Washington State
Liquor Control Board

Washington State Liquor Control Board Meeting
Wednesday, April 23, 2014, 10:00 a.m.
LCB Headquarters Building - 3000 Pacific Avenue SE, Olympia WA 98501

Agenda

1. CALL TO ORDER

2. APPROVAL OF MEETING MINUTES
Approval of April 9, 2014, Meeting Minutes

3. ACTION ITEMS

Presenter - Karen McCall, Agency Rules Coordinator
A. Board Approval to File (CR 102) for Penalty Assessments on Late Payments

4. PUBLIC HEARINGS
Presenter - Karen McCall, Agency Rules Coordinator
A. Public Hearing for Revisions to Current Marijuana Rules
B. Public Hearing for Fair Trade Practices

5. WEEKLY MARIJUANA LICENSING UPDATE

Presenter - Becky Smith, Marijuana Licensing & Regulations Manager

6. NEW BUSINESS/OLD BUSINESS
Citizens are invited to address the Board regarding any issue(s) related to LCB business.

ADJOURN

Please note - meeting agendas are subject to change to accommodate LCB business needs.
For questions about agendas or meeting materials you may email mem@lig.wa.gov or call 360.664.1717

Public Meetings Accommodations

For questions about a reasonable accommodation for a WSLCB agency event, please contact our ADA Coordinator Claris
Nnanabu, Human Resources, at 360-664-1642, or email: ccn@lig.wa.gov. You can also contact our state TTY service, by calling
the Washington Relay Service at 7-1-1 or 1-800-833-6388. For all other accommodations, please contact us two weeks prior to the
event to process in a timely manner. (Examples: sign language interpreter, seat in front, etc.)

LCB Mission
Promote public safety by consistent and fair administration of liquor and cannabis laws through education, voluntary compliance,
responsible sales and preventing the misuse of alcohol, cannabis and tobacco.

Complete meeting packets will be available online following each meeting: http.//www.lig.wa.gov/board/board-information



http://www.liq.wa.gov/board/board-information
mailto:mem@liq.wa.gov
mailto:ccn@liq.wa.gov


Washington State
Liquor Control Board

Date: April 23, 2014

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

From: Karen McCall, Agency Rules Coordinator

Copy: Rick Garza, Agency Director
Randy Simmons, Deputy Director
Justin Nordhorn, Chief of Enforcement
Alan Rathbun, Licensing Director

Subject: Approval for filing proposed rules (CR 102) to revise the rules for
Penalty Assessments on Late Payments to the Board

Postmarks are often absent on mail. Bar codes have replaced postmarks in most
cases. Current rules on how penalties will be assessed on late payments revolve on
the postmark on the envelope. Language is needed in our rules to explain to licensees
how penalties will be assessed on late payments when there is no postmark on the
envelope. The following rules need to be revised:

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

e 314-19-020 - What are the reporting and tax payment requirements? (for wine
and beer)

e 314-23-022 - What are the reporting and tax payment requirements for a spirits
distributor licensee?

e 314-23-042 - What are the monthly reporting and payment requirements for a
spirits certificate of approval licensee?

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

Process
The Rules Coordinator requests approval to file the proposed rules (CR 102) for the rule

making described above. An issue paper on these rules was presented at the Board
meeting on April 23, 2014, and is attached to this order.
If approved for filing, the tentative timeline for the rule making process is outlined below:
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April 23 2014 Board is asked to approve filing the proposed rules (CR
102 filing)
May 7, 2014 Code Reviser publishes notice, LCB sends notice to
rules distribution list
May 28, 2014 Public hearing held
May 28, 2014 End of written comment period
June 4, 2014 Board is asked to adopt rules
June 4, 2014 Agency sends notice to those who commented both at
the public hearing and in writing.
June 4, 2014 Agency files adopted rules with the Code Reviser (CR
103)
July 5, 2014 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
CR 102 Penalty Assessments 2 4/23/14






Washington State Liquor Control Board
Issue Paper
Revisions to Current Rules on Penalty Assessments

on Late Payments to the Board

Date: April 23, 2014

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
proposed rules (CR 102) to revise the current rules on the following:

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

e 314-19-020 - What are the reporting and tax payment requirements? (for
wine and beer)

e 314-23-022 - What are the reporting and tax payment requirements for a
spirits distributor licensee?

e 314-23-042 - What are the monthly reporting and payment requirements
for a spirits certificate of approval licensee?

e 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?

Postmarks are often absent on mail. Bar codes have replaced postmarks in
most cases. Current rules on how penalties will be assessed on late payments
revolve on the postmark on the envelope. Language is needed in our rules to
explain to licensees how penalties will be assessed on late payments when there
is no postmark on the envelope.

What changes are being proposed?

Amended Section. WAC 314-02-109 What are the quarterly reporting and
payment requirements for a spirits retailer license? Added the following
language; “Absent a postmark, the date received at the Washington state liquor
control board, or designee, will be used to determine if penalties are to be
assessed.”

Amended Section. WAC 314-19-020 What if a licensee doesn’t report or
pay the taxes due, or reports or pays late? (for wine and beer) Added the
following language; “Absent a postmark, the date received at the Washington
state liquor control board, or designee, will be used to determine if penalties are
to be assessed.”
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Amended Section. WAC 314-23-022 What if a distributor doesn’t report or
pay the taxes due, or reports or pays late? Added the following language;
“‘Absent a postmark, the date received at the Washington state liquor control
board, or designee, will be used to determine if penalties are to be assessed.”

Amended Section. WAC 314-23-042 What if a certificate of approval
doesn’t report or pay the taxes due, or reports or pays late? Added the
following language; “Absent a postmark, the date received at the Washington
state liquor control board, or designee, will be used to determine if penalties are
to be assessed.”

