OFFICE OF THE
WASHINGTON STATE LIQUOR CONTROL BOARD
Board Meeting Minutes— December 17, 2008

Board Member Roger Hoen called the regular meeting of the Washington State Liquor Control Board to order at
8:40 am, on Wednesday, December 17, 2008 in the boardroom, 3000 Pacific Avenue SE, Olympia, Washington.
Board Chairman Lorraine Lee was present and Board Member Ruthann Kurose was present via conference call.

Board approval on Rulemaking — Filing CR103, presented by Karen McCall

Restaurant Retail Activities and Storage, under a Caterer’s Endorsement presented by
Karen McCall.

(Attachments include: Approval of final rulemaking document, Issue Paper, Notice of Proposed
Rule Making #08-17, WAC Changes, and Stakeholder Summary)

e Karen summarized stakeholder feedback:

Michael Transue of the WA. Restaurant Association suggested that consistent phrasing in
Section 314-02-061(3)(b) be consistent with 314-02-061(3)(a) and (4); pluralize “event”
to “events”. The suggested change is included.

The Board unanimously approved the final rulemaking on rules necessary to implement
legislation regarding retail regulations.

Nonprofit Organization and Business Practices presented by Karen McCall
(Attachments include: Approval of final rulemaking document, Issue Paper, Notice of Proposed
Rule Making #08-18, WAC Changes, and Stakeholder Summary)

e Karen summarized stakeholder feedback:

Jean Leonard of WA. Wine Institute takes issue with terminology, “may qualify” In this
case, ‘may’ should be changed to “not prohibited” in accordance with statute. Section
314-05-020(5). The suggested change is included.

The Board unanimously approved the final rulemaking on rules necessary to implement
legislation regarding non-profit organization and business practices.

Legislation for Breweries and Microbreweries presented by Karen McCall
(Attachments include: Approval of final rulemaking document, Issue Paper, Notice of Proposed
Rule Making #08-21, WAC Changes, and Stakeholder Summary)

e No new stakeholder comments have been rece1ved on thls top1c
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leglslatlon for Breweries and Microbreweries.

Legislation for Winery Regulations presented by Karen McCall

(Attachments include: Approval of final rulemaking document, Issue Paper, Notice of Proposed
Rule Making #08-19, WAC Changes, and Stakeholder Summary)

e Karen summarized stakeholder feedback:
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e Jean Leonard from WA. Wine Institute raised concern regarding Section 314-24-161(2),
“a track of land set aside for alcohol consumption” Her perspective is that this area would
not necessarily be an exclusive area for alcohol. The suggested change is included.

The Board unanimously approved the final rulemaking on rules necessary to implement
legislation for Breweries and Microbreweries.

Legislation for Craft Distilleries presented by Karen McCall
(Attachments include: Approval of final rulemaking document, Issue Paper, Notice of Proposed
Rule Making #08-20, WAC Changes, and Stakeholder Summary) :

e No new stakeholder comments have been received on this topic.

The Board unanimously approved the final rulemaking on rules necessary to implement
legislation for Craft Distilleries.

Purchasing Division — Listings, Delisting, Rejections, and One-Time-Only Listings

e Potential New Listings / Rejections — (see attached memo dated December 17, 2008)
Debi Besser, Purchasing Director, made recommendations as explained in the memo.
The Board members unanimously approved the recommendations.

e Potential Wine Listings / Delisting — (see attached memo dated December 17, 2008)
Debi Besser, Purchasing Director, made recommendations as explained in the memo.
The Board members unanimously approved the recommendations.

e Potential One-Time-Only Listing — (see attached memo dated December 17, 2008)
Debi Besser, Purchasing Director, made recommendations as explained in the memo.
The listings represents Washington State’s first Craft Distillery product Dry Fly
Whiskey. Lorraine Lee asked Debi Besser if there will be any advertising or Point of
Sale displays forthcoming related to the new product. Debi Besser will look into the
matter and brief the Board at a future meeting. In addition, Lorraine Lee questioned
who makes the decisions for which liquor store products have displays and Point of
Sale advertising. Debi Besser indicated that a policy is being developed and the LCB
is secking feedback from the Distillery Representatives Association of Washington on
the policy development. The agency will be including advertising and liquor store
display issues in our 2009 rulemaking efforts.

The meeting was adjourned at 9:20 am.

~ Lorraine Lee Roger Hoen Ruthann Kurose
Chairman _ Board Member Board Member
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Washington State

Date: December 17, 2008

To: Lorraine Lee, Board Chair
Ruthann Kurose, Board Member
Roger Hoen, Board Member

From: Karen McCall, Agency Rules Coordinator

Copy: Pat Kohler, Administrative Director
Rick Garza, Deputy Administrative Director
Alan Rathbun, Director Licensing and Regulation

Subject: Approval of final rulemaking (CR 103) on rules necessary to
implement legislation regarding craft distillery regulations

At the Board meeting on December 17, 2008, the rules coordinator requests that the
Liquor Control Board approve final rule making (CR 103) regarding craft distillery
regulations.

The Board was briefed on the rule making background, public comment, and agency
response for this rule making. An issue paper and text of rule changes are attached.

If approved, the Agency Rules Coordinator will send an explanation of the rule making
to all persons who submitted comments. After sending this explanation, the Rules
Coordinator will file the rules with the Office of the Code Reviser. The effective date of
the rules will be 31 days after filing.

L Approve ____ Disapprove %% /2 =1 7-0%

orraine Lee, Chalrman Date

Approve Disapprove 12171~ 6?
Ruthénn Kuro e, oard Member Date

LApprove _____ Disapprove f/g (// { 9\’( 7“’ O ?f

Roger Hoer, Bdard Member Date

Attachments
Issue Paper
Proposed Rule Language

Order of Adoption — CR 103 — Craft Distillery 1- _ 12/17/08





Washington State Liquor Control Board
Issue Paper: Legislation for Craft Distilleries

Date: December 17, 2008
Presented by:  Jennifer Skoda, Enforcement Division

Description of the Issue

The purpose of this issue paper is to recommend that the Washington State Liquor
Control Board (WSLCB) proceed with final rulemaking (CR-103) revising Chapter 314-
28.

Why is rule making necessary?
A legislative bill pertaining to the issue of this paper was adopted in 2008. The WSLCR
is updating its rules to reflect the changes made by this bill. '

Background _

Legislative. SHB 2959 (2008} created a new license for craft distilleries and stipulated

the associated allowances and requirements.

L. Craft distillers may produce 20,000 gallons or less of spirits per year.

2. At least half of the raw materials used in the production must be grown in the
state of Washington. (This requirement does not apply to distillers under the
$2000 license.)

The license fee is $100 per year.

4. A craft distillery may sell up to two liters of spirits of its own production per
person per day for off-premises consumption. Previously, distilleries were
allowed to sell only to the WSLCB or to out-of-state enfities.

5. A craft distillery may provide free samples of its own spirits to customers at the
distillery premises. All servers must have a class 12 alcohol server permit.

(8]

What changes are proposed?

Amendatory Chapter Title — 314-28 WAC — Distillers. : :
The title of Chapter 314-28 WAC is changed from "Fruit distillers" to "Distillers".

Amendatory Section 314-28-010 — Records.

The record requirements for all distillery types are stipulated. Requirements include
which records must be retained, how long they must be retained, and which copies of
records the WSLCB requires or may request. Additional requirements that apply only to
craft distilleries are also stipulated (e.g. sales records, monthly returns).

New Section 314-28-050 — What does a craft distillery license allow?

A craft distillery is allowed to produce up to 20,000 proof gallons of its own spirits per
year. Itis also allowed to sell spirits directly to customers at the licensed premises (for
off-premises consumption), and to provide free samples of its own production to
customers on the distillery premises, and to retailers.





New Section 314-28-060 — What are the general requirements for a craft distillery
license?

General requirements include submitting licensing documents, as well as permits
required by the federal government; ensuring that at least 50% of all raw materials are
produced in Washington; and purchasing and pricing as directed by the WSLCB.

New Section 314-28-070 — What are the monthly reporting and payment
requirements for a craft distillery license?

A craft distillery must submit monthly reports and payments to the WSLCB. Production
and the production process are defined, and how production is quantified is explained.

