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RULE'MAK'NG ORDER OFFICE OF THE CODE REVISER
PERMANENT RULE ONLY STATEOF WASHINGTON
DATE: § ber 02, 2020
CR-103P (December 2017) e roac A
Impl RCW 34.05.
(Implements RCW 34.05.360) WSR 20-18-099

Agency: Washington State Liquor and Cannabis Board

Effective date of rule:
Permanent Rules
31 days after filing.
L1  Other (specify) (If less than 31 days after filing, a specific finding under RCW 34.05.380(3) is required and should be
stated below)

Any other findings required by other provisions of law as precondition to adoption or effectiveness of rule?
U Yes No If Yes, explain:

Purpose: WAC 314-55-035 - What persons or entities have to qualify for a marijuana license? The Washington State Liquor
and Cannabis Board (Board) has adopted amendments to existing sections of rule regarding qualifications for a marijuana
license, and to implement the directives of Engrossed Substitute House Bill (ESHB) 1794 (Chapter 380, Laws of 2019)
regarding agreements by licensed marijuana businesses — intellectual property, now codified in RCW 69.50.395. The rule
section has been retitled, “Qualifying for a marijuana license.”

Citation of rules affected by this order:
New:
Repealed: .
Amended: WAC 314-55-035
Suspended:

Statutory authority for adoption: RCW 69.50.342; RCW 69.50.345; RCW 69.50.395.

Other authority: ESHB 1794 (Chapter 380, Laws of 2019)

PERMANENT RULE (Including Expedited Rule Making)
Adopted under notice filed as WSR 20-14-032 on June 24, 2020 (date).
Describe any changes other than editing from proposed to adopted version: There were no changes from the proposed
rules to the adopted rules.

If a preliminary cost-benefit analysis was prepared under RCW 34.05.328, a final cost-benefit analysis is available by
contacting:

Name: Katherine Hoffman

Address: 1025 Union Avenue SE, Olympia WA 98501
Phone: 360-664-1622

Fax: 360-664-9689

TTY:

Email: rules@Icb.wa.gov

Web site: www.lcb.wa.gov

Other:
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Note: If any category is left blank, it will be calculated as zero.
No descriptive text.

Count by whole WAC sections only, from the WAC number through the history note.
A section may be counted in more than one category.

The number of sections adopted in order to comply with:

Federal statute: New Amended Repealed
Federal rules or standards: New Amended Repealed
Recently enacted state statutes: New Amended 1 Repealed

The number of sections adopted at the request of a nongovernmental entity:

New Amended Repealed

The number of sections adopted on the agency’s own initiative:

New Amended 6 Repealed

The number of sections adopted in order to clarify, streamline, or reform agency procedures:

New Amended Repealed
The number of sections adopted using:
Negotiated rule making: New Amended Repealed
Pilot rule making: New Amended Repealed
Other alternative rule making: New Amended 7 Repealed
Date Adopted: September 2, 2020 Signature:

Name: Jane Rushford

Title: Chair
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AMENDATORY SECTION (Amending WSR 16-11-110, filed 5/18/16, effective
6/18/16)

WAC 314-55-035 ((Whatpersons—or—entitieshavetoqualify fora
marijuana—liecense?)) Qualifying for a marijuana license. A marijuana
license must be issued in the name(s) of the true party(ies) of inter-
est. The board may conduct an investigation of any true party of in-
terest who exercises control over the applicant's business operations.
This may include financial and criminal background investigations.

(1) True parties of interest ((-)). True parties of interest must
qualify to be listed on the license, and meet residency regquirements
consistent with this chapter. For purposes of this title, "true party
of interest" means:

((Frue-party-ofinterest Persons-to-be-qualified
Sol : i Sol - ] :

oo Himi
pl.&flti.ilelfs-lli.l.-p.ef lhﬂ“ted o Alblimited !
partnership spouses:
mited tiabik N " l thoi
company spouses:
+  Allmanagersand-thetr
speuses:
Privately-held »  Alteorporate-officers
equivalenttitle)-and
thetrspeuses:
»  Allsteekholders-and
thetrspeuses:
and-their-speuses:
Allstockholders-and-their
speuses:
Multevel-ownership Al persons-and-entitiesthat
straetures ake-up-the-ownership
strueture{and-their spouses):

| ; he b il" e

monetary-loan-of any-fal-or partial-calendar-or

eonsidered-true-parties . | |
exchangeformeney-or
expertise:
For-thepurpeses-ofthis
chapter:
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True party(ies) of

Entity interest
Multilevel ownership All persons and entities
structures that make up the

ownership structure
Any entity(ies) or Any entity(ies) or
person(s) with a right to person(s) with a right to
receive revenue, gross receive some or all of the
profit, or net profit, or revenue, gross profit, or
exercising control over a net profit from the licensed
licensed business business during any full or

partial calendar or fiscal

year

Any entity(ies) or

person(s) who exercise(s)
control over the licensed
business

Nonprofit corporations All individuals and entities
having membership rights
in accordance with the
provisions of the articles
of incorporation or bylaws

(2) A married couple may not be a true party of interest in more
than five retail marijuana licenses, more than three producer licen-
ses, or more than three processor licenses. A married couple may not
be a true party of interest in a marijuana retailer license and a mar-
ijuana producer license or a marijuana retailer license and a marijua-
na processor license.

