Washington State
Liquor Control Board

Business Advisory Council

Meeting Minutes
November 29, 10:00 a.m. - Noon
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) Ruthann Kurose, Board Member
Sharon Foster, Board Member
Chris Marr, Board Member
Pat Kohler, Administrative Director
Rick Garza, Deputy Director

Also in Attendance:
Mary Tennyson, Senior Asst. Attorney General

Chris Marr, Board Member of the Liquor Control Board welcomed the members of the Business
Advisory Council (BAC) and other guests and introductions were made by the Board and
management team.

Also attending via Conference Call were approximately 50 call-in guests.

Chris Marr

Chris discussed the outcome of the election and the goal of bringing groups that work with
WSLCB on an advisory basis up to speed at this meeting, the upcoming DRAW meeting, and the
upcoming Tribal Council Meeting. Chris stated that the primary focus of this meeting is
questions around the implementation of 1183, as there seems to be a lot of unsettled
interpretations of the issues that come from the initiative. It was discussed that as questions arise
during the meeting, they will be answered if possible, or they will be documented on a white
board (in what is called a parking lot). Answers to questions that could not be answered during
the meeting will be sent out by Frances Munez Carter according to a mailing list created during
the meeting.

Rick Garza, Deputy Administrative Director
(See 1-1183 Handout with Key Dates) Rick Garza provided a quick overview of the 1-1183
handout, which provided key dates including the effective date of the initiative and effective
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dates of some of the new licenses and endorsements. The handout also includes a brief overview
of the emergency rules, with the effective date of the initiative being December 8, 2011. The
rules will be brought to the Board on December 7. Rick explained that there may not be enough
time for a deep discussion about the rules and that even though they are emergency rules, the
regular process will be followed. A draft of the emergency rules will be sent out the day after the
meeting to meeting attendees, and attendees are urged to give feedback; however, Rick stated
that there may not be enough time to incorporate feedback, but the discussion can begin around
these emergency rules. Right after the initiative passed, the first thing the Board did was hold
emergency meetings with state store managers, then contract store managers, briefings with the
Governor’s office, briefings with legislative staff, and then stakeholders; all three tiers of
producers, distributers, and retailers. It was stated that not all of the questions presented at this
meeting will have a clear answer. At this time, questions will be documented, then follow-up
may proceed at a later date.
Emergency rule adoption was discussed and new licenses and endorsements were discussed. See
handout which includes:
1. Spirits distributor License
2. Spirits retail License
3. Wine Retailer Reseller Endorsement
4. New section in RCW 66.24 applying to distillers
One of the issues that is still in question is “trade area”. Trade area still needs to be defined. The
goal is to have a definition in place in the next 4 weeks, by January 1.* There are also certain
rules on endorsements and licenses that need to be made available by December 8™, and no later
than January 1.
There are four main areas that are raising many questions:
1. Defining trade area. — “What exactly will that look like?”” Defining this term is in the
works.
2. There is a provision in the initiative that refers to the state auction of the liquor stores.
It seems to imply that the state has an asset that it can sell while the state actually leases
those spaces. This is NOT a state asset, just a lease that is held with the landlord. This
will be a little confusing.
3. Distributors Fees — Lots of questions surrounding the $150 million that needs to be paid
up by March of 2013.
4. Central Warehousing — There is a provision that says cooperatives or associations can
register a warehouse. Input is needed from meeting attendees.

Brian Smith, Communications Director

Brian Smith commented that there seems to be a need for information, and the WSLCB has a
commitment to make information available; however, they are choosing to move carefully so
they don’t put out information that we will need to change, so information that goes out is
information that is reliable. The best place to go for information is the web section — 1-1183
Transition (green icon). Information will be posted as available. Basics: copy of initiative, fact
sheet with timelines, and also specific information stakeholders will want. There will be separate
places for contract liquor store managers, state store managers, retailers, etc.

Chris Marr
Chris stated that Brian has worked hard to promote proactive information sharing and announced
that the next part of the meeting will focus on questions and concerns around 1-1183,
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rulemaking, and challenges. Many folks have many questions but during this meeting there will
be a focus on questions of BAC members. Then other guests may be able to ask questions. If
questions cannot be answered, they will be reserved in the “parking lot” for later follow-up.

Question and Answer Open Session
See Q & A sheet from Frances Munez Carter.

Meeting adjourned at 11:25.

Handouts:
1. 1-1183
2. 1-1183 Rulemaking Plan November 2011
3. Liquor Control Board Transition Challenges

*Subsequent to the BAC Meeting, the Board has decided that trade area will be defined after June 1,
2012. The LCB will work with stakeholders to determine the definition.
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2\ Washington State
/A Liquor Control Board

1-1183
Key Dates

December 8, 2011
December 8, 2011

December 8, 2011

March 1, 2012

May 31, 2012

June 1, 2012
June 2, 2013

I-1183 effective date.