New Section 314-28-080 — What if a craft distillery license fails to report or pay, or
reports or pays late? '

The WSICB assesses a penalty of 2% per month, and may require a surety bond or
dedicated savings account if (1) a licensee reports or pays more than 30 days late two or
more times within a 2-year period, (2) a licensee reports or pays more than 30 days late
two months in a row, or (3) a payment is returned for insufficient funds.

New Section 314-28-090 - Craft distilleries—Retail pricing—Selling to customers
and to the board. :

If a craft distillery sells its product within the state, it must obtain retail pricing from the
WSLCB, and use the retail prices as sct by the WSLCB. If a licensee wants to have its
products sold at state liquor stores, then the licensee must send a request for product
listing.

New Section 314-28-200 — Adoption of federal laws.
A craft distillery licensee must meet all laws, rules and regulations of the federal
government.

Rule Making Process and Staff Recommendation

The WSLCB filed Pre-proposal (CR 101) on July 15, 2008 and proposed ruies (CR 102)
were filed on October 17, 2008 A public hearing was held on December 3, 2008, in
Olympia, Washington, at WSLCB headquarters. No one testified at the December 3rd
public hearing. No written comment was received. Agency staff made minor changes to
WAC 314-28-090 to further clarify retail pricing and product listing.

If approved, the Agency Rules Coordinator will send an explanation of the rule making to
all persons who submitted cither written or oral comments. After sending this
explanation, the Rules Coordinator will file the rules with the Office of the Code Reviser
and the rules will become effective 31 days after filing.

Staff recommends that the WSLCB proceed with the final step of rule making (CR-103)
amending the title of WAC 314-28, amending WAC 314-28-010 and creating six new

sections in chapter 314-28.

Attachments: Propbsed Rules





Chapter 314-28 WAC

{ (FRUTT)) DISTILLERS

AMENDATORY SECTION (Amending Order 172, Resolution No. 181, filed
3/13/86)
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66.24.145, including c¢raft, fruit, and laboratory distillers:

{a) Must keep records concerning any spirits, whether produced
or purchased, for two years after cach sale. These records must be
kept separate from anv other records. A distiller mav be recuired
to report on forms approved by the board;

{lb) Must, in case of spirits exported or sold, preserve all
bills of lading and other evidence of shipment: and

(c) Must submit duplicate copies of transcripts, notices, or
other data that are required by the federal government to the board
if requested, within thirty days of the notice of such request., &
distiller shall also  furnish copies of the bills of ladindg,
covering all shipments of the products of the licensee, to the
board within thirty days of notice of such request.

{2) A craft distiller must:

{a) Preserve all sales records, in the case of retail sales to
consumers, in addition to the records listed in subsection (1) {b)
of this section: and

(b) Suybmit duplicate copies of its monthly returns to the
board upon request, in addition to the duplicate copies listed in
subsection (1) (c) of this section. The same conditions apply as in
subsection (1) {¢) of this section.
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NEW SECTION

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

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

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

(¢) Sell spirits of its own production to the board provided
that the product is "listed" by the board, or is special-ordered by
an individual Washington state liguor store;

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

(e) Provide, free of charge, samples of spirits of its own
production to persons on the distillery premises. Fach sample must
be one-half ounce or less, with no more than two ocunces of samples
provided per person per day. Samples must be unaltered, and anyone
invoived in the serving of such samples must have a valid Class 12
alcohol server permit. Samples must be in compliance with RCW
£6.28.040 and all applicable WACs, and are subject to taxes under
WAC 314-28-070; and

(f) Provide, free of charge, samples of spirits of its own
production to retailers. Samples must be unaltered, and in
compliance with RCW 66.28.040 and all applicable WACs, including
WAC 314-44-005 and 314-64-08001. Samples are considered sales and
are subject to taxes under WAC 314-28-070.

(2) A craft distillery licensee may not sell directly to in-
state retailers or in-state distributors, but only to on-premises
customers, to the board, and to out-of-state entities, as
stipulated in subsections (1) {b), (c) and (d) of this section.

NEW SECTION

WAC 314-28-060 What are the general requirements for a craft
distillery license? Per RCW 66.24.140 and 66.24.145, a craft
distillery licensee is required to:

(1) Submit copies of all permits required by the federal

government;
(2) Submit other licensing documents as determined by the
board. Other documents may include; but are not limited to, a

personal criminal history statement, a financial statement, the
"right to the real property, and the tied house statement;
(3) Ensure a minimum of fifty percent of all raw materials

[ 2] 0T5-1549.5





{(including any neutral grain spirits and the raw materials that go
into making mash, wort or wash) used in the monthly production of
the spirits product are grown in the state of Washington. Water is
not considered a raw material grown in the state of Washington;

{4) Purchase any spirits sold at the distillery premises for
off-premises consumption from the board, at the price set by the
board;

(5} Purchase any spirits used for sampling at the distillery
premises from the board;

{6) Purchase any spirits used for samples provided to
retailers from the board; and

(7) Meet any other applicable requirements stated in RCW and
WAC.

NEW SECTION

WAC 314-28-070 What are the monthly reporting and payment
requirements for a craft distillery licemnse? A craft distiller
must submit monthly reports and payments to the board.

{1) Monthly reports. The required monthly reports must be:

(a) On a form furnished by the board or in a format approved
by the board; .

(b) Filed every month, including months with no activity or
payment 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
February 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: and

(d) Filed separately for each liquor license held.

(2) For reporting purposes, production is the distillation of
spirits from mash, wort, wash or any other distilling material.
After the production process is completed, a production gauge shall
be made to establish the quantity and proof of the spirits
produced. The designation as to the kind of spirits shall also be
made at the time of the production gauge. A record of the
production gauge shall be maintained by the distiller. The
completion of the production process is when the product is
packaged for distribution. Production quantities are reportable
within thirty days of the completion of the production process.

(3) Payments to the board,. A distillery must pay the
difference between the cost of the alcohol purchased by the board
and the sale of alcohol at the established retail price, less the
established commission rate during the preceding calendar month,
including samples at no charge (see WAC 314-64-08001 for more
information).
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(a) Any on-premises sale or sample provided to a consumer is
considered a sale reportable to the board.

(b) Samples provided to retailers are considered sales
reportable to the board. E

(c) Payments must be submitted, with monthly reports, to the
board on or before the twentieth day of each month, for the
previous month. (For example, payment for a report listing
transactions for the month of January is due by February 20th.)
When the twentieth day of the menth falls on a Saturday, Sunday, or
a legal holiday, payment must be postmarked by the U.5. postal
service no later than the next postal business day. :

NEW SECTION

WAC 314-28-080 What if a craft distillery licensee fails to
report or pay, or reports or pays late? If a craft distiller fails
to submit its monthly reports or payment to the board, or submits
late, then the licensee is subject to penalties and surety bonds.

(1) Penalties. A penalty of two percent per month will be

assessed on any payments postmarked after the twentieth day of the
month following the month of sale. When the twentieth day of the
month falls on a Saturday, Sunday, or a legal holiday, the filing
must be postmarked by the U.S. postal service no later than the
next postal business day.
) {2) Surety bonds. A "surety bond" is a type of insurance
policy that guarantees payment to the state, and is executed by a
surety company authorized to do business in the state of
Washington. Surety bond requirements are as follows:

(a) Must be on a surety bond form and in an amount acceptable
to the board;

(b) Pavyable to the "Washington state liquor control board";
and

(c) Conditioned that the licensee will pay the taxes and
penalties levied by RCW 66.28.040 and by all applicable WACs.

(3) The board may require a craft distillery to cobtain a
surety bond or assignment of savings account, within twenty-one
days after a notification by mail, 1f any of the following occur:

{a) A report or payment is missing more than thirty days past
the required filing date, for two or more consecutive months;

(b} A report or payment is missing more than thirty days past
the required filing date, for two or more times within a two-year
period; or

(¢} Return of payment for nonsufficient funds.

(4) 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.
{5) The amount ¢of a surety bond or savings account required by
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this chapter must be either three thousand dollars, or the total of
the highest four months' worth of liability for the previous twelve
month period, whichever is greater The licensee must maintain the
bond for at least two years.

(6) 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
will be required to increase the bond amount or amount on deposit
within twenty-one days.

