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Even though more than 80 years have passed since the end of Prohibition, in 
many ways, Texas still regulates the alcoholic beverage industry as if it were 
1935.  The Sunset review of the Texas Alcoholic Beverage Commission (TABC) 
12 years ago found both the agency and Alcoholic Beverage Code in serious 
need of modernization.  Unfortunately, not much has changed today.  

Following the repeal of Prohibition, Texas, like many states, 
chose to regulate alcohol through a three-tier system, 
separating the manufacture, distribution, and sale of alcoholic 
beverages.  This system was intentionally designed to be 
inefficient by prohibiting close relationships between the tiers 
and protecting citizens from business practices that led to 
excessive consumption and corruption.  Although alcohol can be a dangerous 
substance with serious public health and societal consequences, drinking has 
become more normalized and the alcoholic beverage industry and market have 
evolved considerably.  Over time, the state has shown an interest in growing 
the industry and reaping the resulting economic and tax benefits by relaxing 
the strict separation among the tiers.

TABC is in the precarious position of trying to balance its role as a regulator and 
law enforcement agency with the state’s interest in supporting a robust alcoholic 
beverage industry.  As the agency’s 2017 management scandal highlighted, 
TABC leadership has not always been successful in maintaining this balance.  
However, with new leadership in place at TABC, this Sunset review comes at 
an opportune time for the Legislature to focus on more significant challenges 
in administering the complex labyrinth that is the Texas Alcoholic Beverage 
Code, much of which dates back to the original Liquor Control Act of 1935.  
Over the years, the Legislature — often in response to powerful industry groups 
seeking to protect their own interests — has taken a piecemeal approach to 
responding to the evolving industry, carving out exceptions for various activities 
and creating ever more complicated nuances in the law instead of taking a 
more holistic approach to regulating the alcoholic beverage industry in Texas.

In conducting its review, Sunset staff did not evaluate the state’s decision 
to regulate the alcoholic beverage industry through a three-tier system and 
recognized a complete overhaul of the Alcoholic Beverage Code would entail 
numerous delicate policy considerations not appropriate for a Sunset review.  
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However, Sunset staff found many opportunities for streamlining and modernizing both the Alcoholic 
Beverage Code and agency operations in ways that work within the three-tier system.  Chief among 
needed changes is streamlining the state’s archaic, overly complex licensing system, which includes an 
overwhelming array of more than 70 license and permit types, to reduce regulatory burdens on both 
TABC and the industry.  The resulting recommendations also seek to eliminate TABC’s involvement 
in private business practices and an ineffective tax collection program at the border — functions that 
cause the agency to expend considerable effort and resources with little measurable impact on public 
safety.  Other recommendations bring certain processes in line with best practices for licensing agencies.

Finally, in light of the recent management concerns, Sunset staff took a hard look at the governing body’s 
structure and functions and found the commission, limited by its small size, has delegated too many key 
responsibilities to staff, abdicating its oversight role and creating an environment that leaves the agency 
susceptible to industry influence on operations.  The commission must take a more active role in the 
agency — one that sends a clear message to the industry about who is in charge. 

An area of concern not specifically addressed in the report since it relates to appropriations, which is usually 
beyond Sunset’s scope, but which merits mention, is the need for significant improvements to TABC’s 
information technology systems, especially its legacy licensing system.  While the recommendations to 
streamline licensing focus on fixing the underlying problems in the Alcoholic Beverage Code, Sunset 
staff recognizes the difficulty TABC will have implementing the recommendations if the agency is 
unable to upgrade and modernize its systems.  The agency has requested funding for this in its legislative 
appropriations request and if received, together with these recommendations, would provide a strong 
foundation to significantly improve TABC’s ability to regulate the ever-evolving alcoholic beverage industry.  
The following material summarizes staff recommendations on Texas Alcoholic Beverage Commission.

Issues and Recommendations

Issue 1

Texas Has a Continuing Need for TABC, but a Weak Commission Limits Its 
Ability to Effectively Oversee and Regulate the Alcoholic Beverage Industry.

Texas has a continuing, legitimate need to protect the public from the illegal and irresponsible consumption 
of alcohol.  However, the commission’s small size and limited role inhibits its ability to adequately 
direct and oversee the agency.  A larger commission would provide more flexibility to allow commission 
members to develop expertise and make better-informed decisions.  Further, engaging in more robust 
rulemaking and approving other key agency decisions would ensure the commission takes a more active 
oversight role and fulfills its responsibility for establishing agency policies.  Additionally, TABC needs 
to take a more open, transparent approach to engaging the industry, other stakeholders, and the public. 

Key Recommendations

• Continue TABC for 12 years.

