Washington State
Liquor Control Board

Business Advisory Council

Meeting Minutes
January 11, 2012, 10:00 a.m. — 12:00 p.m.
Liquor Control Board
Headquarters Office
3000 Pacific Avenue SE
Olympia, WA 98501

Business Advisory Council Members in Attendance:

Council Members: Liquor Control Board:

(Refer to sign-in sheet) Sharon Foster, Board Chair
Ruthann Kurose, Board Member
Chris Marr, Board Member
Pat Kohler, Administrative Director
Rick Garza, Deputy Director
Alan Rathbun, Licensing Director
Karen McCall, Director’s Office
Brian Smith, Communications Director
Justin Nordhorn, Enforcement Director
Debi Besser, Purchasing Director
Frances Munez-Carter, Director’s Office
Samantha Trotter, Board Office

Welcome and Introductions

Chris Marr, Board Member and BAC Liaison

Chris Marr, Board Member of the Liquor Control Board and BAC Liaison welcomed the
members of the Business Advisory Council (BAC) and other guests. Attendees introduced
themselves and the organization they represented. Approximately three attendees participated
via conference call.

1-1183 Implementation Updates: Legislative and Rulemaking

Rick Garza, Deputy Administrative Director

Rick provided a brief overview of liquor-related bills that have been introduced thus far in the
2012 Legislative Session (see 2012 Legislative Session handout). Per Rick, some of the issues
regarding rulemaking include central warehousing, creation of a cooperative license, and the tax
structure for spirits beginning June 1* and beyond.
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1-1183 Implementation Updates: Licensing

Alan Rathbun, Licensing Director

Alan gave an overview of the Licensing process changes underway due to 1-1183, including
newly created licenses and endorsements. As of earlier in the week, Licensing had received 6
Spirits Distributor License applications, 1 for the Spirits Certificate of Approval (for out of state
suppliers), 30 Wine Retailer/Reseller applications, 2 for Retail Warehouse, 146 Spirits Retailer
License applications for entities that already held another license with the LCB, 4 from new
entities holding no existing license and 4 Spirits Retail License applications from existing
Contract Liquor Stores. Alan has been encouraging all potential applicants to submit their
paperwork as soon as possible, as the volume of applications is likely to increase substantially
between now and June 1, 2012. According to Alan, all pending and approved applications will
be listed on the Liquor Board website (www.liq.wa.gov).

1-1183 Implementation Updates: Business Enterprise

Pat Kohler, Administrative Director

Pat provided an update on the Business Enterprise in Pat McLaughlin’s absence (see PowerPoint
presentation Divesting of the Business). Per Pat, twelve teams have been created to handle the
logistics surrounding the implementation of 1183. These teams, consisting of over 80 staff
members, are working to develop a major project plan, with key strategies and milestones.

As part of divesting the Liquor Board of the retail business, Supplier Buy Back Agreements were
created, with 99% of all listed spirits, 22% of beer/wine/mixer, and 78% of special order spirits
product covered by an agreement. This, per Pat, will be key to an orderly transition from May
31% to June 1%, Suppliers with listed product had until January 4" to sign and return their buy
back agreements. January 28" is the cut off for Suppliers wishing to enter into buy back
agreements for special order product.

Review of Previous BAC Q&A Document

Pat Kohler, Administrative Director

Pat reviewed the Q&A document compiled from the November 29" BAC meeting (see Meeting
Questions handout). Chris noted that the Board’s philosophy is not to put in place unnecessary
regulatory impediments for stakeholders. The Liquor Board wants to maintain strong
stakeholder relationships, interpreting 1183 on the side of eliminating additional work and costs.
This philosophy is maintained with respect to existing statutes.

BAC Member Roundtable and Q&A

All Attendees

Throughout the meeting, attendee questions were documented, with answers to be provided at a
later date (see 1-11-12 BAC Q&A document posted with these minutes).

Meeting adjourned at 11:41 a.m.

