OFFICE OF THE
WASHINGTON STATE LIQUOR CONTROL BOARD
Board Meeting Minutes — April 13, 2011

Chair Foster called the regular meeting of the Washington State Liquor Conirol Board to order at 10:02 a.m., on
Wednesday, April 13, 2011 in the Boardroom, 3000 Pacific Avenue SE, Olympia, Washington. Members Kurose and
Marr were also present.

Approval of Minutes
The minutes from the March 30, 2011 meeting were approved.

Finalization of Wine Strategy
Debi Besser, Purchasing Director, presented the final Wine Strategy to the Board for approval. Member Kurose
made a motion to approve the final wine strategy; Member Marr seconded the motion. All were in favor,

Board Interim Policy #BP-02-2011 - Sports Entertainment

Facility Pre-Negotiated Penalty Track

Justin Nordhorn, Deputy Chief for the Enforcement Division, presented an Interim Policy regarding a pre-negotiated
penalty track for sports entertainment facilities. This was a follow up to an issue paper presented to the Board by
Mr. Nordhorn on September 1, 2010 in which the Board recommended the development of a policy for an optional
penalty frack for sportsfentertainment facilities due to their unique challenge to control a penalty assessment in the
event of a violation. Member Kurose reiterated her concern that this policy assures accountability of larger entities
as well as smaller entities and provides for a fair deterrent based on scale. Mr. Nordhorn reassured the Board that
this policy is fair, consistent and fransparent as was its intent. Member Marr made a motion to approve the Interim
Palicy; Member Kurose seconded the motion. All were in favor.

New Business
There was no new business.

Old Business:
There was no old business.

The Bgard Meeting was adjourned at 10:24 a.m.

Ruthann Kurose Chris Marr
Board Chair Board Member Board Member
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WASHINGTON STATE LIQUOR CONTROL BOARD

INTEROFFICE CORRESPONDENCE

April 13, 2011

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

FROM: Debi Besser, Director of Purchasing

SUBJECT: APPROVAL OF WINE STRATEGY

Over the past year, staff has been developing product strategies for each of our product lines.
Those product strategy summaries are attached here for reference. As part of the process of fully
developing these product strategies, we developed a wine strategy. The attached wine product
strategy was formulated, with significant input provided by stakeholders.

We extend our sincere gratitude to our suppliers and stakeholders for their help and participation
in the development of this strategy. It would not have been possible without their assistance.

I am recommending that the Board approve the attached strategy.
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WSLCB Product Strategies

Overall Product Strategy

WSLCB product selection decisions will be dynamic to reflect market changes. We will give preference
to those products that are sold by suppliers with the ability to meet our performance expectations
including profitability, supply availability, logistics, brand building, and marketing, Products for sale
will not promote unsafe or itresponsible consumption or contradict. oard’s public safety efforts. Our
primary focus is retailing spirits, however, as capacity permits, I'offer other alcoholic products such
as wine and beer as a convenience to our customers, to generg c-additional revenue for the State, and to
promote Washington produced products.

Spirits Product Strategy

The WSLCB will maintain a broad portfolio of spi iverse interests of

iich will be

liquor products to meett

Gse beer products will generally represent the best selling
mment, This category has strong market potential according to

QOther Products Stra

The WSLCB may offer a small selection of other items for sale as a convenience to our customers. Such
items may include State Lottery products and alcohol infused condiments. These items will generate
additional revenue and often fall into the category of impulse buys. They are not infended to compete
against other products for sale in the Liquor Store.
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Wine Product.Strategy
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EXECUTIVE SUMMARY

As the only retailer of spirits in the state of Washington, the Washington State Liquor Control Board
(L.CB) must maximize the revenue generated from spirits by providing excellent product selection and
merchandising for spirits. With this in place, we believe there is remaining capacity to retail other
alcoholic beverages, such as wine, craft beer, and other alcohol based products. These products generate
additional revenue to provide funding to cities, counties, and the state’s general fund. Since Washington
is the second largest wine producing state in the US, it’s important for the LCB to support our state’s
wineries, agriculture, and small businesses.

ance between spirits and wine,
trategy will re-shape our wine

omer service for the benefit of all
with the goal of generating at

The goal of this strategy is to create and maintain a more appropri
and maximize the overall revenue generated from all products.

