Washington State
Liquor Control Board

Board Business Advisory Council
Meeting Minutes

April 21, 2010

Business Advisory Council Members Present:

Stakeholders: Liguor Control Board:
Jean Leonard, , Washington Wine Commission/Institute Sharon Foster, Chair
Heather McClung, Washington Brewers Guild Ruthann Kurose, Board Member
Teresa Hancock, Contract Liquor Stores Pat Kohler, Administrative
Paul Schieck, Washington State Sports & Entertainment Facility Director
Operators Association Rick Garza, Deputy
Mark Levine, Distillers Representatives Association of Washington Administrative Director
Phil Wayt for John Guadnola, Washington Beer & Wine Wholesalers
Association
Jan Gee, Washington Food Industry
Anthony Anton, Washington Restaurant Association
Jeannie Lee, Korean-American Grocers Association

Additional stakeholders and LCB Employees: Rogers Weed, Dept of Commerce; Phil Wayt,
Susan Danby, Jeff Gombosky, Randy Simmons, Alan Rathbun, Pat McLaughlin, Jennifer Skoda
and Frances Munez Carter.

Welcome

Liguor Control Board Chairman Sharon Foster welcomed the Business Advisory Council (BAC)
Members. Introductions were made and Chairman Foster then turned over the meeting to Rogers
Weed from the Department of Commerce.

Rogers Weed, Director, Department of Commerce

Director Weed gave us an update on the state of the economy and the status of the creation of
short and long term jobs. See attached presentation for details. Feel free to contact Rogers with
questions or to give him feedback at Rogers.Weed@Commerce.gov.

Anthony Anton — Anthony shared that since December 09 sales are up but cash flow is now a
concern for Restaurants. Many licensees are dealing with their credit terms with banks.

Jeannie Lee — Jeannie shared that recently 20 KAGRO members either closed their business or
had to sell to someone else. Taxes impact KAGRO members because of activity in borderline
states. Members do have a fear of losing their business.



mailto:Rogers.Weed@Commerce.gov

Rick Garza, Deputy Administrative Director

Rick gave an overview of the LCB 2010 legislative session. He shared that two bills passed this
session; Tasting/Sampling in Grocery Stores over 9000 sq feet and Amendment to the Craft
Distillery License.

Rick also shared information about the two privatization initiatives that were filed on April 16.
Rick and Pat shared that we will continue to educate stakeholders and legislators on what the
Liquor Control Board does and doesn’t do.

Mark Levine asked Rick about all of the past privatization task groups recommendations over the
years that were formed and reports they issued to not privatize, is this information getting to the
legislature. Rick shared that this information has been shared with legislators.

Roundtable

Jan Gee shared that taxes imposed by a certain date impact WFI members and they are not happy
about this. Jan also asked if LCB was going to issues and interim rule/policy on Sampling in
Grocery Stores. Rick Garza responded that Karen McCall will email the timing of rule making
regarding Sampling in Grocery Stores to all of our stakeholders by April 30.

Jeff Gombosky shared that his industry does not like the beer tax.

Phil Wayt shared that major brands are still competitive and the tax increase may be passed on to
the customer and/or retailer. The increase could cause a decrease in consumption.

Heather McClung shared the bill tax is a concern to her industry. Retailers have a pricing
variance between micro and the premium industry.

Steve shared that the beer tax cost increase will be passed on to customers and that it will impact
other products in the marketplace.

Jeannie Lee shared that KAGRO members are concerned about the cigarette tax. Small
businesses are already struggling and some fear they may go out of business. Jeannie also shared
member’s concerns about liquor enforcement officers conducting liquor and tobacco ‘sting’
operations. KAGRO believes the first contact with a licensee should always be educational and
not a written violation notice. She also stressed that KAGRO feels that there should be
punishment for the purchaser.

Jean Leonard shared that the special occasion license and charity events have been an issue for
her members. There is confusion by the current rules and there needs to be a more
comprehensive proposal, including having wine, beer and spirits available at charitable events.