Handouts:
1. 2012 Legislative Session
2. Divesting of the Business PowerPoint
3. Meeting Questions, November 29, 2011
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http://www.liq.wa.gov/
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Washington State
Liquor Control Board

2012 Legislative Session

PRIMARY
BILL TITLE STATUS DATE | ORIGINAL
SPONSOR
HB 2179 Concerning objections to liquor Local Govt. Jan 9 | Kenney, Morris, Lytton
licenses by local government
HB 2249 Creating a senior center license State Govt, Tribal Jan 10 | Fitzgibbon, Kagi, Cody
Affairs
HB 2154 Affect of non-payment of a tax Reintroduced H Jan 9 | Hasegawa, Jinkins
warrant on liquor licensee Ways & Means
SB 5259 Concerning the tax payment and S Labor, Comm & CP Jan 9 | Kline, Honeyford, Kohl-
reporting for small wineries Welles
SB 5542 Cigar Lounges & Tobacconist Shop | Reintroduced S Ways Jan 9 | Delvin, Prentice,
endorsements to liquor license & Means Honeyford, Hobbs,
Hattfield, Hewitt,
SB 5650 Craft distilleries selling at Farmer's Reintroduced S Jan 9 | Kline, Harper, Kohl
Market Labor, Comm & CP Welles, White,
McAuliffe
SB 6060 Allowing day spas to offer without S Labor, Comm & CP Jan 10 | Keiser, King, Kline,
charge beer or wine by the glass Honeyford
SB 5778 Providing incentives for the Hearing, Jan 11, Jan 10 | Chase, Shin, Kline,

collection & recycling of beverage
containers

Senate Committee on
Environment

McAuliffe

January 11, 2012







Pat Kohler
Agency director
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 Divesting of the Business
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Key I-1183 Requirements Affecting Existing LCB Operations

By June 1, 2012

Orderly closure of stores

Refrain from the purchase, distribution or sale, of liquor

Deplete all inventory of liquor

By June 1, 2013

Obtain maximum reasonable value for remaining assets through public auction (including State stores).

Just & reasonable measures to avert harm to contract liquor stores, tribal, and military.
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Project Management Update







Audit Team





Legal & Policy Team





Product Supply Team





Employee Transition Team





Communication Team





State Liquor Store Team





Contract Liquor Store Team





Asset Disposal Team





Reverse Logistics Team





DC Hibernation Team





State Store Auction Team





DC Sale Team































Buy Back Agreement

Suppliers must include all product SKU’s.

Title of all unsold product will transfer to supplier at end of day on May 31, 2012.

LCB will transfer all product from stores to the DC and consolidate it for pick up by the supplier.

Supplier will buy back inventory at the January 1, 2012 price plus shipping and handling charges.
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Buy Back Agreement

124 suppliers established agreements.

3 listed spirit suppliers (8 products) opted out.

Only 96 of 424 (22%) listed beer, wine & mixer products will be covered by an agreement.

2,225 of 2,850 (78%) special order spirits will be covered by an agreement.
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Consequences of Not Signing a
Supplier Inventory Buy Back Agreement

The Board had delisted these products. 

Bailment inventory must be retrieved from the DC. 

Suppliers will not receive any additional orders.

Additional actions will be taken to reduce the remaining inventory in stores, including the discounting of retail prices.
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Last Chance: Special Order Items Buy Back Agreement no later than January 28, 2012





Retail Program Changes

New Listings

No new listings or size extensions will be considered.

Pricing

Pricing will be fixed beginning January 1, 2012.



Displays

Utilize unique display opportunities through April 2012. 

Special Orders

Continue to have products special ordered until April 2012, to be sold by the bottle.

Sampling

Participate in the Spirit Sampling Pilot through April 2012, including special order products.

For those suppliers who establish an Inventory Buy Back Agreement can…





When Does What Apply?