program, and improve our product selection, merchandising, & 1
products. It will also re-focus our wine program on Washingfc win

program will be supported by knowledg,
and will maximize the revenue vefurned

The strategy includes actions:in:five areas:

1. Product Selection
s Update and publ
more consistent

+ Regi :

1 major wine categories.
each varietal, price range, and region with the percentage of

o Stock a lower percentage of 3 liter jug and 5 liter box wine SKU’s than the percentage of
sales,

o Keep selections relevant by listing 8-10 percent new wines each year, and de-listing
approximately the same number of poorly performing wines, based on profitability thresholds

in each category.

o Monitor the broadest Washington market sales data available to identify emerging trends and
find the best selling wines that fill needs within our product selection

o 70 percent of our SKU’s above $11.99 retail will be Washington wines.
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*  Use a “product exit strategy” to move de-listed products quickly out of the stores, including the
return of bailment product in the Distribution Center (DC) to suppliers, and price reductions on
product already in the stores.

s Document the criteria for selecting One Time Only (OTO) and U-cede products including a
requirement that products sell according to the targeis set in policy. Use these programs to
promote products from small Washington wineries and distilleries.

s Consistent with our public safety mission, all products offered in the 750 mL size and above will
be at a minimum of a $3.99 retail price point.

Store Staff Expectations and Training
* Asresources allow, increase training in three key area
o State the expectation that store staff approach
o Communicate techniques for assisting cus

er to offer assistance.

o Provide product training for store manage
differences within spirit categories ang

» Include product knowledge traii

Schematics Product Assortment
* Revise store space 3 i

te‘a minitnum of two, two-sided lobby tables, or
acks, closéouts, ete. This would result in a 40
cluding both perimeter shelves and tables.

o Maintain shelf schematics for each cluster using days of supply to determine facings,

*  As funding allows, provide a complete set of the new signage style to stores so that all stores have
clear and consistent category signage of both wine and spirit categories.

s As funding allows, provide stores with additional fixtures needed to allow for placement into
ideal clusters for store demographics.

* Run a pilot in 20 stores to test the effect of a shelf schematic that arranges domestic wines by
varietal, rather than region.
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o Develop up to 20 pilot stores to test the effects of moving all wine to taller floor fixtures in the
center of the store, and allocating all perimeter shelf sections to spirits.

Merchandising and Marketing
» Establish product display appearance standards, which include signage, floor placement, and
“shop-ability” requirements.
« Asresources allow, assign wine displays of listed wines to all stores.
o Stores will be mapped to determine spirit and wine display locations, with wine allocated
a maximum of 20 percent of total available display spaces.
S walk in the door for spirits.

o Designate the first display area visible when custo

. i ihe DC in less than full case quantities when the SKU is a 750 mL
wine with a retail pr eater than $12.00 that sells less than 45 cases a month, Other wine

SKU’s must be orde v the stores in full case quantities. A maximum of 10 percent of the
SKU’s in split case can be wine.
s Require bailinent for all products carried by the LCB. Exceptions will be made for small

businesses, and for suppliers providing only OTO/U-code product.

e Test the results of increasing the wine six bottle discount from 10 percent to 15 percent during
‘Washington Wine Month.

* Explore reducing the wine price hold period to 60 days to provide more flexibility to suppliers.

o Initiate annual Board review of wine mark-up percentage and make changes as necessary to
support agency and operational goals.
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The strategy supports our public safety mission while maximizing revenue generation for the State,
serving our cusfomers, and providing economic development for Washington wineries. Economic
development for Washington wineries not only cultivates small businesses in our state, but also promotes
tourism and agricultural support industries. We support Washington wineries in this strategy through
having a larger percentage of Washington wine SK1J’s than the larger market, focusing heavily on
Washington products in our high-end wine selection, and making special purchases and displays for the
Washington Wine Month promotion.
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FULL REPORT

Background
The Washington State Liquor Conirol Board has a monopoly on the sale of spirits in the state of
Washington. Customers can only purchase spirits in one of our 166 state run stores, staffed and managed
by state employees, or 161 confract stores, which are run by independent business people. Our balanced
mission of public safety and revenue generation mandates that we sell spirits responsibility, in a modern
retailing enviromment, and provide excellent product selection and customer service. That is our primary
focus. However, to maximize revenue and best serve our customers, we also have the opportunity to sell
other alcohol based products. The reasons for selling wine are threefo.