(7) If a licensee holds a surety bond or savings account, the
board will immediately start the process to collect overdue
payments from the surety company or assigned account. If the exact
amount of payment due is not known because of missing reports, the
board will estimate the payment due based on previous production,
receipts, and/or sales,.

NEW SECTION

WAC 314-28-090 Craft distilleries--Selling in-state, retail
pricing and product listing--Selling out-of-state--Special orders.
(1) What steps must a craft distillery licensee take to sell a
spirits product in the state of Washington?

(a) Selling a spirits product at a state ligquor store. There
are two ways to sell a spirits product at a state liquor store.
One way is through the special order process, which is explained in
subsection (3) of this section ("How to special order a product.™) .
The second way is through product listing (explained in this
subsection). If a craft distillery licensee wants the board to
regularly stock its product on the shelf at a state liquor store,
a licensee must request the board to list its product. If the
board agrees to list the product, a licensee must then sell its
product to the board and transport its product to the board's
distribution center.

(b) Selling a spirits product at a craft distillery premises.

Before a craft distillery licensee may sell its product to a
customer (i.e., any individual who is twenty-one vyears old or
older) at its distillery premises, a licensee must first obtain a
retail price from the board, sell its product to the beoard, and
then purchase its product back from the board. Product that a
licensee produces and sells at its distillery premises is not
transported to the hoard's distribution center. :
' (c) Listing a product. A craft distillery licensee must
submit a formal request to the board to have the board regularly
stock its product at a state liquor store. The board's purchasing
division administers the listing process,

(i) A licensee must submit the following documents and
information: A completed standard price quotation form, a listing
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request profile, bottle dimensions, an electronic color photograph
of the product, a copy of the federal certificate of label
approval, and a signed "tied house" statement.

{(ii) The purchasing division shall apply the same
consideration to all listing requests.

(iii) A craft distillery licensee is not reguired to submit a
formal request for product listing if a licensee sells its product
in-state only by special order (see subsection (3) of this section,
"How to special order a product."}.

(d) Obtaining a retail price. A craft distillery licensee
must submit a pricing quote to the beoard forty-five days prior to
the first day of the effective pricing month. A pricing guote
submittal includes a completed standard price gueotation form, and
"the product's federal certificate of label approval. The bcard
will then set the retail price.

(i) Pricing may not be changed within a calendar month.

(1ii) A c¢raft distillery licensee is required to sell to its
on-premises customers at the same retail price as set by the board.
If and when the board offers a temporary price reduction for a
period of time, a licensee may also sell its product at the reduced
price, but only during that same period of time.

{2) What are the requirements for a craft distillery licensee
to sell its spirits product outside the state of Washington?

(a} A craft distillery licensee shall include, in its monthly
report to the board, information on the product it preduces in-
state and sells out-of-state. Information includes, but is not
limited to, the amount of proof gallons =scld, and the composition
of raw materials used in production of the product (see WAC 314-28-
070) .

(b} Product produced in-state and sold out-of-state counts
toward a licensee's twenty thousand proof gallons per calendar year
production limit (see WAC 314-28-050).

(c) Product produced in-state and sold out-of-state is subject
to the fifty percent Washington grown raw materials requirement
(see WAC 314-28-060).

(d) Product sold out-of-state is not subject to retail pricing
by the board.

(e} A craft distillery licensee is neb subject to Washington
state liquor taxes on any product the licensee sells out-of-state.

{3) How to special order a product.

{a) 1If a customer, such as an individual person or a
restaurant licensee, wants to purchase a spirits product that is
not carried on the shelf at a state liquor store, then the
following steps may be taken to special order the product:

(i) The customer must place a special order request with a
state liquor store;

(ii) The store forwards the special order request to the
board's purchasing division;

(1ii) The purchasing division orders the product from the
craft distillery licensee. To receive an order, the craft
distillery licensee must have a product listing or a product retail
price, as described in subsection (1) (¢} and {d) of this section;
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{iv) The craft distillery licensee sends the product to the
board's distribution center; and

(v) The distribution center ships the product to the state
ligquor store that originally took the customer's special order
request (see (a) (ii} of this subsection).

{b) For additional information regarding special order
requests, refer to chapter 314-76 WAC.

NEW SECTION

WAC 314-28-200 Adoption of federal laws. All laws, rules and
regulations of the federal government, or any subsequent
modification thereof, applicable to the distillation of spirits,
wines, cordials, liquors, etc., are by reference hereby adopted and
promulgated as the rules and regulations of this board, unless the
board implements different procedures by rule or policy.
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X! Washington State

Date:

To:

From:

Copy:

Subject:

2 Liquor Control Board

December 17, 2008

Lorraine Lee, Board Chair
Ruthann Kurose, Board Member
Roger Hoen, Board Member

Karen McCall, Agency Rules Coordinator

Pat Kohler, Administrative Director
Rick Garza, Deputy Administrative Director
Alan Rathbun, Director Licensing and Regulation

Approval of final rulemaking (CR 103) on rules necessary to
implement legislation regarding non-profit organizations and
business practices for the use and sale of alcohol.

At the Board meeting on December 17, 2008, the agency rules coordinator requests that
the Liquor Control Board approve final rule making (CR 103) regarding non-profit
organizations and business practices for the use and sale of alcohol.

The Board was briefed on the rule making background, public comment, and agency
response for this rule making. An issue paper and text of rule changes are attached.

If approved, the Agency Rules Coordinator will send an explanation of the rule making
to all persons who submitted comments. After sending this explanation, the Rules
Coordinator will file the rules with the Office of the Code Reviser. The effective date of
the rules will be 31 days after filing.
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Washington State Liquor Control Board

Issue Paper: Nonprofit Organizations and Business Practices
Regarding the Use and Sale of Alcohol

Date: December 17, 2008
Presented by:  Alan Rathbun, Licensing Division

Description of the Issue

The purpose of this issue paper is to recommend that the Washington State Liquor
Control Board (WSLCB) proceed with final rulemaking (CR-103) to revise Chapter 314-
05 WAC.

Why is rule making necessary?
Three legislative bills pertaining to the issue of this paper were adopted between 2006
and 2008. The WSLCB is updating its rules to reflect the changes made by these bills.

Background
Legislative. SHB 3128 (2006), E28SB 5859 (2007), and SSB 6770 (2008) permit three
new activities that were previously prohibited under "tied house" regulations.

1. A 501(¢)(3) nonprofit, or a local wine-industry 501(c)(6) nonprofit, may hold a
special-occasion license, even if its board members are also members of a
licensed domestic winery or a wine certificate of approval holder (SIIB 3128,
E2SS8B 5859), _

2. A domestic winery, a domestic brewery, or an out-of-state certificate of approval
holder may furnish wine or beer, without charge, to a 501(c)(6) nonprofit (SSB
6770).

What changes are proposed?

Amendatory Section 314-05-020 — What is a special occasion license?

A 501(c)(3) nonprofit, or a local wine-industry 501(c)(6) nonprofit, is eligible for a
special-occasion license, even if its board members are also members of a licensed
domestic winery or a wine certificate of approval holder.

Amendatory Section 314-05-030 — Guidelines for special occasion license events.
In-state breweries and wineries, and out-of-state brewery and winery certificate of
approval holders, may donate beer or wine to a special occasion licensee, provided that
the special occasion licensee is a 501(c)(3) or a 501(c)(6) nonprofit.





Rule Making Process and Staff Recommendation

The WSLCB filed Pre-proposal (CR 101) on July 15, 2008 and proposed rules (CR 102)
were filed on October 17, 2008 A public hearing was held on December 3, 2008, in
Olympia, Washington, at WSLCB headquarters. No wriiten comment was received. One
person testified at the December 3rd public hearing and the comment is attached to this
issue paper.

If approved, the Agency Rules Coordinator will send an explanation of the rule making to
all persons who submitted either written or oral comments. After sending this
explanation, the Rules Coordinator will file the rules with the Office of the Code Reviser
and the rules will become effective 31 days after filing.

Staff recommends that the WSLCB proceed with the final step of rule making (CR-103)
amending WAC 314-05-020 and WAC 314-(5-030.

