OFFICE OF THE

WASHINGTON STATE LIQUOR CONTROL BOARD

Work/Review Session/ December 19, 2006
The regular meeting of the Washington State Liquor Control Board was called to order at 10:00 a.m., on Tuesday, December 19, 2006 in the board room, 3000 Pacific Avenue S.E., Olympia, Washington, by Chairman Lorraine Lee.   Board Member Roger Hoen was present.  Board Member Vera Ing was absent.  Tony Kim, Administrative Assistant to the Board summarized the minutes.
Policy, Legislative, and Media Relations Division: 10:00 – 10:15 a.m.

Staff Present: Pam Madson, Rules Coordinator


Topic Discussed:

Ms. Madson recommended that the Board approve final rule making for rules on direct shipment of wine to Washington consumers and self-distribution by U.S. wineries and breweries to licensed Washington liquor retailers.  Please see the below hand-outs.  No Board action was taken. 




 EMBED Word.Document.8 \s [image: image1.emf]Public comment  summary.doc



 EMBED Word.Document.8 \s [image: image2.emf]Public comment  participant list.doc


Retail Services Division:  10:15 – 10:30 a.m.


Staff Present:  Suzanne Lewis, Store Leasing Manager

Topic discussed:

Ms. Lewis presented the Board with two store lease renewals for Store # 007, (Yakima) and for store #030 (Shelton).   Please see the below hand-outs.
No Board action was taken. 


[image: image3.emf]007 Lease Renewal  FBA 1206.doc
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Retail Services Division:  10:30 – 10:45 a.m.


Staff Present:  Sandy Hilt, Administrative Assistant


Topic Discussed: 
Ms. Hilt recommended the following two new Contract Liquor Store (CLS) Managers.

CLS Manager, CLS No. 554 (Prosser) – Greg Gibbons and  

CLS Manager, CLS No. 687 (Millwood) – Judy Preston.

Please see the below hand-outs.  No Board action was taken. 


[image: image5.emf]Board Approval  Prosser.doc
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The meeting was adjourned at 10:45 a.m. 

_____________

__________________

__________________

Lorraine Lee


Vera Ing



Roger Hoen

Chairman


Board Member


Board Member
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Washington State Liquor Control Board

Rule Making on Direct Shipment of Wine to Washington Consumers and Self-distribution by U.S. Wineries and Breweries to Licensed Liquor Retailers


PUBLIC COMMENT SUMMARY BY SUBJECT MATTER

The Liquor Control Board received public comment on proposed rules regarding direct shipment of wine to Washington consumers and self-distribution by U.S. wineries and breweries to Washington licensed liquor retailers.  Comment was received at a public meeting on September 12, 2006, and in writing submitted during the comment period that ended September 15, 2006.

1.  Retailer’s reporting requirement for beer and wine received directly from in-state and out-of-state breweries and wineries. 

Comment:  Requiring retailers to report monthly on the quantity of beer and wine received directly from suppliers and reporting the names of suppliers providing the product is a new reporting burden.  This monthly report is required whether any shipments are received or not.  This requirement could be less burdensome if the frequency of reporting was reduced to quarterly or less.  Problem licensees could be required to report more frequently.  Reminders sent to licensees may also help where less frequent reporting is implemented.  The Administrative Proceedures Act encourages agencies to use the most streamlined, cost-effective way of implementing agency rules.


Response:  Monthly reporting is an important tool for the Liquor Control Board to cross-check beer and wine shipped particularly from out-of-state breweries and wineries.  This cross-check is important to verify tax payment amounts due from out-of-state producers.  Until the state and the industry have more experience with self-distribution by out-of-state producers, erring on the side of more information is prudent.  Experience with other licensees reporting on a less frequent basis suggests that regular and frequent reporting increases compliance and timely tax payments.  Monthly reporting for state tax purposes other than liquor taxes is common for most businesses.  The Board will evaluate ways to reduce the burden on licensees as it gains more experience with this form of distribution.  The Board is also developing on-line reporting capability that will help reduce the reporting burden.

2.  Do suppliers know all the rules that apply to them when “acting as a distributor of their own product”?

Comment:  There is a concern that out-of-state suppliers may not clearly understand what rules they must follow when acting as a distributor of their own product.  Using the web site as a “how to” guide may help.  Because the rule changes don’t address all rules that apply to self-distribution by breweries and wineries, it is difficult for a new brewery or winery outside the state to locate all relevant rules.  