• Expand the Alcoholic Beverage Commission from three to five members.

• Modernize TABC’s conflict-of-interest provisions by defining financial interest to mean 1 percent 
or more in an alcoholic beverage business.
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• Authorize the commission to establish advisory committees by rule.

• Direct TABC to update its rule describing the separation of duties between the commission and 
executive director.

Issue 2

TABC Cannot Efficiently Regulate the Alcoholic Beverage Industry Without 
Modernizing the State’s Byzantine Licensing System.

TABC issues 75 types of alcoholic beverage licenses and permits to nearly 60,000 businesses and 
individuals.  The number of license and permit types has more than tripled since the Legislature passed 
the Liquor Control Act in 1935, resulting in an overly complex, redundant, and archaic regulatory system.  
Excessive, duplicative, and obsolete licenses and permits combined with Prohibition-era bifurcation of 
beer and ale regulations overwhelm TABC and burden the industry for no public benefit.  Streamlining 
and modernizing this cumbersome licensing system, including fees, would enable TABC to operate more 
efficiently and would provide regulatory clarity for the industry without compromising public safety.

Key Recommendations

• Streamline the state’s alcoholic beverage licensing system by reducing the number of licenses and 
permits to provide regulatory clarity and administrative efficiency.

• Modernize Texas’ regulation of malt beverages by eliminating distinctions between beer and ale.

• Remove fees from statute to allow TABC to systematically review and adjust license and permit 
fees on an ongoing basis.

Issue 3

Over-Regulation of Certain Business Practices Creates Burdens on TABC and 
the Alcoholic Beverage Industry With Little Public Benefit.

The Alcoholic Beverage Code requires TABC to enforce numerous regulations related to a licensee’s 
business practices and its interactions with businesses in other tiers.  Several of these regulations, including 
those related to beverage labeling and registration, payment transactions, and outdoor advertising are 
archaic or overly burdensome for both TABC staff and licensed businesses.  Eliminating or modifying 
these regulations would remove unnecessary hurdles on alcoholic beverage businesses and allow TABC 
to focus its attention on more significant public safety issues. 

Key Recommendations

• Streamline TABC’s process for approving alcoholic beverages for sale in Texas.

• Make cash payments optional by applying the existing credit law restrictions to beer transactions 
between retailers and distributors.

• Eliminate overly restrictive outdoor advertising requirements.
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Issue 4

TABC’s Protest Process Needs A Complete Overhaul to Meet Basic Transparency, 
Accountability, and Fairness Standards.

The Alcoholic Beverage Code envisions a process whereby certain local officials and the public can 
challenge the issuance or renewal of an alcoholic beverage license or permit by protesting a business’s 
application.  However, the entire protest process is unnecessarily convoluted, inconsistent, confusing for 
applicants and those protesting, and difficult for the agency to administer.  A more streamlined approach 
would bring TABC’s process in line with standard practices for state agencies and promote consistent, 
fair decisions about who is licensed to do business in Texas.

Key Recommendations

• Restructure TABC’s protest process to align with best practices, improving consistency and 
accountability for applicants and TABC.

• Direct TABC to clearly inform applicants of their due process rights.

Issue 5

Several TABC Enforcement Practices Do Not Follow Common Standards, Limiting 
Regulatory Efficiency and Effectiveness.

TABC staff investigate and adjudicate violations of state law and agency rules, including through audits 
of licensee records, open inspections of regulated locations, and undercover operations.  Several of TABC’s 
enforcement practices lack standard provisions common for other regulatory agencies.  Specifically, 
TABC cannot fully prioritize its enforcement actions on areas of greatest risk to the public because 
of a requirement to inspect a large percentage of regulated businesses each year.  Additionally, TABC 
lacks tools needed to effectively penalize businesses and individuals violating the Alcoholic Beverage 
Code.  Finally, the commission needs to take a more active role in overseeing the agency’s enforcement 
efforts.  The recommendations would ensure TABC remains focused on the most significant public 
safety concerns and is better equipped to regulate the alcoholic beverage industry.

Key Recommendations

• Require TABC to regularly inspect every regulated location in the state within a reasonable period and 
direct the commission to set a minimum inspection period by rule that prioritizes public safety risks.

• Remove the requirement that TABC offer licensees a choice between a suspension or fine, and 
instead authorize TABC to determine the appropriate penalty for each violation.

• Authorize TABC to consider profits earned from violating the law when penalizing licensees.

• Authorize TABC to temporarily suspend licenses and permits if it finds a continuing threat to the 
public welfare. 

• Require the commission to make final determinations on all enforcement and disciplinary actions.
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Issue 6

The High Cost of Collecting Alcohol Import Taxes at the Border Outweighs the 
Negligible Public Safety Benefit.

