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ACTI ON NARRATI VE

TAPE 01-26, SIDE A
Nunber 001
#HB152
HB 152- BREWPUB LI CENSES

CHAI RMVAN RANDY PHILLIPS called the Senate Labor & Commerce
Commttee neeting to order at 1:40 pm and said he would take
testinmony on HB 152 now and then nove it to the end of the
nmeeting when there would be a quorum present. There was no one
who wanted to testify.

#

#SJR28
SJR 28-1 NFO ABOUT LONG TERM CARE | NSURANCE

CHAI RVAN PHI LLI PS announced SJR 28 to be up for consideration.

SENATOR GARY W LKEN, sponsor of SJR 28, explained that this bil
grew out of the efforts of the Long-term Care Task Force.
Recommendat i ons #29 and 33 other reconmendations had to do with
getting information out to the general public about the
avai lability and the need of long-term care insurance. He noted
that there was a sponsor statenent in their packets that he
woul dn't read, but stated that the senior population is the
fastest grow ng popul ation in Al aska.

In 18 years it wll represent about 12 percent of
Al askans. The need for long-term care is obvious and
the need to get the information out to famlies and
people that are planning their lives at the age of
teens or 20 or 30 is the key to long-term care. It
doesn't do much good to buy long-term care at 60 years
old. It's very expensive.

Page 2, lines 10 - 19 encourages others, officials and agenci es,
to dissem nate information.
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SENATOR AUSTERMAN noved to pass SJR 28 out of committee wth
i ndi vi dual reconmendati ons. There were no objections and it was
so ordered.

#

#SB191
SB 191-JO NT_AVI ATI ON | NSURANCE ARRANGEMENTS

CHAI RVAN PHI LLI PS announced SB 191 to be up for consideration.

SENATOR TAYLOR, sponsor, said he has a commttee substitute that
woul d provide for sonme of the concerns that were raised during

the first hearing. "In essence, the authority would fall wthin
the regulatory authority of the Division of Insurance and woul d
require vari ous reporting requirenents and reserves

requi renents.”

M5. SARAH MACNEAR GROVE, Property Casualty Actuary, Division of
| nsurance, said they worked with Senator Taylor and prepared sone
changes. She pointed out that safety issues are very inportant
and any entity that deals with such a high-risk business needs to
address safety. The other thing was that the CS forns a joint
i nsurance arrangenent.

AS 21.77.020 tal ks about regul ations by the Division of Insurance
in an annual report. It says, "A joint aviation insurance
arrangenment nmay not be considered insurance for the purpose of
any other law of the state and is not subject to regulations
adopted by the Director."”

She explained that statenent takes it outside of anything that
woul d happen in Title 21. "Because this is a risky business, we
woul d prefer to see sone of the protections in Title 21 apply to
such an entity."

CHAI RVAN PHI LLIPS asked if she had a problem with the bill as
drafted.

MS. GROVE answer ed:

It does say that this is not subject to regul ations
adopted by the director and it is not to be considered
i nsurance, which neans that it would not be subject to
Title 21. Because of the nature of this type of
i nsurance, we think sone of the protections in Title 21
are inportant.

SENATOR TORGERSON asked on page 3, line 26, "How do you have and
maintain a surplus no less than the anbunt equal to the total of
the capital of one half of the surplus?"
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VS. GROVE answered, " believe the capital and surplus
requirenents for donestic stock insure they have to have $1
mllion in capital and $1 million in surplus. So, this would say
you have $1 nmillion in capital and $500,000 in surplus."

SENATOR TORCGERSON asked if that was sonewhere else in Title 21.

M5. CROVE answered, "Yes, a reciprocal insurer has the sane
requirenent."

SENATOR TAYLOR said that was the reason he put that in - to nake
certain that they had to nmeet that same standard. He said, "If
you | ook back to the other provisions, we have both agreed that
even though |I don't want regulation by the departnment, that there
wi |l probably be a significant anmount of regulation..

CHAI RMAN PHI LLI PS asked Ms. Grove if they would conme up with a
position on this bill

M5. GROVE indicated they would | ook at it closer.
Nunmber 700

SENATOR TORGERSON noved to pass SB 191 out of comrmittee with
i ndi vi dual recommendati ons.

CHAI RVAN PHI LLIPS noted that they had to adopt the commttee
substitute first.

SENATOR TORGERSON renmoved his notion to nove the bill and noved
that the commttee adopt LS O0590F/ Ford 4/28/01. There were no
objections and it was so ordered.

SENATOR TORGERSON noved to pass CSSB 191(L&C) out of conmttee
wi th individual recommendations. There were no objections and it
was so ordered.

