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WASHINGTON STATE LIQUOR CONTROL BOARD
Board Meeting Minutes — October 31, 2012

Board Chair Sharon Foster called the regular meeting of the Washington State Liquor Control Board (WSLCB)
to order at 10:02 a.m., on Wednesday, October 31, 2012 in the Boardroom at 3000 Pacific Avenue S.E.,
Olympia, Washington. Board Members Ruthann Kurose and Chris Marr were also present.

Approval of Minutes
Minutes from the October 24, 2012 meeting were approved.

Board Approval to File CR 101 to Repeal WAC 314-16-230 (2) — Limit on Off-Premises Sales of Wine by a
Special Occasion Licensee

Rules Coordinator Karen McCall presented the Board with a CR 101 to repeal WAC 314-16-230 (2), which limits
the amount of bottled wine a special occasion licensee is allowed to sell to any one person attending a special
occasion event. Per Karen, this restriction limits the fundraising ability of non-profit organizations, and does
not serve a public safety, over-consumption, or other legitimate regulatory purpose. Member Kurose made a
motion to approve the CR 101. Member Marr seconded. All were in favor.

Public Hearing on Rules for Internet Sales and Delivery of Spirits - This agenda item was continued from the
October 24, 2012 Board meeting.

Karen noted that the current rule for internet sales and delivery of beer and wine designates the method of
ordering, location of delivery, hours of delivery, age requirements, containers and packaging, required
information and identification requirements. Creating a new section in WAC 314-03 for internet sales and
delivery of spirits with the same requirements for beer and wine would create consistency for all types of
alcohol. Chair Foster opened the meeting up to receive stakeholder testimony. Five attendees provided

verbal testimony: _
¢ Holly Chisa, Northwest Grocery Association (NWGA). Holly noted that NWGA members were able to provide

internet sales and delivery of spirits in other states. She expressed appreciation for the consistent structure
proposed, where spirits would be under the same requirements as beer and wine.

e  Peter Yoakum, Cogno-scenti, LLC. Peter conveyed his support for allowing internet sales and delivery of spirits.
Please see attached for his testimony, as well as a PowerPoint handout he provided to attendees.

s Jim Halstrom, Southern Wine and Spirits. lim expressed opposition to allowing internet sales and delivery of
spirits. Please see attached for his testimony.

e Ron and Donna Risdon, Small Business Owners, Mill Creek, WA. Ron and Donna articulated support for the rule
change, nothing that they were empathetic to craft distillers, specifically.

e Jas Sangha, President, Washington Liquor Store Association {WalLSA). Jas, speaking on behalf of WalSA, stated
opposition to allowing internet sales and delivery of spirits. Per Jas, the rule change would create a huge shift
related to access for a controlied item.

New Business
There was no new business.

Old Business:
There was no old business.
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The Board Meeting was adjourned at 11:02 a.m.

%2@% bpperved oy Phrng

Sharon Fos Ruthann Kurose, Chris Marr,
Board Chair Board Member ) Board Member
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Date: October 31, 2012

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

From: Karen McCall, Agency Rules Coordinator

Copy: Pat Kohler, Administrative Director
Rick Garza, Deputy Administrator
Justin Nordhorn, Chief of Enforcement
Alan Rathbun, Licensing Director

Subject: Approval for filing a pre-proposal statement of inquiry (CR 101) to
‘ repeal WAC 314-16-230 (2) relating to the amount of beer and/or wine
a Special Occasion licensee may sell to a person for off-premises
consumption.

The Washington Wine Institute petitioned the board for rulemaking to repeal WAC 314-
16-230 (2). The rule currently allows a special occasion licensee to sell no more than
twelve liters of beer and/or wine to any one purchaser under the special occasion
license.