Attachment: Proposed Rules
Summary of Comments





Washington State Liquor Contro! Board

Rule Making to Implement Legislation on Nonprofit
Organizations and Business Practices Regarding the Use and
Sale of Alcohol ,

STAKEHOLDER SUMMARY

The Liquor Control Board received one public comment at the public hearing held
on December 3, 2008, at Olympia, Washington. No additional comments were
received on the rules to implement legislation regarding retail regulations during
the comment period that ended December 10, 2008 under filing Washington
State Register # 08-12-121.

1. Comment received from Jean Leonard, Washington Wine Institute:
Wording needs to be changed in 314-05-020 (4):

(4) “A charitable nonprofit organization or a local winery industry association
may qualify for a special occasion license....”

“*may quality for” should be changed to “is not disqualified from
obtaining” a special occasion license....”

Response: Changes were made based on Jean Leonard’s comments.

Public Comment Summary
Pre-CR 102 1






AMENDATORY SECTION (Amending WSR 04-22-078, filed 11/2/04,
effective 12/3/04)

WAC 314-05-020 What is a special occasion license? (1) Per
RCW 66.24.380, a special occasion license allows a nonprofit
organization toc sell, at a specified date, time, and place

{(a} Spirits, beer, and wine by the 1nd1v1dual serving for on-
premises consumption; and

(b} Beer and wine in original, unopened containers for off-
premises consumption.

(2) Special occasion licensees are limited to twelve days per
calendar year (see RCW 66.24.380(1) for an exception for
agricultural fairs).

{3) The fee for this license is $60 per day, per event.
Multiple alcohol service locations at an ‘event are an-additional
sixty dollars per location.

{4) ((Sutdetimes—for—nonerofit—orgarizattorrs—e

+&¥)) Per RCW 66.24.375, all proceeds from the sale of alccohol
at a special occasion event must go directly back into the
" nonprofit organization, except for reasonable operating costs for
actual services performed at compensaticn levels comparable to like
services within the state.
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charitable nonprofit organization or a local winery industry
association is not disqualified from obtaining a special occasion
license even if its board members are also officers, directors,
owners, or employees cof either a licensed domestic winery or a
winery certificate of approval holder. The charitable nonprofit
organization must be registered under section 501(c)(3) of the
Internal Revenue Code, and the local wine industry asscciation must
be registered under section 501 (c) (6} of the Internal Revenue Code.

AMENDATORY SECTION (Amending WSR 07-02-076, filed 12/29/06,
effective 1/29/07) '

WAC 314-05-030 Guidelines for special occasion license
events, {1) The special occasion license must be posted at the
event.

{2} Special occasion licensees may get alcohol for the event
only from the following sources:

{a} Spirits must be purchased from a Washington state-run or'

[ 1] 0TS5-1946.3






centract ligquor store;

(b} Beer and wine must be purchased at retail from a licensed
retailer, from a beer or wine distributor, from a domestic brewery,
microbrewery, or winery, acting as a ‘distributor of its own
product, or from a certificate of approval holder with a direct
shipping to Washington retailer endorsement; and

(c) Per RCW 66.28.040, in state breweries and wineries and
out-of-state breweries and wineries holding a certificate of
approval license may donate beer and wine to special occasion
licensees that are nonprofit 501{c) (3) charitable organizations or
nonprofit 501{c) (6} organizations.

(3) Special occasion licensees may not advertise or sell
alcohol below cost. If donated product is sold by the special
cccasion licensee, it may not be advertised or sold below the
manufacturers' cost.

{4) Per RCW 66.28.010, alcohol manufacturers, importers and
distributors may provide advertising, pouring, or dispensing of
beer or wine at a beer or wine tasting exhibition or judging event,
but may not provide money, goods, or services to special occasion
licensees.

{5) Per RCW ((66—285-386)) 66.24.380, the sale, service, and
consumption of alcohol must be confined to a designated
location(s).

{6) If a special occasion license function is held at an
establishment that has a liguor license:

(a) The special occasion function must be held in an area of
the premises separate from areas open to the general public during
the time the special occasion function 1is occurring, and the
licensed premises' liquor cannot be sold or served in the same
area (s) as the special occasion license function.

(b) The liguor licensee cannot charge for the liquor purchased
by the special occasion licensee for service at the special
occasion event, but can charge for room usage, services, etc. The
liquor licensee must sign the. special occasion application giving
permission for the special occasion licensee to bring their alcohol
onto the liquor licensed premises.

(c) The special occasion {(Ficenmsess)). license will not be
issued for use at premises whose liquor license will be suspended
on the date(s) of the scheduled event.

[ 2] OTS-1946.3










| Washington State
4 Liquor Control Board

Date: December 17, 2008
To: Lorraine Lee, Board Chair
Ruthann Kurose, Board Member
Roger Hoen, Board Member
From: Karen McCall, Agency Rules Coordinator
Copy: Pat Kohler, Administrative Director
Rick Garza, Deputy Administrative Director
Alan Rathbun, Director Licensing and Regulation
Subject: Approval of final rulemaking (CR 103) on rules necessary to

implement legislation regarding retail reguiations.

At the Board meeting on December 17, 2008, the Agency Rules Coordinator requests
that the Liquor Control Board approve final rule making (CR 103) regarding retail

regulations.

The Board was briefed on the rule making background, .public comment, and agency
response for this rule making. An issue paper and text of rule changes are attached.

If approved, the Agency Rules Coordinator will send an explanation of the rule making
to all persons who submitted comments. After sending this explanation, the Rules
Coordinator will file the rules with the Office of the Code Reviser. The effective date of

the rules will be 31 days after filing.

v

——___ Approve Disapprove
_‘/_ Approve Disapprove
L Approve Disapprove

Attachments
Issue Paper
Proposed Rule Language

Order of Adoption — CR 103 — Retail Regulations
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Lorraine Lee, Chairman Date
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Ruthg_r],n‘..Kjrose, Board Member Date
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Rogef Hoeh, \/Boarcl Member Date
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Washington State Liquor Control Board _

Issue Paper: Restaurant Retail Activities and Restaurant
Liquor Storage under a Caterer's Endorsement

Date: December 17, 2008
Presented by:  Alan Rathbun, Licensing Division

Description of the Issue
The purpose of this issue paper is to recommend that the Washington State Liquor
Control Board (WSLCB) proceed with final rulemaking to revise Chapter 314-02.

Why is rule making necessary? -
Three legislative bills pertaining to the issue of this paper were adopted in 2007 and
2008. The WSLCB is updating its rules to reflect the changes made by these bills,

Background 7
Legislative. HB 1349 (2007), E25SB 5859 (2007), and SSB 6770 (2008) permit three
new activities,

1. A spirits, beer, and wine restaurant may sell malt liquor, in containers of four
gallons or more, to customers to take with them for off-premises consumption
(HB 1349). :

2. A spirits, beer, and wine restaurant may sell bottled wine to customers to take
with them for off-premises consumption (SSB 6770). Prior to this bill, the
restaurant could sell only wine with a label exclusive to the restaurant (for off-
premises consumption). '

3. A spirits, beer, and wine restaurant with a caterer's endorsement, or a beer and/or
wine restaurant with a caterer's endorsement, may store alcohol at an off-premises
event location, a domestic winery, a passenger vessel, or another premises
operated by the licensee (E28SB 5859). Prior to this bill, only on-premises
storage was allowed.

Keg registration forms. The WSLCB provides keg-registration forms free of charge to
beer restaurants and taverns. A licensee who holds an off-premises beer and/or wine
grocery-store or specialty-shop license must purchase his/her forms.

What changes are proposed?

Amendatory Section 314-02-015 - What is a spirits, beer, and wine restaurant
license?

A spirits, beer, and wine restaurant may sell wine by the bottle to customers for take-
away, even if the restaurant licensee does not own the label, exclusively or otherwise. It
also allows a spirits, beer, and wine restaurant to scll kegs of malt liquor for off-premises
consumption,





Amendatory Section 314-02-120 — How do licensees get keg registration forms?
The WSLCB will provide keg-registration forms free of charge to beer and/or wine

restaurants, to taverns, and to beer and/or wine specialty shops. Grocery stores and

spirits, beer, and wine restaurants must purchase their keg-registration forms.

New Section 314-02-061 — What is required for off-site storage of liquor under a
caterer's endorsement? 7 . |

New conditions are proposed to address caterers now being allowed to store their alcohol
off the licensed premises (e.g. displaying the approval letter for alcohol storage at each
location}.