Mark Levine suggested that an Issue Paper on charitable events, addressing special occasion
licenses and the new advertising regulations could help clarify questions.



Phil Wayt suggested that getting a special occasion license at a liquor store could help speed up
the process.

Pat Kohler, Agency Director
Pat gave the council members a high level agency budget update.

Pat McLaughlin, Business Enterprise Director
Pat gave an update to the council members on the following items:
e Distribution Center Director Recruitment
o Distribution Center Capital Projects Improvement - the project is currently in its final
phase and will continue through the month of August.
e Distribution Center Operations — operations are running well with the fill rate
consistently around 96%.
¢ Revenue Enhancements (Mall Stores, Lottery Products, New State and CLS Stores) —
LCB is still on track to generate $12 million in revenue this biennium.

Alan Rathbun, Licensing Division Director

Alan provided an update to the members on the following items:
e Spirits, Beer, Wine Nightclub License

On Line MAST Training

Definition of what “food requirement” is

Seattle Alcohol Impact Area

Winery Definition

Next Meeting
July 21, 9:00 am — 12:00 pm, hosted by Washington Brewer’s Guild, location TBD
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Updates
Economy
State Budget/Session (optional)
Creating Jobs
Short-term: Session Highlights
Medium-term: Key Commerce Activities

Long-term: Economy wide trends that favor our state

Q&A
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Employment performance: bleak
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Average Quarterly Non-farm Labor,
Washington State

Data source: Washington State Employment S Department of Commerce
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Unemployment around the state

U ent Rates by County,
mwmm"?nﬂmg {UPDATE

2010

Whatcom
10.0

3

Skagt
124

Snohomish
10.5

Ckanogan
13.9

Department of Commerce

Innovation is in our nature.

TE
S O
e , s
=

Sk NG





Non-aerospace Exports from Washington
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Non-aerospace Exports, by Quarter
Early Signs of a Recovery
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Washington’s rank
1-10
11-25

I 26-50 or bottom half

1
<>Employment growth, 2004-2008
Percent, annualized basis

2
OPer-job wage, 2008

3
<>Per-job wage growth, 2004-2008

All jobs [ 6 ]
Washington 2.9
Texas 128
Idaho [ 1]2.6
North Carolina | __12.2
Oregon [ ]1.8
Virginia [ ]1.6
California [ 1.1
Massachusetts | ]0.9
A
Peeravg = 2.0

$ Thousands
All jobs
Massachusetts ™]50.1
California [ 1]48.1
Washington ::] 46.4
Virginia 447
Oregon 1439
Texas [ 1393
North Carolina 38.2
Idaho [ [38.1

A
Peer avg = 43.6

Bottom 20% of jobs

Massachusetts | 1]23.0
Washington 1 22.9
Oregon %:;‘21.3
California [ 119.9
ldaho [ 119.6
North Carolina | ]18.8
Virginia [ ]18.3
Texas | 176

A

Peer avg = 20.2

Percent, annualized basis
All jobs
Virginia [ 7139
California [ 1]3.7
Washington 135
Massachusetts [ 13.4
Texas 131
North Carolina [ 13.0
Idaho 126
Oregon [ 117
A
Peeravg = 3.1
Bottom 20% of jobs
Massachusetts [ 1 16.7
Washington 4.7
ldaho [ 147
Texas [ ]2.8
Virginia [ 128
Oregon [ ]2.6
North Carolina | 12.4
California | ]2.1
A
Peer avg = 3.6

SOURCQ: BLS, 2008 American community survey, WEDC, CFED; manyeyes.com; team analysis
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$9 Billion Problem by March 2009

Initial $3 billion problem due to increasing costs

-S4 Cumulative $6 billion
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» Before recession, $3 billion problem projected for 2009-11 due to health
care inflation, K-12 growth, prison population growth, pension obligations.

* Problem grew with recession, resulting in $6 billion loss in projected
revenue from Feb. 2008 - March 20009.

6/25/2010 @erartment of Commerce

novation is in our nature.