Response:  The Board acknowledges that there will be a period of education for all licensees operating under new rules.  It will use the internet website as much as possible to inform licensees. 

Public Comment Summary
2
12/18/06
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Memorandum


		To:

		The Board



		From:

		Pat Kohler, Administrative Director



		Date:

		December 15, 2006



		Subject:

		Lease Renewal, Store No. 007 FILLIN   \* MERGEFORMAT , Yakima - North FILLIN   \* MERGEFORMAT 





FOR BOARD APPROVAL

The lease for Store No. 007, located in Gateway Center at 6 North Fair Avenue, Suite 101, Yakima, expired on October 31, 2006 and has been on a month-to-month extension since then.

BACKGROUND


Store No. 007 was relocated to Gateway Center in October 1996.  Gateway Center, anchored by Target, Food Pavilion and Office Max, is one of the major shopping centers in the Yakima area.  Sales have shown a steady increase and the store remains the largest one in Yakima.  It also is the main licensee outlet for the area.

PROPOSAL


The Lessor, Robert C. Wallace of WRP Gateway, LLC, represented by Candice Bustanoby of Wallace Properties, Inc., has proposed a ten (10) year lease renewal in our current 4,800 square foot space.  The new rental rate will be $7,000.00 per month, or $17.50 per square foot per year, during the first 5 years, and $8,200.00 per month, or $20.50 per square foot per year, during the second 5 years, retroactive to November 1, 2006.


The lease may be terminated by either party with a six (6) month written notice from the first of the month following.  If the Board terminates the lease during the first five (5) years, the remaining portion of the then unamortized improvement costs, based on an initial amount of $75,000.00, will be due the Lessor.  If the Lessor terminates the lease during the first 5 years, a payment of $15,000.00 to help defray moving expenses will be due the Board.  There will be no penalties or payments due either party during the second five(5) years of the lease term.


The Lessor has agreed to all requested repairs and improvements, including replacement of all ceiling light fixtures and flooring.  He has also agreed to the provisions of Appendix A, "Areas of Responsibility", as attached.




The Board will pay its pro rata share of any property tax increases over the 2006 base year.  It will also reimburse the landlord for Common Area Maintenance which will be capped at $2.00 per square foot.



SALES HISTORY


Recent sales history for Store No. 007 is as follows:



Retail Sales

Class H Sales

Gross Sales
FY2006
$2,669,022

$1,199,085

$3,868,107 
FY2005
$2,525,531

$1,116,179

$3,641,710 
FY2004
$2,434,682

$1,070,729

$3,505,411 


Sales/sq ft:

FY06 = $806  (average for all state liquor stores was $743 for FY06


NOTE:  
Sales increased an average of 4.7% over the past 2 years and are anticipated to continue at the same rate.


Profitability:  FY06 = 13.0% while the average profit for all state stores was 15.5%.



NOTE:  Lease renewal = 12.5% without any of the anticipated sales increase.


ADDITIONAL DATA:


Current rental rates in Gateway Center are $19.50 to $24.00 per square foot + $3.80/sq ft triple net charges.


Comparable lease rates in area:


#165 Yakima-South – 5,616 sq ft @ $   9,360.00/mo, or $20.00/sq ft/yr, in Yrs 1-3




$10,296.00/mo, or $22.00/sq ft/yr, in Yrs 4-6




$11,232.00/mo, or $24.00/sq ft/yr, in Yrs 7-10


#094 Yakima-West – 4,293 sq ft @ $4,800.00/mo, or $13.42/sq ft/yr, in Yrs 1-10



NOTE:  Store #165 is located in a brand-new building in a grocery-anchored center (Thriftway), along with US Bank and several neighborhood businesses.  Store #094 is also located in a grocery-anchored center (Thriftway) with Starbucks and several other neighborhood services.  Store #094’s lease expires in 2007.

Location of nearby liquor stores: 
See Tab A


Demographics:
See Tab B

SUMMARY


Summary of the lease renewal for Store #007:


Current Rent
Proposed Rent
Change

$5,400.00
$7,000.00  Yrs 1-5
+29.6%

$13.50/sq ft/yr
$17.50/sq ft/yr





$8,200.00 FILLIN   \* MERGEFORMAT   Yrs 6-10
+17 FILLIN   \* MERGEFORMAT  %





$20.50 FILLIN   \* MERGEFORMAT /sqft/yr


Recommend approval of this lease renewal for Store #007.