Rule Making Process and Staff Recommendation

The WSLCB filed Pre-proposal (CR 101) on July 15, 2008 and proposed rules (CR 102)
were filed on October 17, 2008 A public hearing was held on December 3, 2008, in
Olympia, Washington, at WSLCB headquarters. One written comment was received in
support of the proposed legislation. One person testified at the December 3rd public
hearing and the comment is attached to this issue paper.

If approved, the Agency Rules Coordinator will send an explanation of the rule making to
all persons who submitted either written or oral comments. After sending this
explanation, the Rules Coordinator.will file the rules with the Office of the Code Reviser
and the rules will become effective 31 days after filing,

Staff recommends that the WSLCB proceed with the final step of rule making (CR-103)
amending WAC 314-02-015 and WAC 314-02-120, and creating a new section in WAC
314-02

Attachments: Proposed Rules
Summary of Comments





Was-hington State Liquor Control Board
Rule Making to Implement the Legislation for Retail Regulations
PUBLIC COMMENT SUMMARY

The Liquor Control Board received one public comment at the public hearing held on
December 3, 2008, at Olympia, Washington. One written comment was received in
support of the rules to implement legislation regarding retail regulations during the
comment period that ended December 10, 2008 under filing Washington State Register
# 08-12-123,

1. Comment received from Michael Transue, Washington Restaurant
Association:

Wording to WAC 314-02-061 (3) and (4) should be changed:

(3) ™If the location is one for which the licensee has an on-going contract or agreement
to provide liquor service at a_catered event, the contract or agreement must include the
following:”

(4) “For locations owned or leased by the licensee and for which the licensee provides
liquor service at a_catered event, the licensee must submit copies of documents that
evidence the ownership or leasehold rights.”

“a catered event” should be changed in both (3) and (4) to “catered events”.
Response: Changes were made based on Michael Transue’s comment.

2. Comment received from Jesse D Lyon, Davis Wright Tremaine LLP,
General Counsel for the Oregon Winegrowers Association (OWA):

“0On behalf of the OWA, I would like to comment in support of proposed Washington
Administrative Code 314-02, particularly subsection (1)(e). As amended, the rule would
allow a Washington restaurant with a spirits, beer, and wine restaurant to “sell wine by

the bottle for off-premises consumption with the appropriate endorsement.”

Response: Acknowledgement of support letter.

Public Comment Summary
CR 102 1





LAWYERS
i

Davis Wright Tremaine LLP

ANCHORAGE BELLEVUE LOS ANGELES NEW YORK PORTLAND SAN FRANCISCO SEATTLE  SHANGHAI  WASHINGTON, D.C.
JESSE D. LYORN SUITE 2300 TRL {(503) 241-2300
Ditect {503) 778-5268 1300 SW FIFTH AVENUE Fax (503) 778-5299
jesselyon@dwt.com PORTLAND, OR 97201-5682 www.dwt.com
December 9, 2008

Rules Coordinator (rules@lig.wa.gov)
Washington State Liquor Control Board
Liquor Contro! Board

P.0O. Box 43080

Olympia, WA 98504-3080

Re:  Support for proposed WAC 314-02-015(1)(e), Notice of Proposed Rulemaking # 08-17
Dear Rules Coordinator:

I am the general counsel for the Oregon Winegrowers Association (“OWA™), an Oregon non-
profit trade organization with.a membership base that includes hundreds of Oregon wineries. On
behalf of OWA, 1 would like to comment in support of proposed Washington Administration
Code 314-02-015, particularly subsection (1)(e). As amended, the rule would allow a
Washington restaurant with a spirits, beer, and wine restaurant license to “sell wine by the bottle
for off-premises consumption with the appropriate endorsement.”

The existing rule only allows these licensees to sell private label wine for off-premises
consumption that was vinted and bottled in the state of Washington. In contrast, the proposed
rule does not discriminate as to the geographic source of the wine, and does not require private

- labeling. Because of these changes the proposed rule is much fairer to all wineries, and complies
with the dormant commerce clause principles discussed in Granholm v. Heald, 544 U.S. 460
(2005).

The OWA supports your adoption of rules which provide a level playing field for all wineries,
and enhance the ability of Washington retailers to sell a more extensive variety of wines to its
customers for off-premises consumption.

Creating this new sales opportunity for of out-of-state wine would also align the WSLCB with
the recently enacted Washington self-distribution statute, This law permits out-of-state wineries
with a Washington Certificate of Approval and the appropriate endorsement to self-distribute

Portland
DWT 12187899v1 0038935-000019





Washington State Liquor Control Board m
December 9, 2008 :
Page 2

their wine directly to Washington retailers, also with the required endorsement. Likewise,
Oregon law currently allows Washington wineries to self-distribute Washington wine to Oregon
retailers, and allows Oregon retailers with off-premises sales licenses to sell wine produced in
any state, including Washington, directly to consumers for off-premises consumption.
Thank you for the opportunity to comment on these rules.
Very truly yours,
Davis Wright Tremaine LLP

rhAS
Jesse D\Lyon

CC:  Oregon Winegrowers Association

Portland
DWT 1218789%v1.0038935-000012





AMENDATORY SECTION (Amending WSR 05-22-022, filed 10/24/05,
effective 11/24/05) -

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

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

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

(c) Serve wine for on-premises consumption ((+see—REW

A 1a . . L] .l x N .
(A LCHdLULll\J PaLLUIrS J.ClllUULll\d LU IRTUL WILITE L LA LI

ol I |
F L.

fii

[y
1 7 =L RUW

LI L b PR PR B £
LIITL o T ILTIIoT JTUITTOI TS T TCTITSTES X Olll

()]
&

N
Wk
W
jatn]
P

I T | 1 1 N . -t o - et . . S
DﬁLLLllL_J dLLUITU T UL UT T LTS TS LULTS LA LUTTUTT CALUP U TUL " a T 1TTITeTY

hJ . ] e d ] N | =] i e i | ¥ Ko v
AV LY Glil TIOUU L STIIETTT LITdL  dTTTUONS LITE I TIroTd LU oLl 1T Lt

. o : : ' 1 | 1 I N | ] x 41 Fi . =
FLEIESES OIS THIT U T, W LTTE Vv ILEITLEUL [=3 L= UL L AT LI LI o Lol LT UL

‘I;‘;CID].!JI-IIHtUJJ that 115[.‘3 [=] labcl CAL].UDJ‘.VC tU thc lJI.LJClLDCc'D .LCDtdL.LLC[th.

AR RN

(d) Allow patrons to remove recorked wine from the licensed
bremigses in accordance with RCW 66.24.400;

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

(f) Sell kegs of malt liquor with the appropriate endorsement.

{2} To obtain and maintain a spirits, beer, and wine
restaurant license, the restaurant must be open to the public at
least five hours a day during the hours of 11:00 a.m. and 11:00
p.m., five days a week. The board may consider written requests
for exceptions to this requirement due to demonstrated hardship,
and may grant an exception under such terms and conditions as the
board determines are in the best interests of the public.

((tr)) {3) All applicants for a spirits, beer, and wine
license must establish, to the satisfaction of the board, that the
premises will operate as a bona fide restaurant. The term "bona
fide restaurant" is defined in RCW 66.24.410(2).

NEW SECTION

WAC 314-02-061 What is required for off-site storage of
liquor under a caterer's endorsement? A spirits, beer, and wine
restaurant licensee with a caterer's endorsement, or a beer and/or
wine restaurant licensee with a caterer's endorsement, may store
its alcohol at locations described in RCW 66.24.320 and 66.24.420

[ 11 0OT5-1945.4





that are not on the licensed premises if the following conditions
are met: _

{1) The licensee must display the approval letter for storing
liquor at each location;

{2) Ligquor storage must be within the event location where
catering services for events are provided;

(3) If the location is one for which the licensee has an on-
going contract or agreement to provide liquor service at catered
events, the contract or agreement must include the following:

{a) Names of the parties;

{b) Location and address where on-going ligquor catering
services are provided;

fc) A sketch and description of the facility that includes
where the liquor will be stored, how the liguor will be secured to
ensure public safety, and the provisions that restrict access to
the liguor storage area to the licensee and the licensee's
employees; and

{d) Signatures of the parties.

