4~ X\ Washington State
<%/A Liquor Control Board

BOARD MEETING AGENDA

Wednesday, January 23, 2013
Headquarters Building
3000 Pacific Ave SE, Olympia WA 98501
10:00 a.m.

Call to Order -—-- Sharon Foster

Approval of Minutes Board Members

Return of Spirits - Patrick Woods
Product to Distributors

Public Hearing on Karen McCall
Beer/Wine Specialty

Shop Tastings (WAC 314-
02-105)

Public Hearing on Karen McCall
Restaurant Hours of

Operation (WAC 314-02-
015, WAC 314-02-045)

Board Approval to File Karen McCall
CR 102 on Internet

Sales and Delivery for

Distilleries and Craft

Distilleries

Board Approval to File Karen McCall
CR 102 on WAC 314-23-



030 for Spirits COAs

Board Approval to File
CR 102 for
Requirements for

Spirits Retail Licensees
(Reporting Loss)

Board Approval to File
CR 102 on Reporting
Requirements for

Spirits Retail Licensees
(License Fee Reporting)

New Business
Old Business

Recess/Adjourn

Karen McCall

Karen McCall

Board Members

Board Members




Washington State Liquor Control Board
Issue Paper
Rule Making on Beer/Wine Specialty Store Tastings

Date: December 12, 2012
Presented by:  Karen McCall, Agency Rules Coordinator

Description of the Issue

The purpose of this Issue Paper is to request approval from the Board to file the
proposed permanent rules (CR 102) to amend WAC 314-02-105 — What is a
beer and/or wine specialty store license.

Why is rule making necessary?

The current rule allows a beer/wine specialty store licensee to conduct beer/wine
tastings if over 50% of their gross sales are beer and/or wine. This is not a
problem for licensees that do not hold any other type of liquor license. Many
licensees holding a spirits retail license also hold a beer/wine specialty shop
license to allow for the sale of beer and wine in addition to spirits. They do not
meet the beer and wine sales requirement to conduct beer and wine tastings
because they also sell spirits.

We have received many inquiries regarding beer and wine tastings at these new
businesses as well as from former contract liquor store managers. Beer and
wine tastings are an important part of their business to support local wineries
and build their customer base. RCW 66.24.371 (2) states, “Licensees under this
section may provide, free or for a charge, single-serving samples of two ounces
or less to customers for the purpose of sales promotion”. Amending the current
WAC language to require over 50% of their gross sales be alcohol would allow
beer/wine specialty store licensees to continue to conduct beer and/or wine
tastings at their premises.

Total Wine and More submitted a petition for rulemaking to allow the holder of a
beer/wine specialty store license that qualifies for tastings to serve up to a total
of twelve ounces of beer or wine to a customer during any one visit to the
premises. Employees conducting the tastings must hold a MAST permit.

What changes are being proposed?

WAC 314-02-105 What is a beer and/or wine specialty store license?
Added requirement that employees conducting the sampling must hold a class 12
permit. Also changed the total humber of ounces that may be served to each
customer from eight to twelve. Removed language that limited a customer to no
more than one sample of any particular brand.
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Attachment: WAC 314-02-105
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AMENDATORY SECTION (Amending WSR 11-23-045, filed 11/9/11,
effective 12/10/11)

WAC 314-02-105 What is a beer and/or wine specialty store
license? (1) Per RCW 66.24.371, a beer and/or wine specialty store
license allows a licensee to sell beer and/or wine for off-premises
consumption.

(2) The annual fee for this license is one hundred dollars.

(3) Qualifications for license - To obtain and maintain a beer
and/or wine specialty store license, the premises must be stocked
with an inventory of beer and/or wine in excess of three thousand
dollars wholesale value. This inventory must be:

(a) Stocked within the confines of the licensed premises; and

(b) Maintained on the premises at all times the premises 1is
licensed, with the exception of beginning and closing inventory for
seasonal operations or when the inventory 1is being sold out
immediately prior to discontinuing or selling the business.

(4) Qualifications to sample - A beer and/or wine specialty
store licensee may allow customers to sample beer and wine for the
purpose of sales promotion, if the primary business is the sale of
beer and/or wine at retail, and the licensee meets the requirements
outlined in either (a) or (b) of this subsection:

(a) A licensee's gross retail sales of ((beer—and/for—wine))
alcohol exceeds fifty percent of all annual gross sales for the
entire business; or

(b) The licensed premises is a beer and/or wine specialty
store that conducts bona fide cooking classes for the purpose of
pairing beer and/or wine with food, under the following conditions:

(1) The licensee must establish to the satisfaction of the
board that the classes are bona fide cooking courses. The licensee
must charge participants a fee for the course(s).

(1i) The sampling must be limited to a clearly defined area of
the premises.

(iii) The 1licensee must receive prior approval from the
board's 1licensing and regulation division before conducting
sampling with cooking classes.

(iv) Once approved for sampling, the licensee must provide the
board's enforcement and education division a list of all scheduled
cooking classes during which beer and/or wine samples will be
served. The licensee must notify the board's enforcement and
education division at least forty-eight hours in advance if classes
are added.

(5) Licensees who qualify for sampling under subsection (4) of
this ((rute)) section may sample under the following conditions:

(a) Emplovees conducting sampling must hold a class 12 alcohol
server permit;

(b) No more than a total of ((etght)) twelve ounces of alcohol
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may be provided to a customer during any one visit to the premises;
((tor)) (c) Each sample must be two ounces or less((;7—=and
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(6) A beer and/or wine specialty store licensee may sell beer
in kegs or other containers holding at least four gallons of beer.
See WAC 314-02-115 regarding keg registration requirements.