Process

The Rules Coordinator requests approval to file the pre-proposal statement of inquiry
(CR 101) for the rule making described above. An issue paper on this rule was
presented at the Board meeting October 10, 2012, and is attached to this order. -

if approved for filing, the tentative timeline for the rule making process is outlined below:

October 31, 2012 Board is asked to approve filing the pre- proposal
statement of inquiry (CR 101)

‘| November 21, 2012 Code Reviser publishes notice, LCB sends notice to
rules distribution list

January 1, 2013 End of written comment period

January 10, 2013 Board is asked to approve filing the proposed rules (CR
102 filing)

February 6, 2013 Code Reviser publishes notice, LCB sends notice to

rules distribution list
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February 27, 2013 Public hearing held

February 27, 2013 End of written comment period

March 6, 2013 Board is asked to adopt rules

March 6, 2013 Agency sends notice to those who commented both at
the public hearing and in writing.

March 6, 2013 Agency files adopted rules with the Code Reviser (CR
103)

April 4, 2013 Rules are effective (31 days after filing)

/ Approve Disapprove

AT

F4ron Foster, C

v Approve _____ Disapprove M‘/ ‘% 6(21 /

/ Ruth e, Board Member Date
Approve Disapprove /N) ! ° 3! l [2—

ChrisMarr, Board Member Date

Attachment: Issue Paper
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Washington State Liquor Control Board
Issue Paper
Rule Making on Special Occasion Licensees Selling

Wine for Off-Premises Consumption
Date: October 31, 2012 _
Presented by:  Karen McCall, Agency Rules Coordinator

Description of the Issue

The purpose of this Issue Paper is to request approval from the Board to file the
first stage of rule making (CR 101) to repeal WAC 314-16-230 (2) which limits
the amount of wine a special occasion licensee is allowed to sell to any one
person attending a special occasion event.

Why is rule making necessary?

The Washington Wine Institute (WWI) petitioned the board requesting WAC 314-
16-230(2) be repealed. The rule restricts a special occasion licensee from
selling more than 12 liters of wine to any person attending the event.

This restriction limits the fundraising ability of these non-profit organizations.
This restriction effectively creates a cap on the amount non-profit organizations
can raise per person at an event, This rule does not serve a public safety, over-
consumption, or other legitimate regulatory purpose. Wine sold under this rule
is required to be for off-premises consumption only, so these should not be a risk
to over-consumption at special occasion events.

Process

The rule making process begins by announcing LCB’s intent o repeal a portion of
an existing rule by filing a CR 101 form. This allows staff and stakeholders to
begin discussing the repeal of this rule. The public may comment during the
designated comment period. Notice will be sent to all who have indicated that
they want to receive notice of rule changes. The notice will identify the public
comment period and where comments can be sent. Board staff will work closely
with stakeholders. Staff will draft proposed changes for presentation to the
Board at the next phase of the rule making process.
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Washington State Liquor Control Board
Issue Paper

Internet Sales and Delivery of Spirits

Date: September 12, 2012

Presented by:  Karen McCall, Agency Rules Coordinator
Description of the Issue

The purpose of this Issue Paper is to request approval from the Board to file the

proposed rules (CR 102) on Internet Sales and Delivery of Spirits. A new
section will be added to WAC 314-03 for this activity.

Why is rule making necessary?

The current rule for internet sales and delivery of beer and wine designates the
method of ordering, location of delivery, hours of delivery, age requirements,
containers and packaging, required information, and identification requirements.

This activity does not require approval from the board. It is an allowed activity
under the license type.

Creating a new section in WAC 314-03 for internet sales and delivery of spirits
with the same requirements for beer and wine would create consistency for all
types of alcohol. ‘

What changes are being proposed?

New Section WAC 314-03-030 Consumer orders, internet
sales, and delivery of spirits for spirits retail licensees.
Explains the requirements a spirits retail licensee must follow to
conduct internet sales and delivery of spirits to consumers.

Issue Paper CR 102 - Spirit internet sales & delivery 9/12/12





NEW SECTION

WAC 314-03-030 Consumer orders, internet sales, and delivery
for spirits retail licensees. A spirit retail licensee may accept
orders for spirits from, and deliver spirits to, customers.

(1) Resale. Spirits shall not be for resale.

(2} Stock location. Spirits must come directly £from a
licensed retail location. ,

(3) How to place an order. Spirits may be ordered in person
at a licensed lccation, by mail, telephone, or internelt, or by
other similar methods.

