in tenden t  may ex tend  t h e  t ime  1  i m i t s  f o r  a c t i o n  by  up t o  one hundred f i v e  
days i f  such ex tens ion  i s  i n  t h e  pub1 i c  i n t e r e s t  , Proposed amendments t o  t h e  one 
hundred f i v e  day e x t e n s i o n  p e r i o d  by S .B. 1238, 3 8 t h  L e g i s l a t u r e ,  second r e g u l a r  
sess ion,  c l e a r l y  p r o v i d e  t h a t  t h i s  procedure a p p l i e s  to  t h e  a c q u i s i t i o n  o f  
c o n t r o l  s t a tu tes .  
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a c t  w i t l ~ i n  t h e  a l l o t e d  t i m e  p e r i o d ,  o r  t o  o t ~ t a i r ~  a c o n s ~ n s 1 1 3 1  
c x t s n s i o - ~  of time w i l l  r e s u l t  i n  t h o  a p p r o v a l  o f  tlie application 
by o p e r a t l o n  o f  l a w .  A.R.S.  ; 4 - 2 6 7  ( A ) .  

Ally h e a r i n q  h e l d  t o  cfetr?rrnine whet t lor  to g r a n t  ari 
a[lr.L icat i o n  f o r  a c q u i s i t i o n  o f  c o n t r o l  m t l s t  be t io ld  t , e f o r e  t l i c  
s u j l e r  i n t  ? n t l e r ~ t  oc  a h e a c i n g  oEf i c e r  f o r  t f ~ e  s t ~ p ~ r  i n t e n t l e n t  i n  
c o n f o r m a n c e  with A . R . S .  5 4 - 2 6 8  a n d  the a d j u d i c a t i v e  p : 9 c e e ? i n f j ?  



t . T I I F !  ~ O C U S  o f  t h e  h ? , ~ r l n q  may be o n l y  t i lose ~ s s c i e . ;  
ac idresse t l  i n  A . H . S .  5 4 - 2 6 6 ,  g r o u n d s  f o r  d e n l c - t l .  

111 v i e w  of  t i19 applicability of  t h e  a c q u i s i t i o n  of 
c o n t r o l  s t a t u t e s  t o  t h o s e  t r 2 n s a c t i o n s  f o r m e r l y  c a t e g o r i z e d  a s  
p e r s o n  t c a n s E e r s ,  t h e  n o a r d  ~5 no lor17er ttie p r o p e r  bod-! t o  h e a r  
a n d  r i e t ~ r r n i n s  tllc.?c t t - a n s a c t i o n s ,  e x c e p t  a s  a p p e a l s  f rom 
S u p e r  i n t e r l d ~ ~ l t '  s r i c c i s i o n s .  



July 1 1, 1988 

TO: Douglas R. Norton, Auditor General 

FROM: Arizona Legislative Council 

RE: Request for Research and Statutory Interpretation (0-88-3) 

This memo is sent  in response t o  a request made on your behalf by William 
Thomson in a memo dated June 8, 1988. 

FACT SITUATION A: 

The Department of Liquor Licenses and Control  (department)  currently allows 
individuals to continue selling alcohol a f t e r  their licenses have apparently expired. In 
some cases t h e  licensees continue alcohol sales for only a few days a f t e r  the  license 
renewal date  has passed while o thers  continue fo r  th ree  months or more  before obtaining 
a new license. Presently, t h e  depar tment  takes  no action until a license has gone sixty 
days beyond t h e  renewal date. After  sixty days t h e  depar tment  mails t h e  licensee a l e t t e r  
requiring they "cease and desist" all liquor sales if his license has not been renewed. 

Neither Arizona Revised S ta tu tes  (A.R.S.) section 4-209.01 or any other t i t l e  4 
s t a tu tes  specifically indicate whether continued Liquor sales a f t e r  t h e  renewal d a t e  a r e  
against s t a t e  law. The Auditor General has received complaints from t h e  liquor industry 
t h a t  some wholesalers a r e  being c i ted  for illegally supplying liquor t o  establishments a f t e r  
t h e  establishment's license renewal da te  had passed. However, these  licensees were still 
selling liquor to  the  public. In addition, members of the  Auditor General staff have 
contacted licensees with unrenewed licenses and found t h a t  they a r e  still  selling liquor t o  
t h e  public. 