(7) A beer and/or wine specialty store licensee may receive an
endorsement to permit the sale of beer to a purchaser in a sanitary
container brought to the premises by the purchaser, or provided by
the licensee or manufacturer, and filled at the tap by the licensee
at the time of sale under the following conditions:

(a) The beer and/or wine specialty store sales must exceed
fifty percent of their total sales; or

(b) The board may waive the fifty percent beer and/or wine
sale criteria if the beer and/or wine specialty store maintains a
wholesale alcohol inventory that exceeds fifteen thousand dollars.
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Washington State Liquor Control Board
Issue Paper
Rule Making on Restaurant Required Hours of

Operation
Date: October 10, 2012
Presented by:  Karen McCall, Agency Rules Coordinator

Description of the Issue

The purpose of this Issue Paper is to request approval from the Board to file the
proposed permanent rules (CR 102) to amend WAC 314-02-015 — What is a
spirits, beer, and wine restaurant license?, and WAC 314-02-045 — What is a
beer and wine restaurant license?

Why is rule making necessary?

The Washington Restaurant Association (WRA) petitioned the board requesting
WAC 314-02-015 and WAC 314-02-045 be amended as they relate to the
required hours of operation of five hours a day five days a week for a restaurant
license. The current rules include language that an exception may be granted by
the board for demonstrated hardship.

The hours of operation requirement was created to ensure that businesses that
received a restaurant operated as bona fide restaurants and not nightclubs.
With the creation of the nightclub liquor license in 2009, restaurants that were
operating as nightclubs have changed to the proper license type.

A request for an exception due to demonstrated hardship was rare until the last
few years. Due to the economy, there have been many requests for exceptions
to these rules in the last three years. The exception is only granted for a six
month period so licensees must request the exception every six months.

WRA submitted proposed language changing the requirement for hours of
operation to five hours a day three days a week and remove the exception for
demonstrated hardship. This change would allow restaurant businesses the
flexibility to operate less than five days a week to ease any financial burdens. By
removing the exception for demonstrated hardship the board would save
administrative resources for the approval and monitoring of the exceptions.

What changes are being proposed?

WAC 314-02-015 What is a spirits, beer, and wine restaurant license?
Changed the required days of operation from “five” to “three”. Removed the
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language allowing licensees to request an exception to the required hours of
operation due to hardship.

WAC 314-02-045 What is a beer and/or wine restaurant license?
Changed the required days of operation from “five” to “three”. Removed the
language allowing licensees to request an exception to the required hours of
operation due to hardship.

Attachment: WAC 314-02-015
WAC 314-02-045
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AMENDATORY SECTION (Amending WSR 11-23-045, filed 11/9/11,
effective 12/10/11)

WAC 314-02-015 What is a spirits, beer, and wine restaurant
license? (1) Per RCW 66.24.400, this license allows a restaurant
to:

(a) Serve spirits by the individual glass for on-premises
consumption;

(b) Serve beer by the bottle or can or by tap for on-premises
consumption;

(c) Serve wine for on-premises consumption;

(d) Allow patrons to remove recorked wine from the licensed
premises;

(e) Sell wine by the bottle for off-premises consumption with
the appropriate endorsement; and

(f) Sell kegs of malt liquor with the appropriate endorsement.
This endorsement also allows the sale of beer to a purchaser in a
sanitary container brought to the premises by the purchaser or
furnished by the licensee and filled at the tap by the retailer at
the time of sale.

(2) To obtain and maintain a spirits, beer, and wine
restaurant license, the restaurant must be open to the public at
least five hours a day during the hours of 8:00 a.m. and 11:00
p.m., ((ffve)) three days a week. ( (Theboardmay cormrsider—written
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(3) All applicants for a spirits, beer, and wine license must
establish, to the satisfaction of the board, that the premises will
operate as a bona fide restaurant. The term "bona fide restaurant”
is defined in RCW 66.24.410(2).

AMENDATORY SECTION (Amending WSR 11-23-045, filed 11/9/11,
effective 12/10/11)

WAC 314-02-045 What is a beer and/or wine restaurant license?
(1) Per RCW 66.24.320 and 66.24.354, this 1license allows a
restaurant to:

Privilege Annual fee

(a) Serve beer by the bottle or can or $200
by tap for on-premises consumption.
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Privilege

Annual fee

(b) Serve wine for on-premises
consumption (see RCW 66.24.320
regarding patrons removing recorked
wine from the premises).

$200

(c) Sell beer and/or wine in the
original, unopened containers for off-
premises consumption.

$120

(d) Sell tap beer for off-premises
consumption in a sanitary container
holding less than four gallons of beer,
and brought to the premises by the
purchaser.

In conjunction
with off-
premises
privilege
outlined in
subsection (c).

(e) Sell beer in kegs or other containers
holding at least four gallons of beer
(see WAC 314-02-115 regarding the
requirements for registering kegs).

In conjunction
with off-
premises
privilege
outlined in
subsection (c).

(2) All applicants for a beer and/or wine restaurant license
must establish, to the satisfaction of the board, that the premises
will operate as a bona fide restaurant, as defined 1in RCW
66.04.010(30).

(a) Minimum food service is required, as defined in WAC 314-
02-010.

(b) To obtain and maintain a beer and/or wine restaurant
license, the restaurant must be open to the public at least five
hours a day, ((ffve)) three days a week.
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(3) If a beer and/or wine restaurant's dedicated dining area
comprises less than fifteen percent of the total customer service
area, the premises must maintain a tavern license (see WAC 314-02-
070 regarding the tavern license).
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~X\ Washington State
Liquor Control Board

Date: January 23, 2013

To: Sharon Foster, Board Chair
Ruthann Kurose, Board Member
Chris Marr, Board Member

From: Karen McCall, Agency Rules Coordinator

Copy: Pat Kohler, Administrative Director
Rick Garza, Deputy Administrator
Justin Nordhorn, Chief of Enforcement
Alan Rathbun, Licensing Director

Subject: Approval for filing proposed rules (CR 102) on WAC 314-28-030
Changes to the distiller and craft distiller license and WAC 314-28-050 What does
a craft distillery license allow?

This rulemaking is the result of a petition for rulemaking from Colin Levi, owner of It's 5
Artisan Distillery, to revise WAC 314-28-030 and WAC 314-28-050 to allow a craft
distiller licensee to sell their product to consumers over the internet and deliver. On
November 7, 2012, the board adopted rules that allow internet sales and delivery of
spirits to consumers by a spirits retail licensee.

