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Tribal Members:
Deryl Brown-Archie, Muckleshoot
Ted Knight, Spokane Tribe
Nathan Schreiner, Squaxin Tribe
Ron Myers, Squaxin Tribe
Michael Olguin, Stillaguamish Tribe
Chris R., Chehalis Tribal Enterprises
Tim Brewer, Tulalip
Rickie Armstrong, Tribal Attorney, Nooksack Indian Tribe
Chris Masse, Nooksack Tribe
Rion Ramirez, Suquamish Tribe
Gary Sutter, Northern Quest Resort & Casino, Kalispel Tribe
Lea Ann Easton, Samish Indian Nation
Alix Foster, Swinomish Tribe
Aubrey Seffernick, Miller Nash
Jerry Allen, Jamestown S’Klallam Tribe
Kelly Croman, Marine View Ventures, Puyallup
Mardee Rodrigues, Muckleshoot Tribe
Kelly Croman, Marine View Ventures, Puyallup
Noel Higa, Port Gamble S’Klallam Tribe
Steven Moe, Port Gamble S’Klallam Tribe

Liquor Control Board (LCB):
Sharon Foster, Chair
Ruthann Kurose, Board Member
Chris Marr, Board Member
Pat Kohler, Administrative Director
Rick Garza, Deputy Director
Alan Rathbun, Licensing Director
Pat McLaughlin, BE Director
Karen McCall, LCB Rules Coordinator
Justin Nordhorn, Chief of Enforcement
Randy Simmons, Administrative
Services Director

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

Welcome and Introductions
Ruthann Kurose, Board Member and TAC Liaison

Ruthann Kurose welcomed the members of the Tribal Advisory Council (TAC) and introduced
Chris Masse, sitting in for the co-chair, Ron Allen. Introductions were made by all meeting
attendees. Ruthann noted that, with the passage of Initiative 1183, the LCB was entering a
transitional phase, divesting itself of the Business Enterprise functions of the agency. Ruthann
expressed the intent to avert any harm to tribes as prescribed in the initiative, to move forward




with tribal agreements as the LCB transitions into a new model, and to continue to respect the
unique government-to-government relationships with tribes.

Transitional Timeline and Challenges

Pat Kohler, Administrative Director

Pat Kohler highlighted key dates associated with the LCB’s transition based on 1-1183 (see
Liquor Control Board Transition Efforts Underway handout). She noted that the December 8,
2011 date for Spirits Distillers and Craft Distillers to sell direct to restaurants had changed to
March 1, 2012. This decision was based on a need to more fully examine the taxes and fees
structures associated with those transactions, as part of ensuring an orderly transition.

Per Pat, the LCB’s goal is to have spirit suppliers sign buy back agreements to purchase
inventory that hasn’t been sold on the last day of business in order to help manage potential risks
associated with having the inventory on hand. On June 1, 2013, all remaining assets such as the
Distribution Center, any remaining fixtures, and any leftover inventory that wasn’t included in a
buy-back agreement would have to be liquidated.

Pat communicated some of the challenges facing the LCB during the transition, associated with
employees, operations, and stakeholders. For those Contract Stores and Tribal Stores choosing
to transition their business into the new model, Pat stated that the Board will attempt to provide
as much assistance as possible to avert harm.

Licensing Rulemaking Update

Rick Garza, Deputy Administrative Director

Rick provided an 1-1183 Rulemaking Plan to attendees (see handout). He emphasized to the
group that, based on the effective date of the initiative (December 8, 2011) a number of new
endorsements and licenses would be available. Attendees were encouraged to visit the LCB’s
website for more information (www.lig.wa.gov).

Karen McCall, Agency Rules Coordinator, highlighted the upcoming emergency and permanent
rulemaking to be brought to the Board for approval over the next months. Attendees were
encouraged to contact Karen to be added to an email distribution list for rulemaking, so that they
may be aware of all items presented to the Board.

Business Transition Plan

Pat McLaughlin, Director of Business Enterprise

Pat highlighted the requirements of 1-1183 as pertaining to the Business Enterprise, including
depletion of all liquor-related inventory by May 31, 2012, ceasing the purchase, distribution and
sale of liquor after May 31, 2012, obtaining maximum or reasonable value on any asset sold, and
ensuring just and reasonable efforts to avoid harm to our tribal partners as well as Contract
Liquor Stores and military outlets.

Pat mentioned a potential partnership with the supplier community to obtain buy-back
agreements for product, minimizing the chance of severe product depletion in stores, as well as
the likelihood of LCB ownership of product beyond June 1, 2012. Per Pat, a project plan for this
and other components of the transition will be available in the coming months.

