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June 1, 2020 

 
 
Members of the Utah Alcoholic Beverage Control Commission 
 and 
Mr. Salvador D. Petilos, Executive Director 
Department of Alcoholic Beverage Control 
 
Dear Commissioners and Mr. Petilos: 
 
We have performed various procedures on certain aspects of the Department of Alcoholic Beverage 
Control’s (DABC’s) review of Type 2, 3, and 5 Package Agencies, and the Underage Drinking 
Prevention and Enforcement Program.  These procedures were performed in accordance with Utah 
Code, Section 32B-2-302, agreed to by DABC management, and approved by the Alcoholic 
Beverage Control Commission.   

 
These procedures do not constitute an audit conducted in accordance with generally accepted 
auditing standards, the objectives of which would be the expression of an opinion on DABC’s 
internal control. Accordingly, we do not express such an opinion. Had we performed additional 
procedures, other matters might have come to our attention that would have been reported to you. 
Our recommendations resulting from the procedures are found within this report.  
 
By its nature, this report focuses on exceptions, weaknesses, and problems. This focus should not be 
understood to mean there are not also various strengths and accomplishments. We appreciate the 
courtesy and assistance extended to us by DABC’s personnel during the course of the engagement, 
and we look forward to a continuing professional relationship. If you have any questions, please 
contact me.  
 
Sincerely, 
 
 
 
Hollie Andrus, CPA 
Audit Director 
handrus@utah.gov 
801-808-0467
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Finding 1: Inadequate Monitoring of Type 5 Package 
Agencies 

 
Despite the finding in the 2015 audit report, the Department of Alcoholic Beverage Control 
(DABC) still does not adequately monitor breweries, distilleries, and winery manufacturing 
production to verify the accuracy of sales reports submitted to the department.   

Type 5 package agencies submit self-certified monthly sales reports to DABC. These reports are 
used to determine the amount of money these package agencies should remit to DABC. These 
remittances are used by the Department of Public Safety1, the Uniform School Fund to support 
the school lunch program2, and by DABC3. The numbers in these monthly sales reports are not 
verified by DABC on a monthly basis and do not appear to be adequately verified during 
DABC’s annual compliance audit of each package agency. From our perspective, it appears that 
the compliance personnel are recipients of the reports, but do not use the reports to validate 
package agency reporting. 

To assess the adequacy of procedures to ensure the proper collection of taxes and administrative 
fees, we selected a sample of seven Type 5 package agencies. We identified circumstances at 
two package agencies where inventory was transferred in a manner that did not comply with 
existing regulations. We also noted that a DABC compliance personnel failed to notice that a 
package agency’s July 2018 monthly sales report used to calculate tax and administrative fees 
was incomplete. As a result, DABC under invoiced that package agency by $5,407.64. 
Subsequently, DABC finance personnel identified the error and sent out a corrected invoice. As 
such, we consider the existing monitoring procedures inadequate and are concerned with the lack 
of care of certain DABC personnel to ensure proper collection of taxes and fees.  

Inadequate monitoring of these types of package agencies could create incentive for the 
manufacturers to under-report their sales, distorting the competitive landscape as well as 
resulting in a loss of remittances to the State. 

Recommendation: 
 
We recommend DABC verify reported Type 5 package agency sales on at least an annual 
basis. We recommend DABC strengthen its monitoring of production, inventory transfers, 
and inventory storage to ensure the proper collection of taxes and administrative fees. 
 
 
 

                                                              
1  UCA 32B‐2‐305(4) 
2 UCA 32B‐2‐304(4) 
3 UCA 32B‐2‐202(1)(h) 
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Finding 2: Inadequate Inventory Control 
 
Maintaining inventory controls is important to effective business operations. Key controls 
include an effective inventory ordering system, point-of-sale systems, and periodic counting of 
in-store inventory. 

During our test work, we noted that many of the Type 2 and Type 3 package agencies4 did not 
maintain effective inventory controls. This can make it difficult for these package agencies and 
DABC to track monthly sales of bottle. While package agencies are compensated on their 
purchase quantity, tracking monthly sales is important to ensure package agencies aren’t 
improperly stockpiling inventory. 