A.R.S. t i t l e  4 does not clearly define when a license expires with regard to  t h e  
authority t o  sell  liquor. A.R.S. section 4-209.01 states t h a t  t h e  license of a licensee who 
fails t o  renew such license a f t e r  t h e  payment is due as prescribed by A.R.S. section 4-209 
shall b e  subject t o  revocation. In addition, section 4-209.01 mandates tha t  a liquor 
license expires "sixty days a f t e r  t h e  payment of t h e  f e e  is duen. However, both of these  
provisions appear t o  re la te  to t h e  right of t h e  licensee t o  renew his license within a 
reasonable t ime  frame. This t i m e  t o  renew is cr i t ica l  because, under t h e  quota system, a 
surrendered or revoked license is placed back into t h e  lo t tery  for reissuance to  another 
party* 

QUESTIONS PREENTED: 

1. May liquor licensees legally continue t o  sell liquor a f t e r  their  license renewal 
date? 

2. If licensees may continue t o  sell liquor beyond their renewal date,  how long may 
they do so? 



FACT SITUATION 0: 

A.R.S. section 4-209.0 1 s t a tes  t h a t  a licensee who fails  t o  renew his license within 
thirty days as prescribed by law "shall be subject t o  a penalty of twenty per cen t  of the  
licensee fee  . . .". A.R.S. section 4-209 provides for two license fees: an  original license 
fee specified in A.R.S. section 4-209, subsection B and annual fees  specified in A.R.S. 
section 4-209, subsection D. The depar tment  interprets A.R.S. section 4-209.0 1 to imply 
tha t  t h e  licensee must pay twenty percent of t h e  annual f e e  as t h e  penalty. 

QUESTION PRESENTED: 

I. Does A.R.S. section 4-209.01 re fe r  t o  t h e  original license fee or the  annual 
renewal fee,  when the  law states t h e  penalty shall be  "twenty per cent  of t h e  license f e e  ... I"? 

DISCUSSION: 

Generally, a person may not, with impunity, engage in t h e  business of selling liquor 
without obtaining a license in compliance with t h e  liquor laws. 48 C.J.S. section 102; 
A.R.S. section 4-244, paragraph I. The duration of a liquor license is usually fixed by 
statute.  48 C.J.S. section 138. In this state, A.R.S. section 4-209.01 indicates d e a r l y  and 
unambiguously t h e  penalty for  failure t o  renew a liquor license by t h e  end of a year. That  
section states that: 

A licensee who fails t o  renew his license within th i r ty  days a f t e r  the  
payment of the  f e e  is due as prescribed by section 4-209 shall be  subject t o  
a penalty of twenty per c e n t  of t h e  license fee, which shall be paid with the  
license fee. The license of a licensee who fails t o  renew such license a f t e r  
t h e  payment of t h e  f e e  is due as prescribed by section 4-209 shall be subject 
to revocation. If a license is not  renewed within sixty days a f t e r  payment of 
t h e  f e e  is due i t  shall expire. Such expired license may be renewed by the  
superintendent if good cause is shown by t h e  licensee. 

Thus, i t  is c lear  t h a t  a liquor license which is not renewed within sixty days a f t e r  
payment of t h e  fee due expires and t h e  holder of t h e  license may not continue to  sell 
liquor a f t e r  t h a t  date. Moreover, t h e  license, and the  privilege to  sell liquor, may also be 
revoked before this sixty day period if the  depar tment  chooses to  revoke the  license 
pursuant t o  t h e  provisions of A.R.S. section 4-209.01. 

A.R.S. section 4-209 sets for th  th ree  types of fees  for a liquor license. Subsection 
A of t h a t  section prescribes a one hundred dollar application fee. Subsection B of tha t  
section provides f a r  issuance f e e s  for  various types of original licenses. Subsection D of 
t h a t  section provides for annual f e e s  for the  various types of licenses. 

It is a well established principle of statutory interpretation tha t  t h e  law favors 
rational and sensible construction. Sutherland, S ta tu tes  and Statutory Construction 
section 45.12 (4th ed., Sands, 1972). The issuance fees  prescribed by A.R.S. section 4-209, 
subsection B are imposed once  when t h e  original licenses are issued. The fees  prescribed 



by A.R.S. section 4-209, subsection D are  imposed annually. Therefore, i t  is a reasonable 
interpretation tha t  the  twenty percent penalty on t h e  license f e e  for l a te  renewals 
p resc rbed  by A.R.S. section 4-209.01 should be imposed only on t h e  annual f e e  prescribed 
by A.R.S. section 4-209, subsection D. 

CONCLUSIONS: 

Fac t  Situation A: 

I. Liquor Licensees may legally continue t o  sell liquor a f t e r  their license renewal 
date. 

2. Without having his license renewed, a liquor licensee may continue t o  sell liquor 
until sixty days a f t e r  his renewal da te  unless the  depar tment  revokes t h e  license before 
this period of time. 

Fac t  Situation 8: 

1. The l a te  penalty of twenty percent  of t h e  License f e e  prescribed by A.R.S. 
section 4-209.01 c a n  reasonably be  interpreted to  apply to  only t h e  annual renewal fee. 

cc: William Thomson, Director 
Performance Audit Division 