{(4) Sales and payment.

{a) Only a spirits retail licensee or a licensee's direct
employees may accept and process orders and payments. A contractor
may not do so on behalf of a spirits retail licensee, excepl for
transmittal of payment through a third-party service, A third-
party service may not solicit customer business on behalf of a
spirits retail licensee.

(b) All orders and payments shall be fully processed before
spirits transfers ownership or, in the case of delivery, leaves a
licensed premises.

{c) Payment method. Payment methods include, but are not
limited ‘to: Cash, credit or debit card, check or money order,
electronic funds transfer, or an existing prepaid account. An

existing prepaid account may not have a negative balance.

{d) Internet. To sell spirits via the internet, a new spirits
retail license applicant must request internet-sales privileges in
his or her application. An existing spirits retail licensee must
notify the board prior to beginning internet sales. A corporate
entity representing multiple stores may notify the board in a
single letter on behalf of affiliated spirits retail licensees, as
long as the ligquor license numbers of all licensee locations
utilizing internet sales privileges are clearly identified.

(5) Delivery location. Delivery shall be made only to a
residence or business that has an address recognized by the United
States postal service; however, the board may grant an exception to
this rule at its discretion. A residence includes a hotel room, a
motel room, or other similar lodging that temporarily serves as a
residence. '

(6) Hours of delivery. Spirits may be delivered each day of
the week between the hours of 6:00 a.m. and 2:00 a.m. Delivery
must be fully completed by 2:00 a.m.

{7) Age requirement.

(a) Under chapter 66.44 RCW, any pérson under twenty—-one years
of age is prohibited from purchasing, delivering, or accepting
delivery of liquor.

(b} A delivery person must verify the age of the person
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accepting delivery before handing over liquor.

(¢) If no person twenty-one years of age or older is present
to accept a liguor order at the time of delivery, the liquor shall
ke returned.

{8) Intoxication. Delivery of liquor is prohibited to any
person who shows signs of intoxication.

{9) Containers and packaging.

(a) Individual units of spirits must be factory sealed in
bottles. For the purposes of this subsection, "factory sealed"
means that a unit is in one hundred percent resalable condition,
with all manufacturer's seals intact.

(b) The outermost surface of a liquor package, delivered by a
third party, must have language stating that:

(1) The package contains liquor;

(ii) The recipient must be twenty-one years of age or older;
and

(iii) Delivery to intoxicated persons is prohibited.

{10) Required information. .

(a) Records and files shall. be retained at the licensed
premises. Each delivery sales record shall include the following:

{1) Name of the purchaser;

(ii) Name of the person who accepis delivery;

(iii) Street addresses of the purchaser and the delivery
location; and

{iv) Time and date of purchasé and delivery.

{(b) A private carrier must obtain the signature of the person
who receives liquor upon delivery.

(c¢) A sales record does not have to include the name of the
delivery person, bhut it is encouraged.

(11) Web site requirements. When selling over the internet,
all web site pages associated with the sale of liquor must display
the spirits retail licensee's registered trade name.

{12) Accountability. A gpirits retail licensee shall be
accountable for all deliveries of liquor made on its behalf.
{(13) Violations. The board may impose administrative

enforcement acticen upon a licensee, or suspend or revoke a
licensee's delivery privileges, or any combination thereof, should
a licensee violate any condition, requirement, or restricticn.
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Halstrom & Associates, Inc.

Post Office Box 339 - Ellensburg, Wa 98926
(360) 791-6644 Fax (509) 968-3920
halstrom(@fairpoint.net

Internet sales rule proposal 12-13:  Testimony by Jim Halstrom on
behalf of Southern Wine & Spirits

When inappropriate results occur in respect to the control of alcoholic
beverage sales in Washington all liquor licensees can be adversely
affected. This is especially the case when the public views the problem to
be lack of control. It is in part because of the possibility of control
problems arising from the rule under consideration (#12-13) that we are
opposing adoption of this rule.