Amended Section. WAC 314-28-080 - What if a distillery or craft distillery
licensee fails to report or pay, or reports or pays late? Added the following
language; “Absent a postmark, the date received at the Washington state liquor
control board, or designee, will be used to determine if penalties are to be
assessed.”
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AMENDATORY SECTION (Amending WSR 13-07-085, filed 3/20/13, effective
4/20/13)

WAC 314-02-109 What are the quarterly reporting and payment re-
quirements for a spirits retailer license? (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? Failure of a spirits retailer licensee to
submit its quarterly reports and payment to the board as required in
subsection (1) of this section will be sufficient grounds for the
board to suspend or revoke the liquor license.

A penalty of two percent per month will be assessed on any pay-
ments 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 Tfiling must be postmarked by the U.S. Postal
Service no later than the next postal business day.

Absent a postmark, the date received at the Washington state lig-
uor control board, or designee, will be used to determine if penalties
are to be assessed.
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AMENDATORY SECTION (Amending WSR 12-24-091, filed 12/5/12, effective
1/57/13)

WAC 314-19-020 What if a licensee doesn"t report or pay the tax-
es due, or reports or pays late? The board may take the following ac-
tions against a licensee or permit holder in order to collect any of
the reports or taxes due that are outlined in this title.

(1) Suspension or (a) Failure to make a report and/or pay
revocation of license the taxes in the manner and dates outlined in
this chapter will be sufficient ground for the
board to suspend or revoke a liquor license,
wine shipper permit, or certificate of
approval (per RCW 66.08.150, 66.24.010,
66.24.120, 66.24.206, 66.20.370, 66.20.380,
and 66.24.270).

(b) The suspension will remain in
effect until all missing reports and/or taxes
have been filed with the board (see WAC
314-19-010(1) for the definition of
"missing").

(2) Penalties A penalty of two percent per month will be
assessed on any tax payments postmarked
after the twentieth day of the month
following the reporting period of the
transactions (per the reporting requirements
outlined in WAC 314-19-015, RCW
66.24.290, and 66.24.210). 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
gervice no later than the next postal business
ay.
Absent a postmark, the date received at the
Washington state liquor control board, or
designee, will be used to determine if
penalties are to be assessed.

(3) Surety bond (a) What is a surety bond? A "surety
requirements bond" is a type of insurance policy that
guarantees beer and/or wine tax payment to
the state. The surety bond must be:

(i) Executed by a surety company
authorized to do business in the state of
Washington;

(ii) On a form and in an amount
acceptable to the board;

(iii) Payable to the Washington state
liquor control board; and

(iv) Conditioned that the licensee will
pay the taxes and penalties levied by RCW
66.24.210 and/or 66.24.290.

(v) As an option to obtaining a surety
bond, a licensee may create an assignment of
savings account for the board in the same
amount as required for a surety bond.
Requests for this option must be submitted
in writing to the board's financial division.

(b) When will the board require a
surety bond? The board may require a
surety bond from a Washington beer and/or
wine distributor, domestic microbrewery,
domestic brewery, public house, domestic
winery, wine shipper, or a beer or wine
certificate of approval holder that has a
direct shipment privilege. If any of the
following occur, the board may require the
licensee or permit holder to obtain a surety
bond or assignment of savings account,
within twenty-one days after an
administrative violation notice is issued:

(i) A report or tax payment is missing,
as defined in WAC 314-19-010, for two or
more consecutive months; or
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(ii) A report or tax payment is missing,
as defined in WAC 314-19-010, two or more
times within a two year period.

(c) What will happen if the licensee
does not acquire the surety bond or
savings account? Failure to meet the
bonding or savings account requirements
outlined in subsections (a) and (b) of this
rule may result in immediate suspension of
license privileges until all missing reports
are filed and late taxes have been paid and
the surety bond is acquired or the savings
account Is established.

(d) In what amount and for how long
will the board require a surety bond? The
amount of a surety bond or savings account
required by this chapter must be either
$3,000, or the total of the highest four
months' worth of tax liability for the
previous twelve month period, whichever is
greater.

(i) The licensee or permit holder must
maintain the bond for at least two years.
After the two year period the licensee or
permit holder may request an exemption as
outlined in subsection (f) of this rule.

(ii) Surety bond and savings account
amounts may be reviewed annually and
compared to the last twelve months' tax
liability of the licensee. If the current bond
or savings account amount does not meet the
requirements outlined in this section, the
licensee or permit holder will be required to
increase the bond amount or amount on
deposit within twenty-one days.

(e) What action will the board take
when a licensee or permit holder holds a
surety bond and does not pay taxes due or
pays late? If a licensee or permit holder
holds a surety bond or savings account, the
board will immediately start the process to
collect overdue taxes from the surety
company or assigned account. If the exact
amount of taxes due is not known due to
missing reports, the board will estimate the
taxes due based on previous production,
receipts, and/or sales.

(f) Can a licensee or permit holder
request an exemption to the surety bond
or savings account requirement? A
licensee or permit holder may make a
written request to the board's financial
division for an exemption from the surety
bond or assignment of savings account
requirements. The board will grant an
exemption once the following criteria are
met:

(i) The licensee or permit holder has
filed reports and paid applicable taxes to the
board for at least two years immediately
prior to the exemption request; and

(ii) There have been no late or missing
reports or tax payments during the previous
two years.