At ports of entry stations along the Texas-Mexico border and in cruise ship terminals in Galveston, 
TABC tax compliance officers collect taxes from individuals importing alcohol and cigarettes, and disallow 
alcohol that exceeds statutory limits on the amount individuals can bring into Texas for personal use.  
The cost of operating the Ports of Entry Program exceeds the taxes and administrative fees collected 
to the extent that the program had a net deficit of almost $7 million over the last six years.  Not only is 
the program losing money, but its fee structure and rules are not fair or transparent to taxpayers, and it 
offers a negligible public safety benefit.  Eliminating the tax on alcohol imported for personal use and 
the ports of entry tax collection program would save the state money without significantly sacrificing 
any regulatory or public safety benefit.     

Key Recommendation

• Repeal the state’s inefficient tax on alcohol imported for personal use and eliminate TABC’s ports 
of entry tax collection program.

Issue 7 

TABC’s Statute Does Not Reflect Standard Elements of Sunset Reviews. 

Among the standard elements considered in a Sunset review are across-the-board recommendations 
that reflect criteria in the Sunset Act designed to ensure open, responsive, and effective government.  
TABC’s statute does not contain updated requirements for commission member training, such as a 
training manual and discussion of the commission’s rulemaking authority.  Additionally, the Sunset 
Act directs the Sunset Commission to recommend the continuation or abolishment of each reporting 
requirement imposed on an agency under review.  Sunset staff found the commission’s single reporting 
requirement is no longer necessary.  Finally, the recommendations would revise three statutes in the 
Alcoholic Beverage Code to use person-first respectful language.

Key Recommendations

• Update the standard across-the-board requirement related to commission member training.

• Discontinue the requirement for TABC to prepare a limited report on after-hours violations.

• Update the agency’s statute to reflect the requirements of the person-first respectful language initiative.

Fiscal Implication Summary 
Overall, the recommendations in this report would result in a savings to general revenue of about $398,000 
per year and a possible loss of $420,000 per year to the Property Tax Relief Fund, as detailed below. 

Issue 1 — Expanding the commission from three to five members would result in minimal additional 
costs of approximately $4,000 per year in per diem and travel expenses for two new members.
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Issue 2 — The recommendations to modernize and streamline the state’s alcoholic beverage licensing 
structure are designed to improve the efficiency of TABC’s licensing and regulatory operations and, with 
the exception of a reduction in excise taxes on malt beverages, should be cost-neutral to the state since 
TABC is required to generate revenue sufficient to cover the cost of regulation.  Applying the beer excise 
tax rate to all malt beverages would result in a loss to general revenue of approximately $350,000 per year.  
This estimate is based on applying the beer excise tax rate of about $0.194 per gallon to approximately 
79 million gallons of ale taxed in fiscal year 2017.  

Issue 3 — The recommendation to transition to a federal Certificate of Label Approval (COLA) as the 
basis for the malt beverage registration process would reduce the number and amount of fees collected 
from malt beverage applications.  In fiscal year 2017, licensees paid a $25 fee for 3,553 additional sizes of 
a malt beverage product beyond the first size being approved.  Under a COLA-based approval process, 
licensees would only be required to pay a single $25 fee, regardless of container size, resulting in an 
estimated loss to general revenue of $88,825 annually. 

Issue 6 — The recommendation to repeal the tax on alcoholic beverages imported for personal use and 
its administrative fee would result in an annual loss of approximately $6.5 million to general revenue.  
Additionally, assuming the comptroller would choose not to expend resources to collect the cigarette 
tax at the border, the state would see a loss of $194,000 to general revenue and a loss of $420,000 to 
the Property Tax Relief Fund, as a portion of the cigarette tax collections are deposited to the latter.  
However, these losses would be offset by annual savings of $7.6 million in operating costs associated 
with closing TABC’s 30 tax collection stations, including 119 positions and associated benefits, $243,000 
in lease expenses, and $659,000 in indirect costs. 

Texas Alcoholic Beverage Commission

Fiscal 
Year

Savings to the 
General Revenue 

Fund
Loss to the General 

Revenue Fund

Costs to the 
General Revenue 

Fund

Loss to the 
Property Tax 
Relief Fund

Change 
in FTEs

2020 $7,578,238 $7,176,331 $4,000 $420,000 -119
2021 $7,578,238 $7,176,331 $4,000 $420,000 -119
2022 $7,578,238 $7,176,331 $4,000 $420,000 -119
2023 $7,578,238 $7,176,331 $4,000 $420,000 -119
2024 $7,578,238 $7,176,331 $4,000 $420,000 -119
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