Approved:




[image: image1.wmf] Yes



[image: image2.wmf] No 

____________Date
___________________________________







Lorraine Lee, Chair



[image: image3.wmf] Yes



[image: image4.wmf] No 

____________Date
___________________________________







Vera Ing, Board Member




[image: image5.wmf] Yes



[image: image6.wmf] No 

____________Date
___________________________________







Roger Hoen, Board Member


Attachments


Copies:
Scott McDougall

Vicki Garrett
Susan Reams
Tony Kim

Suzanne Lewis


LEASE WORKSHEET

Store No. 
007
Current Address:

6 North Fair Avenue, Suite 101, Yakima 98901-4535
 





Street


City


Zip

Proposed Address:  


SAME










Street


City


Zip







Current




Proposal 



		Lease - No of Years

		10

		10



		Square Feet

		4,800

		4,800



		Monthly Rent

		Years 1-5     $5,040.00
Years 6-10   $5,400.00

		Years 1-5     $7,000.00
Years 6-10   $8,200.00



		$ per Sq Ft per Annum

		Years 1-5     $12.60
Years 6-10   $13.50

		Years 1-5     $17.50
Years 6-10   $20.50



		Tax Escalation

		1996 base year
40% of Lot 7

		2006 base year
40% of Lot 7



		Common Area Maintenance

		Capped at $1.00/sq ft

		Capped at $2.00/sq ft



		Termination

		6 months notice
with unamortized improvements

		6 months notice with unamortized improvements in Years 1-5, 
No fees in Years 6-10



		Parking

		Common

		Common



		Signage

		Board:  2 individually-lettered signs on building

		Board:  2 individually-lettered signs on building





Lessor Responsibility:     (Unless noted)

		Sewer and Water

		Lessor

		Lessor



		Building Structure

		Lessor

		Lessor



		Water Damage

		Lessor

		Lessor



		Parking Area

		Lessor

		Lessor



		Maint., Repair & Service:

		Lessor

		Lessor



		Heating & Air Conditioning

		Lessor

		Lessor



		Automatic Doors

		Lessor

		Lessor



		Water Heater

		Lessor

		Lessor



		Plumbing & Electrical

		Lessor (over $25)

		Lessor (over $25)



		Roof, Downspouts, etc.

		Lessor

		Lessor



		Glass Windows & Doors

		Lessor

		Lessor
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Memorandum


To:

The Board


From:

John Redal, Acting Director, Retail Services


Date:

December 11, 2006

Subject:
Contract Liquor Store Manager, CLS No. 554, Prosser

		





FOR BOARD APPROVAL


Prosser is located in Benton county and the liquor store in Prosser is approximately 35 miles from Richland, the nearest state liquor store and eight (8) miles from the CLS in Grandview.  The population estimation for 2006 is 5,636. Gross sales for this store for this last FY were $493,629, and the compensation paid was $58,216.

Forty-Seven applications were requested for this recruitment and eleven (11) were completed and returned.  Ten (10) applicants were interviewed.  A Panel consisting of: Brian Johnson, hiring District Manager; and Eddie Cantu, District Manager, conducted the interviews.  One applicant packet was rejected due to incomplete and missing tax returns.  After the interviews were conducted the selected candidate was Greg Gibbons.

Greg has lived most of his life in the Toppenish area, where he has been a retail business owner for ten (10) years.  Greg has a strong business background as he is the owner of pharmacies in Yakima and Elfers-Lyons pharmacy in Prosser, as well as the pharmacy in Toppenish.  Greg was educated in Toppenish and received a degree in pharmacy at WSU.  Greg is very involved in the community.  He has been the past president of the Toppenish Chamber of Commerce.  He is currently a member of both the Prosser and Yakima chambers as well.  He is also a member of the Toppenish Rotary Club.  

Greg would locate the CLS in the Elfers-Lyon pharmacy located at 613 6th Street, Prosser.  This is about one block north of the present CLS location.  The proposed location is not within proximity of schools or churches. It is in an area where it is surrounded by other businesses, restaurants, realty, and lounges.  Greg scored high in all the LCB criteria.  While he is not from the community, he has ties to the community as he has hired most of the past employees of the pharmacy.