Process

The Rules Coordinator requests approval to file the proposed rules (CR 102) for the rule
making described above. An issue paper on this rule was presented at the Board
meeting on September 12, 2012, and is attached to this order.

If approved for filing, the tentative timeline for the rule making process is outlined below:

January 23, 2013 Board is asked to approve filing the proposed rules (CR
102 filing)

February 6, 2013 Code Reviser publishes notice, LCB sends notice to
rules distribution list

February 27, 2013 Public hearing held

February 27, 2013 End of written comment period

March 6, 2013 Board is asked to adopt rules

March 6, 2013 Agency sends notice to those who commented both at
the public hearing and in writing.

CR 102 Internet sales and delivery
for Craft Distillery licensees 1 1/23/13





March 6, 2013 Agency files adopted rules with the Code Reviser (CR
103)
April 7, 2013 Rules are effective (31 days after filing)
Approve Disapprove
Sharon Foster, Chairman Date
Approve Disapprove
Ruthann Kurose, Board Member Date
Approve Disapprove

Chris Marr, Board Member Date

Attachment: Issue Paper
Proposed Rules

CR 102 Internet sales and delivery
for Craft Distillery licensees 2 1/23/13






AMENDATORY SECTION (Amending WSR 12-12-065, filed 6/5/12, effective
7/6/12)

WAC 314-28-050 What does a craft distillery license allow?
(1) A craft distillery license allows a licensee to:

(a) Produce sixty thousand proof gallons or less of spirits
per calendar year. A "proof gallon"™ is one 1liquid gallon of
spirits that is fifty percent alcohol at sixty degrees Fahrenheit;

(b) Sell spirits of its own production directly to a customer
for off-premises consumption, provided that the sale occurs when
the customer is physically present on the licensed premises. A
licensee may sell no more than two liters per customer per day. A
craft distiller may not sell liquor products of someone else's
production;

(c) For sales on or after March 1, 2012, sell spirits of its
own production to a licensed spirits distributor;

(d) For sales on or after March 1, 2012, sell spirits of its
own production to a licensed spirits retailer in the state of
Washington;

(e) Sell to out-of-state entities;

(f) Provide, free of charge, samples of spirits of its own
production to persons on the distillery premises. Each sample must
be one-half ounce or less, with no more than two ounces of samples
provided per person per day. Samples must be unaltered, and anyone
involved in the serving of such samples must have a valid Class 12

alcohol server permit. Samples must be in compliance with RCW
66.28.040;

(g) Provide, free of charge, samples of spirits of its own
production to retailers. Samples must be unaltered, and in

compliance with RCW 66.28.040, 66.24.310 and WAC 314-64-08001.
Samples are considered sales and are subject to taxes;

(h) Contract produce spirits for holders of a distiller or
manufacturer license.

(2) A distillery or craft distillery 1licensee may accept
orders for spirits from, and deliver spirits to, customers.

(a) Resale. Spirits shall not be for resale.

(b) Stock 1location. Spirits must come directly from the
licensed distillery or craft distillery location.

(c) How to place an order. Spirits may be ordered in person
at the licensed distillery or craft distillery location, by mail,
telephone, internet, or by other similar methods.

(d) Sales and payment.

(i) Only a distillery or craft distillery licensee or a
licensee's direct employees may accept and process orders and
payments. A contractor may not do so on behalf of a distillery or
craft distillery 1licensee, except for transmittal of payment
through a third-party service. A third-party service may not
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solicit customer business on behalf of a distillery or craft
distillery licensee.

(ii) All orders and payments shall be fully processed before
spirits transfer ownership or, in the case of delivery, leaves a
licensed distillery or craft distillery premises.

(iii) Payment method. Payvment methods include, but are not
limited to: Cash, credit or debit card, check or money order,
electronic funds transfer, or an existing prepaid account. An
existing prepaid account may not have a negative balance.

(iv) Internet. To sell spirits wvia the internet, a new
distillery or craft distillery license applicant must reguest
internet-sales privileges in his or her application. An existing
distillery or craft distillery licensee must notify the board prior
to beginning internet sales.

(e) Delivery location. Delivery shall be made only to a
residence or business that has an address recognized by the United
States postal service; however, the board may grant an exception to
this rule at its discretion. A residence includes a hotel room, a
motel room, or other similar lodging that temporarily serves as a
residence.

(f) Hours of delivery. Spirits may be delivered each day of
the week between the hours of 6:00 a.m. and 2:00 a.m. Delivery
must be fully completed by 2:00 a.m.

(g) Age requirement.

(i) Under chapter 66.44 RCW, any person under twenty-one vears
of age is prohibited from purchasing, delivering, or accepting
delivery of ligquor.

(ii) A delivery person must verify the age of the person
accepting delivery before handing over liguor.

(iii) Tf no person twenty—-one years of age or older is present
to accept a ligquor order at the time of delivery, the liguor shall
be returned.

(h) Intoxication. Delivery of ligquor is prohibited to any
person who shows signs of intoxication.

(i) Containers and packaging.

(i) TIndividual units of spirits must be factory sealed in
bottles. For the purposes of this subsection, "factory sealed"
means that a unit is in one hundred percent resalable condition,
with all manufacturer's seals intact.

(ii) The outermost surface of a liguor package, delivered by
a third party, must have language stating that:

(A) The package contains ligquor;

(B) The recipient must be twentyv-one vyears of age or older;

and

(C) Delivery to intoxicated persons is prohibited.

(i) Required information.

(i) Records and files shall be retained at the distillery or
craft distillery licensed premises. Each delivery sales record
shall include the following:

(A) Name of the purchaser;

(B) Name of the person who accepts delivery;

(C) Street addresses of the purchaser and the delivery
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location; and

(D) Time and date of purchase and delivery.

(ii) A private carrier must obtain the signature of the person
who receives liguor upon delivery.

(iii) A sales record does not have to include the name of the
delivery person, but it is encouraged.

(k) Web site requirements. When selling over the internet,
all web site pages associated with the sale of liguor must display
the distillery or craft distillery licensee's registered trade
name .

(1) Accountability. A distillery or craft distillery licensee
shall be accountable for all deliveries of liquor made on its
behalf.

