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Quick Closings Involving Liquor Licensing Can
Cause Problems

e Liquor license applications generally take at least 60-90
days to process, sometimes longer.

e What if we have to close before licenses are in place? Do
we have to stop selling alcohol?

e This problem applies to hotels, restaurants, fuel stations,
movie theaters, and any premises which sells alcoholic
beverages to consumers.



The Options

e An “Interim” management agreement

e A “third party” management agreement
e Temporary licenses

e A caterer

e F'ree drinks on the house under the new

management
e BYOB



Pros and Cons of the Options, in Reverse

Order

e BYOB is narrowly permitted and some jurisdictions have special licensing
categories for outlets which invite BYOB, e.g., a “bottle club” license.

e Giving away drinks makes the guests happy and ensures continuity of
service, but triggers happy hour and drink pricing laws which prohibit the
activity in numerous jurisdictions.

e Catering may work if the gap between the old owner departing and the
new owner obtaining licensure is short, but note that many jurisdictions
prohibit catering as an abuse in a location which is eligible for a
permanent license, like a restaurant license.

e Temporary licenses are wonderful, but not all jurisdictions offer them.



Thus, the Popularity of Interim Management
and Third-Party Management Agreements

An Interim Management Agreement traditionally allows the
outgoing licensee to stay for a period of time to operate the
licensed premises after the closing.

A Third-Party Management Agreement achieves the same result,
but uses a party unrelated to the transaction, like a
concessionaire, to manage alcohol service for a temporary period
of time.

Note, these agreements may include food service as well, but do
not have to.

Not all jurisdictions allow these agreements.




Common Requirements for Interim and
ThirdfParty Management Agreements

o The agreement frequently must be disclosed/produced to the
governing alcohol beverage agency.

e The license holder has to order products from licensed wholesale
distributors, not the new owner.

e The license holder must retain all revenue from the sale of
alcoholic beverages.

e The license holder is responsible for alcohol beverage taxes, not
the new owner.

e The license holder is responsible for any alcohol violations on the
property.




Frequent Issues When Drafting Interim and

Y7

Third-Party Management Agreements

i

Addressing the inventory which is on the - el S |
premises

How the new owner of the property gets
paid for sales of food and beverages
during the management period

Indemnification

Responsibility for Renewals




State Specific Peculiarities

« Some jurisdictions have their own unique procedures in lieu
of management agreements (e.g., the “Replacement Notice”
in Arkansas)

» Required Contract Duration (e.g., Colorado, Connecticut)

» Separate application process before the management
agreement can be approved (e.g., Massachusetts)



Caveats

e Many state alcohol beverage agencies regulate these agreements by
administrative enforcement policy as opposed to by statute or rule;
the enforcement policies change regularly and interested parties
should confirm frequently whether the agreements are permissible.

o States which regulate alcoholic beverages on the state and local

level may have enforcement of this issue on the state and local level
(e.g., Georgia, Illinois).
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