#

#HB152
HB 152- BREWPUB LI CENSES

CHAIRVAN  PHILLIPS announced HB 152 to be back wup for
consi derati on.

REPRESENTATI VE ANDREW HALCRO, sponsor of HB 152, said:

HB 152 addresses the anount of beer that a person
operating under a brewpub license can brew in a given
year. Years ago, brewpubs were created in the md '90s
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and the |icensees becane grandfathered in. There's only
a handf ul .

But over the last couple of years these brewpubs have
lived with very stringent conditions that have been
pl aced upon them that have limted their growh. But
even with such conditions they have still continued to
grow and the problem exists today that they operate
under a 75,000 gallon per year cap. They cannot brew
and sell no nore than 75,000 gallons in a year.

The problemis that sonme of these operators have opened
second | ocations and they have twi ce as many tables and
obviously, twice as many custoners, which neans that
cone Septenber or QOctober, they are going to hit the
75,000 gallon cap. Once they hit that 75,000 cap, they
have two options. One, they can cease production of
their own beer and just sell others' beer or they can
pay a conpetitor to brew their beer and then resell it
in their restaurant and in sonme cases, brew that beer
out of state, which neans there would be sone job |oss
with regards to individual breweries.

This is a kind of conpromse within the brewer's guild
industry. It provides them with a one-year (grace
period, sunsetting June 30, 2002. It allows them to
regroup and take a | ook at sone non-|egislative options
as well as possibly comng to sone kind of an agreenent
wi th the nenbers of CHAR and ARB and sonme of the others
to address naybe a legislative fix. But this is just a
band-aid, M. Chairman and it is an eleventh hour
conprom se.

SENATOR AUSTERMAN said he understood that it was a conproni se
com ng out of the House.

RERPESENTATI VE HALCRO said he was right. The original version of
HB 152 was far nore expansive and dealt with sone |arger issues.
Certain snmaller breweries felt that they needed to have their
probl ens addressed, too, to create this even playing field in the
mar ket place. That had a trenendous anmount of politica
opposition, nostly from outside of the Capitol Building. They
decided to put sonething in place for a year; so, during the
interimso they could get all of the affected people to the table
and negotiate sone kind of an agreenent. This nmay include non-
| egi sl ative fixes. So, they m ght not be back next year.

SENATOR AUSTERMAN asked if the "fix" takes them to 150,000
gal | ons.
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REPRESENTATI VE HALCRO replied yes and that basically right now
the cap is at 75,000 gall ons.

They can wholesale all of it; they can sell all of it
in their restaurants. There's no limtation as far as
what they can't. The concern is that sone conpetitors
don't believe that they should have the ability to
wholesale as well as sell their beer in their
restaurants. So what we've done is we've doubled the
cap, but we've limted the anount they can whol esal e.
Currently, there is no |imt they can wholesale.
There's only that 75,000 gallons. So, this does take
into consideration sonme of the anti-conpetitive
argunents that are out there. These folks should be
able to do both. W're limting the whol esal e out put
t hrough this one-year sunset bill. Are there questions?

MR. GLEN BRADY, President and Brew Master, Silver Gulch Brew ng,
opposed HB 152. He said:

| can't support this as a tenporary band-aid. There's a

lot of essentially ill wll in-house and folks are
tired of looking at this. W' re dealing with one group
of people, so this ends up being special interest

| egislation to give themessentially what they want.

To say that Ilimting their wholesaling to 75,000
gal lons per year, we're one of the larger breweries in
the state, up here in Fairbanks, and 75,000 gall ons per
year is nore than we sold in the entire state of Al aska
|l ast year. So, it's essentially no cap; it's no
protection against them flooding the market under a
mar keting tool for their retail establishments. So, for
those reasons |'m against this. | think they should
probably be able to get by with what they have on the
books right now.

| do believe that we as a group, brewers, industry
menbers and the legislature certainly need to take a
| ook at brewpub legislation. | think there is room for
both breweries and brewpubs, but | don't know if this

band aid is such a good idea in light of many of the
ot her things that are going on.

SENATOR AUSTERMAN asked if he was a brewer who sol d whol esal e and

asked if it was correct that he didn't want to see the brewpubs
conpeti ng agai nst him
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MR. BRADY answered that was correct.

| don't want to see a brewpub conpeting with ne in the
whol esal e mar ket pl ace where | am prohi bited by |Iaw from
conpeting with them in the retail marketplace. That's
been kind of the crux of the breweries' issues all

al ong.