(m) Violations. The board may impose administrative
enforcement action upon a distillery or craft distillery licensee,
or suspend or revoke a distillery or craft distillery licensee's
delivery privileges, or any combination thereof, should a
distillery or craft distillery 1licensee violate any condition,
requirement, or restriction.

(3) A craft distillery licensee may not sell directly to in-
state retailers or in-state distributors until March 1, 2012.
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Washington State Liquor Control Board

Issue Paper

Rule Making on WAC 314-28-030 & WAC 314-28-050
Date: January 23, 2013

Presented by:  Karen McCall, Agency Rules Coordinator

Description of the Issue

The purpose of this Issue Paper is to request approval from the Board to file the
proposed rules (CR 102) to revise WAC 314-28-030 Changes to the distiller
and craft distiller license and WAC 314-28-050 What does a craft
distillery license allow?

Why is rule making necessary?

This rulemaking is the result of a petition for rulemaking from Colin Levi, owner of
It's 5 Artisan Distillery, to revise WAC 314-28-030 and WAC 314-28-050 to allow
a craft distiller licensee to sell their product to consumers over the internet and
deliver. On November 7, 2012, the board adopted rules that allow internet sales
and delivery of spirits to consumers by a spirits retail licensee.

What changes are being proposed?

Amended WAC 314-28-030 Changes to the distiller and craft distiller
license. Added language that allows a distiller and craft distiller to sell their own
internet sales and delivery of their own spirits products.

Amended WAC 314-28-050 What does a craft distillery license allow?
Added requirements for internet sales and delivery of spirits of their own
production for craft distilleries and distilleries.

Attachment: Proposed Rules

Issue Paper CR102 WAC 314-28-030
WAC 314-28-050 1 1/23/13






AMENDATORY SECTION (Amending WSR 12-12-065, filed 6/5/12, effective
7/6/12)

WAC 314-28-030 Changes to the distiller and craft distiller
license. (1) Beginning March 1, 2012, all distilleries licensed
under RCW 66.24.140 and 66.24.145 may sell spirits of their own
production directly to a licensed spirits distributor in the state
of Washington and to a licensed spirits retailer in the state of
Washington.

(2) Beginning June 1, 2012, a distiller may sell spirits of
its own production to a customer for off-premises consumption,
provided that the sale occurs when the customer is physically
present at the licensed premises.

(3) A distiller or craft distillery may accept orders for
spirits of their own production from, and deliver spirits to,

customers. Spirits may be ordered in person at the licensed
distillery or craft distillery location, by mail, telephone,
internet, or by other similar methods. See WAC 314-28-050 for

reguirements for internet sales and deliverv.
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~X\ Washington State
Liquor Control Board

Date: January 23, 2013

To: Sharon Foster, Board Chair
Ruthann Kurose, Board Member
Chris Marr, Board Member

From: Karen McCall, Agency Rules Coordinator

Copy: Pat Kohler, Administrative Director
Rick Garza, Deputy Administrator
Justin Nordhorn, Chief of Enforcement
Alan Rathbun, Licensing Director

Subject: Approval for filing proposed rules (CR 1012 for WAC 314-23-030
Spirits Certificate of Approval licenses

This rulemaking is the result of a petition for rulemaking to revise WAC 314-23-030
regarding what a certificate of approval licensees is allows.

Process

The Rules Coordinator requests approval to file the proposed rules (CR 102) for the rule
making described above. An issue paper on this rule was presented at the Board
meeting on January 23, 2013, and is attached to this order.

If approved for filing, the tentative timeline for the rule making process is outlined below:

January 23, 2013 Board is asked to approve filing the proposed rules (CR
102 filing)

February 6, 2013 Code Reviser publishes notice, LCB sends notice to
rules distribution list

February 27, 2013 Public hearing held

February 27, 2013 End of written comment period

March 6, 2013 Board is asked to adopt rules

March 6, 2013 Agency sends notice to those who commented both at
the public hearing and in writing.

March 6, 2013 Agency files adopted rules with the Code Reviser (CR
103)

April 7, 2013 Rules are effective (31 days after filing)

CR 102 Spirits COA licenses 1 1/23/13





Approve Disapprove

Sharon Foster, Chairman Date

Approve Disapprove

Ruthann Kurose, Board Member Date

Approve Disapprove

Chris Marr, Board Member Date

Attachment: Issue Paper
Proposed Rules

CR 102 Spirits COA licenses 2 1/23/13






Washington State Liquor Control Board
Issue Paper
Rule Making on WAC 314-23-030

Date: January 23, 2013
Presented by:  Karen McCall, Agency Rules Coordinator

Description of the Issue

The purpose of this Issue Paper is to request approval from the Board to file the
proposed rules (CR 102) to revise WAC 314-23-030 — What does a spirits
certificate of approval license allow?

Why is rule making necessary?

On May 29, 2012 the board adopted WAC 314-23-030 as part of the rules to
implement Initiative 1183. On July 2, 2012 the board received a petition for
rulemaking signed by five stakeholders to amend this rule to allow all spirits
certificate of approval holders to sell directly to retailers in Washington State.
The current rule only allows a spirits manufacturer located outside of Washington
but within the US to sell their products directly to a Washington retailer.

What changes are being proposed?

Amended WAC 314-23-030 What does a spirits certificate of approval
license allow? In subsection (2) added language referring to all three spirits
certificate of approval licenses in this section. In subsection (3) added language
that allow all three spirits certificate of approval licenses to obtain an
endorsement to sell directly to a spirits retailer. Repealed subsection (4) and (5).

Attachment: Proposed Rules

Issue Paper CR102 WAC 314-23-030 1 1/23/13






AMENDATORY SECTION (Amending WSR 12-12-065, filed 6/5/12, effective
7/6/12)

WAC 314-23-030 What does a spirits certificate of approval
license allow? (1) A spirits certificate of approval licensee may
not commence sales until March 1, 2012. A spirits certificate of
approval license may be issued to spirits manufacturers located
outside of the state of Washington but within the United States.

