
Regulating Alcoholic 
Beverages 

States’ rights and responsibilities



 Suppliers owned retail outlets:
 There were no mechanisms to verify how much product 

was sold= loss of tax revenues
 There were no controls over the quality of product = 

bathroom hooch
 There was a proliferation of saloons, as each brewer 

needed his own retail establishment to enter the market = 
lots of bars = low prices = over consumption and public 
drunkenness 



Alcohol is Different
18th Amendment 1918
 Began Prohibition
 One size fits all policy
 Failure, as evidenced by speakeasies, 

tainted uncontrolled products and the mob



The 21st Amendment
 Gives states the right and responsibility to control the 

importation, transportation and sale of alcoholic 
beverages.

 Many states implemented a 3-tier system prohibiting 
Tied-Houses. This system was put in to place following 
the repeal of prohibition as a mechanism to control many 
of the social ills associated with abusing alcohol and 
ensure an open and orderly marketplace



So what is the 3-tier system, and 
why do we have it?

 The 3-tier is comprised of 3 separate and independent 
tiers:
 Licensed suppliers, such as brewers, vinters and distillers
 Provides long term partnerships designed to build brands; maximize 

relationships with retailer; provide efficient delivery throughout the 
assigned territory; and the ability to track products

 Licensed wholesalers
 System stability provides incentive to build infrastructure necessary to 

meet needs of suppliers and retailers while ensuring an open and orderly 
marketplace.  Verifies shipments and remits excise tax.

 Licensed retailers
 Relationship with distributor maximizes use of limited shelf 

space/taplines; access to new product as distributor knows the market; 
taplines maintained; minimizes number of vendors; and verifies retailer 
is in good standing



South Dakota
 35-8A-1. Legislative authority and purpose. 
 The Legislature declares that:

 (1) Regulation of business relations between beer distributors and 
manufacturers is necessary and appropriate and in the public interest; and

 (2) This chapter is enacted pursuant to authority of the state under 
the provisions of the Twenty-First Amendment to the United States 
Constitution and that its purpose is to provide a three tier structure, consisting 
of licensed manufacturers or suppliers, licensed wholesalers, and licensed 
retailers, for the fair, efficient, and competitive importation, sale and 
distribution of malt beverages; to provide for and facilitate the regulation of the 
importation, distribution, use, and control of sale of malt beverages; and to 
facilitate the lawful and orderly marketing of malt beverages pursuant to the 
police powers of this state, and the taxation of and proper collection of taxes 
with respect to malt beverages by this state; and to provide a structure for the 
business relations between a wholesaler and a supplier.



3 Benefits of 3-Tier System

1. Regulatory
2. Economic
3. Commercial



Regulatory Value
Facilitates state and local control

Safe distribution

Orderly markets

Responsible competition

Moderation

Licensed system

Abide by trade practice rules which reflect local 
values

Effective mechanism for tax collection



In general, here is how alcohol 
regulation works to control 

business practices:

1. 1. Price:  keeps prices reasonably 
high and prevents price wars.  Low prices 
increase  consumption, particularly 
among youth.  Prices too high foster 
bootlegging and theft. Not discriminate 
on prices to retailers.

2. Promotion:  curtails or bans 
promotions that encourage high volume 
consumption.

3. Product:  controls or bans dangerous 
or high potency products.

4.  Place:   limits availability (locations, 
days and hours)



Brewer Growth in US



Changing Times
2001 11% from overseas 

suppliers

2011 91% from overseas 
suppliers



Countries without 3-Tier



UK Headlines
 David Cameron to launch attack on Britain’s ‘boozing scandal’ 

 Alcohol abuse reached crisis point in Britain

 Seizures of fake alcohol increase fivefold in two years

 Binge Britain: How do we tackle our booze problems? 



Economic Value in 
South Dakota

 11 beer  distributors employ 415 people with an annual 
payroll and benefits package of  $19 million. They own 
and operate 340 vehicles, and drive in excess of 5 
million miles annually.  

 SD Beer Distributors bring 1,600 different packages to 
6,397 licensed accounts 

 180 suppliers work with the distributors to bring their 
products to SD customers.  



Commercial Benefits
 In South Dakota, there are currently 1,554 brands 

of registered malt beverages  

 Equal access to market

 Level playing field

 Retailer has enormous selection

 Consumer has vast choice

 Ensures predictable products are available to 
retailers

 Safeguards product quality and integrity 



Licensed Distributors
Receive the product from the supplier, and work 

with locally licensed retailers to market the product.

 Products must “come to rest” at a wholesale house
◦ Distributors verify the amount shipped  and pay 

the state excise tax when they receive the product.
 SD Beer Distributors paid $6, 303,556 in State 

Excise Tax in 2013. 
 The SD malt beverage industry paid $13,357,116  

in Federal Excise Tax in 2013. 



 SD Distributors contributed in excess of 
$175,000 to local community.

 SD Beer Distributors bring different 
products to 6,397 licensed accounts
 Suppliers have a local partner to make 

sure their products are fresh and 
available

 Customers have a  broad selection and 
are assured of the consistency and quality 
of their beverage.

 10,224,130 cases of beer were sold in SD 
in 2012.



Public Policy Implications
 SD Department of Revenue works with a limited 

number of distributors who remit the Excise Tax

 Efficient administration, product is tracked.  Distributors 
only deliver to “accounts in good standing” with DoR

 New suppliers have access to the market as 
demonstrated by the rapid growth of craft brewers and 
farm wineries.  This is good for the customer and for 
small in-state and regional businesses

 Social benefits
 Penalties for illegal sales at both retail and customer
 Compliance with local values
 Commitment to local communities through prevention programs



Craft Brewers Support System
 “For us, the smaller guys, without three-tier distribution it’s a 

very scary picture.”

~Sam Calagione, Dogfish Head Brewery 

 “If we didn’t have a three-tier system, we wouldn’t have a craft 
industry.” 

~Erik Lars Myers, Mystery Brewing Co.

 “Independently operated distributors are terribly important to 
us.”

~ Tony Magee, Lagunitas Brewing Co.



What happens if we change the 
system

 Unregulated sale of alcohol =
 Loss of revenue
 Underage sales
 Disorderly marketplace
 New products will have limited opportunity to gain local 

shelf space
 Customers will have fewer choices
 Product quality i.e. freshness, will be negatively impacted  
 Potential for tainted product increases dramatically
 Opportunity for tied houses that encourage over 

consumption,  through a hyper -competitive marketplace



 Loss of choice and diversity at retail because of the 
elimination of provisions designed to promote small 
brewers and inhibit the dominance of mega-retailers

 A loss of jobs and local, community-based businesses, 
with a concomitant negative impact on social 
responsibility and community philanthropy

 Loss of excise and sales tax revenues

 Dormant Commerce Clause issues may be created 
requiring states to level up or down



Soft Drink Aisle



Beer Aisle



Current south Dakota Law
 Facilitates product diversity and consumer choice by encouraging 

distributors to invest capital and labor in the creation of new 
markets for new beers and expansion of markets for existing 
products

 Provides a transparent and accountable chain of custody that 
protects consumers from alcohol-related problems experienced in 
other countries

 Promotes consumer choice by establishing an independent 
system which allows distributors to take on new brands and 
promote them in the market place.

 Provides efficient and reliable method of collecting excise taxes

 Most effective means of preventing sales of alcohol to minors