Spirits distillers and craft distillers may begin selling direct to
restaurants.

Wine retailers can sell direct to restaurants (24 liters per
transaction).

Spirits distributors license becomes effective for sales to
restaurants

Last day of sales for state stores. For those suppliers who have
signed the buyback agreement, title to the inventory transfers
back to the supplier.

Spirits retailer license becomes effective.

Deadline for sale of distribution center and retail assets

The Liquor Control Board (LCB) is directed to:

terminate the system of state liquor stores and liquor distribution and dispose of assets;
deplete all inventory of liquor by May 31, 2012;
close all state stores by June 1, 2012;

sell by auction open to the public, the right to operate a liquor store at each state-
operated store location:

[e]

o

the sale shall be subject to all state and local zoning and land use requirements;
acquisition of the operating rights shall be a precondition to, but shall not

establish eligibility for, any liquor license at the location of a state store or confer
any privilege conferred by a liquor license;

holding the rights shall not require the holder of the right to operate a liquor-

licensed business or apply for a liquor license.
close all other asset sales (DC) no later than 6/1/13; and

Any state store or distribution center assets remaining after 6/1/13 shall be managed by the
Dept. of Revenue.

New license types are created

1. Spirits distributor License:

May begin the sale of spirits no earlier than March 1, 2012;
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e Allows the purchase of spirits from manufacturers, distillers, or suppliers located within
Washington and the US, or suppliers of foreign spirits located outside of the US;

o Allows the sale of spirits to spirits retailers, to other distributors, and to export spirits from
the state;

e May deliver spirits to a spirits retailer’s licensed premises or at a warehouse facility
registered with the board;

» Requires the licensee to pay to the board:

° 10% of its gross annual spirits receipts for the first 2 years;

° 5% of its gross annual spirits receipts thereafter; and

°  An annual renewal fee of $1320.

° By March 31, 2013, all persons holding a spirits distributor license must have
paid collectively $150 million dollars or more in spirits distributor license fees. If
the collective payment totals less than $150 million dollars, the board must by
March 31, 2013, collect additional spirits distributor license fees the difference
between $150 million dollars and the actual receipts, allocated among persons
holding spirits distributor licenses at any time on or before March, 31, 2013.

2. Spirits Retail License:

¢ May begin the sale of spirits no earlier than June 1, 2012;

e Allows the sale of spirits in original containers to consumers for off-premises
consumption and permit holders;

e Allows the sale of spirits in original containers to on-premises liquor licensees
(restaurants, nightclubs, etc);

°  No single sale shall exceed 24 liters (3 cases).

¢ Allows the export of spirits out of the state of WA;

e The premises must be at least 10,000 square feet of retail space (current contract liquor
stores or holders of a former state liquor store don't need to have 10,000 square feet).
The board may issue a retail spirits license for a premises comprising less than 10,000
square feet if the board determines that:

°  There is no retail spirits license holder in the trade area the applicant servers or
proposes fo serve;

°  The applicant meets or upon licensure will meet operational requirements
established by the board in rule; and

°  The licensee has not committed more than one public safety violation within the 3
years preceding application.

o Allows delivery at its licensed premises or at a warehouse facility registered with the
board. The licensee may deliver from the warehouse to:

° jts own licensed premises;
°  other retailer premises licensed to sell spirits for on premises consumption
(restaurants, nightclubs); or
° other registered facilities.
o Requires the licensee to pay to the board:
°  17% of the licensee’s gross annual spirits sales receipts each year;
°  Anannual renewal fee of $166. '

e The maximum penalties prescribed by the board in WAC 314-29 relating to fines and
suspensions are doubled for violations relating to the sale of spirits by retail spirits
licensees.
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e The board must create a compliance training program to be known as a “responsible
vendor program” for spirits retail licensees that addresses the following:
o toreduce underage drinking;
o encourage licensees to adopt “best practices” to prevent sales to minors; and
o provide licensees with an incentive to give their employees on-going training in
responsible alcohol sales and service.
e Licensees who join the responsible vendor program and maintain all of the program’s
requirements are not subject to the doubling of penalties for a single violation in any
period of twelve months.

3. Wine Retailer Reseller Endorsement:

The holder of a grocery store liquor license may obtain a wine retailer reseller endorsement
which:

e |s effective December1, 2011;

e Allows the sale of wine at retail in original containers to other retailers licensed to sell
wine for on-premises consumption (restaurants, taverns) for resale on their licensed
premises;

¢ No such single sale shall exceed 24 liters (3 cases)

e Allows delivery at its licensed premises or at a warehouse facility registered with the
board. It may deliver to:

° its own licensed premises; or
¢ to other retailer premises licensed to sell spirits for on-premises consumption.
e The annual fee for this endorsement is $166.

