OFFICE OF THE ‘
WASHINGTON STATE LIQUOR CONTROL BOARD
Board Mecting /June 11, 2008

Board Chairman Lorraine Lee called the regular meeting of the Washington State Liquor
Control Board to order at 10:00 am, on Wednesday, June 7, 2008 in the boardroom, 3000
Pacific Avenue S.E., Olympia, Washington. Board Member Roger Hoen and Board '
Member Ruthann Kurose were present.

Meeting Minutes — The Board unanimously approved the minutes from the meeting
dated April 30, 2008.

Licensing Division — Direct Shipping Update

Alan Rathbun, Director of Licensing, made a PowerPoint presentation titled 7he On-
Going Impacts of the Direct Shipment of Wine and Beer to Retailers in Washington
State; attached. He concluded that distributors still do the bulk of shipping out-of-state
wine and beer. Barriers to direct shipping to retailers include the Himits on both common
carrier shipping and central warchousing, issues the Legislature would have to address.

Director’s Office — 2009-11 Biennium Strategic Plan

Pat Kohler, Administrative Director, made a brief presentation on the 2009-2011
Biennium Strategic Plan. This plan is required from each state agency every two years by
the Washington State Office of Financial Management. She noted that there had been
more employee and stakeholder input on this plan. The detailed plan will be available on
our website by Monday.

Board Member Ruthann Kurose moved for adoption of the plan. Board Member Roger
Hoen seconded the motion, and it passed unanimously.

Old Business — Lorraine Lee announced the news that Costeo had decided not to appeal
the 9™ Circuit Court’s decision to the United States Supreme Court.

The Meeting adjourned at 11:00 am.

“Lorraine Lee “Roger Hd'é\fﬁ Ruthann Kurose
Chairiman Board Member Board Member





The On-Going Impacts of
the Direct Shipment of Wine
and Beer to Retallers In
Washington State

June 11, 2008






Background

* In 2006, Second Substitute Senate Bill (2SSB)
6823 was passed to allow in-state and out-of-
state wine and beer producers to act as
distributors of their own product.

— Out-of-state wine, beer, and microbrewery
producers must have a Certificate of
Approval (COA) to sell and ship their
product.

— A COA holder with a “Direct Shipment to
Retailers Endorsement” may act as a
distributor of their own product.






2. Allow out of state wineries to self distribute
to Washington retailers
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Background (continued)

— Retailers receiving direct shipment from
manufacturers must submit monthly reports
on the amount of product purchased and
who they purchased it from.

* An Internal workgroup was created to
Identify measures by January 31, 2007.
— The Three Tier Task Force recommended

these measures be In place by Fall of 2007
for legislative reporting.





Direct Ship Requirements

* Qut-of-state wineries and breweries must
obtain an endorsement to their Certificate of
Approval (COA) to direct ship product to
retailers.

»* Out-of-state COAs with the endorsement are
required to report itemized shipments to
retailers monthly and submit taxes.

* In-state suppliers are required to identify
direct shipments but not itemize by retailer.

* Retallers receiving direct shipments from out-
of-state suppliers must submit monthly reports.
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Recommendations

# The LCB should adopt the following
Impact measures to have in place for Fall
07 reporting:
1. The number of COA licensees that have
added the self-distribution endorsement.

2. The number of retailers who added the
endorsement to receive direct shipments
(identify by retailer type).

3. Comparison of liquor taxes collected.






Recommendations (continued)

4. Range of monthly tax payments being made
by suppliers for direct shipping to retailers
(number by payment range and the number of
licensees).

5. Number of licensees not endorsed, yet selling

and receiving directly.

e This data is currently not available. The LCB should consider
using alternate resources for this task per Next Steps.

6. Product price changes over time.

e This data is currently not available. The LCB should consider
using alternate resources for this task per Next Steps.






Recommendations (continued)

7. Compare number of licensees to the number
of tax/shipment reports received.

8. Changes in outstanding taxes collected (over
30 days past due).

9. Taxes paid by distributors (to note any loss of
business).






Measure 1 - Certificate of Approval

Endorsement Activity
(July 2006 through March 2008)
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Measure 2 - Retailers with Added

Endorsement to Receive from Shippers

(July 2007 through April 2008)
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Measure 3 - Wine Tax Dollar Comparison
(July 2006 — March 2008)
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Measure 5 — Licensees Not Endorsed Yet

Selling and Receliving Direct Shipment
(Survey Conducted Dec 2007 thru Feb 2008)

M Retailers Surveyed

@ Retailers receiving
in-state shipment
without endorsement

B Retailers receiving
out-of-state shipment
without endorsement

o

«






Measure 6 — Wine Produce Price Changes
(September 2004 — August 2007)
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In Conclusion

* There is low participation most likely due to current
financial interest regulations which prohibit central
warehousing and the prohibition against volume discounts.

* Tax collection is not significantly impacted by direct
shipping.

¥ We have established a baseline for all our measures for
future reference as needed.

* We should continue to track measures 1, 2, 3, and 6.
— COA Endorsements (1)
— Retailers with Added Endorsement to Receive Product (2)
— Wine Tax Dollars Received (3)
— Wine Product Price Changes (6)
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In Conclusion (continued)

= Finance will continue to cross-check reporting
data as the primary enforcement tool.

* Enforcement will respond to complaints; if lack of
compliance in a particular sector of licensees is
evident, additional communication or visits will be
considered. On-going audits should identify non-
compliance.

* Licensing and Finance Division staff will continue
quarterly meetings to monitor data and trends.

* Licensing and Finance Divisions will provide
status reports to the Board as requested, or when
significant change occurs in the data.
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