{(4) For locations owned or leased by the licensee and for
which the licensee provides liquor service at catered events, the
licensee must submit copies of documents that evidence the
ownership or leasehold interest. '

AMENDATORY SECTION {Amending WSR 00-07-091, filed 3/15/00,
effective 4/15/00)

WAC 314-02-120 How do licensees get keg registration forms?
{1) The beocard will provide keg registration forms [ (free—of—
charage) ) free of charge to licensees who hold (a) a beer and/or
wine restaurant ((or)) license in combination with an off-premises
beer and/or wine endorsement; {b) a tavern license in combination
with an off-premises beer and/or wine endorsement; or (¢) a beer
and/or_wine specialty shop license with a keg endorsement.

(2) Licensees who hold ((uul_y arm ot thuLibc‘b Preer Cl.lld./’UL WTTe:
tieerrse)) a _grocery store license with a key endorsement, or a
spirits, beer, and wine restaurant license with a keg endorsement,
must purchase the keg registration forms from their local board
enforcement office for four dollars per book of twenty-five forms.

[ 21 0OT8-1945 .4






Date:

To:

From:

Copy:

Subject:

( Liquor Control Board

December 17, 2008

Lorraine Lee, Board Chair.
Ruthann Kurose, Board Member
Roger Hoen, Board Member

Karen McCall, Agency Rules Coordinator

Pat Kohler, Administrative Director |

Rick Garza, Deputy Administrative Director
Alan Rathbun, Director Licensing and Regulation

Approval of final rulemaking (CR 103) on rules necessary to
implement legislation regarding wineries and bonded wine
warehouses.

At the Board meeting on December 17, 2008, the Agericy Rules Coordinator requests
that the Liquor Control Board approve fi F nal rule making {CR 103) regarding wmery and
bonded wine warehouse regulations.

The Board was briefed on the rule making background, public comment, and agency
response for this rule making. An issue paper and text of rule changes are attached.

If approved, the Agency Rules Coordinator will send an explanation of the rule making
to all persons who submitted comments. After sending this explanation, the Rules
Coordinator will file the rules with the Office of the Code Reviser. The effective date of
the rules will be 31 days after filing.

S

/M *
Approve Disapprove (, /277-0§

Lorraine Lee, Cairman Date
Approve Disapprove |21~ 6%
Rutba f Kurose) Boagfd Member Date
\/ Approve  ______ Disapprove /"72-, | 1Z—(7-0 EH
Roger Hoen, fB ard M’ember Date
Attachments:

Issue Paper

Proposed Rule Language

Order of Adoption — CR 103 — Wineries and Bonded Wine Warehouses 1 12/17/08





Washington State Liquor Control Board
Issue Paper: Legislation for Winery Regulation

Date: December 17, 2008
Presented by:  Jennifer Skoda, Enforcement Division

Description of the Issue
The purpose of this issue paper is to recommend that the Washington State Liquor
Control Board (WSLCB) proceed with final rulemaking to revise Chapter 314-24 WAC.

Why is rule making necessary?
A legislative bill pertaining to the issue of this paper was adopted in 2008. The WSLCB
is updating its rules to reflect the changes made by this bill.

Background
Legislative. SSB 6770 (2008) permits two new activities, one for domestic wineries and

one for bonded-wine warehouses, and creates another enforcement permission for the
WSLCB.

1. A domestic winery may sell wine of its own production for on-premises consumption
at iwo locations separate from its production or manufacturing sites. Any person at
these locations who sells or serves wine for on-premises consumption must obtain a
Class 12 or Class 13 alcohol-server permit.

2. A bonded-wine warehouse may "handle” bottled wine (i.e. packaging and
repackaging; labeling; creating gift baskets and variety packs; picking; and packing),
and ship wine orders directly to consumers. However, a contracting winery is
responsible for all financial transactions involving direct-to-consumer shipping
activities that a bonded-wine warehouse does on its behalf.

3. The WSLCB may hold all licensees involved in the operation of an off-premises,
multiple-winery-serving location accountable whenever the WSLCB is unable to
connect a violation to a single licensee.

What changes are proposed?

New Section 314-24-161 — Domestic winery—Additional locations for retail sales
only. ,

A domestic winery may have up to two additional retail locations. Permitted wine-
related activities include serving samples and selling for on- and off-premises
consumption. A licensee may also request an outside designated area. Those that sell or
serve for on-premises consumption must have a Class 12 or Class 13 alcohol-server
permit.





Amendatory Section 314-24-220 — Licensing and operation of bonded wine
warehouses.

A bonded-wine warehouse may store and handle wine, provide storage for another
bonded-wine warehouse, and ship directly to consumers on behalf of a contracting
winery. Only a winery may accept orders and payments for direct-to-consumer shipping
that a bonded-wine warehouse does on its behalf, and must do so at the winery premises.
Obsolete language is removed.

Rule Making Process and Staff Recommendation

The WSLCB filed Pre-proposal (CR 101) on July 15, 2008 and proposed rules (CR 102)
were filed on October 17, 2008 A public hearing was held on December 3, 2008, in
Olympia, Washington, at WSLCB headquarters. No written conument was received. One
person testified at the December 3rd public hearing and the comment is attached to this
issue paper.

If approved, the Agency Rules Coordinator will send an explanation of the rule making to
all persons who submitted either written or oral comments. After sending this
explanation, the Rules Coordinator will file the rules with the Office of the Code Reviser
and the rules will become effective 31 days after filing.

Staff recommends that the WSLCB proceed with the final step of rule making (CR-103)
amending WAC 314-24-161 and 314-24-220.

Attachments: Proposed Rules
Summary of Comments





Washington State Liquor Control Board

Rule Making to Implement the Legislation for Winery
Regulation

STAKEHOLDER SUMMARY

The Liquor Control Board received one public comment at the public hearing held
on December 3, 2008, at Olympia, Washington. No additional comments were
received on the rules to implement legislation regarding retail regulations during
the comment period that ended December 10, 2008 under filing Washington
State Register # 08-12-120.

1. Comment received from Jean Leonard, Washington Wine Institute:

Wording needs to be changed in 314-24-161 (2). The outside areas are not
used exclusively for alcohol consumption.

(2) “A licensee may request approval for an outside designated area. For the
purpose of this section, an “outside designated area” means a specific area
located on an outside tract of land that is set aside for alcohol consumption.”

“that is set aside for” should be changed to “where alcohol consumption
is allowed”.

Response: Changes were made based on Jean Leonard’s comment.

Public Comment Summary
Pre-CR 102





NEW SECTTON

WAC 314-24-1s61 Domestic winery--aAdditional locations for
retail sales only. A licensee holding a domestic winery license
under RCW 66.24.170 may apply for two additicenal location licenses.

{1) Wine-related retail activities allowed at an additiocnal
location include: , :

(a) Serving of samples provided with or without charge to
customers {(must be wine of the winery's own production). Samples
are subject to taxes under WAC 314-19-015 (4) (b);

{(b) Selling wine of the winery's own production for either on-
premises or off-premises consumption; and

{c) Renting space for public and private events, such as
catered events (subject to all of the provisions of this section,
to Title 66 RCW covering the "tied house™ restrictions, and to RCW
66.24.320 and 66.24.420).

(2) A licensee may request approval for an outside designated
area. For the purpose of this section, an "outside designated
area” means a specific area located on an outside track of land
where alcohol consumption is allowed.

(a) An outside designated area must have prior written
approval from the board's licensing division.

(b) The ocutside designated area shall be marked as such, and
shall be enclosed in accordance with WAC 314-02-130(1).

(c) The outside designated area shall be on the licensed
premises.

(3) Anyone involved in the selling or serving of wine,
including the pouring of samples, at an additional location for on-
premises consumption must obtain a Class 12 or Class 13 alcohol
server permit.

AMENDATORY SECTICON {Amending WSR 04-24-097, filed 12/1/04,
effective 1/1/05)

WAC 314-24-220 Licensing and operation of bonded wine
warchonses. {1} There shall be a 1license for bonded wine
warchouses pursuant to RCW 66.24.185, and this type of license
shall be known as a bonded wine warehouse licensee. Applications
for a bonded wine warchouse license shall be on forms prescribed by
the board and shall be accompanied by such information as the board
may request including, but not limited to, a written description of
‘the proposed method of shipping, receiving, inventory control, and
security.
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{2) The bonded wine warehouse shall ke physically separated
from any other use in such manner as prescribed by the board, and
as a condition of license approval, the applicant must furnish the
board appropriate documentation indicating the location of the
bonded wine warehouse is properly zoned for the 1ntended use.