4. New section in RCW 66.24 applying to distillers:

* May act as a retailer and/or distributor to retailers (selling for consumption on or off the

~licensed premises), spirits of its own production;

* Any manufacturer, importer, or bottler of spirits holding a certificate of approval may act
as a distributor of spirits it is entitled to import into the state; and

e Anindustry member operating as a distributor under this section may maintain a
warehouse off the distillery premises for the distribution of spirits of its own production to
spirits retailers within the state, if the warehouse is within the US and has been approved
by the board.

e The board shall by rule provide for issuance of certificates of approval to spirits
suppliers.

Uniform Pricing;

e Is repealed for spirits and wine; beer is the same as current law.

Ban on Quantity Discounts:

* s repealed for spirits and wine; beer is the same as current law.
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Ban on Credit

¢ Remains the same as current law.
Ban on Central Warehousing:

o Is repealed for spirits and wine; remains the same as current law for beer.
Ban on Retail to Retail Sales:

o |s repealed for spirits and wine to a degree (24 liters per sale for on-premises licensees
— restaurant, nightclubs): remains the same as current law for beer.

Financial ownership or interest between the tiers is the same as current law.
Providing money or money’s worth between the tiers is the same as current law.

Enforcement and Education remains the same as current law.

Liquor Taxes:

e Removes the 15% discount on the purchase of spirits by retail on-premises spirits liquor

licensees; and
e Removes the surcharges (RCW 66.08.220 - 10% of spirits sales ) and 66.08.235 —

construction & maintenance account)
Liquor Markup:

e The markup is removed.

4 - November 28, 2011






I-1183 Rulemaking Plan
November 2011

Subject 1-1183 Section Explanation

Distiller Sec 206 An in state distillery or craft distilery llicensed under RCW 66.24.140 may act as

(In-state) a retailer and/or distributor to retailers selling spirits of their own production.

Emergency Rule

Spirits Certificate of Approval Sec 206 Creates a Spirits Certificate of Approval that allows an out of state spirits
(Out-of-state) supplier to act as a distributor of spirits it is entitled to import into the state.

Sec 206 Creates an authorized representative for a spirits COA for spirits produced in
the US but outside of WA state.

Sec 206 Creates an authorized representative for a foreign spirits COA for spirits
Emergency Rule

"Wine Retailer Reseller Sec 104 A grocery store liquor licensee is allowed to obtain the wine retailer reseller
endorsement which allows the licensee to sell wine at retail to on-premises
liquor licensees (restaurants, taverns, nightclubs).

endorsement”

define "warehouse facility" Sec 123 Allows a grocery store with this endorsements to central warehouse wine.
Emergency Rule

Spirits Distributors Sec 105 Creates a spirits distributor license to sell spirits to retail licensees.
Emergency Rule

Spirits Retailer Sec 103 Creates a spirits retailer license that allows the holder to sell spirits in

original containers to consumers for off-premises consumption, to
on-premises retail licensees (restaurants, clubs, etc.), and export from the
state.

Allows a spirit retailer to central warehouse spirits.

Define "trade area" The board shall not deny a spirits retailer license to applicants on the grounds
of the size of the premises if there is no retail spirits license holder in the
"trade area" that the applicant proposes to serve.

The board must create a "Responsible Vendor Program" for spirits retailer
licensees to use to train and educate their employees that will be selling

spirits.

"Responsible Vendor Program"
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=\l Washington State

"/l Liquor Control Board

Liquor Control Board Transition Challenges

Employee Challenges

Maintaining employee morale in the face of uncertainty; managing fear.

Communicating and managing the needs of affected employees individually in over 300 statewide
locations.

Administering the lay off to over 900 employees under two CBA’s with complex bumping rules.

Retention of employees through the duration of the shutdown to ensure continuity of operations and an
orderly transition to the private marketplace.

Operational Challenges

Providing retail services through May 31, 2012 yet ensuring all liquor inventories are depleted at the end
of the business day.

Conducting store audits upon closure of over 300 locations during the same period of time and in a

manner that allows for timely disposal of remaining assets and without interrupting Contract stores that
opt to continue business operations.

Preventing service interruption to communities across the state due to unplanned store closures caused
by a variety of reasons including lease terminations, product availability, and staff retention issues.

Increased product loss due to theft as a result of low morale and higher employee turnover.

Stakeholder Challenges

Negotiate with liquor suppliers to create a new inventory buy back agreement that will facilitate an orderly
transition of retail sales to the private marketplace.

Seek to minimize impacts to craft distilleries who rely on the LCB as a primary sales channel but will face
reduced options while we begin to divest from our retailing activities.

Facilitate lease terminations with property managers and coordinate the location auction process.
Aid those Contract stores who choose to transition their business into the new licensed model.

Coordinate the transition of Tribal stores and establish a new mechanism for the tax free liquor allotment.

Industry Stakeholder Challenges

Central warehousing by retailers
Defining “Trade Area”
Auctioning off stores

Distributor fees and $150 million assessment