[. There is a high correlation between the customers who pur irits and those who purchase
wine.! For our customers who are already in our stores " ase.spirits, we would like to provide
them the convenience of being able to purchase wincthat meets theit

2. As a Washington state agency, it is important thatWwesupport our state
small businesses.

3. Providing an opportunity for incremental sales 61
would not otherwise have been created.

The last major wine strategy review wa
However, the environment that the
jeen Board pricing changes, a

was completed, we have implemented s

52 We have also experienced
$36.2 million of wine, down 3.7

in the number of Washi
declining sales trends

he 2005 LCB Wine Program Strategy, to receive his updated
e appreciate everyone’s participation in our meetings, as well as the

Times wine coluwmnist 4

perspective on our wine pro

follow-up information provi

In addition to the stakeholder input, perspectives and recommendations, we also did extensive internal
research on our current sales and product selection, private sector and other control states practices, cost
structures, and store and district managers’® opinions. With all this information, the workgroup
brainstormed, evaluated, and thoroughly discussed each idea and approach to find the best possible
concepts. This strategy is the result of all this fecdback, internal and external research, and group

! Follow-up data from E &7 Gallo on May 6, 2010
? LCB Licensing Division, as of July 2, 2010
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discussions. It is based on the best information available currently, and may change based upon future
changes in economic or operational environments.

Product Selection

Regularly Listed Wines
We will target maintaining approximately 400 listed SKU’s, with a maximum of 500 SK1’s, We will
balance the percentage of SKU’s each varietal, price range, and region with the percentage of LCB sales
within two points, but adjust for the effects of emerging trends in theldrger market. We will make
adjustments to our product selection on a quarterly basis to mainjgin this balance. Selection will focus on
the most popular wines and the best values for our customers, < Instéad of carrying every type of wine, we
will focus on the best-selling regions and varietals offered.The process:and criteria used to select wines
for listing will be updated with specific processes and ¢
consistent with the spirit listing process. The proces§
timeliness and transparency of the process.

shopper. Therefore, our selection of wines above $11.99 will be at
encourage their purchase in support of our state wineries and
economic development,

While the 750 ml. size dominatés the wine category, we will monitor general market trends and our
current sales patterns for alternative sizes and package options to ensure that we are satisfying customer
demand. Current emerging trends are environmentally sensitive packaging, such as 3 liter premium box
wines (a.k.a. casks), and the Tetra packs. These options mnay represent a small segment of the overall
market, but if they have strong growth and are a good value to the customer, we will include them in our
product selection. In the 3 liter jug and 5 liter box wines packages we will maintain a SKU percentage
iess than the sales percentage because our unique cusiomer demand in this sepment can be satisfied with
fewer SKU’s.
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In the private sector 8-10 percent of sales are from new product lines® so it is critical that we keep our
product selection fresh by de-listing 8-10 percent of most poorly performing wines and listing a similar
number of new wines. To determine which new wines to list, we will monitor the broadest Washington
market sales data available to us to find the bestselling wines that fill needs within targeted parameters
(region, price, varietal, etc). Wines will generally be reviewed by the Wine Advisory Commitiee and will
be recommended for listing based upon standard criteria. Updated criteria will emphasize profitability
and support of the Washington wine industry. To determine which wines to de-list, we will set a
profitability threshold that wines need to achieve on a 12 month rolling average for each category.
Profitability thresholds may be set lower for Washington wines. Quarterly, we will review wine

Upon implementation of this strategy, we will conduct cate is to determine specific actions
needed to balance the SKU selection to our demonsirated s

reentage of sales and
stateivide market.

outcome of moving product
inued sales velocity. The

1
2)
3)

4)

5)

OT0’s and U-codes
Consistent with our current® rogram, we will continue to offer products that provide a special value

for our consumers - based on a good price for the product, or a unique offering that isn’t always available.
These programs will also be used to promote wines from smaller Washington wineries or distilleries who
may not have the production volume or consumer interest to support a full listing.