Reference checks were completed with comments like:  he is a competent, honest, well respected businessman. Therefore, we are recommending the selection of Greg Gibbons as the new Contract Manager for Prosser effective January 1, 2007.


Approved:


 FORMCHECKBOX 
 Yes

 FORMCHECKBOX 
 No

__________ Date
____________________________









Lorraine Lee, Board Chair

 FORMCHECKBOX 
 Yes

 FORMCHECKBOX 
 No

__________ Date
____________________________









Vera Ing, Board Member


 FORMCHECKBOX 
 Yes

 FORMCHECKBOX 
 No

__________ Date
____________________________









Roger Hoen, Board Member


Copies:  Brian Johnson, District Manager


               Financial Division
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Memorandum


To:

The Board


From:

John Redal, Acting Director, Retail Services


Date:

December 15, 2006

Subject:
Contract Liquor Store Manager, CLS No. 687, Millwood

		





FOR BOARD APPROVAL


Millwood is located in Spokane County approximately nine (9) miles east of Spokane.  The nearest state liquor store #167 is 2.5 miles away.  The population estimation is 1,649. Gross sales for this store for this last Fiscal Year were $1,370,221, and the compensation paid was $110,865.

Forty applications were requested for this recruitment and fifteen (15) were completed and returned.  Fourteen (14) applicants were interviewed.  A Panel consisting of:  Eddie Cantu, hiring District Manager; Brian Johnson, District Manager, and Kim Rasmussen, Auditor conducted the interviews.  One applicant packet was rejected due to poor business plan and no commitment to a site.  After the interviews were conducted, the selected candidate was Judy Preston.

Judy plans to operate the store with the help of her husband, Kent.  She has extensive experience (27+) years in the insurance industry.  She has 2 ½ years of banking experience, and several years of retail experience in a pharmacy.  She currently works at Lincoln Hospital in admissions.  Her education includes computer training she has obtained through Olympia Voc-Tech Institute and Insurance Institute of America.  She and her husband have been very active in the community working with people and have been involved in the local Chamber of Commerce.

Judy will assume the remaining three years of the lease for the existing site.  After that she is looking into a new site next to the shopping center, which is much more visible.  Judy plans to paint the current site, expand store hours, expanding product lines, and improve the arrangement of the retail area.

Reference checks were completed with comments like:  friendly, good with people, business-like, dependable, hard-working and honest. Therefore, we are recommending the selection of Judy Preston as the new Contract Manager for Millwood effective January 1, 2007.


Approved:


 FORMCHECKBOX 
 Yes

 FORMCHECKBOX 
 No

__________ Date
____________________________









Lorraine Lee, Board Chair

 FORMCHECKBOX 
 Yes

 FORMCHECKBOX 
 No

__________ Date
____________________________









Vera Ing, Board Member


 FORMCHECKBOX 
 Yes

 FORMCHECKBOX 
 No

__________ Date
____________________________









Roger Hoen, Board Member


Copies:  Eddie Cantu, District Manager


               Financial Division
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Memorandum


		To:

		The Board



		From:

		Pat Kohler, Administrative Director



		Date:

		December 15, 2006



		Subject:

		Lease Renewal, Store No. 030,  FILLIN   \* MERGEFORMAT Shelton  FILLIN   \* MERGEFORMAT 





FOR BOARD APPROVAL

The lease for Store No. 030, located at 123 E. Cota Street, Shelton, expired on June 30, 2006 and has been on a month-to-month extension since then.


BACKGROUND


Store #030 has been in its current location since June 1971.  The store is located in an older building behind a tire store on a side street.  Many sites in the Shelton area have been evaluated for a possible relocation, but a viable site has not yet been identified.  Staff continues to search for a better site near the commercial hub at the north end of town that includes WalMart and Kneeland Plaza.

PROPOSAL


The Lessor, Pinchas (Paul) Zohav, has proposed a five (5) year lease renewal in our current 5,312 square foot space.  The new rental rate will be $6,640.00 per month, or $15.00 per square foot per year, for the entire 5 year term, retroactive to July 1, 2006.