(2) There are three separate spirits certificate of approval
licenses as follows:

(a) A holder of a spirits certificate of approval may act as
a distributor of spirits they are entitled to import into the state
by selling directly to spirits distributors or spirits importers
licensed in Washington state. The fee for a certificate of
approval is two hundred dollars per year.

(b) A holder of an authorized representative out-of-state
spirits importer or brand owner for spirits produced in the United
States but outside of Washington state may obtain a spirits
authorized representative domestic certificate of approval license
which entitles the holder to import spirits into the state by
selling directly to spirits distributors, or spirits importers
licensed in Washington state. The fee for an authorized
representative certificate of approval for spirits is two hundred
dollars per year.

(c) A holder of an authorized representative out-of-state
spirits importer or brand owner for spirits produced outside of the
United States obtains a spirits authorized representative foreign
certificate of approval which entitles the holder to import spirits
into the state by selling directly to spirits distributors, or
spirits importers licensed in Washington state. The fee for an
authorized representative certificate of approval for foreign
spirits is two hundred dollars per vear.

(3) A spirits certificate of approval holder, a spirits
authorized representative domestic certificate of approval holder,
and/or a spirits authorized representative foreign certificate of
approval holder must obtain an endorsement to the certificate of
approval that allows the shipment of spirits the holder is entitled
to import into the state directly to licensed liquor retailers.
The fee for this endorsement is one hundred dollars per year and is
in addition to the fee for the certificate of approval license.
The holder of a certificate of approval license that sells directly
to licensed liquor retailers must:

(a) Report to the board monthly, on forms provided by the
board, the amount of all sales of spirits to licensed retailers.

(b) Pay to the board a fee of ten percent of the total revenue
from all sales of spirits to retail licensees made during the month
for which the fee is due for the first two years of licensure.
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(c) Pay to the board five percent of the total revenue from
all sales of spirits to retail licensees made during the month for
which the fee is due for the third year of licensure and every year
thereafter.
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~X\ Washington State
Liquor Control Board

Date: January 23, 2013

To: Sharon Foster, Board Chair
Ruthann Kurose, Board Member
Chris Marr, Board Member

From: Karen McCall, Agency Rules Coordinator

Copy: Pat Kohler, Administrative Director
Rick Garza, Deputy Administrator
Justin Nordhorn, Chief of Enforcement
Alan Rathbun, Licensing Director

Subject: Approval for filing proposed rule (CR 102) to amend WAC 314-02-107
What are the requirements for a spirits retail license?

This rulemaking is the result of a stakeholder request from Chief Ed Holmes, President
of the Washington Association of Sheriffs and Police Chiefs. Chief Holmes would like
rules requiring spirits retail licensees to report spirits product loss due to theft and
internal shrinkage.

Process

The Rules Coordinator requests approval to file the proposed rules (CR 102) for the rule
making described above. An issue paper on this rule was presented at the Board
meeting on January 23, 2013, and is attached to this order.

If approved for filing, the tentative timeline for the rule making process is outlined below:

January 23, 2013 Board is asked to approve filing the proposed rules (CR
102 filing)

February 6, 2013 Code Reviser publishes notice, LCB sends notice to
rules distribution list

February 27, 2013 Public hearing held

February 27, 2013 End of written comment period

March 6, 2013 Board is asked to adopt rules

March 6, 2013 Agency sends notice to those who commented both at
the public hearing and in writing.

March 6, 2013 Agency files adopted rules with the Code Reviser (CR
103)

April 7, 2013 Rules are effective (31 days after filing)

CR 102 Requirements for spirits retail license 1 1/23/13





Approve Disapprove

Sharon Foster, Chairman Date

Approve Disapprove

Ruthann Kurose, Board Member Date

Approve Disapprove

Chris Marr, Board Member Date

Attachment: Issue Paper
Proposed Rules

CR 102 Requirements for spirits retail license 2 1/23/13






Washington State Liquor Control Board
Issue Paper
Rule Making on Requirements for Spirits Retail

Licensees
Date: January 23, 2013
Presented by:  Karen McCall, Agency Rules Coordinator

Description of the Issue

The purpose of this Issue Paper is to request approval from the Board to file the
file the proposed rules (CR 102) to revise WAC 314-02-107 — What are the
requirements for a spirits retail license?

Why is rule making necessary?

The board received a petition for rulemaking from Chief Ed Holmes, President, of
the Washington Association of Sheriffs and Police Chiefs. Chief Holmes is
requesting the board to adopt a rule requiring reporting of loss due to theft and
internal shrinkage of spirits product for all spirits retail licensees in the state.
Chief Holmes states in the petition for rulemaking:

" Since the enactment of Initiative 1183, retail alcohol sales points have
grown to approximately 1500 outlets. Many, if not most, of these businesses
were not planned and constructed to properly secure high theft items such as
spirits. As a result, we believe significant amounts of spirits are being diverted
from legitimate sales and unlawfully making their way into the community. This
Is resulting in increased access to alcohol by youth under 21 years of age,
secondary unlawful sales of spirits, loss of legitimate sales tax collection, and an
increasing black market focused on theft and resale of spirits.

In order for public safety to properly gauge the level of such diversions,
we need to have reliable data from which we can determine the level, location,
and impacts of unlawful liguor sales and secondary distribution. Currently there
Is no requirement for such data collection, and, to knowledge, no licensed liguor
sales locations are providing this essential information.”

What changes are being proposed?

Amended WAC 314-02-107 What are the requirements for a spirits retail
license? Added language requiring spirits retail licensees to report to the board
quarterly, spirits product loss due to theft and internal shrinkage.

Attachment: Proposed Rule

Issue Paper CR 102 — Requirements for spirits retail licenses 1/23/13
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AMENDATORY SECTION (Amending WSR 12-12-065, filed 6/5/12, effective
7/6/12)

WAC 314-02-107 What are the requirements for a spirits retail
license? (1) The requirements for a spirits retail license are as
follows:

(a) Submit a signed acknowledgment form indicating the square
footage of the premises. The premises must be at least ten
thousand square feet of fully enclosed retail space within a single
structure, including store rooms and other interior areas. This
does not include any area encumbered by a lease or rental agreement
(floor plans one—-eighth inch to one foot scale may be required by
the board); and

(b) Submit a signed acknowledgment form indicating the
licensee has a security plan which addresses:

(i) Inventory management;

(1i) Employee training and supervision; and

(iii) Physical security of spirits product with respect to
preventing sales to underage or apparently intoxicated persons and
theft of product.