(3) A boaded wine warehouse may provide storage for a domestlc
winery, for another bonded wine warehouse, and,for a Certlflcate of
approval holder. The - :
anc—thre) ) Washington wine tax prov1ded in RCW 66 24.210 shall not
be due until the wine is removed from bond and shipped to a
licensed Washington wine distributor or, pursuant to RCW 66.12.020,
to the liguor control board who will be responsible Lo pay the tax
based on their purchases. '

(4) Every bonded wine wareshouse licensee shall have on file
and available for inspection records of all wine transactions,
including receipts and shipments of wine and the total inventory on
hand at the bonded warehouse.

(5) Removals of wine from a bonded wine warehouse may be made
only for shipment (a) to a licensed independent Washington wine
distributor; (b) to ancther licensed bonded wine warehouse; (c} to

the liquor control board; (d) out of state; {e) for return to the
producing winery; ((or)) (f) to a producing domestic winery
licensee; c¢or ({g) directly to a consumer. rfor purposes of this

section, "producing domestic winery licensee" means the licensed
Washington winery that produced the wine and its licensed agents.
For purposes of this section, a "licensed agent" shall be an
accredited representative, licensed pursuant to chapter 314-44 WAC,
of only one producing domestic winery at the time of removal by
such agent. A producing domestic winery licensee may take
possession of wine from a bonded wine warehouse, after accepting an
order therefor, and deliver the wine to a purchasing retail or
special o&ccasion licensee only by transporting the wine directly
from the bonded wine warehouse to the licensed premises of the
purchasing retail or special occasion licensee; provided, however,
that in no event may a producing domestic winery licensee remove,
in the aggregate, during any one calendar vyear, more than two
thousand cases of wine for delivery directly to retail and special
cccasion licensees. Producing domestic winery licensees shall
maintain records of removals and deliveries of wine from bonded
wine warehouses and shall file with the liguor control board
annually reports of the guantity of wine removed and delivered
directly to retail and special occasion licensees. Invoicing shall
be by the titleholder. The titleholder shall report shipments to,
and returns from the bonded wine warehouse and sales to Washington
wine distributors, and/or the liquor control beoard on the twentieth
day of the month following the month of shipment and/or sale on
forms furnished by, or acceptable to, the board.

{6) At no time shall title to wine stored at the- bonded wine
warehouse pass to the operator of the bonded wine warehouse.
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(7) "Storage and handling of bottled wine ({orty))" as used in
RCW 66.24.185(1) shall mean the storage and handling of wine
packaged for sale at retail (i.e., other than in bulk form).
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dottars+) ) Any winery contracting with a bonded wine warehocuse for
direct shipments to consumers must accept and process the orders
and payments. This includes, but is not limited to, in-person,
mail, telephone, and internet orders and payments. Only a winery
licensee or a winery licensgsee's emplovees may accept and process
such orders and payments. A contractor mav not do so on behalf of
a winery licensee.

(9) A bonded wine warchouse may not accept orders and payments
from consumers for direct shipments.
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Washington State
y72 Liquor Control Board

Date: December 17, 2008

To: Lorraine Lee, Board Chair
Ruthann Kurose, Board Member
Roger Hoen, Board Member

From: Karen McCall, Agency Rules Coordinator

Copy: Pat Kohler, Administrative Director
Rick Garza, Deputy Administrative Director
Alan Rathbun, Director Licensing and Regulation

Subject: Approval or final rulemaking (CR 103) on rules necessary to
implement legislation regarding brewery and microbrewery
regulations.

At the Board meeting on December 17, 2008, the Agency Rules Coordinator requests
that the Liquor Control Board approve the filing of notice of proposed rule making (CR
103) regarding brewery and microbrewery regulations.

The Board was briefed on the rule making background, public comment, and agency
response for this rule making. An issue paper and text of rule changes are attached.

If approved, the Agency Rules Coordinator will send an explanation of the rule making
to all persons who submitted comments. After sending this explanation, the Rules
Coordinator will file the rules with the Office of the Code Reviser. The effective date of
the rules will be 31 days after filing.

/ Approve ___ Disapprove %}‘%{ /2708
{_~Lorraine Lee, € alrman Date

_ 7 _Approve ___ Disapprove [2-11- 0¥
) Ruthé’ny Bogfd Member Date
v Approve  ___ Disapprove (RZ-(7-0 </
: Roger Hoen, éoq“d Member Date
Attachments

Issue Paper
Proposed Rule Language

Order of Adoption — CR 103 — Breweries and Microbreweries 1 12/17/08





Washington State Liquor Control Board
Issue Paper: Legislation for Breweries and Microbreweries

Date: December 17, 2008
Presented by:  Jennifer Skoda, Enforcement Division

Description of the Issue
The purpose of this issue paper is to recommend that the Washington State Liquor
Control Board (WSLCB) proceed with final rulemaking to revise Chapter 314-20 WAC.

Why is rule making necessary?
Two legislative bills pertaining to the issue of this paper were adopted in 2008. The
WSLCB is updating its rules to reflect the changes made by these bills.

Background
Legislative. SSB 6572 (2008) and SSB 6770 (2008) permit three new activities.

1. A brewery or microbrewery may have up to two retail licenses, either on or off
the brewery or microbrewery premises, fo operate a tavern, a beer and/or wine
restaurant, or a spirits, beer, and wine restaurant (SSB 6770). Previously, they
were allowed one retail license on, and one retail license off, the brewery or
microbrewery premises, but only for a beer and/or wine restaurant, or a spirits,
beer, and wine restaurant (not for tavern).

2. A microbrewery that operates as a distributor may have one off-premises
warehouse (SSB 6572). Before the bill, a microbrewery was limited to storing on
the licensed premises. .

3. A licensed microbrewery may contract-produce beer for another microbrewer
(SSB 6770). Previously, a microbrewery was limited to producing its own beer.

What changes are proposed?

New Section 314-20-017 — Brewery and microbrewery retail liquor licenses — Selling
. kegs and containers.

A licensed brewery or microbrewery may hold up to two retail liquer licenses for a
tavern, a beer and/or wine restaurant, or a spirits, beer, and wine restaurant. The retail
locations may be either on or off the premises. Kegs and containers of beer or malt liquor
may be sold from the brewery/microbrewery premises, or from the retail locations.

New Section 314-20-055 — Microbrewery warehouse license.
A microbrewery may have one off-premises warehouse from which to store and
distribute beer of its own production {and no one else's).

New Section 314-20-095 — What are the requirements for contract production
between microbreweries?

"Contract production", which is undefined in statute, is clarified. Elements addressed
include product ownership, labels, state taxes, who may sell and distribute the product,





how total production is calculated (< 60,000 gallons for a microbrewery), and reporting
and record-keeping requirements. |

Rulemaking Process and Staff Recommendation

The WSLCB filed Pre-proposal (CR 101) on July 15, 2008 and proposed rules (CR 102)
- were filed on October 17, 2008 A public hearing was held on December 3, 2008, in
Olympia, Washington, at WSLCB headquarters. No written comment was received. No
one testified at the December 3rd public hearing.

" Tf approved, the Agency Rules Coordinator will send an explanation of the rule making to
all persons who submitted either written or oral comments. After sending this
explanation, the Rules Coordinator will file the rules with the Office of the Code Reviser
and the rules will become effective 31 days after filing.

Staff recommends that the WSLCB proceed with the final step of rule making (CR-103)
creating three new sections in WAC 314-20.

Attachments: Proposed Rules





NEW SECTION

WAC 314-20-017 Brewery and microbrewery retail liquor
licenses--Selling kegs and containers. A brewery or microbrewery
licensed under RCW 66.24.240 or 66.24.244 may hold up to two retail
liquor licenses to operate a spirits, beer, and wine restaurant, a
tavern, a beer and/or wine restaurant, or any combination thereof.

(1) Definitions.