Revenues dropping

S686 million June forecast

$238 million September forecast

S760 million November forecast

$154 million Tax lawsuit pending

$1.84 billion Subtotal

Costs rising, issues emerging

S659 million Increased demand for health care, schools, prisons

S12 million Forest fires, landslides, dam failures, other
possible emergencies

S$71 million Lawsuits blocking planned cuts

$742 million Subtotal
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Governor’s Proposed Solution

A BALANCED APPROACH FOR HARD TIMES

GOVERNOR'S PROPOSED B0oOK 2 BUDGET
Ferruary 2010

Problem 52.8 Billion Solution 52.8 Billion

Casedoad and Other

Expenses
51.03 billion
Revenue Losses "u'”"x_
1,63 billion WS
Y
H"'-. .

W Lawsuit
(Dot Foods)
154 milllion
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Invest in energy efficiency in public schools and higher ed facilities

S100M in capital budget; S500M as ballot initiative
3x leverage of private money
Estimated to create 36,000 jobs over five years

Transportation Budget: 1,535 projects statewide that will support an estimated
24,000 jobs at peak of construction cycle

Washington Works Housing Program (1,100 jobs over four years)
Opportunity Express: worker retraining for high demand fields

Incent more hiring in rural and distressed counties (HB 3014) : Establish a sales and
use tax deferral/waiver program for manufacturing and R&D in distressed counties
(270 jobs)

Local Infrastructure Funding Tool (LIFT): Funding increased (700 jobs)

Incentives created/extended: Data center, aluminum smelting and airline repair
(>3,500 jobs)
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Defining the Department of Commerce: Aligning behind a new
mission to grow and improve jobs and eight priority areas of
focus

Aerospace Council: Driving activity and policy recommendations
to ensure Washington remains the best place in the world for
aerospace

Clean Energy Leadership Council: Advising the state on how to
use the clean energy transition to drive economic growth

Deploying Recovery Act money via the weatherization program
and the State Energy Program investments

State Energy Strategy: updating our state’s 17 year old view

Department of Commerce





Key metrics: 1. Job growth; 2. Income per job; 3. Growth in income/job and
4 Wage distribution .... versus other states

Global Priorities

Infrastructure
Investment

Education/ Efficient

Competitiveness

Workforce Training Regulation

Specific Priorities

Community

. Small Business
Capacity
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L-T Economy-wide trends for WA

Prevalence of Software
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Since 1995, Asia’s economy (real GDP) has grown more than twice as fast as that
of America or Western Europe;

Adjusting for currency differences, three of the world’s four biggest economies
(China, Japan and India) are already in Asia;

Asian stock markets now account for 34% of global market capitalization, ahead of
the US (33%) and Europe (27%);

Asia was the world’s biggest market for automobiles (35%) and mobile phones
(43%) last year;

Asia has accounted for two thirds of the world increase in energy demand since
2000;

In 2009, 40% of global capital investment took place in Asia, more than in the US
and Europe combined

8 of the top 10 IPOs in 2009 were Asian firms — more than twice as much IPO
capital was raised in China/Hong Kong last year as in the US

Asia accounted for over half of world output in 18 of the last 20 centuries.

Department of Commerce





Washington’s exports to Asia — per capita goods
exports, 2000-2008

m China
M Asia NICs*

Data source: www.wisertrade.orq <
*Newly industrialized countries: Hong Kong, Republic of Korea, 20 Departr_rl_E!nt of Commerce
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Aerospace: lines of code in aircraft:
777: about 2 million lines of code
787 more than 8 million lines of code

F-35: about 22.9 million lines of code
Software x manufacturing = CAD + CNC machining
Software x clean technology = smart grid
Software x life sciences = bioinformatics
Software x movies = video games