After reviewing the reports DABC sends to these package agencies, we determined that DABC 
does not provide reports to each package agency that contain the bottle count that DABC sold to 
that package agency. Instead, these reports identify the number of cases sold. Since different 
cases may contain different numbers of bottles per case, these reports lack useful critical 
operational information. 

While the ordering system contains product information supplied by DABC to a package agency, 
existing point-of-sales systems provide limited information back to DABC. For example, a 
package agency’s point-of-sales system might only report the number of bottles sold via 
credit/debit cards and not the type of product sold nor the number of bottles sold via cash sales. 

In addition, we noted a lack of periodic inventory counts, particularly on the part of DABC 
compliance personnel. 

In summary, the result is limited understanding of what is sold via the package agencies as well 
as disagreements regarding the product sales of package agencies and their associated 
compensation. 

 Recommendation: 

We recommend DABC improve its inventory control of Type 2 and Type 3 package 
agencies. We recommend DABC strengthen its supply chain with improved understanding 
of bottles sold, specifically as inventory flows into a package agency as well as when it is 
sold, whether via cash or credit/debit. We recommend DABC implement reporting that 

                                                              
4 Package agencies are liquor outlets operated by private individuals or corporate entities under contract with the 

state for the purpose of selling packaged liquor, wine and beer to the general public for off‐premise consumption. 

Package Agencies are located in communities too small to warrant the establishment of a state store, and in 

resorts and hotels where the outlets exist primarily for the benefit of their guests. 

(abc.utah.gov/about/package_agencies.html) 
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improves bottle-level reporting to help DABC and package agencies operate from common 
metrics. 

 

Finding 3: Improper Compensation Concerns 

 
Per the contract that DABC has with a Type 2 and Type 3 package agency, a package agency’s 
monthly compensation is based on the average monthly bottle counts that package agency 
purchased from DABC the previous year. 
 
After reviewing all invoices and LQ-95 forms for a sample of package agencies, we determined 
that bottle counts were inaccurate. Specifically, the bottle count of certain cases of product had 
changed over time, but that change was not reflected in DABC’s accounting system. As a result, 
in some situations the bottle counts were under counted while in others they were over counted6. 
This could have the effect of undercompensating certain package agencies and possibly 
overcompensating others. These errors occurred due to DABC not adequately understanding 
aspects of its new accounting system, particularly in regards to inventory. 
 
Once DABC discovered the fiscal year 2017 bottle counts were incorrect, they proceeded to 
correct the error. They also proceeded to terminate existing contracts with package agencies in 
order to create new contracts with the correct bottle count. It is concerning that DABC initially 
ignored the petitions of certain package agencies who pointed out these errors. We also 
recognize that while DABC has the stronger negotiating position, fairness dictates that package 
agencies should be compensated under an accurate bottle-count arrangement and not 
compensated based on erroneous statistics. 
 
Recommendation:  
 
We recommend DABC ensure it reports accurate counts of bottles delivered to package 
agencies. We recommend DABC review its contracts to properly compensate package 
agencies for contractual arrangements. 
 
 

 
   

                                                              
5 “Broken and Missing in Delivery” form. 
6 As an example, for a single package agency, we noted that the FY17 count (used for the FY19 contract) showed an 

over count of 2,344 bottles. A recount by DABC showed an under count of 4,086 bottles. The FY18 count (used for 

the FY20 contract) showed an under count of 9,787 bottles. 
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Finding 4: Sales Tax Collection 
 
Each package agency is responsible for submitting the sales taxes it collects directly to the Utah 
State Tax Commission. Under the current arrangement, cash sales remain with the package 
agency, while all credit/debit sales flow through DABC7. This can create a cash flow concern for 
a package agency. While a package agency does receive a credit for all credit/debit sales on a 
weekly basis, this is applied against future product purchases and is not provided as cash to the 
package agency. While this arrangement mitigates certain risks for DABC, it also impacts how a 
package agency orders product, operates its business, and manages its cash flow. This can be 
particularly problematic for package agencies when a high-sales month (such as December) is 
immediately followed by a low-sales month. 

Recommendation: 
 
We recommend DABC revise its practices in regards to package agency sales tax collection. 

  

                                                              
7 We noted our sampled package agencies paid an average sales tax of $1,438 in January 2019 and $1,761 in 

August 2018 for credit card purchases.  
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