In addition we believe that providing this means of sale for retail
licensees was never contemplated under Initiative 1183 and in fact is in
conflict with certain provisions. 1183 is specific on retail liquor sales
within the state, no provision granted to retailers a means of retail sales
other than at the licensed premises if a retailer purchased a license from
the state and met the 10,000 sq. ft. requirement. Absolutely no section
applies to Internet sales. In fact the authors of 1183 specified how retail
sales for spirits occur at the transaction level.

The drafters of Initiative 1183 included provisions for:

Enhancing current state liguor safety enforcement and training
(Section 103)

Limiting liquor licenses to stores that demonstrate effective
prevention of sales to minors (Section 103)

Both provisions were cited as representing the level of control that would
be exercised in respect to the new privilege of selling spirits at retail to
consumers.

In our opinion both the intent and provisions of this rule do not represent
appropriate control. For an agency that takes pride in effectively
controlling liquor sales this does not seem an appropriate step.
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Furthermore there are no provisions contained in Initiative 1183 that
state or imply internet sales would be the resuit of the initiative passing
and there is effectively no “legislative intent”.
A concern arises because of the statement made under Why is rule
making necessary? The last sentence under this section states “Allowing
this activity for spirits by a spirits retail licensee would be consistent with
the new laws to treat spirits the same as beer and wine.” We believe that it
has been amply demonstrated in both the provisions of Initiative 1183 and
in the vigorous campaign conducted in favor of the initiative by the
sponsors that the issues of control and differentiating the new class of
license from existing retail licensee requirements were essential elements
of the provisions of the initiative and the proponent’s campaign. In
drafting the most notable provision was the requirement that the spirits
retail licensed premises must be 10,000 square feet or more — a
requirement not imposed on retailers selling beer and wine only.
Statements incorporated into ads supporting the initiative consistently drew
a distinction between convenience stores (authorized to sell beer and wine
only and ostensibly a control problem) and the new retail spirits licensed
premises with the substantial size requirement. There was clearly intent to
establish or infer that licensed premises authorized to sell spirits would be
operated differently than those that were eligible to sell beer or wine only.
In respect to the provisions of 1183 alone it is clear that the sales of spirits
would not be treated the same as the sales of beer and wine. Furthermore
there is no evidence that internet retail sales of spirits were ever
contemplated.
Controlling the sales of alcoholic beverages has been an cssential mission
of this agency since its inception. That is evident in the name of the
agency — the Liquor Control Board. We believe this rule is very much
lacking in provisions for adequate control.

When sales can be made “by mail, telephone, or internet...” with no
provisions for confirming the identity or age of the purchaser control is
lacking.
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The provisions for delivery location state: “Delivery shall be made
only to a residence or business that has an address recognized by the
United States postal service; however, the board may grant an exception to
this rule at its discretion. A residence includes a hotel room, a motel room,
or other similar lodging that temporarily serves as a residence.” These
provisions are both confusing and lack control. How does one determine
“an address recognized by the United States postal service”? Why a
provision for the board to make exceptions to this requirement? When a
residence includes temporary lodging facilities it seems that confirming
after the fact a sale was appropriate seems difficult at best and lacking
cffective control.

Allowable hours of delivery are from 6:00 a.m. to 2:00 a.m. The
very nature of this provision represents problems of regulating and
controlling these sales. The provision requiring a delivery to be fully
completed by 2:00 a.m. is virtually unenforceable.

The stipulated age requirement for a purchaser to be twenty-one
years of age is obviously appropriate. Again when there is no provision
anywhere in the rule to confirm the age of the purchaser this requirement is
meaningless and there is no control.

In respect to deliveries: A delivery person is required to verify the
age of the person accepting delivery. There is no provision for what is
acceptable identification. There is no requirement for retaining a record of
the name of the person accepting delivery and the identification used. A
common carrier making a delivery must obtain the signature of the person
receiving the shipment. With no record confirming identity of the person a
signature is meaningless. With no similar signature requirement imposed
on a delivery made by an agent for the licensee the requirement is
discriminatory and the rationale for requiring it in one instance and not in
the other is lacking.