Pertaining to Tribal contracts, attendees were encouraged to contact Rick Garza and Pat
McLaughlin with any questions or concerns, including inquiries regarding amendments.
Contractual relationships between Tribes and the LCB dissolves after May 31, 2012.



TAC Member Roundtable and Q&A
All Attendees

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

Meeting adjourned at 2:35 p.m.

Handouts:
1. Liquor Control Board Transition Efforts Underway
2. 1-1183 Rulemaking Plan-November 2011
3. Privatization 1-1183 (version 4)
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Liquor Control Board Transition Efforts Underway

Key Dates
¢ December 8, 2011 I-1183 effective date.

December 8, 2011  Spirits distillers and craft distillers may begin selling direct to
restaurants.

e December 8, 2011  Wine retailers can sell direct to restaurants (24 liters per transaction).

e March 1, 2012 Spirits distributors license becomes effective for sales to restaurants

e May 31, 2012 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.

e June1, 2012 Spirits retailer license becomes effective.

e June 2, 2013 Deadline for sale of distribution center and retail assets

Challenges Facing the Liquor Control Board
Employee Challenges
e Maintaining employee morale in the face of uncertainty; managing fear.

e Communicating and managing the needs of affected employees in more than 300 statewide
locations.

e Administering the layoff to over 900 employees under two CBAs with complex bumping rules.

e 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.

e 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.

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

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





Stakeholder Challenges

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

Seek to minimize impacts to craft distilleries that 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.

Contract stores are grandfathered in and allowed to apply for a license despite being less than
10,000 square feet. The Board will 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 th

allotment.
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[-1183 Rulemaking Plan
November 2011

Subject

[-1183 Section

Explanation

Sec 103 (cont)

Penalties relating to sales of spirits will be doubled if a spirits retailer does
not participate in the responsible vendor program.
Emergency Rule  (Commences June 1, 2012)

Who can retail licensees purchase
beer, wine, and spirits from

several sections

Revise rules to indicate where retail liquor licensees can purchase spirits and
wine.

Penalties Sec 103 Revise penalties to indicate double amounts for spirits sales to minors or
intoxicated persons by a spirits retail licensee.
Duties of 18, 19, and Sec 211 Allow 18, 19, and 20 year olds to sell spirits under certain conditions.

20 year olds

Special Occasion Licenses
Liguor trade shows & conventions
Interstate Common Carriers

Several sections

Revise to allow licensees to purchase spirits from a licensed spirits retailer.

Permits
Advertising Sec 108 Review current rules for applicability.
Licensed Agents Sec 111 Allow licensed agents to solicit spirits retail license holders.

Special Orders
Non-State Liquor Stores (Tribal)
Liquor Samples

Repeal the rules.
Repeal the rules.
Repeal the rules relating to samples to the board.

Liquor Control Board Operations

Repeal the rules relating to purchasing liquor, liquor stores, and the
distribution center.

Page 2
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Washington State
Liquor Control Board

1-1183

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: -

¢ 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

o

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:

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: '

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

the state;

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.

o

2. Spirits Retail License:

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

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

Privatization 1-1183(version 4) 11/29/11





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,
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 to serve;
°  The applicant meets or upon licensure will meet operational requirements
established by the board in ruie; and
°  The licensee has not committed more than one public safety violation within the 3
years preceding application.
Allows delivery at its licensed premises or at a warehouse facility registered with the
board. The licensee may deliver from the warehouse to:
° its own licensed premises;
° other retailer premises licensed to sell spirits for on premises consumption
(restaurants, nightclubs); or
°  other registered facilities.
Requires the licensee to pay to the board:
°  17% of the licensee’s gross annual spirits sales receipts each year;
°  An annual renewal fee of $166.
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.
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.
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:

Is effective December1, 2011;
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)
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.

Privatization 1-1183(version 4) 11/29/11





¢ The annual fee for this ehdorsement is $166.

4. New section in RCW 66.24 applying to distillers:

e May act as a retailer and/or distributor to retailers (selling for consumption on or off the
licensed premises), spirits of its own production;

e 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;

* |s repealed for spirits and wine; beer is the same as current law.
Ban on Quantity Discounts:

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

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

e s repealed for spirits and wine; remains the same as current law for beer.

Ban on Retail to Retail Sales:

e Isrepealed 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:

¢ The markup is removed.

Privatization 1-1183(version 4) 11/29/11










