:BEVERAGE
= COMMISSION

COMMISSION MEETING MINUTES
November 17, 2006

The Commissioners of the Texas Alcoholic Bewerage Commission met in
Regular Session on Friday, November 17, 2006, at the Texas Alcoholic
Beverage Commission, 5806 Mesa Drive, Suite 185, Austin, Texas.

PRESIDING: John T. Steen, Jr., Chairman
COMMISSIONERS
PRESENT: Gail Madden

José Cuevas, Jr.

STAFF PRESENT: Alan Steen, Administrator

Glenda Baker, Assistant Chief of Enforcement

Bruce Boardman, Investigator, Enforcement

Lou Bright, General Counsel, Legal Senices

Aida Cantu, Agent, McAllen

Mary Cardwell, Methods/Procedures Specialist,
Education and Prevention

Rick Cruz, Captain, Houston

Debbie Dixon, Director of Education and Prevention

Loretta Doty, Director of Human Resources

Del Drake, Office of Professional Responsibility,
Executive

Rosa Duran, Accounts Examiner, El Paso

Bill Farquhar, Agent, Houston

David Ferrero, Captain, Austin

Jeannene Fox, Assistant Administrator

Keisha Gash, Program Specialist, Education and
Prevention




GUESTS PRESENT:

Diana Gonzalez, Assistant Director of Compliance

Russell Gregorczyk, TABC Contracted Internal
Auditor

Amy Harrison, Director of Licensing

Gary Henderson, Enterprise Operations Team
Leader, Information Resources

Tim Humphreys, Agent, Austin

Jacki Jackson, Administrative Assistant, Education
and Prevention

Linda Jackson, Administrative Assistant, Executive

Renee Johnston, Executive Assistant, Executive

Ashleigh Jons, Research Specialist, Education and
Prevention

Michael Krajewski, Agent Trainee, Dallas

Shuddell Lindsey, Agent Trainee, Dallas

Shawn Miller, Agent Trainee, Dallas

Chris Mittelmaier, Agent Trainee, Brazoria

Thomas Noble, Agent Trainee, Fort Worth

Shelly Ortiz, Administrative Assistant, Education
and Prevention

Juan Ramirez, Agent Trainee, Corpus Christi

Robert Reyes, Sergeant, San Antonio

Bob Russell, Jr., Agent, Amarillo

Robert Saenz, Lieutenant, Austin

Harry Schreffler, Lieutenant, Houston

Kenneth Sherman, Agent Trainee, Dallas

James Sloan, Agent Trainee, Houston

James “Sam” Smelser, Chief of Enforcement

Kathy Smith, Grants Coordinator, Education and
Prevention

Ashley Storm, Assistant General Counsel, Legal
Senices

Rod Venner, Deputy Assistant Chief of Enforcement

Jay Webster, Project Manager, Information
Resources

Heley Young, Agent Trainee, Houston

Mary Jo Humphreys
Fred Marosko, Texas Package Stores Association
Mignon McGarry, Republic Bewverage



Alfonso Royal, Advisor, Gowvernor’'s Office of Budget,
Planning and Policy

Jeanine Russell

Susan Turner, Policy Analyst, Sunset Advisory
Commission

CALL TO ORDER

Chairman John Steen called the meeting of the Texas Alcoholic Bewerage
Commission (TABC) to order.

RECOGNITION OF EMPLOYEES WITH 20 OR MORE YEARS OF SERVICE

Chairman Steen announced that the Commission would be recognizing staff
with a combined 230 years of senice with the agency (Attachment 1).

For 30 years of senice, the following staff were recognized: Bill Farquhar and
Sam Smelser. For 25 years of senvce: Aida Cantu, Rosa Duran, Robert
Reyes, Tommy Rodgers, Bob Russell, and Carol Wright. For 20 years of
senice: Tim Humphreys. All were presented with plagues in recognition of
their senice, with the exception of Tommy Rodgers and Carol Wright, who
were unable to attend and would be presented their plagues by their
supenisors at a later time.

Administrator Alan Steen noted that the new agent-training academy was
currently being held in headquarters, and the agent trainees came to the
meeting in order to attend the recognition presentations.

APPROVAL OF COMMISSION MEETING MINUTES OF OCTOBER 20, 2006

Chairman Steen called for a motion to approve the TABC Commission
meeting minutes of October 20, 2006. Commissioner Gail Madden so
moved, and Commissioner Jose Cuevas seconded. The motion carried.

ADMINISTRATOR'S REPORT

Chairman Steen called upon Administrator Steen to provide the Administrator's
report on Administrator and agency activities, budget issues, and staff
achievements. Administrator Steen reported the following:



Administrator Steen wanted the Commissioners to be aware that with the
holidays coming up, the Gowvernor's Office sometimes offers additional time
off for state employees the day before the holidays. Administrator Steen
assured the Commissioners that all divisions would be covered should such
time off be granted.

TABC's College Symposium was held October 30" in Austin and was a
great success. Twenty-five universities from around the state attended in
order to dewelop underage drinking plans to implement at their respective
universities.