(a) For the purposes of this section, a "container" is a
sealable receptacle, such as a carton, jug, growler or keqg, and has
no minimum holding reguirement. A "keg" is a container holding
four gallons or more.

(b} "Malt liquor" is a specific type of "beer" (as explained
in RCW 66.04.010).

(c) "Beer" includes malt liquer and flavored malt beverages
(as explained in RCW 66.04.010).

(2) Applicable to retail licenses for spirits, beer, and wine
restaurants, beer and/or wine restaurants, and taverns.

(a) A retail 1license 1s separate from a brewery or
microbrewery license.

(b} All containers of beer must be sold from the retail
premises.

(c} A retail location may be located on or off the brewery or
microbrewery premises. .

(3) A brewery-operated or microbrewery-operated spirits, beer,
and wine restaurant may sell containers of beer of its own
production without a kegs-to~go endorsement provided that it sells
this beer for off-premises consumption only. A brewery or
microbrewery may supply the container or use a container brought to
the premises by a customer.

(4) A brewery-operated or microbrewery-operated spirits, beer,
and wine restaurant may sell kegs of malt liquor of another
brewery's or microbrewery's production provided that it:

(a) Sells this malt liquor for off-premises consumption only;

{b) Has a kegs-to-go endorsement; and

(c) Supplies the kegs.

{5) A tavern or beer and/or wine restaurant that is operated
by a brewery or microbrewery and has an off-premises beer and wine
retailer's privilege may:

(a) Sell kegs of malt liquor for either on-premises or off-
premises consumption. The malt liquor may be of the licensee's own
production or the production of another brewery or microbrewery;
and

(b) Sell containers of beer for either on-premises or off-
premises consumption provided that the customer supplies the
container. The beer may be of the licensee's own production or the
production of another brewery or microbrewery.

[ 11 0TS-1947.2





NEW SECTTON

WAC 314-20-055 Microbrewery warehouse license. (1) A
licensee holding a microbrewery license under RCW 66.24.244 and
acting as a distributer of its own products may apply for a
microbrewery warehouse license. There is no fee for this license.

(2} A microbrewery warehouse is a premises located.off the
microbrewery premises that is used for the storage and distribution
of the microbrewery's own products.

(3) There may be no retail sales from the microbrewery
warehouse. '

NEW SECTION

WAC 314-20-085 What are the requirements for contract

production between microbreweries? This section clarifies the
language for contract production found in RCW 6€6.24.244. For the
purposes of this section, contract production is when one

microbrewer, referred to as the "contractor,” produces and packages
beer for another microbrewer, referred tc as the "contractee.
This beer is referred to as the "product.”

(1) The c¢ontractee 1s the product owner. As such,  the
contractee may distribute and retail the product.

(2) The contracter is reguired to physically transport all
contracted product te the contractee. The contractor i1is not
allowed to distribute or retail the product.

{3} The contractor must submit a copy of the contract to the
board prior to production. Any changes in the contract must also
be submitted to the board prior to subsequent production. The
board may reguire additicnal information.

(4) The contractor is required to obtain federal label
approval, and the contractee is required to obtain state label
approval.

(5) State taxes listed under RCW 66.24.290.

(a) The contractor is not responsible for the taxes.

(b) The contractee is responsible for the taxes when the
contractee is acting as its own distributor or retailer for the
product.

(c) When the contractee uses a distributor to distribute the
product, then the distributer is responsible for the taxes. .

(6) Maintaining qualification as a microbrewery. Each
microbrewery, whether in the capacity of a contracter or
contractee, is allowed to produce under sixty thousand barrels of

[ 2] OT8-1947.2





total product per year. Total product, in this instance, includes
product (a}) owned and produced by the microbrewery; (b) owned by
the microbrewery but produced by another microbrewery; and ()
produced by the microbrewery on behalf of another microbrewery.

(7) Reporting and recordkeeping.

(a) The contractor must include the product produced when it
reports its monthly production to the board.

(b) The contractee must include the sale of the product when
it submits its monthly sales report to the board. The board may
also’ require the contractee teo include the product when the
contractee reports its monthly production to the board,

(¢) The contractor's and the contractee's recordkeeping
documents must include the product information for each contract.
The information must show the quantities produced.

[ 3] 0TS8-1947.2










WASHINGTON STATE LIQUOR CONTROL BOARD
INTEROFFICE CORRESPONDENCE

Date:  December 17, 2008

To: Chairman Lorraine Lee
Board Member Roger Hoen
Board Member Ruthann Kurose

From: Debi J. Besser, C.P.M. Director of Purchasing
Subject: POTENTIAL NEW LISTINGS AND REJECTIONS

@n accordance with the criteria set forth in Agency Policy #915 Listing and Delisting
Liquor Products. Irecommend that the Board approve the following actions.

Description Recommendations
Absente (Absinthe Refined) French Liqueur, 750 ml (§40.95) List
Cointreau Noir Liqueur, 750 ml ($59.95) List
42 Below Vodka, 750 ml ($21.95) List
Smirnoff Twist of Melon Flavored Vodka, 750 ml ($14.95) List
Smirnoff Twist of Pomegranate Flavored Vodka, 750 ml ($14.95) List
Koenig Distillery Famous Idaho Potato Vodka, 750 ml ($19.95) List
Courvoisier Exclusif Cognac, 750 ml ($49.95) List
Charbay Vodka, 750 ml ($32.95) Reject
Charbay Ruby Red Grapefruit Vodka, 750 m! ($32.95) Reject
Charbay Green Tea Vodka, 750 ml ($32.95) Reject
Rhum Barbancourt 5 Star Reserve Speciale Dark Rum, 750 ml ($24.95)  Reject
Korbel XS — Extra Smooth Brandy, 750 ml ($15.60) ' Reject
ZWACK Liqueur, 750 ml ($25.95) ' Reject
Whitley Neill London Dry Gin, 750 ml ($28.40) Reject
Kubler Absinthe, 1 Liter ($57.95) Reject

FOR BOARD CONCURRENCE: 2 ~/7-08 DATE

I/
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ma
cc: Pat Kohler
Pat McLaughlin
John Redal
Randy Simmons
Steve Burnell
Meagan Renick
Kelly Higbee
Jeffrey James
Cindy Doughty
Robin Hall
Kim Ward
Casey Walker
Lacinda Thomas
Frances Munez-Carter
Gary Hacker





WASHINGTON STATE LIQUOR CONTROL BOARD
INTEROFFICE CORRESPONDENCE

Date:  December 17, 2008

To: Chairman Lorraine Lee
Board Member Roger Hoen
Board Member Ruthann Kurose

From: Steve Burnell, Marketing Manager

Subject: POTENTIAL NEW WINE LISTINGS

From blind tastings, the following selections and recommendations were made by the
Committee and the Purchasing Division. I recommend the Board approve the following
listing actions. '

The following wines are offered as a One-Time-Only pul'éhase. The purchasing
department and I recommend the Board approve the following One-Time-Only listings.

Wine Region Vintage Retail Number of Cases
Mezzacorona Cabernet Sauvignon | Italy 2006 $ 3.99 448 Cases
Mezzacorona Chardonnay Italy 2007 | $ 3.99 | 280 Cases
Lindemans Merlot Australia 2006 | $ 3.99 | 1475 Cases

The following wines -are offered to the Board in limited case quantities. The purchasing
department and I recommend the Board approve the following wines for “U” code listing

Wine Region Vintage Retaill Number of Cases

| Domaine Chandon Rose |ca | NA [ $ 17.99 | 28 Cases

Note: All listings are 750ml size unless noted otherwise.

Listing Symbol Codes:

No Code | Repular Listing
U Unlisted






WASHINGTON STATE LIQUOR CONTROIL. BOARD
INTEROFFICE CORRESPONDENCE
Date: December 17, 2008
To: Chairman Lorraine Lee
Board Member Roger Hoen
Board Member Ruthann Kurose

From:  Steve Burnell, Marketing Manager

Subject: POTENTIAL ONE-TIME-ONLY LISTING

'The supplier of the following item is requesting One-Time-Only (OTO) listing,

Retail
Product Description Price Cases
Dry Fly Whiskey, 750 ml $42.00 30 cases
I'recommend that the Board approve this one-time-only listing,
FOR BOARD APPROVAL: 247-08
o M DATE
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