Software x investing = program trading/hedge funds

21 Department of Commerce





An emerging sector: venture capital investment
in clean technology, 2001-2008*

2001 2002 2003 2004 2005 2006 2007 2008*

Data source: The Cleantech Group for North America, -
Europe, Israel, China, and India, www.cleantech.com 22 i, Department of Commerce
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Future engines of global economic growth:

recent and forecasted real GDP growth

2007 2008¢ 2009f 2010f 2011f

World 3.8 1.9 -2.9 2.0 3.2
OECD Countries 2.5 0.6 -4.2 1.2 2.3
Euro Area 2.7 0.6 -4.5 0.5 1.9
Japan 2.3 -0.7 -6.8 1.0 2.0
United States 2.0 1.1 -3.0 1.8 2.5
Non-OECD countries 5.6 2.4 -4.8 2.2 4.6
East Asia and Pacific 11.4 8.0 5.0 6.6 7.8

China 13.0 9.0 6.5 7.5 8.5

Indonesia 6.3 6.1 35 5.0 6.0

Thailand 4.9 2.7 -3.2 2.2 3.1
Europe and Central Asia 6.9 4.0 -4.7 1.6 33
Latin America and Caribbean 5.8 4.2 -2.2 2.0 33
Middle East and North Africa 5.4 6.0 31 3.8 4.6
South Asia 8.4 6.1 4.6 7.0 7.8

India 9.0 6.1 5.1 8.0 8.5
Sub-Saharan Africa 6.2 4.8 1.0 3.7 5.2

Data source: IMF
e = estimated, f = forecasted
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Future engines of global economic growth:

recent and forecasted real GDP growth

2007 2008¢ 2009f 2010f 2011f

World 3.8 1.9 -2.9 2.0 3.2
OECD Countries 2.5 0.6 -4.2 1.2 2.3
Euro Area 2.7 0.6 -4.5 0.5 1.9
Japan 2.3 -0.7 -6.8 1.0 2.0
United States 2.0 1.1 -3.0 1.8 2.5
Non-OECD countries 5.6 2.4 -4.8 2.2 4.6
East Asia and Pacific 11.4 8.0 5.0 6.6 7.8

China 13.0 9.0 6.5 7.5 8.5

Indonesia 6.3 6.1 35 5.0 6.0

Thailand 4.9 2.7 -3.2 2.2 3.1
Europe and Central Asia 6.9 4.0 -4.7 1.6 33
Latin America and Caribbean 5.8 4.2 -2.2 2.0 33
Middle East and North Africa 5.4 6.0 31 3.8 4.6
South Asia 8.4 6.1 4.6 7.0 7.8

India 9.0 6.1 5.1 8.0 8.5
Sub-Saharan Africa 6.2 4.8 1.0 3.7 5.2

Data source: IMF
e = estimated, f = forecasted
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22.5%

20.1%
17.0%
8.9%

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
(estimated)

=== Current prices (nominal GDP) == Adjusted for purchasing power parity (PPP)
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Businesses create most jobs-not govt

Gov’t does shape the business climate

Strong economies require strong communities
Vibrant business communities benefit us all

Gov’t should focus on broad policy, not specific technologies
or approaches

Retain and grow existing businesses first
Be opportunistic

Focus on the function; form will follow

Department of Commerce
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Listening Around The State: 7 X 7
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On-line Survey: August 2009

N.A.,
974, 25%

Non-Profit,
517, 14%

Business,
1002, 26%

Government,
1163, 30%
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Make Washington the most attractive, creative and
fertile investment environment for innovation in
the world as a means of achieving long-term
global competitiveness, prosperity and economic
opportunity for all the state’s citizens.

* Adopted by Commerce from the vision statement in the Washington Economic
Development Commission’s plan, The Washington Innovation Economy, Feb 2009
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COMMERCE ORGANIZATION

2OlICYy Priorities

Local Gov’'t & i Business
Infrastructure i i Services
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Rename agency, change mission
Stakeholder outreach on opportunities
Synthesize feedback to priorities
Submit plan to Governor/Legislature
Determine what’s in/out of agency
Align what’s in to priorities

Flesh out priorities in strategic plan

Implement plan/propose policy changes

32

Done
Done
Done
Done
Done
Doing
H2FY10
H1FY11
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ORGANIZATION TO DATE
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