(iii) In order to remain exempt from
the surety bond or assignment of savings
account requirements, the licensee must
continue to meet the tax reporting and
payment requirements outlined in this title
(outlined in WAC 314-19-015, RCW
66.24.206, 66.24.210, 66.24.270, 66.24.290,
and 66.24.580).
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AMENDATORY SECTION (Amending WSR 13-07-085, filed 3/20/13, effective
4/20/13)

WAC 314-23-022 What 1f a distributor licensee fails to report or
pay, or reports or pays late? (1) Failure of a spirits distributor
licensee to submit its monthly reports and payment to the board as re-
quired in WAC 314-23-021(1) will be sufficient grounds for the board
to suspend or revoke the liquor 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 Satur-
day, Sunday, or a legal holiday, the filing must be postmarked by the
U.S. Postal Service no later than the next postal business day.

Absent a postmark, the date received at the Washington state lig-
uor control board, or designee, will be used to determine if penalties
are to be assessed.
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AMENDATORY SECTION (Amending WSR 12-12-065, filed 6/5/12, effective
7/6/12)

WAC 314-23-042 What if a certificate of approval licensee fails
to report or pay, or reports or pays late? (1) If a spirits certifi-
cate of approval licensee does not submit its monthly reports and pay-
ment to the board as required by this subsection (1), the licensee is
subject to penalties.

(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 Satur-
day, Sunday, or a legal holiday, the filing must be postmarked by the
U.S. Postal Service no later than the next postal business day.

Absent a postmark, the date received at the Washington state lig-
uor control board, or designee, will be used to determine if penalties
are to be assessed.
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AMENDATORY SECTION (Amending WSR 13-07-085, filed 3/20/13, effective
4/20/13)

WAC 314-28-080 What if a distillery or craft distillery licensee
fails to report or pay, or reports or pays late? Failure of a dis-
tillery or craft distiller to submit its monthly reports and payment
to the board as required iIn WAC 314-28-070(1) will be sufficient
grounds for the board to suspend or revoke the liquor license.

Penalties. A penalty of two percent per month will be assessed
on any payments postmarked after the twentieth day of the month fol-
lowing 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.

Absent a postmark, the date received at the Washington state lig-
uor control board, or designee, will be used to determine if penalties
are to be assessed.
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Washington State Liquor Control Board

Issue Paper

Revisions to Proposed Marijuana Rules

Date: March 19, 2014

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 a
Supplemental CR 102 with revisions to the proposed rules for revisions to
current marijuana rules in Chapter 314-55 WAC.

Why is rule making necessary?

Revisions to the proposed rules to current marijuana rules are needed to provide
additional clarity for marijuana license applicants and potential licensees. Staff
have received many questions from applicants on some the marijuana rules.
Additional clarity in the rules will assist our applicants in better understanding the
rules.

What changes are being proposed?

Amended Section. WAC 314-55-075 What is a marijuana producer
license and what are the requirements and fees related to a marijuana
producer license? Clarified what activities a marijuana producer is allowed to
do conduct under the license, such as, harvest, trim, dry, cure, and package
marijuana into lots for sale to marijuana processors and other marijuana
producers.

Amended Section. WAC 314-55-077 What is a marijuana processor
license and what are the requirements and fees related to a marijuana
processor license? Added language to clarify that a marijuana processor must
accept return of products and sample jars from a marijuana retailer for
destruction. They are not required to provide refunds to the retailer. Also added
language banning potential hazardous foods infused with marijuana.

Amended Section. WAC 314-55-079 What is a marijuana retailer
license and what are the requirements and fees related to a marijuana
processor license? Added language to clarify that internet and delivery or
product “to customers” is prohibited. Added language that a marijuana retailer
may transport product to other marijuana retail businesses they own and operate
but they must follow the transport rules. Marijuana retailers may not accept
return of product that has been opened.

Amended Section. WAC 314-55-084 Production of marijuana. Section
1 was removed. The language was no longer needed because the Department
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of Agriculture has posted a list on their website that lists the soil amendments,
fertilizers, pesticides, and other crop aides that may be used in the production of
marijuana.

Amended Section. WAC 314-55-085 What are the transportation
requirements for a marijuana licensee? Added language to provide
information about the transporting vehicle and clarified the transport manifest
must be completed on a form provided by the board. Added certified testing
labs as entities allowed to transport marijuana and marijuana infused products.

Amended Section. WAC 314-55-089 What are the tax and reporting
requirements for marijuana licensees? Added language to clarify that a
marijuana producer must pay the 25% marijuana excise tax on sales to another
producer.

Amended Section. WAC 314-55-092 What if a marijuana licensee fails
to pay or report, or reports or pays late? Added language to clarify how the
board will determine if a payment or report is late if there is no postmark.

Amended Section. WAC 314-55-104 Added language to clarify the use of a
closed loop extraction system and define the requirements of a closed loop
extraction system.

Amended Section. WAC 314-55-105 Packaging and labeling
requirements. Added the word “infused” to marijuana products. Removed
language that allowed marijuana retailers to destroy sample jars of marijuana.
The sample jars must be returned to the marijuana processor for destruction.

Attachment: Proposed Rules
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AMENDATORY SECTION (Amending WSR 13-21-104, filed 10/21/13, effective
11/21713)

WAC 314-55-077 What s a marijuana processor license and what
are the requirements and fees related to a marijuana processor li-
cense? (1) A marijuana processor license allows the licensee to proc-
ess, package, and label usable marijuana and marijuana-infused prod-
ucts for sale at wholesale to marijuana retailers.

(2) A marijuana processor is allowed to blend tested useable mar-
ijuana from multiple lots into a single package for sale to a marijua-
na retail licensee providing the label requirements for each lot used
in the blend are met and the percentage by weight of each lot is also
included on the label.