The Workflow Manager will be rolled out soon. The “train the trainers” will
begin in December. Administrator Steen noted that this will be a major
milestone for the agency.

Staff met with the legislative workgroup a second time concerning policy
changes and training in the Enforcement Division. Administrator Steen
noted that the information discussed at the meeting was well received.
Along with Commissioner Cuevas, staff met with the Senate Finance
Committee last Monday. It was a very short meeting with very few
guestions.

Administrator Steen had various meetings with industry members, Mothers
Against Drunk Driving representatives, and legislative office staff.

Staff attended the Licensing and Administrative Procedures Committee
meeting, although TABC was not on the agenda.

Sunset delivered the final report on TABC today. There were 21
recommendations in the report, wery similar to the original
recommendations made two years ago. Nine are management
recommendations, all fully implemented. There are 12 issues that are
legislative in nature. Of those 12, TABC was able to take some action on
five of them. The Sunset public hearing is scheduled for December 12-13,
2006. Administrator Steen asked the Commissioners to block those dates
on their calendars in the event they could attend. Susan Turner of the
Sunset Advsory Commission was in the audience and was recognized by
the Commissioners.

Local option elections were held on November 7. There were 37 different
elections; of those, nine failed. Administrator Steen noted that as more
areas become “wet,” resources are mowved around to those local areas to
ensure efficient license processing.

Debbie Dixon, Director of the Education and Prevention (EAP) Divsion,
Keisha Gash, and other EAP Diusion staff were recognized for their efforts



in the State Employee Charitable Campaign. The agency has exceeded
last year's contributions; howewer, the contributions are still being tallied
and the final number is not yet known.

At the conclusion of Administrator Steen’s report, Chairman Steen thanked
Commissioner Cuevas for attending the hearings. Chairman Steen also noted
the importance of Commissioner attendance at the December 12-13 Sunset
hearing.

Chairman Steen also thanked Administrator Steen for invting Commissioner
involvement in the EUDL grant process. Administrator Steen, Ms. Fox, and
Ms. Dixon discussed the grant process and the inwlvement of the
Commissioners in that process.

Commissioner Cuevas stated that he and Ms. Dixon—representing TABC—
were working with the Department of Public Safety (DPS) and the Texas
Department of Transportation on a press conference at DPS in preparation for
the holidays. He discussed a mailer that was sent in water bills in West
Texas with a message about underage drinking.

Commissioner Cuevas asked Administrator Steen to describe a real disaster
recovery effort that occurred before a planned tabletop disaster recovery
exercise. Administrator Steen stated that a tabletop disaster recowvery
exercise was scheduled for this past Tuesday. Howewer, upon arrival on
Monday morning, staff encountered a real emergency, in that the air
conditioner systems in the sener room failed over the weekend, making the
room 120 degrees Fahrenheit. Immediately, staff made the appropriate calls
and powered down the system to prevent damage to the infrastructure. Staff
were able to get the system back up by the end of the day, with a cost of
about $11,500 in staff down time, but with no lost data. The tabletop disaster
recovery exercise, based on what occurred the day before, went well, and the
recovery plan was readjusted based on the lessons learned.

APPROVAL OF INTERNAL AUDIT REPORT ON LICENSING DIVISION —
LICENSE PROCESSING

Before calling upon Russell Gregorczyk, TABC's contracted Internal Auditor,
Chairman Steen noted that the Legal Senices’ internal audit report was not
listed on the agenda. Administrator Steen explained that it was not feasibly
possible for Legal Senices to respond to the recommendations before the



November 9" deadline, noting the following: 1) the audit exit inteniew occurred
on October 25™2) a legislative workgroup was held on the 31%; the Sunset exit
conference was held on November 7"; and Legal Senices is currently short
two attorney positions as well as prouvding legal training to the new agents.
He stated that the audit would be postponed for the December meeting.

Mr. Gregorczyk highlighted the key issues and recommendations of the
Internal Audit Report on Licensing Diuvsion-License Processing (Attachment
2). Chairman Steen noted the following from the report: “The system for
storing and maintaining license and permit applications and related information
Is an inefficient, antiquated hard-copy filing system...” He stated that the use
of imaging has been discussed for quite a while and wondered why it was
taking so long. Administrator Steen explained that it was a matter of
operations issues, four of which hawe been prioritized in order to ensure
efficient and effective licensing operations: Versa, surety bonds, workflow
manager, and reports. Administrator Steen assured the Chairman that after
these priorities were addressed, the agency would push forward on the
imaging of records.

Chairman Steen called for a motion to approve the Internal Audit
Report on Licensing Division-License Processing. Commissioner
Cuevas so moved, and Commissioner Madden seconded. The motion
carried.

