Washington State BILL
House of Representatives
Office of Programll)lesearch ANALYSIS

Commerce & Gaming Committee

E2SSB 5353

Brief Description: Concerning marketing opportunities for spirits produced in Washington by
craft and general licensed distilleries.

Sponsors: Senate Committee on Ways & Means (originally sponsored by Senator Angel).

Brief Summary of Engrossed Second Substitute Bill

* Permits distilleries and craft distilleries to apply for an endorsement to sell spirits by
the bottle at approved farmers markets.

¢ Authorizes the Liquor Control Board to issue up to 12 special permits per year to a
distillery to serve and sell spirits of its own production at private events.

* Permits distilleries and craft distilleries to serve samples of spirits of their own
production adulterated with nonalcoholic mixers.

¢ Creates a shipping and delivery permit allowing distilleries and craft distilleries to
ship and deliver spirits to customers in Washington.

* Permits liquor retail licensees to sell gift cards.

Hearing Date: 3/24/15
Staff: David Rubenstein (786-7153).
Background:

Distiller Licenses.

The Liquor Control Board (LCB) issues licenses to distillers and craft distillers. The annual fee
for a distillery license is $2,000, and for a craft distillery the fee is $100. To qualify as a craft
distillery, the distiller must produce no more than 150,000 gallons of spirits, with at least half of
the raw materials used in the production grown in Washington. This bill analysis uses the term
"distillery" to refer to both distilleries and craft distilleries, unless a distinction is required.

This analysis was prepared by non-partisan legislative staff for the use of legislative
members in their deliberations. This analysis is not a part of the legislation nor does it
constitute a statement of legislative intent.
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Distilleries may sell spirits of their own production for consumption off the premises.
Distilleries may also provide samples of spirits of their own production on the distillery
premises. Samples must be 0.5 ounces or less, up to a maximum of 2 ounces per day per person.

While a distillery may sell spirits of its own production from the distillery premises and may act
as a distributor of its own products, it may not ship or deliver spirits to an individual customer.

Farmers Markets and Sampling.

Qualifying farmers markets are authorized to allow wineries to sell bottled wine and
microbreweries to sell bottled beer at retail. The market may apply to the Liquor Control Board
(LCB) for an endorsement to allow sampling of wine and beer from a domestic winery or
microbrewery which is likewise authorized by the board for such sales and sampling. Up to a
total of three wineries or microbreweries may offer samples at a farmers market per day. Food
must be available for customers to consume while sampling spirits. The annual fee for this
endorsement is $75.

Special Event Permits.

The LCB issues a variety of special permits for the service and sale of liquor. For example,
special permits are issued to allow the service of liquor at international trade fairs and to allow a
bed and breakfast facility to serve beer or wine without charge to overnight guests for on-
premises consumption. Unless a fee is specified in statute, the fees for permits are generally
established by the LCB.

Shipping Spirits.

By LCB rule, licensed spirits retailers may take orders for spirits by mail, telephone, or Internet
and may ship spirits to those customers. Only the retailer may take orders; contractors may not
do so except to process payments.

The packaging and delivery of spirits are subject to various requirements, including:
* packages must be labeled as containing liquor and may not be delivered to persons under
21 years old and intoxicated people;
* individual bottles must be factory sealed;
* the delivery person must verify the age of the recipient; and
* the spirits must be returned if no person over 21 years old is available to receive the
spirits.

Summary of Bill:

Distilleries and Craft Distilleries — Sales and Sampling on Premises.

A licensed distiller or craft distiller may serve samples of spirits of its own production
adulterated with nonalcoholic mixers, water, and ice.

Farmers Markets.
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A distillery may apply for an endorsement from the LCB that permits the distillery to sell its own
bottled spirits at retail for off-premises consumption at qualifying farmers markets. The
distillery must provide a list to the LCB of the dates, times, and locations at which it will be
selling its spirits ahead of time.

The distillery cannot act as a distributor at the farmers market and cannot store its product at the
farmers market beyond the hours during which the spirits are for sale. Farmers markets must
apply to the LCB for authorization to allow a distillery with a qualifying endorsement to sell
bottled spirits at retail at the farmers market. The farmers market must provide to the LCB a map
of the market showing designated areas where the craft distillery may sell bottled spirits and
contact information for on-site market managers.

The distillery farmers market endorsement does not include sampling or tasting privileges.

Before authorizing a distillery to sell spirits at a qualifying farmers market, the LCB must notify
the chief executive officer of the city (or county, if the market is located outside city limits)
where the farmers market is located. The LCB must also consider the proximity of churches,
schools, and public institutions, and may not issue an authorization if the premises are within 500
feet of a public elementary or secondary school.

A qualifying farmers market is defined as an entity that sponsors a regular assembly of vendors
at a defined location for the purpose of promoting the sale of agricultural products grown or
produced in Washington directly to the consumer, and must meet certain specific minimum
requirements described in the act. This is the same definition of qualifying farmers market as set
out in the current laws permitting sale of wine or beer at farmers markets.

A qualifying famer's market may apply to the LCB for an endorsement to allow sampling of
spirits by a distillery or craft distillery.

Special Event Permit.

A licensed distillery may apply to the LCB for a permit to sell and serve spirits at an event not
open to the general public. The permit costs $10 and must be displayed during the event.

Spirits Delivery and Shipping Permit.

A licensed distillery may deliver or ship spirits of its own production to customers within the
state provided: (1) the spirits are not for resale, (2) they are shipped or delivered directly from
the distillery's possession, and (3) only the distillery accepts and processes orders or payments.
Spirits may be ordered in person, online, or by other similar methods, and transactions are treated
as if they were conducted in the distillery's retail location.

Various other requirements apply to the delivery and shipping of spirits:
* To sell over the Internet, the distillery must have notified the LCB or requested the
privilege in its application.
* Payments must be fully processed before the buyer receives the spirits.
* Deliveries must be made to a recognized postal address, except as allowed by the LCB.
* The distillery is accountable for deliveries made on its behalf.
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* The person delivering the spirits must obtain the recipient’s signature and verify that the
recipient is at least 21 years old and does not appear intoxicated; otherwise, the spirits
must be returned.

* Spirits may only be delivered between 6 a.m. and 2 a.m.

* Spirits for shipment or delivery must be factory sealed.

* The package must display language stating that the package contains liquor, that the
recipient must be at least 21 years old and not intoxicated.

* Only the distillery may receive and process orders, but it may contract with a third party
to process payments on the distillery's behalf.

The distillery must maintain records that include the name and address of the purchaser, the
name and address of the recipient, and the time and date of delivery. When selling over the

Internet, the distillery must display its trade name on all pages.

If a permit holder violates the law regarding shipping spirits, the LCB may suspend or revoke the
permit.

Gift Cards.

Any person licensed to sell beer, wine, or spirits at retail may also sell gift certificates and gift
cards for any goods or alcohol produced and sold by the licensee. Persons under 21 years old
may not use the gift cards to purchase alcohol.

Appropriation: None.

Fiscal Note: Available.

Effective Date: The bill takes effect 90 days after adjournment of the session in which the bill is
passed.

House Bill Analysis -4- E2SSB 5353