(3) A marijuana processor is limited in the types of food or
drinks they may infuse with marijuana to create an infused edible
product. To reduce the risk to public health, food defined as poten-
tially hazardous food in WAC 246-215-0115(88) may not be infused with
marijuana. These foods are potentially hazardous as they require time-
temperature control to keep them safe for human consumption and pre-
vent the growth of pathogenic microorganisms or the production of tox-
ins. The board may designate other food items that may not be infused
with marijuana. Any food that requires refrigeration, freezing, or a
hot holding unit to keep it safe for human consumption may not be in-
fused with marijuana.

(4) The recipe for any food infused with marijuana to make an
edible product must be kept on file at the marijuana producer®s li-
censed premises and made available for inspection by the WSLCB or
their designee.

(5) The application fee for a marijuana processor license Is two
hundred fifty dollars. The applicant is also responsible for paying
the fees required by the approved vendor for fingerprint evaluation.

((4)) (6) The annual fee for issuance and renewal of a marijua-
na processor license is one thousand dollars. The board will conduct
random criminal history checks at the time of renewal that will re-
quire the licensee to submit fingerprints for evaluation from the ap-
proved vendor. The licensee will be responsible for all fees required
for the criminal history checks.

(()) (?) The board will initially limit the opportunity to ap-
ply for a marijuana processor license to a thirty-day calendar window
beginning with the effective date of this section. In order for a mar-
ijuana processor application license to be considered it must be re-
ceived no later than thirty days after the effective date of the rules
adopted by the board. The board may reopen the marijuana processor ap-
plication window after the initial evaluation of the applications that
are received and processed, and at subsequent times when the board
deems necessary.

((8))) (8) Any entity and/or principals within any entity are
limited to no more than three marijuana processor licenses.

(D)) (9 Marijuana processor licensees are allowed to have a
maximum of six months of their average useable marijuana and six
months average of their total production on their licensed premises at
any time.

(10) A marijuana processor must accept returns of products and
sample jars from marijuana retailers for destruction, but is not re-
quired to provide refunds to the retailer.
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AMENDATORY SECTION (Amending WSR 13-21-104, filed 10/21/13, effective
11/21713)

WAC 314-55-079 What is a marijuana retailer license and what are
the requirements and fees related to a marijuana retailer license?
(1) A marijuana retailer license allows the licensee to sell only usa-
ble marijuana, marijuana-infused products, and marijuana paraphernalia
at retail in retail outlets to persons twenty-one years of age and
older.

(2) Marijuana extracts, such as hash, hash oil, shatter, and wax
can be infused in products sold in a marijuana retail store, but RCW
69.50.354 does not allow the sale of extracts that are not infused in
products. A marijuana extract does not meet the definition of a mari-
Jjuana-infused product per RCW 69.50.101.

(3) Internet sales and delivery of product to customers is pro-
hibited.

(4) The application fee for a marijuana retailer®s license is two
hundred fifty dollars. The applicant is also responsible for paying
the fees required by the approved vendor for fingerprint evaluation.

(5) The annual fee for issuance and renewal of a marijuana re-
tailer®s license i1s one thousand dollars. The board will conduct ran-
dom criminal history checks at the time of renewal that will require
the licensee to submit fingerprints for evaluation from the approved
vendor. The licensee will be responsible for all fees required for the
criminal history checks.

(6) Marijuana retailers may not sell marijuana products below
their acquisition cost.

(7) Marijuana retailer licensees are allowed to have a maximum of
four months of their average inventory on their licensed premises at
any given time.

(8) A marijuana retailer may transport product to other locations
operated by the licensee or to return product to a marijuana processor
as outlined in the transportation rules in WAC 314-55-085.

(9) A marijuana retailer may not accept a return of product that
has been opened.

AMENDATORY SECTION (Amending WSR 13-21-104, filed 10/21/13, effective
11/21713)

WAC 314-55-084 Production of marijuana. Only the following
specified soil amendments, fertilizers, other crop production aids,
and pesticides may be used in the production of marijuana:

"(1) ((Mateﬁ+als—4+sted—eF—¥eg+steFed—by—the—Washfngteﬁ—state—de—

€2))) Pesticides registered by WSDA under chapter 15.58 RCW as
allowed for use in the production, processing, and handling of mari-
Jjuana. Pesticides must be used consistent with the label requirements.
((3)) (2) Commercial fertilizers registered by WSDA under chap-
ter 15.54 RCW.
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((4)) (3) Potting soil and other growing media available com-
mercially in the state of Washington may be used In marijuana produc-
tion. Producers growing outdoors are not required to meet land eligi-
bility requirements outlined In 7 C.F.R. Part 205.202.

AMENDATORY SECTION (Amending WSR 13-21-104, filed 10/21/13, effective
11/21713)

WAC 314-55-085 What are the transportation requirements for a
marijuana licensee? (1) Notification of shipment. Upon transporting
any marijuana or marijuana product, a producer, processor ((e¥)), re-
tailer, or certified third-party testing lab shall notify the board of
the type and amount and/or weight of marijuana and/or marijuana prod-
ucts being transported, the name of transporter, information about the
transporting vehicle, times of departure and expected delivery. This
information must be reported in the traceability system described in
WAC 314-55-083(4).

(2) Receipt of shipment. Upon receiving the shipment, the licen-
see receiving the product shall report the amount and/or weight of
marijuana and/or marijuana products received in the traceability sys-
tem.

(3) Transportation manifest. A complete printed transport mani-
fest on a form provided by the board containing all information re-
quired by the board must be kept with the product at all times.

(4) Records of transportation. Records of all transportation must
be kept for a minimum of three years at the licensee®s location.