The required record keeping of sales has very little effectiveness.
The name of the purchaser is required but no verification of the identity or
age is required. The street address of the purchaser is required. In the case





Page 4

of a debit or credit card sale only the mailing address for billing is
confirmed. There is no provision for confirming the street address of the
purchaser when delivery is made to another location. A private carrier
must obtain the signature of the person taking delivery. Again with no
record required of identification used there effectively is no record of who
accepted the delivery. A sales record does not have to include the name of
the delivery person, but it is encouraged. With no record of who made
deliveries what element of control is there?

It appears that in spite of the appearance of limitations and requirements
under this rule as a result of the omissions, lack of meaningful record
keeping, and little if any ability to monitor or confirm the sales and
requirements under the rule there effectively is no means of controlling or
regulating these sales.

For the reasons cited above we respectfully oppose the adoption of his
rule.






Making Digital Spirits
Work For Washington

Public comment regarding proposed rule
WAC 314-03-030
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peter{@cognoscenti.com October 31, 2012





Internet spirits sales: powerful economic
development advantages for Washington

« An excellent source of incremental revenues for the
state’s revolving fund

+ An ideal sales channel for Washington small

businesses, especially craft d:sttllers with approval to
self- distribute

* Internet retailing offers growth opportunities and
protection during economic downturn

©lognoscenti LLC






Online retailing is much more than
pushing bricks-and-mortar strategies into
a new sales territory

 Online vendors must innovate or die

» Consumer demographics and purchasing
motivation are markedly different

* Caution: potential for online fraud is
omnipresent

Dognoscenti LLT





Online liquor sales: when conducted properly,
this channel offers better security and
transparency than traditional methods

* Less potential for under-age abuse than manual ID
checking

* Modern supply-chain structure and tracking improves
physical security

* Seamless transaction transparency simplifies
regulatory oversight

O Cognoscenti LLL






A few thoughts about Internet retailing...

* Often the most cost effective distribution strategy for
specialty products with broad, but not especially deep,
consumer market

* Offers powerful tools for merging education,
consumer knowledge, social behavior,

» Excellence in execution is everything

©Cognoscenti LLC





Neglect the online sales channel at your own peril!

* 167 million Americans shopped online in 2011, expected
to grow to 192 million by 2015 |

e 2011 US online retail sales were $193 billion,

- representing =4.6% total retail spending

* 2010 online food and beverage sales $883 million,
representing =0.6% of total sector

Sources: US Census and Internet Retailer

The online liquor genie is already out of the bottle:
online retailers in other states and countries are already
selling and shipping directly to Washington consumers

©Cognoscenti LLL







Halstrom & Associates, Inc.

Post Office Box 339 - Ellensburg, Wa 98926
(360) 791-6644 Fax (509) 968-3920
halstrom(@fairpoint.net

Internet sales rule proposal 12-13:  Testimony by Jim Halstrom on
behalf of Southern Wine & Spirits

When inappropriate results occur in respect to the control of alcoholic
beverage sales in Washington all liquor licensees can be adversely
affected. This is especially the case when the public views the problem to
be lack of control. It is in part because of the possibility of control
problems arising from the rule under consideration (#12-13) that we are
opposing adoption of this rule.

In addition we believe that providing this means of sale for retail
licensees was never contemplated under Initiative 1183 and in fact is in
conflict with certain provisions. 1183 is specific on retail liquor sales
within the state, no provision granted to retailers a means of retail sales
other than at the licensed premises if a retailer purchased a license from
the state and met the 10,000 sq. ft. requirement. Absolutely no section
applies to Internet sales. In fact the authors of 1183 specified how retail
sales for spirits occur at the transaction level.

The drafters of Initiative 1183 included provisions for:

Enhancing current state liguor safety enforcement and training
(Section 103)

Limiting liquor licenses to stores that demonstrate effective
prevention of sales to minors (Section 103)

Both provisions were cited as representing the level of control that would
be exercised in respect to the new privilege of selling spirits at retail to
consumers.