FOLLOW-UP REVIEW ON STATUS OF IMPLEMENTING ENFORCEMENT
DIVISION - HOMELAND SECURITY SECTION AUDIT
RECOMMENDATIONS

Mr. Gregorczyk briefly reviewed the Follow-Up Review of the Status of
Implementing Audit Recommendations in the Internal Audit of the Enforcement
Division-Homeland Security Section (Attachment 3). The main findings of the
audit report dealt with the Section not having standardized procedures. Mr.
Gregorczyk stated that procedures are mostly in place, with some areas still
under implementation due to awaiting completion of the Workflow Manager and
training. There were nine recommendations with three of them to be
iImplemented once the two issues were completed.



Commissioner Madden asked about the report that Senator Ogden of the
Senate Finance Committee had requested regarding the agency’s homeland
security operations. Administrator Steen stated that Senator Ogden wanted to
have staff discuss this with him but not in a public meeting. The discussion
has not yet occurred; howewver, Administrator Steen stated his belief that the
Senator would be pleased with the report.

INTERNAL AUDIT FY 2006 ANNUAL REPORT

Mr. Gregorczyk stated that the 2006 Annual Report (Attachment 4) was
basically a recap of the audits performed in 2006.

APPROVAL OF INTERNAL AUDIT PLAN FOR FY 2007

Mr. Gregorczyk presented the Internal Audit Plan for 2007 (Attachment 5),
explaining the risk assessment process. In response to Chairman Steen’s
question, Mr. Gregroczyk clarified that while he obtains input from
management, it is his call as to what is placed in the plan for the
Commissioners’ consideration. He explained that the plan concentrates on
those areas of highest risk and on those areas that are required to be
performed on a periodic basis.

Mr. Gregorczyk proposed the following topics be audited for FY 2007:
¢ Information Resources Division (Maximum Risk)

e Compliance Division-License Processing-Field (Maximum Risk)

e Education and Prevention Divsion (High Risk)

e Compliance Division-Ports of Entry (High Risk)

In response to questions made by the Commissioners, Mr. Gregorczyk
explained that there are topics that rotate, but he attempts to target the
highest risk with the resources he has. He explained that his contract is
around 650 hours a year, so he attempts to accomplish as much as he can on
the high-risk areas within the amount of time he has. Administrator Steen
reminded the group that Mr. Gregorczyk’s contract had been amended last
year to include another audit that the Commissioners had requested.

Chairman Steen noted that Executive Administration and Marketing Practices
had a risk score of 191 and 190 respectively, both within the 189 to 290 high-
risk category. He asked if those two areas had ever been audited. Mr.
Gregorczyk stated that he had not audited those two categories but explained



that it was within the purview of the Commission to provide input on what they
would like for him to audit. Mr. Gregorczyk stated that he usually does not
audit Executive Administration, and remembered only one audit in the last 12
years. He recalled that the audit covered executive management and mostly
board operations at the Texas Department of Aging. He recalled that the main
findings had to do with there being too many board activties for the small
agency to handle staff-wise.

Chairman Steen stated that he believed that the top layer of an organization
was where most of the responsibility lies, and thus the highest risk. With
regard to what could be audited, Chairman Steen asked if Mr. Gregorczyk
could look at such matters as efficiency. The Chairman also stated that there
must be reasons why these areas were listed as high-risk areas.

Because Mr. Gregorczyk’s contract had already been approved at a previous
Commission meeting, it was ascertained that the Commissioners would need
to hold any possible action to amend the contract until the next meeting after
the agenda topic had been posted. Mr. Gregorczyk was requested to come to
the next Commission meeting with options for incorporating Executive
Management and Marketing Practices into the FY 2007 Internal Audit Plan.

Commissioner Cuevas moved that the Commission approve the FY 2007
Internal Audit Plan as presented. Commissioner Madden seconded.
The motion carried.

Chairman Steen mentioned that time seemed to be too short in the
Commission meetings for the Commissioners to have time to fully discuss
such important agenda items. He suggested that the Commissioners may
wish to start the meetings earlier than 1:30 p.m.; the Commissioners were in
favor of starting the meetings earlier.

PUBLIC COMMENT

As no one registered or expressed a desire to provide public comment,
Chairman Steen began the announcement for the executive session.

EXECUTIVE SESSION




Chairman Steen announced that the regular open session of the Texas
Alcoholic Beverage Commission would be recessed, the time being
3:03 p.m. on November 17, 2006, and an executive session would be
held to consult with Legal Counsel regarding pending and anticipated
litigation against the agency and to discuss the duties, responsibilities,
and evaluation of the Administrator, pursuant to Texas Government
Code, 88551.071 and 551.074.

Chairman Steen announced that the Texas Alcoholic Beverage
Commission had concluded its executive session and was in open
session, the date being November 17, 2006, and the time, 3:16 p.m. No
final action, decision, or vote was made in the executive session.

NEXT MEETING

Chairman Steen announced the next Commission meeting, scheduled for
Tuesday, December 19, 2006.

ADJOURNMENT

Chairman Steen called for a motion to adjourn. Commissioner Cuevas
so moved, and Commissioner Madden seconded. The motion carried,
and Chairman Steen announced that the meeting was adjourned.
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