(5) Transportation of product. Marijuana or marijuana products
that are being transported must meet the following requirements:

(a) Only the marijuana licensee ((e¥)), an employee of the licen-
see, or a certified testing lab may transport product;

(b) Marijuana or marijuana products must be in a sealed package
or container approved by the board pursuant to WAC 314-55-105;

(c) Sealed packages or containers cannot be opened during trans-
port;

(d) Marijuana or marijuana products must be in a locked, safe and
secure storage compartment that is secured to the inside body/compart-
ment of the vehicle transporting the marijuana or marijuana products;

(e) Any vehicle transporting marijuana or marijuana products must
travel directly from the shipping licensee to the receiving licensee
and must not make any unnecessary stops iIn between except to other fa-
cilities receiving product.

AMENDATORY SECTION (Amending WSR 13-21-104, filed 10/21/13, effective
11/21713)

WAC 314-55-089 What are the tax and reporting requirements for
marijuana licensees? (1) Marijuana licensees must submit monthly re-
port(s) and payments to the board. The required monthly reports must
be:

(a) On a form or electronic system designated by the board;

[ 3] 0TS-6131.2





(b) Filed every month, including months with no activity or pay-
ment due;

(c) Submitted, with payment due, to the board on or before the
twentieth day of each month, for the previous month. (For example, a
report listing transactions for the month of January is due by Febru-
ary 20th.) 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;

(d) Filed separately for each marijuana license held; and

(e) All records must be maintained and available for review for a
three-year period on licensed premises (see WAC 314-55-087).

(2) Marijuana producer licensees: On a monthly basis, marijuana
producers must maintain records and report purchases from other li-
censed marijuana producers, current production and inventory on hand,
sales by product type, and lost and destroyed product In a manner pre-
scribed by the board.

A marijuana producer licensee must pay to the board a marijuana
excise tax of twenty-five percent of the selling price on each whole-
sale sale to a licensed marijuana processor or producer.

(3) Marijuana processor licensees: On a monthly basis, marijuana
processors must maintain records and report purchases from licensed
marijuana producers, production of marijuana-infused products, sales
by product type to marijuana retailers, and lost and/or destroyed
product in a manner prescribed by the board.

A marijuana processor licensee must pay to the board a marijuana
excise tax of twenty-five percent of the selling price on each whole-
sale sale of usable marijuana and marijuana-infused product to a li-
censed marijuana retailer.

(4) Marijuana retailer®s licensees: On a monthly basis, marijuana
retailers must maintain records and report purchases from licensed
marijuana processors, sales by product type to consumers, and lost
and/or destroyed product in a manner prescribed by the board.

A marijuana retailer licensee must pay to the board a marijuana
excise tax of twenty-five percent of the selling price on each retail
sale of usable marijuana or marijuana-infused products.

AMENDATORY SECTION (Amending WSR 13-21-104, filed 10/21/13, effective
11/21713)

WAC 314-55-092 What if a marijuana licensee fails to report or
pay, or reports or pays late? (1) If a marijuana licensee does not
submit its monthly reports and payment(s) to the board as required in
WAC 314-55-089: The licensee is subject to penalties.

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 Sat-
urday, Sunday, or a legal holiday, the filing must be postmarked by
the U.S. Postal Service no later than the next postal business day.
Absent a postmark, the date received at the liquor control board or
authorized designee, will be used to assess the penalty of two percent
per month on payments received after the twentieth day of the month
following the month of sale.

(2) Failure to make a report and/or pay the license taxes and/or
penalties in the manner and dates outlined in WAC 314-55-089 will be

[ 4] 0TS-6131.2





sufficient grounds for the board to suspend or revoke a marijuana li-
cense.

AMENDATORY SECTION (Amending WSR 13-21-104, filed 10/21/13, effective
11/21713)

WAC 314-55-104 Marijuana processor license extraction require-
ments. (1) Processors are limited to certain methods, equipment, sol-
vents, gases and mediums when creating marijuana extracts.

(2) Processors may use the hydrocarbons N-butane, isobutane, pro-
pane, or heptane or other solvents or gases exhibiting low to minimal
potential human health-related toxicity approved by the board. These
solvents must be of at least ninety-nine percent purity and a process-
or must use them in a professional grade closed loop extraction system
designed to recover the solvents, work in ((aspark—Free)) an environ-
ment with proper ventllatlon ((and—fellew—all—appl+eable—Jeeal—f+Fe7

vents)) controlllnq all sources of ldnltlon where a flammable atmos—
phere is or may be present.
(3) Processors may use a professional grade closed loop CO, gas

extraction system where every vessel is rated to a minimum of nine

hundred pounds per square |nch ((and—fe4leW—all—applieable—ieeal—f+re—

vents)) The C02 must be of at Ieast n|nety n|ne percent purlty
(4) Professional grade closed loop systems used by processors

must be commercially manufactured and built to codes of recognized and
generally accepted good engineering practices, such as:

(a) The American Society of Mechanical Engineers (ASME);

(b) American National Standards Institute (ANSI);

(c) Underwriters Laboratories (UL); or

(d) The American Society for Testing and Materials (ASTM).

(5) Professional closed loop systems, other equipment used, the
extraction operation, and facilities must be approved for their use by
the local fire code official and meet any required fire, safety, and
building code requirements specified iIn:

(a) Title 296 WAC;

(b) National Fire Protection Association (NFPA) standards;

(c) International Building Code (IBC);

(d) International Fire Code (1FC); and

(e) Other applicable standards including following all applicable
fire, safety, and building codes iIn processing and the handling and
storage of the solvent or gas.

(6) Processors may use heat, screens, presses, steam distilla-
tion, ice water, and other methods without employing solvents or gases
to create kief, hashish, bubble hash, or infused dairy butter, or oils
or fats derived from natural sources, and other extracts.