Our current U-code program will also continue, offering products as U-codes when they have limited
availability and/or limited anticipated consumer demand, to provide our more sophisticated consumer an
exciting “discovery”. These products will be distributed directly to the stores that have the highest

3 Data from the meeting with Columbia Distributing, March 11, 2010

10
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premium category sales and most knowledgeable and enthusiastic staff. We will develop a program to
create awareness for store staff and customers of the qualitics and uniqueness of these products. We will
annually reevaluate the stores where these unique products are being sent, to ensure the best stores are
included.

We will balance profitability and sales velocity with customer selection in determining our one-time only
(OTQO) and unique/limited {(U-code) offerings. We will document specific selection criteria for OTQ and
U-code products, including a requirement that any repeat purchases must have met the established seli-
through standard within six months, or by the end of the season for seasonal items, Products that do not
meet this criterion may be made available to stores that have customer demand through special orders.

Minimum Price Point
Our research indicates that 750 mL wines at and below then Lprice point generate minimal

return to the state, due io the variable admmlstratlve and:handing costs;and could be perceived as

Our retail store staff has a tremendous op
wine strategy by providing excellent custo
about wine and approaching

Increase Product Tral

ertise or paftner with our suppliers to leverage
ore staff training that will increase product

enable the store saff ; “differentiates each new product from others already sold in
stores. =

As resources allow, we wi rovide on-going training on customer service and store merchandising

skills. Stores will have the expectation to approach every customer to offer assistance, and will be trained
in techniques for assisting customers to find products that fit their needs. We will also provide training on

display and signage standards, and principles of product merchandising.

Train the Trainer
While training for managers is the foundation, every person who works with customers in our retail stores

needs to have excellent product knowledge and customer service skills. Store managers receiving the

* LCB BE Finance, profit analysis of variable costs only

11
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training will be expected to train their entire staff back in their own store. This will be facilitated by
informational handouts provided to store managers to use to share this knowledge with their staff.

New Employee Orientation
Currently training is required for all new employees and must be completed within six months of hire.

There is some product training included, but we will update the current training to be more extensive, and
include all product types carried in our stores.

Schematics and Customized Product Assortment
We need to clearly communicate to our customers that in additi

irits, we also sell wine. We must
they are looking for and make
ropriate space allocation, product

create a retail environment that allows them to easily find the p
informed purchasing decisions. This will be achieved thro
assortment, product arrangement, and store fixtures.

Space Allocation
Although 95 percent of our sales are of spirits, an

nsciously allocating

ie space needed {o
landise other
ction, which we continually evaluate.
without confusing them® or having a
&then determined the mumber of

to strive to maximize the number of spiri
significant amount of duplication in any catej

shelf sections required to di

ducts from a lobby table to a shelf section, a new section of
tequila, and two new ¢a. This is in addition to the one to two new sections added in each
store currently set with 29+ stions for spirits. This will result in over 800 more shelf sections, a 17
percent increase in the shelf space for spirits statewide. There will be exceptions made for small stores
with less than 38 total shelf sections. We will also dedicate a two, two-sided lobby tables (or equivalent)
to feature spirits in the following categories: New products, Washington distillery products, gift
packs/special orders, and closeouts.

moving the Ready-to:

For wine, we will allocate three to five shelf sections and one to three, two-sided lobby tables in the
center of the store, The number of shelf sections and lobby tables for wine will be based upon the number

3 “Jam” study from the book The Paradox of Choice by Barry Schwariz demonsirates that too much choice actually
reduced sales

12
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available in each store after the sprits space is allocated, and the store’s assigned wine product assortment.
If available, a lay-down wine table or gondola should be utilized in each store, and two in stores that
receive U-code wines. These will be used to promote premium Washington wines and U-codes, as
described later in this strategy.

Product Assortment by Store Cluster
A core set of SKU’s will be carried by all stores, but the assortment of wine that a store carries should be

based on their individual demographics and wine sales patterns. In partnership with stakeholders, we will
create clusters based on these factors, and determine the stores that belong in cach cluster. Each cluster
will have a specific assortment and stores will be required to carry the products assigned to their cluster.
However, a store may not have sufficient fixtures to display their.4s igned assortment. In those cases,
they will be assigned to a cluster with a smaller assortment to that the wine can be displayed
professionally on the existing fixtures. As funding permit Will'proyide additional fixtures where
needed, to allow the wine assortment to be increased to.the.ideal level f: “that store’s demographics and
sales patterns.

r of facings.® This is the same
Supplement existing category signage

¢ -approach to the product arrangement. In 20 stores,
hs the 750 ml. deinestic wines by varietal. All of the other shelf

pilot stores that already have the required
needed to purchase signage. We will measure the results at

fo this arrangement. Implementing this statewide would require additional funding for updated signage.