The lease may be terminated by either party with a six (6) month written notice from the first of the month following.  


The Lessor has agreed to all requested repairs and improvements, including upgraded exterior lighting.  He has also agreed to the provisions of Appendix A, "Areas of Responsibility", as attached.


The Board will pay its pro rata share of any property tax increases over the 2006 base year.


SALES HISTORY


Recent sales history for Store No. 030 is as follows:




Retail Sales

Class H Sales

Gross Sales
FY2006
$2,570,653

$801,766

$3,372,419 
FY2005
$2,311,506

$654,186

$2,965,692 
FY2004
$2,202,119

$639,132

$2,841,251 



Sales/sq ft:

FY06 = $635  (average for all state liquor stores was $743 for FY06)



NOTE:  
Retail sales increased an average of 8% over the past 2 years and are anticipated to increase further as the area continues to grow.  Licensee sales are approximately 24% of gross.

Profitability:  FY06 = 19.4% while the average profit for all state stores was 15.5%.



NOTE:  Lease renewal = 18.9% without any of the anticipated sales increase.


ADDITIONAL DATA:


Comparable liquor store lease rates in area:


#163 Olympia-West – 4,704 sq ft @ $6,017.00/mo, or $15.35/sq ft/yr, in Yrs 1-10


#162 Belfair – 4,032 sq ft @ $5,208.00/mo, or $15.50/sq ft/yr, in Yrs 1-5




$5,712.00/mo, or $17.00/sq ft/yr, in Yrs 6-10



NOTE:  Store #163 is in an older center now anchored by Goodwill, Big Lots and True Value Hardware along with several neighborhood services.  Store #162 is located in a newer Safeway-anchored shopping center that includes several neighborhood services.


Location of nearby liquor stores: 
See Tab A


Demographics:
See Tab B

SUMMARY


Summary of the lease renewal for Store #030:


Current Rent
Proposed Rent
Change

$5,091.00
$6,640.00  
+30.4%

$11.50/sq ft/yr
$15.00/sq ft/yr


Recommend approval of this lease renewal for Store #030.


Approved:




[image: image1.wmf] Yes



[image: image2.wmf] No 

____________Date
___________________________________







Lorraine Lee, Chair




[image: image3.wmf] Yes



[image: image4.wmf] No 

____________Date
___________________________________







Vera Ing, Board Member




[image: image5.wmf] Yes



[image: image6.wmf] No 

____________Date
___________________________________







Roger Hoen, Board Member


Attachments


Copies:
Scott McDougall

Vicki Garrett
Susan Reams
Tony Kim

Suzanne Lewis


LEASE WORKSHEET

Store No. 
030
Current Address:

123 East Cota Street, Shelton 98584-1423


 





Street


City


Zip

Proposed Address:  


SAME










Street


City


Zip







Current




Proposal 



		Lease - No of Years

		5

		5



		Square Feet

		5,312

		5,312



		Monthly Rent

		$5,091.00

		$6,640.00



		$ per Sq Ft per Annum

		$11.50

		$15.00



		Tax Escalation

		2001 base year (100%)

		2006 base year (100%)



		Common Area Maintenance

		NA

		NA



		Termination

		18 month no termination, 
then 6 months notice

		6 months notice



		Parking

		16 exclusive spaces

		16 exclusive spaces





Lessor Responsibility:     (Unless noted)

		Sewer and Water

		Board

		Board



		Building Structure

		Lessor

		Lessor



		Water Damage

		Lessor

		Lessor



		Parking Area

		Lessor

		Lessor



		Maint., Repair & Service:

		Lessor

		Lessor



		Heating & Air Conditioning

		Lessor

		Lessor



		Automatic Doors

		Lessor

		Lessor



		Water Heater

		Lessor

		Lessor



		Plumbing & Electrical

		Lessor (over $25)

		Lessor (over $25)



		Roof, Downspouts, etc.