(2) A grocery store licensee or a specialty shop licensee may
add a spirits retail liquor license to their current license if
they meet the requirements for the spirits retail license.

(3) The board may not deny a spirits retail 1license to
qualified applicants where the premises is less than ten thousand
square feet if:

(a) The application is for a former contract liquor store
location;

(b) The application is for the holder of a former state liquor
store operating rights sold at auction; or

(c) There is no spirits retail license holder in the trade
area that the applicant proposes to serve; and

(i) The applicant meets the operational requirements in WAC
314-02-107 (1) (b); and

(1ii) If a current liquor licensee, has not committed more than
one public safety violation within the last three years.

(4) Spirit retail licensees must report to the board guarterly
on a form provided by the board, spirits product loss due to theft
and internal shrinkage.

[ 1] 0TS-5243.1






~X\ Washington State
A Liquor Control Board

Date: January 23. 2013

To: Sharon Foster, Board Chair
Ruthann Kurose, Board Member
Chris Marr, Board Member

From: Karen McCall, Agency Rules Coordinator

Copy: Pat Kohler, Administrative Director
Rick Garza, Deputy Administrator
Justin Nordhorn, Chief of Enforcement
Alan Rathbun, Licensing Director

Subject: Approval for filing proposed rules (CR 102) on the following:

e WAC 314-02-109 What are the quarterly reporting and payment
requirements for a spirits retailer license?

e WAC 314-23-022 What if a distributor licensee fails to report or pay, or
reports or pays late?

e WAC 314-28-080 What if a distillery or craft distillery licensee fails to report
or pay, or reports or pays late?

Initiative 1183 directed spirits retail licensees to pay to the board 17% of their total spirits
revenues on a quarterly basis. 1-1183 also directed spirits distributors to pay to the
board 10% of their total spirits sales for the first two years and 5% each year thereafter.
Distillers and craft distillers acting as a distributor of their own spirits products are
required to pay the same license fees as the spirits distributors. The board adopted
these rules in June, 2012. Language needs to be added to these rules to allow the
board to suspend or revoke the license of a licensee that fails to report and/or pay
these fees.

Process

The Rules Coordinator requests approval to file the proposed rules (CR 102) for the rule
making described above. An issue paper on this rule was presented at the Board
meeting on January 23, 2013, and is attached to this order.

If approved for filing, the tentative timeline for the rule making process is outlined below:

CR 102 314-02-109, WAC 314-23-022
WAC 314-28-080 1 1/23/13





January 23, 2013

Board is asked to approve filing the proposed rules (CR
102 filing)

February 6, 2013

Code Reviser publishes notice, LCB sends notice to
rules distribution list

February 27, 2013

Public hearing held

February 27, 2013

End of written comment period

March 6, 2013

Board is asked to adopt rules

March 6, 2013

Agency sends notice to those who commented both at
the public hearing and in writing.

March 6, 2013

Agency files adopted rules with the Code Reviser (CR
103)

April 7, 2013 Rules are effective (31 days after filing)
Approve Disapprove
Sharon Foster, Chairman Date
Approve Disapprove
Ruthann Kurose, Board Member Date
Approve Disapprove

Attachment: Issue Paper
Proposed Rules

Chris Marr, Board Member Date

CR 102 314-02-109, WAC 314-23-022

WAC 314-28-080

2 1/23/13






Washington State Liquor Control Board

Issue Paper

Rule Making on WAC 314-02-109, WAC 314-23-022,
and WAC 314-28-080

Date: January 23, 2013
Presented by:  Karen McCall, Agency Rules Coordinator

Description of the Issue
The purpose of this Issue Paper is to request approval from the Board to file the
file the proposed rules (CR 102) to revise the following:
e WAC 314-02-109 What are the quarterly reporting and payment
requirements for a spirits retailer license?
e WAC 314-23-022 What if a distributor licensee fails to report or
pay, or reports or pays late?
e WAC 314-28-080 What if a distillery or craft distillery licensee
fails to report or pay, or reports or pays late?

Why is rule making necessary?

Initiative 1183 directed spirits retail licensees to pay to the board 17% of their total
spirits revenues on a quarterly basis. 1-1183 also directed spirits distributors to
pay to the board 10% of their total spirits sales for the first two years and 5%
each year thereafter. Distillers and craft distillers acting as a distributor of their
own spirits products are required to pay the same license fees as the spirits
distributors. The board adopted these rules in June, 2012. Language needs to be
added to these rules to allow the board to suspend or revoke the license of a
licensee that fails to report and/or pay these fees.

What changes are being proposed?

Amended WAC 314-02-109 What are the quarterly reporting and payment
requirements for a spirits retailer license? Added language that failure to
file reports and pay fees would be sufficient grounds for license revocation or
suspension.

Amended WAC 314-23-022 What if a distributor licensee fails to report or
pay, or reports or pays late? Added language that failure to file reports and
pay fees would be sufficient grounds for license revocation or suspension.

Amended WAC 314-28-080 What if a distillery or craft distillery licensee
fails to report or pay, or reports or pays late? Added language that failure to
file reports and pay fees would be sufficient grounds for license revocation or
suspension.

Attachment: Proposed Rules
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AMENDATORY SECTION (Amending WSR 12-12-065, filed 6/5/12, effective
7/6/12)

WAC 314-02-109 What are the quarterly reporting and payment
requirements for a spirits retailer 1license? (1) A spirits
retailer must submit quarterly reports and payments to the board.