((5))) (7)) Processors may use food grade glycerin, ethanol, and
propylene glycol solvents to create extracts.

€6))) (8) Processors creating marijuana extracts must develop
standard operating procedures, good manufacturing practices, and a
training plan prior to producing extracts for the marketplace. Any
person using solvents or gases In a closed looped system to create
marijuana extracts must be fully trained on how to use the system,
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have direct access to applicable material safety data sheets and han-
dle and store the solvents and gases safely.

(»)) (9) Parts per million for one gram of finished extract
cannot exceed 500 parts per million or residual solvent or gas when
quality assurance tested per RCW 69.50.348.

AMENDATORY SECTION (Amending WSR 13-21-104, filed 10/21/13, effective
11/21713)

WAC 314-55-105 Packaging and labeling requirements. (1 All
usable marijuana and marijuana-infused products must be stored behind
a counter or other barrier to ensure a customer does not have direct
access to the product.

(2) Any container or packaging containing usable marijuana or
marijuana-infused products must protect the product from contamination
and must not impart any toxic or deleterious substance to the usable
marijuana or marijuana product.

(3) Upon the request of a retail customer, a retailer must dis-
close the name of the accredited third-party testing lab and results
of the required quality assurance test for any usable marijuana or
other marijuana-infused product the customer is considering purchas-
ing.

(4) Usable marijuana and marijuana-infused products may not be
labeled as organic unless permitted by the United States Department of
Agriculture in accordance with the Organic Foods Production Act.

(5) The accredited third-party testing lab and required results
of the quality assurance test must be included with each lot and dis-
closed to the customer buying the lot.

(6) A marijuana producer must make quality assurance test results
available to any processor purchasing product. A marijuana producer
must label each lot of marijuana with the following information:

(a) Lot number;

(b) UBI number of the producer; and

(c) Weight of the product.

(7) Marijuana-infused products meant to be eaten, swallowed, or
inhaled, must be packaged in child resistant packaging in accordance
with Title 16 C.F.R. 1700 of the Poison Prevention Packaging Act or
use standards specified In this subsection. Marijuana-infused product
in solid or liquid form may be packaged in plastic four mil or greater
in thickness and be heat sealed with no easy-open tab, dimple, corner,
or flap as to make it difficult for a child to open and as a tamper-
proof measure. Marijuana-infused product in liquid form may also be
sealed using a metal crown cork style bottle cap.

(8) A processor may provide a retailer free samples of usable
marijuana packaged in a sample jar protected by a plastic or metal
mesh screen to allow customers to smell the product before purchase.
The sample jar may not contain more than three and one-half grams of
usable marijuana. The sample jar and the usable marijuana within may
not be sold to a customer and must be ((e#ther)) returned to the li-
censed processor who ((previde)) provided the usable marijuana and
sample jar (( i i

(9) A producer or processor may not treat or otherwise adulterate
usable marijuana with any organic or nonorganic chemical or other com-
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pound whatsoever to alter the color, appearance, weight, or smell of
the usable marijuana.

(10) Labels must comply with the version of NIST Handbook 130,
Uniform Packaging and Labeling Regulation adopted in chapter 16-662
WAC.

(11) All usable marijuana when sold at retail must include accom-
panying material that contains the following warnings that state:

(a) "Warning: This product has intoxicating effects and may be
habit forming. Smoking is hazardous to your health';

(b) "There may be health risks associated with consumption of
this product™;

(c) "Should not be used by women that are pregnant or breast
feeding™;

(d) "For use only by adults twenty-one and older. Keep out of
reach of children®;

(e) "Marijuana can iImpair concentration, coordination, and judg-
ment. Do not operate a vehicle or machinery under the influence of
this drug™;

() Statement that discloses all pesticides applied to the mari-
juana plants and growing medium during production and processing.

(12) All marijuana-infused products sold at retail must include
accompanying material that contains the following warnings that state:

(a) "There may be health risks associated with consumption of
this product™;

(b) "This product is infused with marijuana or active compounds
of marijuana’;

(c) "Should not be used by women that are pregnant or breast
feeding™;

(d) "For use only by adults twenty-one and older. Keep out of
reach of children®;

(e) "Products containing marijuana can impair concentration, co-
ordination, and judgment. Do not operate a vehicle or machinery under
the influence of this drug’;

() "Caution: When eaten or swallowed, the iIntoxicating effects
of this drug may be delayed by two or more hours';

(g) Statement that discloses all pesticides applied to the mari-
juana plants and growing medium during production of the base marijua-
na used to create the extract added to the infused product; and

(h) Statement that discloses the type of extraction method, in-
cluding any solvents, gases, or other chemicals or compounds used to
produce or that are added to the extract.

(13) Labels affixed to the container or package containing usable
marijuana sold at retail must include:

(a) The business or trade name and Washington state unified busi-
ness i1dentifier number of the licensees that produced, processed, and
sold the usable marijuana;

(b) Lot number;

(c) Concentration of THC, THCA, CBD, including a total of active
cannabinoids (potency profile);

(d) Net weight In ounces and grams or volume as appropriate;

(e) Warnings that state: "This product has iIntoxicating effects
and may be habit forming';

() Statement that "This product may be unlawful outside of Wash-
ington state’;

(g) Date of harvest((~)): and

(h) The board may create a logo that must be placed on all usable
marijuana and marijuana-infused products.
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(14) Sample label mock up for a container or package containing
usable marijuana sold at retail with required information:

UBI: 1234567890010001 Lot#: 1423
Date of Harvest: 4-14

The Best Resins

Blueberry haze
16.7 % THC 1.5% CBD

Warning — This product has intoxicating effect and may be
habit forming

THIS PRODUCT IS UNLAWFUL OUTSIDE WASHINGTON STATE

Net weight: 7 grams

(15) Labels affixed to the container or package containing mari-
Juana-infused products sold at retail must include:

(a) The business or trade name and Washington state unified busi-
ness i1dentifier number of the licensees that produced, processed, and
sold the usable marijuana;

(b) Lot numbers of all base marijuana used to create the extract;

(c) Batch number;

(d) Date manufactured;

(e) Best by date;

() Products meant to be eaten or swallowed, recommended serving
size and the number of servings contained within the unit, including
total milligrams of active tetrahydrocannabinol (THC), or Delta 9;

(g) Net weight In ounces and grams, or volume as appropriate;

(h) List of all ingredients and any allergens;

(1) "Caution: When eaten or swallowed, the intoxicating effects
of this drug may be delayed by two or more hours.';

(J) If a marijuana extract was added to the product, disclosure
of the type of extraction process and any solvent, gas, or other chem-
ical used iIn the extraction process, or any other compound added to
the extract;

(k) Warnings that state: "This product has intoxicating effects
and may be habit forming";

(1) Statement that "This product may be unlawful outside of Wash-
ington state';

(m) The board may create a logo that must be placed on all usable
marijuana and marijuana-infused products.

(16) Sample label mock up (front and back) for a container or
package containing marijuana-infused products sold at retail with re-
quired information:
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(Front of label)

UBI: 1234567890010001 Batcht#: 5463
The Best Resins

Space cake

CAUTION: when eaten the effects of this product can be delayed by as much as two
hours.

Net weight: 60z (128grams)
THIS PRODUCT IS UNLAWFUL OUTSIDE WASHINGTON STATE

(Back of label)

Manufactured at: 111 Old Hwy Rd., Mytown, WA on 1/14/14 Best by 2/1/14

INGREDIENTS: Flour, Butter, Canola oil, Sugar, Chocolate, Marijuana, Strawberries,
CONTAINS ALLERGENS: Milk, Wheat,

Serving size: 10 MG of THC
This product contains 10 servings and a total of 100 MG of THC

Warning- This product has intoxicating effects and may be habit forming

[9]
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AMENDATORY SECTION (Amending WSR 13-21-104, filed 10/21/13, effective
11/21713)

WAC 314-55-075 What is a marijuana producer license and what are
the requirements and fees related to a marijuana producer license?
(1) A marijuana producer license allows the licensee to produce, har-
vest, trim, dry, cure, and package marijuana into lots for sale at
wholesale to marijuana processor licensees and to other marijuana pro-
ducer licensees. A marijuana producer can also produce and sell mari-
juana plants, seed, and plant tissue culture to other marijuana pro-
ducer licensees. Marijuana production must take place within a fully
enclosed secure indoor TfTacility or greenhouse with rigid walls, a
roof, and doors. Outdoor production may take place iIn nonrigid green-
houses, other structures, or an expanse of open or cleared ground
fully enclosed by a physical barrier. To obscure public view of the
premises, outdoor production must be enclosed by a sight obscure wall
or fence at least eight feet high. Outdoor producers must meet securi-
ty requirements described in WAC 314-55-083.

(2) The application fee for a marijuana producer license iIs two
hundred fifty dollars. The applicant is also responsible for paying
the fees required by the approved vendor for fingerprint evaluation.

(3) The annual fee for issuance and renewal of a marijuana pro-
ducer license is one thousand dollars. The board will conduct random
criminal history checks at the time of renewal that will require the
licensee to submit fingerprints for evaluation from the approved ven-
dor. The Hlicensee will be responsible for all fees required for the
criminal history checks.

(4) The board will initially limit the opportunity to apply for a
marijuana producer license to a thirty-day calendar window beginning
with the effective date of this section. In order for a marijuana pro-
ducer application license to be considered it must be received no lat-
er than thirty days after the effective date of the rules adopted by
the board. The board may reopen the marijuana producer application
window after the iInitial evaluation of the applications received and
at subsequent times when the board deems necessary.

(5) Any entity and/or principals within any entity are limited to
no more than three marijuana producer licenses.

(6) The maximum amount of space for marijuana production is limi-
ted to two million square feet. Applicants must designate on their op-
erating plan the size category of the production premises and the
amount of actual square footage iIn their premises that will be desig-
nated as plant canopy. There are three categories as follows:

(a) Tier 1 — Less than two thousand square feet;

(b) Tier 2 — Two thousand square feet to ten thousand square
feet; and

(c) Tier 3 — Ten thousand square feet to thirty thousand square
feet.

(7) The board may reduce a licensee"s or applicant™s square foot-
age designated to plant canopy for the following reasons:

(a) If the amount of square feet of production of all licensees
exceeds the maximum of two million square feet the board will reduce
the allowed square footage by the same percentage.

(b) 1If fifty percent production space used for plant canopy iIn
the licensee™s operating plan is not met by the end of the first year
of operation the board may reduce the tier of licensure.
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(8) If the total amount of square feet of marijuana production
exceeds two million square feet, the board reserves the right to re-
duce all licensee®s production by the same percentage or reduce licen-
see production by one or more tiers by the same percentage.

(9) The maximum allowed amount of marijuana on a producer®s prem-
ises at any time is as follows:

(a) Outdoor or greenhouse grows — One and one-quarter of a year"s
harvest; or

(b) Indoor grows — Six months of their annual harvest.
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Washington State Liquor Control Board
Issue Paper
Rule Making on Fair Trade Practices

Date: November 6, 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 permanent new rules (CR 102) in Chapter 314-23 WAC to clarify
RCW 66.28.170 Discrimination in price to purchaser for resale
prohibited—Price differentials.