		Lessor

		Lessor



		Glass Windows & Doors

		Lessor

		Lessor





030 Lease Renewal FBA 1206.doc



_930557841




_1231311764.doc
Washington State Liquor Control Board

Rule Making on Direct Shipment of Wine to Washington Consumers and Self-distribution by U.S. Wineries and Breweries to Licensed Liquor Retailers

Public Comment Participant List


Name and Affiliation


Written comments


Michael Transue, Washington Restaurant Association, Ruston, Washington

Jean Leonard, Washington Wine Institute, Olympia, Washington

Maureen Swaney, Winery Compliance Northwest, Kennewick, Washington

Robb Bell, Cathedral Ridge Winery, Hood River Oregon (telephone comment)

Testimony at public hearing – September 12, 2006 

Jan Gee, Washington Food Industry, Olympia, Washington


Phil Wayt, Washington Beer and Wine Wholesalers, Olympia, Washington
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Washington State Liquor Control Board

Issue Paper


Rule Making on Direct Shipment of Wine to Washington Consumers and Self-distribution by U.S. Wineries and Breweries to Licensed Liquor Retailers


For Discussion at the  December 19, 2006, Board Work Session


Presented by:    Karen McCall, Acting Director of Licensing and Regulation




    Pam Madson, Rules Coordinator


Description of the Issue


The purpose of this issue paper is to recommend that the Board proceed with final rule making to revise rules regarding direct shipment of wine to Washington consumers and self-distribution by U.S. wineries and breweries to licensed liquor retailers.

Background


Two bills were enacted in 2006 that changed Washington’s beer and wine shipment laws.  ESB 6537 allows Washington wineries and wineries licensed in other states to ship an unlimited quantity of their wine to a Washington resident as long as the shipping winery holds a domestic winery license, a Washington wine shipper permit, or a certificate of approval (COA) with the appropriate endorsement.  2SSB 6823 expands the self-distribution privilege of in-state wineries and breweries to out-of-state manufacturers of beer and wine.  An out-of-state winery or brewery holding a Washington COA license with a direct shipping to retailer endorsement can self-distribute product of its own production to a Washington retailer who holds an endorsement to receive such shipments.  


Wine Shipper Permit 


Under the prior reciprocal shipping law, a winery in any of the 14 reciprocal states could ship wine to a Washington consumer if it held a wine shipper license.  There was no fee for this license.  The Board had repealed (in 1994) the original $25 fee.  Wineries in non-reciprocal states were barred from shipping wine to Washington residents.  


The United States Supreme Court decision in Granholm prompted many states to change their wine shipment to consumer laws.  In the past year, several states became “permit states,” allowing out-of-state wineries to ship into their state as long as the shipping winery holds the proper permit and pays the required taxes and fees.  Like California and New York, Washington is now a permit state requiring out-of-state wineries to obtain a wine shipper’s permit costing $100 annually, and pay the wine liter tax and state sales tax on the transactions.


For out-of-state wineries that hold a Certificate of Approval (COA), there is no additional fee for shipping to Washington consumers but wineries must obtain an endorsement that identifies them as participants in direct shipping activity.  Washington will continue the policy of treating this privilege as part of the COA license.


What Changes Are Being Proposed For Direct Shipment of Wine to Consumers?


New Permit and Endorsement Established – United States wineries outside of Washington must obtain either a wine shipper permit or a COA with a direct shipping to consumer endorsement to allow them to ship wine directly to Washington consumers.  (Proposed WAC 314-24-231)

Taxes and Reporting Requirements – Out-of-state winery sales to customers in Washington are now taxable events for purposes of the wine liter tax and state and local sales taxes.  Wineries holding a domestic winery license, a wine shipper permit, or a COA with a direct shipping to consumer endorsement must report to the Board each month whether sales are made or not.  (WAC 314-19-015)


· Wine shipper permit holders and COA holders with the appropriate endorsement must report the quantity of wine sold to Washington consumers monthly.  A report is required even if no wine is sold during the month.


Label Approval - US wineries shipping wine directly to Washington consumers under a direct shipper’s permit only are not required to obtain a certificate of label approval before shipping wine.  Wine labels must still comply with Washington standards and may not be misleading or appeal to persons under the age of 21.  (WAC 314-24-040)


Maintaining Records - Out-of-state wineries must maintain business records of their transactions selling directly to Washington consumers.  (WAC 314-24-150; 314-20-050)  

Surety Bond Requirements - Penalties that may be imposed for non-payment of taxes include requiring the taxpayer to obtain a surety bond.  Reference is added to include wine shippers.  Use of a surety bond is discretionary by the Board.  The surety bond will only be required for a licensed location that is the subject of an administrative violation notice.  (WAC 314-19-020)


Direct Shipment to Retailer Endorsement to the Certificate Of Approval License


2SSB 6823 expands the self-distribution privilege of in-state wineries and breweries to out-of-state wineries or breweries who hold the COA license.  This self-distribution privilege allows wineries and breweries to distribute their own products directly to licensed Washington retailers.  