The required reports must be:

(a) On a form furnished by the board;

(b) Filed every quarter, including quarters with no activity
or payment due;

(c) Submitted, with payment due, to the board on or before the
twenty-fifth day following the tax quarter (e.g., Quarter 1 (Jan.,
Feb., Mar.) report is due April 25th). When the twenty-fifth day
of the month falls on a Saturday, Sunday, or a legal holiday, the
filing must be postmarked by the U.S. Postal Service no later than
the next postal business day; and

(d) Filed separately for each liquor license held.

(2) What if a spirits retailer licensee fails to report or
pay, or reports or pays late? ((Ff)) Failure of a spirits retailer
licensee ((does—mot)) to submit its quarterly reports and payment
to the board as required in subsection (1) of this section((7—th=
Tftcenrsee—ts oubjcpt to ycualtico)) will be sufficient grounds for
the board to suspend or revoke the liguor license.

A penalty of two percent per month will be assessed on any
payments postmarked after the twenty-fifth day quarterly report is
due. When the twenty-fifth day of the month falls on a Saturday,
Sunday, or a legal holiday, the filing must be postmarked by the
U.S. Postal Service no later than the next postal business day.

[ 1] 0TS-5252.1






AMENDATORY SECTION (Amending WSR 12-12-065, filed 6/5/12, effective
7/6/12)

WAC 314-23-022 What if a distributor licensee fails to report
or pay, or reports or pays late? (1) ((Ff)) Failure of a spirits
distributor licensee ((does—Tot)) to submit its monthly reports and
payment to the board as required in WAC 314-23-021(1) ((7—the
ITicenrsee s subject—to pernatties)) will be sufficient grounds for
the board to suspend or revoke the ligquor license.

(2) A penalty of two percent per month will be assessed on any
payments postmarked after the twentieth day of the month following
the month of sale. When the twentieth day of the month falls on a
Saturday, Sunday, or a legal holiday, the filing must be postmarked
by the U.S. Postal Service no later than the next postal business
day.

[ 1] 0TS-5253.1






AMENDATORY SECTION (Amending WSR 12-12-065, filed 6/5/12, effective
7/6/12)

WAC 314-28-080 What if a distillery or craft distillery
licensee fails to report or pay, or reports or pays late? ((Ff))
Failure of a distillery or craft distiller ((dees—rmot)) to submit
its monthly reports and payment to the board as required in WAC
314—28—070(1)((, the—ttcernsee—ts oub_jcpt +O pcuo_ltico)) will be
sufficient grounds for the board to suspend or revoke the ligquor
license.

Penalties. A penalty of two percent per month will be
assessed on any payments postmarked after the twentieth day of the
month following the month of sale. When the twentieth day of the
month falls on a Saturday, Sunday, or a legal holiday, the filing
must be postmarked by the U.S. Postal Service no later than the
next postal business day.

[ 1] OTS-5254.1






Washington State Liquor Control Board-Issue Paper
Subject: Return of Spirits to Distributors by Off-Premise Retail Licensees

Date: January 23", 2012

I. Background

A series of questions have been presented to the Washington State Liquor Control Board WSLCB,
regarding the one-time return of spirits from an off-premise licensed retailer to a distributor in
exchange for other spirits products. The central issue concerns the legality of off-premise spirits retail
licensees returning spirits to distributors in exchange for other spirits products. This question was
brought to the Board’s attention after the passage of [-1183, by retail licensees that purchased excess
spirits products due to a lack of familiarity with the market demands in their localities.

Il. Summary

Currently a licensed retailer can only return wine or beer products to a licensed distributor under limited
scenarios as outlined in Rules including: A. WAC 314-24-210 Return of wine by retailer — Replacement
— Conditions; and B. WAC 314-20-070 Claims for defective keg beer-Replacement of over-aged
packaged beer- Procedures (Please see bottom of page for rules). The return of spirits has not been
addressed in rule or by an advisory to date.

The following factors are being considered in addressing this issue, including:

1. The provisions of initiative 1183 authorizing the retail sales of spirits by licensees recently came
into effect on June 1% and this one-time authorization will assist in an orderly transition across
the industry.

2. This new ability purchase and sell spirits and the related responsibilities are new to off-premise
spirits retailers who have not managed this product or process previously;

3. While the limitations on the return of wine and beer are outlined in WAC 314-24-210 & WAC
314-20-070 (please see below), however spirits is not specifically addressed and a new rules will
have to be developed to cover the return of spirits;

4. This authorization is considered a limited one-time solution in order to not establish a conflict
with Federal Law related to “consignment sales”. However it must be understood that this state
authorization does not protect licensees from the requirement to be in compliance with Federal
Laws.

5. The request to provide a one-time return of spirits products is voluntary and licensed

distributors are not required to participate in this transaction.





lll. References-Revised Code & Rule

WAC 314-24-210 Return of wine by retailer — Replacement — Conditions.

No wine shall be returned by any retail licensee to any wine distributor except as herein
provided.

(1) Wine which is not in a salable condition may be returned by a retail licensee to the wine
distributor from whom purchased, provided it is immediately replaced by the wine distributor
with an identical quantity, type and brand of wine: Provided, That if the brand of wine is not
presently in the wine distributor's stock and is not available to the distributor in the immediate
future, a cash refund may be made to the retail licensee upon the approval of the board first
being obtained.

(a) Every wine distributor shall maintain on the licensed premises for a period of three years
complete records of all refunds and exchanges made under this section including an inventory
of unsalable wine returned to such distributor by any retail licensee.

(b) Such unsalable wine which requires reconditioning or destruction shall be returned by
the wine distributor to the domestic winery which manufactured or produced the same, or to
the importer who imported such wine. When wine which has been returned to a domestic
winery by any person for reconditioning or destruction has been assembled at the winery, a
complete inventory in duplicate of unsalable wine shall be filed with the board by the winery
with a request that inspection be made of the returned wine before the reconditioning process
or destruction is started. When wine has been returned by the distributor to the importer who
imported such wine, a complete inventory of said wine shall be filed in duplicate with the board
by the importer with a request that inspection be made of the returned wine before the wine is
destroyed or returned to the out-of-state manufacturer.

