OFFICE OF THE
WASHINGTON STATE LIQUOR CONTROL BOARD
Board Meeting /Wednesday, November 12, 2008

Board Member Roger Hoen called the regular meeting of the Washington State Liquor
Control Board to order at 10:00 am, on Wednesday, November 12, 2008 in the
boardroom, 3000 Pacific Avenue S.E., Olympia, Washington. Board Member Roger
Hoen and Board Member Ruthann Kurose were present. Chairman Lorraine Lee was
absent. :

Licensing Division — Alan Rathbun presented an issue paper for Price Filing Changes.
(See attached) The purpose of the issue paper is to discuss proposed changes to our
current price filing system as an alternative proposal for monitoring uniform pricing
compliance. Instead of requiring the entities to submit pricing data, the LCB would
institute an audit program designed to coordinate maintenance of uniform pricing with
those functions that audit staff currently perform. The proposal includes a one year pilot
project for audit staff to determine impact on staffing. Phil Wayt (Beer and Wine
Wholesalers Association) commented on the benefits of the labeling features included in
the system. Alan Rathbun indicated that the labeling features will be maintained. Alan
Rathbun would like to seek stakeholder feedback on the Price Filing changes. The Board
approved the recommendation of the issue paper. Stakeholder feedback will be gathered
within the next 30 days and the Price Filing Changes Issue Paper will be brought back to
the Board Meeting on December 17, 2008.

Director’s Office — Agency Rules Coordinator Karen McCall provided the Board with
the Quarterly Rules Update. (See attached) No action items were noted.

The Meeting adjourned at 10:30 am.
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Washington State Liquor Control Board

Issue Paper: Price Filing Changes
For Discussion at the 2008 Executive Management Team
Presented by: Alan Rathbun, Licensing and Regulation Division Director

Description of the Issue:

The purpose of this issue paper is to discuss proposed changes to our current
price filing system. Recommendations from Enforcement, Financial and
Licensing are included.

Background

In the Costco lawsuit appeal, the 9™ Circuit Court ruling required changes to our
Price Posting System. The agency immediately implemented our Phase One
project, which shut down the mandatory 30 day hold on prices. Additionally, the
price postings of all our licensees were made invisible to non-agency users.
Inquiries from stakeholders have lessened over time. Many of the
Manufacturers, Suppliers, and Importers had designed their systems around our
requirements. They used our system as a back up for their monthly price
changes.

Work began on a Phase Two project to redesign our filing system into a Web
based application. Enforcement, Financial, IT, and Licensing worked together to
design a new application that would introduce many new features including a
flag that would notify enforcement of unusual pricing fluctuations. Enforcement
would then be required to examine the information and determine if intervention
is necessary, at which point an investigation would be conducted. A software
vendor reviewed our proposal through our delivered project charter and returned
an estimated cost of $200,000 to $250,000. Given there is no funding available
for these modifications, the project was placed on hold while alternatives were
considered.

Our current system delivers limited effectiveness. LCB employees experience
limited usability and our external stakeholders continue to utilize workarounds in
order to maintain their operations. Our only reaction to possible pricing
violations is in response to a complaint. The system, as it currently exists,
provides us with no added value other than the ability to utilize some of the
labeling features. These features include the ability to allow stakeholders to view
approved labels, view distributor appointments, changes of location, view
changes to product codes, view retailers added endorsements, viewing of
Winery/Brewery added endorsements and view/update email address. These
labeling features are of value to our stakeholders as well and therefore
maintenance of these features is desirable.
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Proposal

The following is an alternative proposal for monitoring the Board's desire to
maintain uniform pricing. Instead of requiring the entities to submit pricing data,
we would institute an audit program designed to coordinate maintenance of
uniform pricing with those functions that audit staff currently perform. We
would increase audits of licensees and thus continue to monitor pricing
compliance. The breakdown of the proposed audit structure is as follows:

Financial:

Currently we have 10 auditors assigned to perform audits through out the state.
Those auditors would be utilized as the vehicle in which we checked for pricing
compliance should we decide to terminate our current price filing system.

Estimated impact on the auditors’ timelines for completing an audit would be two
to six additional hours per visit.

Frequency of audits would be based on perceived risk criteria:

e History of violations
e Volume of production
e Significant tax generation

Currently entities are required to maintain tax records for two years. Pricing
records would be kept for two years as well. Auditors would determine on-site
what records must be maintained beyond the minimum: audit cycle.

The auditor would examine all records within a chosen timeline. If an Auditor
discovers anomalies during the normal auditing procedure they may decide to
utilize the same period of historical data to perform the pricing portion of the
audit.

It is recommended that this audit procedure be commenced in a one year pilot
program to determine the actual impact of the increased workload and affect on
licensees.

Enforcement:

Enforcement will continue to investigate complaints and respond to all audit
findings as required. ‘
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Upon investigation of complaints and audit findings, Enforcement will be
responsible for issuance of citations and other appropriate remedies.

Enforcement resources will be required to initially train and sustain the auditor’s
knowledge base on the requirements of uniform pricing as it exists currently.

Communication Plan:
Stakeholders would receive communication from the following sources:

Send this proposal to affected stakeholders for comment

¢ If the proposal is adopted by the Board, an announcement will be added
to the existing filing system that will reflect the changes in process

o Our Web site would be updated to relate changes to the system and the
changes in process

e A mass mailing sent to affected licensees will convey all changes and new

' processes associated with this change in concept

e An e-mail address should be established to field all questions regarding

the change in order to expedite response time.

Current Policy:

The current price filing system is of limited value in respect to initiating A
enforcement of uniform pricing. Enforcement reacts to complaints with possible
data support from the price filing system. The label approval system is of value
to LCB staff and our licensees, thus that portion would remain active.

Recommendation:

Send the proposal to stakeholders for comment. Include stakeholders’
comments with the proposed submission to the Board. Further, final action on
this recommendation should be made at an open public Board meeting. Execute
the stakeholder communication plan should the board approve the proposal.

Cease operation of the filing system at a “date certain” following the Board’s
adoption other than the label approval features. The Finance and Enforcement
divisions shall update the Board on resource demands from this amended policy.
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