W do believe generally speaking that the brewubs
should have their production cap lifted. They should
not be penalized for being successful and certainly
Moose' s Toot h has been very successful. My hat's off to
them However, the issue we have with the production
cap is the wholesale portion that goes out into the
mar ket place. That's to them a marketing tool. It's a
very small part of their business. For us that is our
only source of revenue. That's our bread and butter
So, it's adifficult situation for small brewers.

CHAI RVAN PHI LLI PS asked who el se opposed this bill

MR. BRADY replied that he is speaking for hinself, he is on the
Board of Directors of CHAR, and this is sonething they as a group
have di scussed. The Board is also against this, however he could
not speak for them

CHAl RMAN PHI LLI PS asked if the board had voted on it.

MR. BRADY replied that the board voted to support the original
| anguage doubling the production cap of a brewpub wth the
exception that above 75,000 gallons per year, they would give up
their option to whol esal e.

MR LARRY HACKENM LLER, Chairman of the Board of State CHAR, said

he also is a bar owner in Fairbanks and opposed the bill as
witten.
The CHAR Board voted, | think it was unaninous, to
support the bill on the 150,000 gallons provided the
whol esale item was added. Personally, [|'ve done this
for the last eight years - conme before a |egislative

body and fought this issue, because conpetition wth
br ewpubs has been around for years. They started off as
a brewpub, not a brewery and that's specifically to
sell their own type of beer. Each year they cone back
asking for nore and nore and nore.

One of the things we haven't gotten away from wth
regards to brewpubs is that by |law, they can give away
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free sanples on the prem ses; they can sell growl ers on
the prem ses. W try to keep that separate. |If you have
an off prem ses package store, you're not allowed to
give away free sanples on the prem ses or sell them by
the drink. Brewpubs could do that. | can't sell off
prem ses; but brewpubs can do that. So, there's kind of
a disparity there. Every year they keep com ng back for
nore. Last year when they brought this up, they wanted
a 150,000 cap instead of the 75,000. They i ndicated why
150 at all? Wiy don't we just have open?

Vell, then, to cover breweries and follow the rules
there, a brewery person cannot sell alcohol, open
container or sell by the drink, on premses. So,
everybody's got restrictions except brewpubs and they
want nore. | think that the conprom se that the brewery
people cane up with, the original one, regarding the
i ssue of the 150,000 gallons and the whol esale cap was
a good cap. It still allows themto be conpetitive.

In the House they even had it set up so that the
brewers could get |icensed prem ses. You' re just taking
away the whole three-tier system which involves nunber
one, the manufacturers, nunber two the whol esal ers and
distributors and we, the retailers. W Kkept that
separate for a reason, so you woul dn't have nonopoli es.

| don't agree with the sunset clause especially because
one year fromnow all they're going to do is cone back
and ask for nore. They're not going to go back to what
they had originally. You can't expect soneone to get an
open cap like this and cone back and determ ne that
you're going to take away this business from them
That's al nost idiotic.

Also, | would like a study to be done before this bil

goes any further wth regards to just what the
gal l onage is for each location. But be careful, because
what they'll tell is that they use 65,000 gallons of
their 75,000 gallon cap, so therefore they need nore.
Yet, how nuch are they wholesaling off prem ses? If
they are taking 20,000 gallons of that and selling it
off premse or in a different location neans that if

t hey stopped that, they would still have that 20,000 to
sell on their prem ses. Again, the CHAR Board wi || not
support this bill and voted only to support what we

cane up with originally - the 150,000 gallon wth a
75, 000 gal | on whol esal e cap.
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MS. KAREN BERGER, Owner, Honmer Brewing Co., said she agreed with
M. Brady in Fairbanks 100 percent. "Hi s conments stand true for
the beliefs here in Honer."

SENATOR AUSTERMAN sai d he was confused, because the CS does go to
150, 000 and caps at 75,000 gallons al so.

MR. BRADY asked himto rephrase his question.

SENATOR AUSTERVAN reiterated that this bill says that they nmay
not do nore than 150,000 gall ons of beer in a cal endar year, sel
not nore than 75,000 gallons manufactured on the prem ses as a
whol esal er. He said he thought that's what he heard M. Brady say
he wanted and he thought that's what the bill does.

MR. BRADY responded that the original |anguage that the State
CHAR organi zation and the Brewer's @Quild of Al aska supported was
150, 000 gal |l on per year cap with the | anguage saying if a brewpub
goes above 75,000 gallons per vyear, they give up all their
options to whol esal e, not 50 percent of it, essentially.