(c) Wine which is not in a salable condition and has been returned to a domestic winery or
importer by a distributor may be replaced by the supplier with an identical quantity, type, and
brand of wine: Provided, That if the brand of wine is not presently in the winery or importer's
stock and is not available to the supplier in the immediate future, a cash refund or credit may
be made to the distributor by the supplier. Credit extended for the return of product should be
noted on a separate document from the original invoice. Except as provided herein, no other
adjustment, by way of a cash refund or otherwise, shall be made by the winery or wine
distributor.

(2) Wine may be returned by a retail licensee or by a governmental agency who has seized
the same to the wine distributor selling such wine in the event the retailer goes out of the





business of selling wine at retail or has their license changed to a wine restricted license, and in
such case a cash refund may be made upon return of the wine, provided that consent of the
board is first had and obtained.

(3) Wine different from that ordered which has been delivered in error to a retail licensee
may be returned to a wine distributor and either replaced with that wine which was ordered or
a cash refund may be made upon the approval of the board first being obtained: Provided, That
the error in delivery shall be discovered and corrected within eight days of the date the delivery
was made.

(4) A distributor may return salable wine to a Washington winery provided the winery
reimburses the distributor for the cost of the wine plus the wine tax which was paid by the
distributor. The winery will then put any wine returned from a distributor into their tax paid
area at the winery.

[Statutory Authority: RCW 66.08.030 and 66.28.320. 10-01-090, § 314-24-210, filed 12/16/09, effective 1/16/10. Statutory Authority: RCW
66.08.030, 15.88.030, 19.126.020, 66.04.010, 66.08.180, 66.16.100, 66.20.010, 66.20.300, 66.20.310, 66.24.150, 66.24.170, 66.24.185,
66.24.200, 66.24.206, 66.24.210, 66.24.230, 66.24.240, 66.24.244, 66.24.250, 66.24.375, 66.24.380, 66.24.395, 66.24.400, 66.24.420,
66.24.425, 66.24.440, 66.24.450, 66.24.455, 66.24.495, 66.24.540, 66.28.010, 66.28.040, 66.28.050, 66.28.170, 66.28.180, 66.28.190,
66.28.200, 66.28.310, 66.44.190, 66.44.310, 66.98.060 and 82.08.150. 98-18-097, § 314-24-210, filed 9/2/98, effective 10/3/98. Statutory
Authority: RCW 66.08.030. 87-16-003 (Order 227, Resolution No. 236), § 314-24-210, filed 7/23/87; 86-24-029 (Order 204, Resolution No.
213), § 314-24-210, filed 11/25/86. Statutory Authority: RCW 66.08.030 and 66.98.070. 82-17-022 (Order 109, Resolution No. 118), § 314-
24-210, filed 8/9/82; Order 5, § 314-24-210, filed 8/7/69, effective 9/8/69; Rule 83, filed 6/13/63.]

WAC 314-20-070 No agency filings affecting this section since 2003
Claims for defective keg beer — Replacement of over-aged packaged beer — Procedures.

(1) In the case of beer in barrels, beer which is not in salable condition due to defective beer or
a defective container may be returned by the retailer to the beer distributor for a claim
adjustment. The brewer or supplier may make a credit adjustment to the distributor for such
claim;

(2) No claim adjustment shall be accepted unless the same shall be made by the retailer
within ten days after the defect in the beer or container has been discovered;

(3) All documentary evidence relating to the claim shall be preserved by the retailer, beer
distributor, brewer, or beer importer for two years after the date of the claim;

(4) No brewer, beer distributor, or beer importer shall allow, or shall any retailer make claim
for adjustment for defective keg beer unless the container or the beer is in fact defective;
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(5) In the case of package beer, other than beer in barrels, beer which is not in a salable
condition or overaged may be returned by a retail licensee to the beer distributor from whom
the beer was purchased, provided it is immediately replaced by the beer distributor with an
identical quantity, type and brand of beer: Provided further, that if the brand of beer is not
presently in the beer distributor's stock and is not available to the distributor in the immediate
future, a cash refund may be made to the retail licensee;

(6) Beer different from that ordered which has been delivered in error to a retail licensee
may be returned to a beer distributor and either replaced with that beer which was ordered or
a cash refund may be made: Provided, That the error in delivery shall be discovered and
corrected within eight days of the date the delivery was made;

(7) Distributors who replace unsalable or over-aged packaged beer as provided in subsection
(5) of this section, shall maintain complete records of all such transactions, with such records to
be readily available for inspection by authorized employees of the board;

(8) Salable or unsalable beer may be returned by a retail licensee or by a governmental
agency who has seized the same to the beer distributor selling such beer in the event the
retailer goes out of the business of selling beer at retail, and in such case a cash refund may be
made upon return of the beer, provided that consent of the board is first had and obtained;

(9) Except as provided herein, no other adjustment, by way of cash refund or otherwise, shall
be made by the beer distributor, brewer or beer importer.

[Statutory Authority: RCW 66.08.030, 15.88.030, 19.126.020, 66.04.010, 66.08.180, 66.16.100,
66.20.010, 66.20.300, 66.20.310, 66.24.150, 66.24.170, 66.24.185, 66.24.200, 66.24.206,
66.24.210, 66.24.230, 66.24.240, 66.24.244, 66.24.250, 66.24.375, 66.24.380, 66.24.395,
66.24.400, 66.24.420, 66.24.425, 66.24.440, 66.24.450, 66.24.455, 66.24.495, 66.24.540,
66.28.010, 66.28.040, 66.28.050, 66.28.170, 66.28.180, 66.28.190, 66.28.200, 66.28.310,
66.44.190, 66.44.310, 66.98.060 and 82.08.150. 98-18-097, § 314-20-070, filed 9/2/98, effective
10/3/98. Statutory Authority: RCW 66.08.030. 93-10-092, § 314-20-070, filed 5/4/93, effective
6/4/93; 92-14-028, § 314-20-070, filed 6/22/92, effective 7/23/92. Statutory Authority: RCW
66.08.030 and 66.98.070. 82-17-022 (Order 109, Resolution No. 118), § 314-20-070, filed
8/9/82; Order 49, § 314-20-070, filed 8/26/76, effective 9/26/76; Rule 46, filed 6/13/63.]
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