Pilot stores moving all wine fo store center
Wine is a visual category, about the image and presentation. We need to visually communicate our wine

selection to the customer. Utilizing operational funding, we will develop up to 20 pilot stores to test the
effects of relocating wine off its current location on perimeter shelving and display it on standardized
racks through the center of the store. With additional space, there could be an increased wine selection,
This would also provide an additional increase of 11 percent in spirit shelf area, as the vacated perimeter

§ Qur standard will be 14 retail days-of-supply; however, some larger formats may have lower days of supply to
ensure adequate space for all products.

13
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shelving would be re-merchandised to display spirits, allowing for increased facings or some specialty
spirit sections. There would be an increased customer perception of a more complete product selection of
both wine and spirits.

We will measure the results at increments of six, nine, and 12 months. We will evaluate overall sales of
wines as well as spirits. We will measure feedback from customers and review shrinkage to determine if
these taller fixtures increased theft. If the results show a positive impact to all of these areas and more
funding is available, we will consider moving more stores into this model. This will require new fixtures
and new signage, so it is contingent upon securing funding from operational budget or a decision package.

Merchandising and Marketing
Historically, wine displays have been the discretion of the s
OTO’s, which are not listed. This is not consistent withs
the individual stores, To increase consistency and g¢i
will be significantly more structure to the wine disg

and have often been displays of
iich are assigned each month to
our listed wines, there

rdte customer inter
in the future,

Establish Display Standards
In order to provide a consistent look to the displays, we

spirit displays will need to be setup. S

a standard for h
re not limited to:

1. Displays will be for 30 days and s
staff.

2. Displays mus

Displays will

al appeal and shop-ability by store

in a'price sign.

Washington

In partnership with wine suppliers, a program will be developed to assign wine displays. The parameters
will likely include:

»  Each cluster will be assigned a set of displays for wine, based upon demonstrated sales in that
cluster,

» Displays will be set up for the duration of that month and will be removed at the end of the
month.

14
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s  Wines assigned for display will have average monthly profitability in the top 50 percent of wines,
be newly lisied (less than one year), or have seasonal relevance. Other varietals in the brand
family may be added for a more impactful display.

Once all assigned displays for a store have been set up, if there is additional wine display space available,
and the DM approves, stores may utilize that as “flex space” to display products from local wineries or
distilleries. These displays must also be in compliance with display appearance standards.

Suppliers (or their distributors) will set up assigned displays of wine, including pricing signage. Within
established criteria, small Washington wineries (and distilleries) un o set up their assigned displays
may request that store staff set up the displays. In cases where the.supplier is unable to provide pricing

signage for the displayed product, Purchasing will provide a sj iplate that will be filled out and

Beyond the standard displays, store may also have
educational materials and/m other relevant ¢ plops

mental, nnpulse purchase. Purchasing will
hich products will be required to be setup as a

feature Washington wines with a retail price in the top 20
necluding listed, OT(Q’s, and U-code wines. Contingent upon
funding, signage Wﬂ ight this area and tell the story of Washington wineries and their

wines.

Shelf Talkers
We will encourage suppliers to create and place “shelf talkers™ which provide information about products

on the store shelves under individual products. We have a size and content standards for shelf talkers to
ensure consistency and professional appearance. Once the shelf talkers are approved by the LCB,
suppliers can place them below their products in any state store. Shelf talkers may also be made available
to contract stores, pending store manager approval. We will further publicize this opportunity to ensure
that suppliers understand this opportunity exists for all listed products.

15





Revised April 8, 2011

Chalkboards
To highlight the latest arrivals or special values for the customer, we will implement a pilot program of

using chalkboards to highlight great values in all product types. The pilot would be contingent upon
using existing operational budgets or securing additional funding, This program will have store managers
in the 20 selected stores write a pre-defined message on the board. Increased sales of the featured
products and overall categories will be measured to determine the effectiveness of the pilot.