		Sales Type		Distributor Fee		Retail Fee		Liter Tax		Sales Tax

		Distiller to Distributor		N/A		N/A		N/A		N/A

		Distiller to On Premise				N/A				

		Distiller to Off Premise				N/A		N/A		N/A

		Distiller to Consumer		N/A						

		Distributor to On Premise				N/A				

		Distributor to Off Premise				N/A		N/A		N/A

		Distributor to Distributor		1st		N/A		N/A		N/A

		Off Premise to Consumer		N/A						

		Off Premise to On Premise		N/A		N/A				







































Q & A

Thank You!
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Liquor Control Board Business Advisory Council (BAC)
Meeting Questions
November 29, 2011

Q.
A

> 0

> 0

> 0

>0

Are distillers allowed to make direct sales to restaurants on December 8?
No. Distillers are not allowed to sell direct to restaurants until March 1, 2012.

In Section 105, distributors and retailers are prohibited until June 1 to make shipments,
so how can former contract liquor stores (CLS) accept shipments before that date?

A contract liguor store that obtains a spirits retailer license can accept shipments of
spirits before June 1, 2012, but they can’t start selling that spirits product until June 1,
2012. A spirits distributor may ship product to a spirits retailer licensee after March 1,
2012, but the spirits retailer can’t sell that product until June 1, 2012.

What is the impact to independent grocers of Central Warehousing?

The emergency rules allow individual independent grocers to lease space so they can
receive their spirits product they have ordered. Each independent grocer would need to
have a specific space separated by a permanent barrier from each other. Each
independent grocer must also register the warehouse with the Board.

Can independent grocers use their own warehouse?
Grocers can use their own warehouse to store spirits they have purchased but they
must register the warehouse with the Liquor Control Board.

Will there be software changes that allow flexibility to on line tax reporting?
Yes

In section 104, is a distributor allowed to distribute from their central warehouse to a
spirits, beer, and wine restaurant?
Yes.

What is considered a sale/transaction?
Each sales order.

Does a grocery and spirits restaurant licensee with a registered warehouse have to be
located in the state of Washington?
Yes.

In a cooperative would the contract liquor store be subject to the 10% fee?

If a group of former Contract Liquor Stores band together and purchase product
together, if the “cooperative” makes the purchase, the cooperative cannot resell the
product to the individual CLS unless the cooperative obtains a distributor license. In
that case, the cooperative would be subject to the 10% fee.
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In collective warehousing, are quantity discounts allowed?
The Initiative allows quantity discounts for purchases of wine and spirits, with certain
limitations. It does not allow licensees collectively to obtain quantity discounts.

When will pricing and taxes (sales, liter, distributor fee, distributor mark-up, retail, etc.)
be determined?

Taxes on spirits remain in current law, fees are imposed on distributors and retailers.
Retailers have the discretion to set price as long as it is not below cost. A price
calculator is available on the LCB website.

What is the plan with remaining inventory following the auction of assets?
Any liquor inventory owned by the Board on June 1, 2012, will be sold at a public
auction.

Can a contract liquor store sell their business to someone else if they don’t enter into
the business?

If a CLS obtains a spirits retail license, then sells the business, the new owner would
need to qualify for a spirits retail license, but the former CLS can sell the business and
the new owner would retain the rights of the former manager.

When can a spirits retailer start purchasing spirits?
When their license is approved by the Board; however, they may not sell until June 1,
2012.

What is the plan for the wine in state stores?

Any wine that is not covered by a Buy Back Agreement will be de-listed and
merchandized/discounted in a manner to minimize remaining inventory on June 1,
2012.

Have any other alternatives to the Buy Back Agreement been explored?

Yes, however this methodology provided the greatest balance between an orderly
transition and minimizing financial risk. Based on supplier feedback and extremely high
participation rates, the Buy Back Agreement appears to have been the best choice given
the circumstances.

Are large purchases at a quantity discount allowed?
Yes, but the price cannot be below acquisition cost.

Effective December 8 wine retailers can get a license to distribute wine to retail stores;
can this be done with a distributor license?

The wine retailer reseller endorsement allows a grocery store with the endorsement to
sell to on-premises licensees 24 liters of wine per sale without a distributor license. The
wine retailer would need a federal basic permit to do this.
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Can a wine retailer distribute internally to chain stores?
Yes, as long as it comes from their registered warehouse.

Can franchises all buy together and then distribute out to an individual franchise?
Yes, if all the licensees are under one ownership, they could make one purchase and
distribute product to each individual store.