Ri ght now the way the bill is witten, they can produce
75,000 gallons for sale through a whol esal er and they
can sell an additional 75,000 gallons on the prem ses.
That's the difficulty we have, because basically in a
mar ket place as small as Al aska, 75,000 gallons of
whol esal i ng woul d be conparable to having no production
cap. If this were California, that would not be the
case, but we're limted geographically and popul ation
Wi se.

SENATOR AUSTERMAN said they were only limted if they stay in
Al aska and sell it in Al aska.

MR. BRADY replied that the production cap doesn't apply outside
the state. "It's only instate.”

REPRESENTATI VE HALCRO conmment ed:

W need to keep in focus what we're tal king about. The
beer that's brewed by brewpubs in M. Brady's conpany
represents four percent of the total beer sold in this
state. It's a fraction. But nore inportantly, conments
made by both M. Brady and M. Hackenmller - and |

understand them - but the assertion that we've cone
back year after year needs to be clarified a little
bit.
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| introduced this bill two years ago. It never got out
of Labor and Commerce, but nore inportantly every year
for the last nunber of vyears, these brewpubs, every
year it seens that they have been put under increasing
pressure and increasing regul ations. For instance, they
have been living with this 75,000 gallon cap. Two years
ago they accepted a provision that said if they want to
expand and open a second location, they had to go out
and buy a beverage di spensary license, which allows you
to serve hard alcohol. Even though one of these
organi zations had no desire to serve hard al cohol, they
had to go out and spend $150,000 on a beverage
di spensary license so they could open up a second
| ocation. That was one of the requirenents that was
pushed by the nenbers of CHAR as they felt it would
even the playing field to nake sure brewpubs and sone
of these nore established bars and eating and drinking
pl aces were on the same |evel and had the sanme kind of
investnment. So, the assertion that these people cone
back to the table every year and want a bite of the
apple is conpletely untrue. To date they haven't been
given anything. They've sinply lived with sone of the
requi renents and the conditions that have been placed
on them by ot hers.

MR, CH P DUGGAN, Owner, Duggan's Pub, said he agreed with M.
Brady and Ms. Berger, that the CS doesn't limt the brewpubs to
anyt hi ng.

It gives them 75,000 gallons to wholesale and 75, 000
gallons to retail. And that's a very unfair conpetition
agai nst the breweries in the State of Alaska. 1'd |ike
to state that I'min favor of, if they do go over the
75,000 gallons, that they do not sell any nore
whol esal e product after that.

MR. DOUG GRIFFIN, Director, Al cohol Beverage Control Board, said
he woul d answer questions the conmttee may have about existing
state law. He said that Representative Halcro had done a very
good job of giving sone of the history and his coments are
accurate. He did not have a position on this |legislation other
than that the whole area of brewpubs has been in the state of
evolution for the last five years.

MR. CHRIS ANDERSON, d acier Brew House, supported HB 152. He
sai d:

The bill, as it raises the anmount of production for
brewpubs, there's really only one of us that is really
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involved in that type of business right now that it

affects. As a brew house, this bill will not directly
affect ne, although for ny conpetitor, the Mbose's
Tooth, it will, for which it is a great thing. | really

think this is a good thing for them and overall very
good for the industry...

MR. ANDERSON said he was also tired of this issue comng up. He
said if there was any change to the bill, he would like it to be
a permanent change, not just tenporary.

SENATOR TORGERSON asked how nmuch beer he sells whol esal e.

MR. ANDERSON replied about 800 barrels per year or about 42,000
gal | ons.

SENATOR TORGERSON asked if he would have to buy a brewery |icense
if he wanted to exceed that.

MR. ANDERSON replied that he cannot own a brewery license. "A
brewery together with a beverage dispensary license is currently
illegal in the state. W bought a beverage dispensary |license so
that we could go a different route, which was required several
years ago."

SENATOR TORGERSON sai d, "Maybe we're fixing the wong thing."
MR. ANDERSON sai d:

If we ook at the breweries in the state, for those of
you who |l ook at this type of thing, the Mose' s Toot h,
the d acier Brew House, M dnight Sun, SJ Kline's place,
Homer, Fairbanks altogether, if we put all of our beer
together, we may do maybe 8,000 or 9,000 barrels of
beer total. That's |less than one percent of the tota
beer coming into the state. The rest of the beer, as
Jeff Larson does an excellent job in Alaska and he
sells 83,000 barrels of beer, but he's the only true
brewery in the State of Al aska. The rest are just very
smal | operations of |ess than 2,000 barrels.

MS5. MARI KA HEATWALL, WMbose's Tooth Brewpub, said she wanted to
answer two questions and wanted also to inpress upon them the
i nportance of raising the 75,000 gall on whol esal e cap.