Washington Wine Month
The Washington wine indusiry is a vibrant and growing segment of our economy, second only to

California in the production of premium wines. We will continue to.actively emphasize Washington
wines through multiple aspects of our wine strategy, including the pular Washington Wine Month.
In 2010, we featured over 100 wines from more than 50 uniqu ngton wineries in our stores,

er exposure to Washington
light the Washington wines.

Operations

Define Wines Available in Split Case
750 mL wines with a $12.00 or higher

ese criteria currently available in split
11§ strategy, this will result in a maximum
ilable SK1J locations in split

7o bottles. This will allow

roducts, including wines, will be handled as bailment product. In
on to minimize financial impact io small businesses, upon request,
“annual revenue may choose to have their products exempted from

suppliers with less than $1:
this program.

Test Increasing the Wine Bottle Discount to 15 percent
We currently give a 10 percent discount to customers who purchase at least six botiles of wine.

Contingent upon system capability, we will test increasing this discount to 15 percent during Washington
Wine Month, and results would be measured to determine the impact on sales. To be successful, overall
increased sales would need to offset the decreased revenue generated per bottle. A decision will then be
made whether to expand the 15 percent discount to additional promotional perieds.

Explore Changing Pricing Cycle

16
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One of the significant concerns expressed by many stakeholders was the length of time between
availability of price adjustments for wine.” Currently, wine pricing can only be adjusted every 90 days
{quarterly). According to suppliers, this results in less value for the consumer because manufacturers
cannot afford to offer very attractive pricing for a full three months. We recommend that the wine pricing
cycle be adjusted to 60 days. This will allow suppliers to provide better values to our consumers through
Temporary Price Reductions, while minimizing additional workload for store staff. This change will have
an impact on retail store operations and our information technology system, so the full implications of this
change to work processes within LCB will need to be evaluated prior to a decision to implement.

Retail Pricing
The mark-up formula and resulting retail pricing were not include
review. However, in a previous strategy review, the Board ad
market share to determine the appropriate wine mark-up pef:

he scope of this wine strategy
inimum annval review of wine
that should be continued. ®

Conclusion
Some of the ideas and approaches outlined in this

better publicized. Others are new idea

environments. In all cases, the intent i

1ot be able to implement all of the elements of this
een finalized, the elements will be prioritized with agency

nication to retail stores and customers about the changes, periodic
adjustments as necessary. Except where noted, additional funding

7 Expressed in meetings with the California Wine Institute on March 9, 2010, Columbia Distributing on March 11,
2010, DRAW on March 15, 2010, and the Washington Wine Institute on March 31,2010

¥ August 10, 2005 Board memo: “WINE STRATEGY 7 — RETAIL PRICING, IMPLEMENTATION OF LONG
TERM STRATEGY”

17
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Glossary

Bottle discount: The customer receives a discount if they purchase a specific number of bottles of wine.

The discount only applies to wine and is consistent with other wine retailer’s practice.
Cluster: A group of stores with similar customer demographics and sales patterns.

Force-out: Products sent to the store based on a order entered by the DC or Purchasing

Listed product: A product that is consistently available at most staté stores and many contract stores.

One-time only: Products sold for a limited time in our retail part of seasonal or promotional

event, or because of limited supply or anticipated consum

spirits, wine, beer, and other alcohol-based produg

Retail days-of-supply: The number of individual boft
given period of time. It can be used to ¢ i
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Background:

There are currently a number of licenses w;thln the state, specifically
Sports/Entertainment facilities, presenting a unigue challenge in regard to control
and penalty assessment in the event of a violation. These unique challenges
primarily involve business operations that do not occur on a daily or even weekly
basis.

Representatives of this type of license have raised concerns about consistency,
fairness, and transparency for penalty assessments based on a previous
negotiation involving second and third violation for sales of alcohol to a minor.

In 2007, the Washington State Liquor Control Board (WSLCB) began exploring
option for a potential settlement agreement with the licensee of QWEST Field.
An issue paper was drafted and presented establishing an option for negotiating
violations in "Atypical Negotiations”. These potential settlement agreements
were deemed “Atypical” due to affording the Sports/Entertainment facility
licensees an option to negotiate a complete monetary penalty in lieu of any
suspension. ‘

Stakeholders were invited to meetings for input on the approach, but only
QWEST field attended and provided feedback. Based on the lack of stakeholder
interest and only one licensee involved in settlement negotiations, the presented
stipulated penalty structure was not officially placed into policy or rule.