Why is rule making necessary?

Michael Cho, Washington Liquor Store Association, petitioned the board for
rulemaking to clarify RCW 66.28.170. The board currently has Advisory No.
2012-02 on the website that clarifies this statute. The Advisory needs to be
placed into rule in a new section in Chapter 314-23 WAC. The board held a work
session on Fair Trade Practices on September 11, 2013, to hear comment from
stakeholders on these issues. Additional rule language needs to be created to
fully clarify the statute.

What changes are being proposed?

New Section. WAC 314-23-060 What are "volume discounts"? Defines
“volume discounts”.

New Section. WAC 314-23-065 What are "bona fide business
practices"? Defines “bona fide business practices”.

New Section. WAC 314-23-070 What is "marketplace"? Defines
“marketplace”.

New Section. WAC 314-23-075 What constitutes "undue influence"?
Defines “undue influence”.

New Section. WAC 314-23-080 Are licensed distributors or other
licensed suppliers of spirits and wine allowed to provide volume
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discounts to on-premises or off-premises retail licensees? Explains what
is allowed under “volume discounts”.

New Section. WAC 314-23-085 What type of discounts are not
allowed? Explains what is not allowed under “volume discounts”.
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NEW SECTION

WAC 314-23-060 What are '‘volume discounts™? Volume discounts are
discounts that are based solely on the volume of the spirits and/or
wine that is purchased by a retailer from a distributor that are al-
lowed. However, the limitations on iInteractions between the levels of
licenses remain, 1including the prohibition on undue influence and
sales below cost.

NEW SECTION

WAC 314-23-065 What are "bona fide business practices'"? Bona fide
business practices are business practices that do not violate local
government, state or federal laws.

NEW SECTION

WAC 314-23-070 What is "marketplace”? Marketplace is limited to
businesses iIn geographic recognized market areas such as town, city,
county or other recognized geographic area in which distribution serv-
ices are provided. Does not include various business types such as on-
premises licensed retailers versus off-premises licensed retailers.

NEW SECTION

WAC 314-23-075 What constitutes ™undue influence™? Per RCW
66.28.285 "undue iInfluence™ means one retailer or industry member di-
rectly or indirectly influencing the purchasing, marketing, or sales
decisions of another retailer or iIndustry member by any agreement
written or unwritten or any other business practices or arrangements
such as, but not limited to, the following:

(1) Any form of coercion between industry members and retailers
or between retailers and industry members through acts or threats of
physical or economic harm, including threat of loss of supply or
threat of curtailment of purchase;

(2) A retailer on an involuntary basis purchasing less than it
would have of another iIndustry member®s product;

(3) Purchases made by a retailer or industry member as a prereq-
uisite for purchase of other items;

(4) A retailer purchasing a specific or minimum quantity or type
of a product or products from an industry member including requiring a
percentage of their spirits back-bar, well-drinks, wine by the glass
or any combination of sales items In order to participate In a dis-
count plan;

(5) An industry member requiring a retailer to take and dispose
of a certain product type or quota of the industry member®s products;
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(6) A retailer having a continuing obligation to purchase or oth-
erwise promote or display an industry member®s product;

(7) An industry member having a continuing obligation to sell a
product to a retailer;

(8) A retailer having a commitment not to terminate its relation-
ship with an industry member with respect to purchase of the industry
member®s products or an industry member having a commitment not to
terminate its relationship with a retailer with respect to the sale of
a particular product or products;

(9) An industry member being involved in the day-to-day opera-
tions of a retailer or a retailer being involved in the day-to-day op-
erations of an industry member in a manner that violates the provi-
sions of this section;

(10) Discriminatory pricing practices as prohibited by law or
other practices that are discriminatory in that the product is not of-
fered to all retailers in the local market on the same terms.

NEW SECTION

WAC 314-23-080 Are licensed distributors or other licensed sup-
pliers of spirits and wine allowed to provide volume discounts to on-
premises or off-premises retail licensees? Yes, distributors or other
licensed suppliers are allowed to provide volume discounts to licensed
on-premises and off-premises retailers. The discounts must be based
solely on the volume of the spirits and/or wine that is purchased by a
retailer from a distributor. However, the limitations on interactions
between the levels of licenses remain, including the prohibition on
undue iInfluence and sales below cost.

NEW SECTION

WAC 314-23-085 What type of discounts are not allowed? The fol-
lowing types of discounts are not allowed. Please note that this list
iIs representative and not inclusive of all practices that are not al-
lowed:

(1) Volume discounts that violate local, state, or federal laws.

(2) Volume discounts based on percentage of back-bar etc., is not
allowed: This practice includes a distributor providing a percentage
discount, only if the licensee dedicates a percentage of their spirits
back-bar, well-drinks, and wine by the glass, or any combination of
sales items of that distributor®s products, in order to receive a
price discount.

(3) Different discount pricing for on-premises and off-premises
licensees (“‘channeling™) is not allowed: This practice involves a dis-
tributor providing different volume discounts to on-premises licensees
than they offer to off-premises licensees in the same "market area."

(4) Discounts on purchases beyond the day of purchase period are
not allowed: This practice involves whether to use the current daily
time frame for determining the level of volume discount as opposed to
an extended time period such as a weekly or monthly billing cycle to
determine volume discount rates.
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(5) Discounts on a combined order that is delivered to licensed
sites are not allowed: This practice iIncludes limiting volume dis-
counts for combined orders to the "‘central warehouse™ or a location to
which the order is delivered. As a result the delivery of product to

multiple sites cannot be used in determining the volume discount for a
combined order.
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