(3) The following definitions apply to this chapter unless the
context clearly indicates otherwise:

(a) "Control" means the power to independently order, or direct
the management, managers, or policies of a licensed business.
(b) "Financial institution" means any bank, mutual savings bank,

consumer loan company, credit union, savings and loan association,
trust company, or other lending institution under the jurisdiction of
the department of financial institutions.

(c) "Gross profit" means sales minus the cost of goods sold.

(d) "Net profit" means profits minus all other expenses of the
business.
(e) "Revenue" means the income generated from the sale of goods

and services associated with the main operations of business before
any costs or expenses are deducted.

(4) For purposes of this chapter, "true party of interest" does
not include (this is a nonexclusive list):

(a) A person or entity receiving payment for rent on a fixed ba-
sis under a lease or rental agreement. Notwithstanding, if there is a
common ownership interest between the applicant or licensee, and the
entity that owns the real property, the board may investigate all
funds associated with the landlord to determine if a financier rela-
tionship exists. The board may also investigate a landlord in situa-
tions where a rental payment has been waived or deferred.

(b) A person who receives a bonus or commission based on their
sales, so long as the commission does not exceed ten percent of their
sales in any given bonus or commission period. Commission-based com-
pensation agreements must be in writing.

(c) A person or entity contracting with the licensee(s) to re-
ceive a commission for the sale of the business or real property.
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(d) A consultant receiving a flat or hourly rate compensation un-
der a written contractual agreement.

(e) A person with an option to purchase the applied for or 1i-
censed business, so long as no money has been paid to the licensee un-
der an option contract or agreement for the purchase or sale of the
licensed business, or a business that is applying for a license.

(f) Any business or individual with a contract or agreement for
services with a licensed business, such as a branding or staffing com-
pany, will not be considered a true party of interest, as long as the
licensee retains the right to and controls the business.

(g) A financial institution.

(5) Notification.

(a) Except as provided in this subsection (4) (a) (i), (ii), and
(1ii), after licensure the 1licensee must continue to disclose the
source of all funds to be invested in the licensed business, including
all funds obtained from financiers, prior to investing the funds into
the licensed business.

(1) Revenues of the licensed marijuana business that are reinves-
ted in the business do not require notification or vetting by the
board.

(1i) Proceeds of a revolving loan where such loan has been ap-
proved by the board within the three previous vears do not need to be
vetted by the board, unless the source of the funds has changed or the
approved loan amount has increased.

(1ii) TIf the source of funds is an identified true party of in-
terest on the license, or a previously approved financier associated
with the license, or a previously approved revolving loan, the board
will allow these funds to be used upon receipt of an application to
use such funds. The board will then investigate the source of funds.
If the board cannot verify the source of funds after reasonable ingui-
rv, or the board determines that the funds were obtained in a manner
in violation of the law, the board may take actions consistent with
the provisions of this chapter.

(b) Licensees must receive board approval before making any own-
ership changes consistent with WAC 314-55-120.

(c) Noncompliance with the requirements of this section may re-
sult in action consistent with this chapter.

(6) Disclosure agreements and intellectual property.

(a) Licensed marijuana businesses may enter into agreements con-
sistent with the provisions of RCW 69.50.395.

(b) Notwithstanding the foregoing, no producer Or Processors may
enter into an intellectual property agreement with a retailer.

(7) Financiers.

(a) Consistent with WAC 314-55-010(11), a financier is any person
or entity, other than a financial institution or a government entity,
that provides money as a gift, a grant, or loans money to an appli-
cant, business, or both, and expects to be paid back the amount of the
loan, with or without reasonable interest.

(b) A financier may not receive an ownership interest, control of
the business, a share of revenue, gross profits or net profits, a
profit sharing interest, or a percentage of the profits in exchange
for a loan or gift of funds, unless the financier, if directly in-
volved in the loaning of funds, receives board approval and has gquali-
fied on the license as a true party of interest.

(c) Washington state residency requirements do not apply to fin-
anciers who are not also a true party of interest, but all financiers
must reside within the United States.
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(d) The board will conduct a financial and criminal background
investigation on all financiers.
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