The fee for the COA license is $200 plus an additional fee of $100 for the endorsement allowing out-of-state wineries and breweries to self-distribute.  


What Changes Are Being Proposed For the Self-distribution of Wine and Beer Directly to Licensed Washington Retailers? 

Current rules allowing in-state breweries, microbreweries, and wineries to self-distribute their own product to licensed Washington retailers are modified to include out-of-state breweries and wineries.


Taxes and Reporting - Because out-of-state wineries and breweries who choose to self-distribute their product directly to retailers are acting as distributors, they must now pay taxes on these transactions.  This category of out-of-state beer and wine producers must file tax reports and pay taxes that are due.  Penalties for non-reporting and non-payment of taxes will now apply to COA holders with the direct shipment to retailer endorsement.  Typically, a COA holder is not the taxpayer for purposes of beer and wine taxes because their sales in Washington go through a Washington distributor.  (WACs 314-19-015; 314-19-020)

Maintaining Records - Out-of-state breweries and wineries must maintain business records of their transactions selling directly to Washington retailers.  (WAC 314-24-150; 314-20-050)  

Price Posting – A COA holder selling beer or wine of its own production directly to a Washington retailer is acting as a distributor for these transactions.  These COA licensees hold an endorsement to sell directly to Washington retailers and must post prices as a distributor and follow the rules of a distributor.  (WACs 314-20-100; 314-24-190)

Retailer Reporting - Retailers who receive shipments of beer and wine directly from breweries and wineries must indicate their participation by a no-fee endorsement on their retail license.  They must also report the quantity of product received and which producers sent the product for both in-state and out-of-state producers.  This serves as a cross check particularly against COA holders (out-of-state producers) who must report product shipped directly to retailers.


Surety Bond Requirements - Penalties that may be imposed for non-payment of taxes includes requiring the taxpayer to obtain a surety bond.  Reference is added to include COA holders having direct shipment endorsements.  Use of a surety bond is discretionary by the Board.  The surety bond will only be required for a licensed location that is the subject of a violation.


PUBLIC DISCLOSURE EXCEPTION


This exception clarifies the information that the Liquor Control Board may not disclose:  Information supplied by breweries, microbreweries, and wineries that identifies retailers to whom breweries and wineries self-distribute their products and the amount of beer and wine distributed to each retailer; and information supplied by licensed retailers that identifies the breweries, microbreweries, and wineries that self-distribute their products to the retailer and the amount delivered directly to each retailer.  (WAC 314-60-105)

CLARIFY FROM WHOM LICENSED RETAILERS MAY PURCHASE BEER AND WINE


Special Occasion licensees are retail licensees and may purchase beer and wine from a COA holder with a direct shipping to Washington retailer endorsement.  Special occasion licensees will report the amount of product purchased from out-of-state breweries and wineries for each event. (WAC 314-05-030)


Retail licensees may now purchase from COA holders with a direct shipping to Washington retailer’s endorsement.  (WACs 314-13-010; 314-16-160)


Rule Making Process and Staff Recommendation


These proposed rules were filed (CR 102) August 2, 2006.  Notice of this filing was sent to all persons who have requested notice of rule makings.  The notice included instruction for providing written input and announcement of a public hearing that was held September 12, 2006, in Olympia, Washington at WSLCB headquarters.  A summary of all written public comment and testimony presented at the public hearing is attached to this issue paper.

As a result of stakeholder input, staff is recommending a clarification in the language of the proposed rules.  The reporting requirement for licensed Washington liquor retailers who choose to received beer and wine shipped directly from breweries and wineries both inside and outside Washington is clarified.  These retailers must report both the quantity and the shipping brewery or winery from in-state and out-of-state breweries and wineries.


Staff recommends filing the final rule making (CR 103) of the proposed rules with the clarification.  This clarification is not substantially different from the original proposal.  The proposed final rules are attached.


If approved, the 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. 

Attachments:



Proposed WAC language



Summary of public comments



List of public comment participants



Copy of written comments
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