In our opinion both the intent and provisions of this rule do not represent
appropriate control. For an agency that takes pride in effectively
controlling liquor sales this does not seem an appropriate step.
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Furthermore there are no provisions contained in Initiative 1183 that
state or imply internet sales would be the resuit of the initiative passing
and there is effectively no “legislative intent”.
A concern arises because of the statement made under Why is rule
making necessary? The last sentence under this section states “Allowing
this activity for spirits by a spirits retail licensee would be consistent with
the new laws to treat spirits the same as beer and wine.” We believe that it
has been amply demonstrated in both the provisions of Initiative 1183 and
in the vigorous campaign conducted in favor of the initiative by the
sponsors that the issues of control and differentiating the new class of
license from existing retail licensee requirements were essential elements
of the provisions of the initiative and the proponent’s campaign. In
drafting the most notable provision was the requirement that the spirits
retail licensed premises must be 10,000 square feet or more — a
requirement not imposed on retailers selling beer and wine only.
Statements incorporated into ads supporting the initiative consistently drew
a distinction between convenience stores (authorized to sell beer and wine
only and ostensibly a control problem) and the new retail spirits licensed
premises with the substantial size requirement. There was clearly intent to
establish or infer that licensed premises authorized to sell spirits would be
operated differently than those that were eligible to sell beer or wine only.
In respect to the provisions of 1183 alone it is clear that the sales of spirits
would not be treated the same as the sales of beer and wine. Furthermore
there is no evidence that internet retail sales of spirits were ever
contemplated.
Controlling the sales of alcoholic beverages has been an cssential mission
of this agency since its inception. That is evident in the name of the
agency — the Liquor Control Board. We believe this rule is very much
lacking in provisions for adequate control.

When sales can be made “by mail, telephone, or internet...” with no
provisions for confirming the identity or age of the purchaser control is
lacking.
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The provisions for delivery location state: “Delivery shall be made
only to a residence or business that has an address recognized by the
United States postal service; however, the board may grant an exception to
this rule at its discretion. A residence includes a hotel room, a motel room,
or other similar lodging that temporarily serves as a residence.” These
provisions are both confusing and lack control. How does one determine
“an address recognized by the United States postal service”? Why a
provision for the board to make exceptions to this requirement? When a
residence includes temporary lodging facilities it seems that confirming
after the fact a sale was appropriate seems difficult at best and lacking
cffective control.

Allowable hours of delivery are from 6:00 a.m. to 2:00 a.m. The
very nature of this provision represents problems of regulating and
controlling these sales. The provision requiring a delivery to be fully
completed by 2:00 a.m. is virtually unenforceable.

The stipulated age requirement for a purchaser to be twenty-one
years of age is obviously appropriate. Again when there is no provision
anywhere in the rule to confirm the age of the purchaser this requirement is
meaningless and there is no control.

In respect to deliveries: A delivery person is required to verify the
age of the person accepting delivery. There is no provision for what is
acceptable identification. There is no requirement for retaining a record of
the name of the person accepting delivery and the identification used. A
common carrier making a delivery must obtain the signature of the person
receiving the shipment. With no record confirming identity of the person a
signature is meaningless. With no similar signature requirement imposed
on a delivery made by an agent for the licensee the requirement is
discriminatory and the rationale for requiring it in one instance and not in
the other is lacking.

The required record keeping of sales has very little effectiveness.
The name of the purchaser is required but no verification of the identity or
age is required. The street address of the purchaser is required. In the case
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of a debit or credit card sale only the mailing address for billing is
confirmed. There is no provision for confirming the street address of the
purchaser when delivery is made to another location. A private carrier
must obtain the signature of the person taking delivery. Again with no
record required of identification used there effectively is no record of who
accepted the delivery. A sales record does not have to include the name of
the delivery person, but it is encouraged. With no record of who made
deliveries what element of control is there?

It appears that in spite of the appearance of limitations and requirements
under this rule as a result of the omissions, lack of meaningful record
keeping, and little if any ability to monitor or confirm the sales and
requirements under the rule there effectively is no means of controlling or
regulating these sales.

For the reasons cited above we respectfully oppose the adoption of his
rule.
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