Moose's Tooth currently at their established rate of

production wll hit 75,000 gallons of brew production
|late this sunmer or early this fall. At that point in
time, without this sunset, they wll be forced to stop
brewing out of their $1 mllion manufacturing facility
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in Ship Creek. Holding that kind of a facility idle is
very expensive. They would also at that tinme |ose their
contract relationships; they have taps in several
restaurants (they have about a dozen in the Anchorage
area). The reason the | anguage has been crafted the way
it has is to allow them in this one-year sunset to
continue their existing operations.

Senator Torgerson, through the chair, nentioned that
maybe this bill is fixing the wong thing and

couldn't agree nore. There have been nunerous
conversations anong the Brewer's @Quild and there need
to many many nore about what the final outcone needs to

be. | sinply hope to clarify that w thout the |anguage
the way it's witten before you now, one conpany in
Anchorage will have to cease their operations this

summer. We hope that this body sees it's unnecessary to
put sonebody out of business. This is conplicated;
there are many many regulations affected and |ots of
interested parties. W ask sinply that we have a year
to work with all the interested parties to resolve the
issue Wwthout putting sonmeone unnecessarily out of
busi ness or requiring them to | ose contract
rel ationships with sone of the restaurants that they
currently serve.

SENATOR DAVI S asked if she supported the sunset.

M5. HEATWALL answered that she does support it only in that,
"This would allow everyone to stay in business for the year and
to cone back to this body with hopefully an appropriate sol ution
to every bodies' concerns.”

SENATOR TORGERSON asked M. Giffin, "Why don't we |license these
pl aces as breweries?"

MR. GRIFFIN replied:

That is really where we started this whole thing about
six years ago. W did allow breweries to own restaurant
eating place licenses, which is commonly refered to as
the beer and wine licenses. That's how t hese handful of
what are now brewpubs started out. That was seen as
being an attack on the three-tier system and sone
people taking advantage of a |oophole. So, the
| egislature prohibited that, made it a prohibited
financial interest that you couldn't have a beer and
wine license and a brewery license together. That's
what forced the hand of the Mdbose's Tooth fol ks and the
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Brew House and Snow Goose to go out and buy a beverage
di spensary license and convert from a brewery to a
br ewpub. That was in response to the Dbeverage
di spensary |icenses.

It felt that these folks were unfairly conpeting with
them because the brewpub or the brewery restaurant
conbination had nore of a flavor even though their
sales of food still qualified them as being
restaurants. They still felt that because the beer was
such a high lighter of their establishnent that they
were unfairly conpeting with them and so they got the
| aw changed. Now, unfortunately, the Mbose's Tooth
fol ks and sone others are felt to be unfairly conpeting
with the breweries. So, they're kind of caught between
the beverage dispensary Ilicensees and the brewery
| i censees; and they fit sonmewhere in the mddle there.
They' ve got it fromone side and now they're getting it
fromthe other.

There is a legitimate concern on the part of the
breweries in that their whole neans of staying in
business is finding taps and shelf space in package
stores, if they're putting their product in a bottle
and that's what they've got to do. These places that
are brewpub licenses and are al so whol esaling have the
cash flow from the restaurant, the theatre operations,
in the case of the Bear Tooth. But the one thing that
does need to be taken into consideration is that all
these guys have had to go out and buy beverage
di spensary licenses, which in the Anchorage market was
about $150,000, plus or mnus $25 000 for what a
beverage dispensary |icense costs. So, they've nade
substantial investnments in their brew ng equi pnent and
they've had to nmeke investnents in |icenses. So,
they've gotten sone pretty tall orders in terns of
things they had to do to try to stay in conpliance with
the law. Now, unfortunately for the Moose's Tooth,
they're sort of a victimof their own success in that
t hey' ve been so successful in finding taps for beer as
whol esaler and also selling beer through their
restaurants, that they're up against this cap.

You can attach this problem from the other side and
that mght bring us full circle to where we started.

SENATOR TORGERSON said he didn't have the original bill in his
packet so he didn't know where it started.
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CHAI RMAN PHI LLIPS said he was inclined to hold the bill for one
day.

SENATOR TORGERSON remarked that he didn't have to do it for him
since he probably wouldn't support it, because he didn't think it
was the right way to fix it.

CHAI RVAN PHILLIPS said that was why he was going to hold the
bill.

SENATOR AUSTERMAN said he didn't feel it was the right way to
attack it either, but at this point in time in the |egislative
session, it mght be the only way we could address the issue
wi t hout placing theminto a box.

CHAIRVAN PHILLIPS said he would hold the bill one day and
adj ourned the neeting at 2:24 p.m
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