Board Policy #BP 02-2011 3/23/2011






Input was sought and recelved from the [|censee of QWEST prior to wolatlon
settlement negotiations. The initial proposal of assessing a penalty based on
occupancy appeared a fair approach both sides agreed upon. The approach of
assessing a base fine plus $1 per attendee for a second violation, and $2 per
attendee for a third violation was used during settlement negotiations in 2008.

- Post negotiations, the licensee of QWEST believed the structure used during
negotiations resulted in a higher than anticipated penalty. The WSLCB was asked
to revisit the “Atypical Negotiation” approach and establish uniform penalties for
Sports and Entertainment licenses. A penalty structure has been presented by an
industry member that provides a base fine with @ maximum cap.

The proposal presented by the representative of the Seattle Seahawks and
QWEST field was discussed at length with input from the Director’s Office, the
Enforcement Division, the Attorney General’s Office, and a Board member of the
WSLCB. It was determined the recommended course of action would be to
present a policy for consideration and not create a penalty guide in rule for a
specific class of license. A model from another state was identified, presented to
the Seahawks representative, and agree upon by all involved in developing an
alternative to the standard penalty guide in WAC 314-29.

At the September 1, 2010, Board meeting, Justin Nordhorn, Deputy Chief of
Enforcement, presented an issue paper to the board on a pre-negotiated penaity
track for Sports/Entertainment facility licensees. The recommendation from staff
was for the board to develop a Board Policy creating an optional penalty track for
Sports/Entertainment facility licensees. The board members voted to approve
the recommendation from staff.

Policy Statement: :

The WSLCB must approach the issue of assessing penalties in a fair and
transparent manner. Penalties are established based on fair assessments that
facilitate voluntary compliance. Penalty increases represent corrective action for
licensees that demonstrate repeat compliance failure. Penalties must be
significant enough to provide a deterrent for future violations and withstand
public scrutiny for fairness. '

This Board Policy creates an optional penalty track for Sports Entertainment
Facility licenses. This optional penalty assessment will:

» Create an alternate penalty track for those establishments receiving a first
time violation for sales of alcohol to a minor during a compliance check
failure.

o Allows a Sports Entertainment facility an opportunity to be
assessed based on a compliance rate for multiple compliance
checks conducted on the same day.
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o The alternate penalty track is intended only for youth access i
compliance related to alcohol compliance checks. :
o Licensees receiving a violation must choase the optional penalty
path during the due process period of a first time violation.
o Al other violations of liquor laws follow the standard penalty guide
in WAC 314-29.
« Create a maximum penalty cap for each violation level.
o Provides identifiable expectations for compliance failure.
o Provides transparent penalties for stipulated violations.
o This has been pre-negotiated and agreed upon with Seattle
Seahawks representation,
e The Board continues to have the authority and ability to impose
suspension sanctions based on aggravating circumstances.
« These penalties are intended to be final assessment levels without further
negotiation during informal settlement conferences.

Below is a proposed penalty matrix for compliance check failures occurring at a
licensed Sports Entertainment facility. Penalties are assessed based on the
number of compliance check failures during one day. There are three different
penalty tracks based on the average number of points of sale. A point of sale will
be defined as each different concession stand, not each individual cash register.

_ 1st 2nd 3rd 4th
License Class Compliance Threshold Violation  Violation Violation  Violation
Sports and Events: 1 to 20 points of
Entertainment  [sale (1 incident/sale to minor
Facility to be a violation/compliance
failure) $1000 x I* [$10,000 x I* |$25,000 x I* |Cancel
Sports and Events: 21 to 45 points of '
Entertainment [sale (2 incident/sale to minor
Facility to be a violation/compliance
failure) $1000 x I* |$10,000 x I* {$25,000 x I* [Cancel
Sports and Events: 45 or more points of '
Entertainment  |sale (3 incident/sale to minor
Facility to be a violation/compliance
' failure) $1000 x I* [$10,000 x I* $25,000 x I* |Cancel
Absent any aggravating circumstances, the
standard penalty for violations constituting
compliance failure shall not exceed the
following: $4,000 $40,000 $80,000 Cancel

* "" signifies incidents of sales to underage person during an alcohol compliance check
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