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ACTI ON NARRATI VE
3:17:34 PM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Commttee neeting to order at 3:17 p.m Representatives Col ver
Tilton, Josephson, Kito, Hughes, and O son were present at the
call to order.

HB 32- WORKERS COWP: CONTROLLED SUBSTANCES TESTS

3:18:32 PM

CHAI R OLSON announced that the first order of business would be
HOUSE BILL NO 32, "An Act relating to enployer-required drug
testing; requiring the Al aska Wrkers' Conpensation Board to
adopt regulations relating to the prescription of controlled
substances to enployees; and relating to the prescription of
control |l ed substances to enpl oyees."

3:19: 03 PM
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KONRAD JACKSON, Staff, Representative Kurt O son, Alaska State
Legi slature, on behalf of the prinme sponsor, Representative Kurt
O son, stated that HB 32 is intended to address opioid use,
which is one of the factors leading to the high cost of workers'

conpensation insurance in Al aska. The sponsor introduced a
simlar bill last legislature on the sanme topic. This bill
would allow for drug testing for workers' conpensation patient
opioid wuse wunder very specific «circunstances by limting
prescriptions for opioids to a 30-day supply. He said the
bill's focus is aimed to help reduce the high cost of workers'

conpensation in Al aska by addressing the epidem c use of opioid
use and abuse of prescription drugs by workers' conpensation
patients.

MR. JACKSON gave a brief section-by-section analysis of HB 32,
relating that Section 1 would authorize drug testing of injured
workers if the enployees have been prescribed a controlled
substance for over 90 days. He said a negative test could
result in denial of future paynents for the controlled substance
by the enployer, although negative or positive test results may
not result in any adverse enploynent action. He directed
attention to the "may" |anguage, which is perm ssive since it
does not mandate a test after 90 days.

MR. JACKSON stated that Section 2 requires the Wrkers
Conmpensation Board to adopt regulations pertaining to the
provisions in Section 3 of HB 32.

3:20: 53 PM
MR. JACKSON stated Section 3 wll limt prescriptions of
controll ed substances listed in schedule 1A |IIlA or VA in AS

11.71 to a 30-day supply; however, an enployer or insurer nmay
use an enployee's negative test result under AS 23.10 to claim
that the enployee may not be eligible for future paynents for
schedule I A controlled substance prescription. Again, this bil
is designed to Iimt and discourage use of |ong-term opioids by
restricting prescriptions to controlled substances to 30 days,
he said. He reported statistics that show one in four
prescriptions is being wused by someone who has not been
prescri bed the nedication that enployers are paying for, either
directly or through insurer prem uns.

3:22: 06 PM

MR. JACKSON enphasized that the drugs in question are not mld
drugs, but are opioids, which are a synthetic version of opium
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derived drugs as defined in AS 11. H gher usage and dosage of
opioids over long periods of tinme can l|ead to addiction,
increased disability or work loss, and potentially even death.
He reported that deaths from overdoses have grown dramatically
and in many states have now exceeded deaths from autonobile
crashes. He concluded by stating that prescription drug abuse
has been declared an epidemic by the Centers for Disease Contro
(CDC) .

3:23:45 PM

CHAI R OLSON asked whether patients can obtain a new prescription
so long as they see their doctor.

MR. JACKSON answered yes. The bill proposes reducing a 90-day
prescription of controlled substances to 30 days. Patients can
obtain refills by visiting their physicians, who can prescribe
an additional 30-day refill, if deemed necessary. The overall
goal is to reduce workers' conpensation costs, but also to get
wor kers healthy and back to work as quickly as possible, and
proper pain managenent is a key conponent.

3:24: 42 PM

REPRESENTATI VE HUGHES asked for further clarification if the
drug test is negative and the opioids are not in the patient's
system whether it is possible that these drugs mght be

diverted and are being illegally sold. She further asked
whether the statistics for overdoses are for patients being
prescribed the drugs or by people illegally buying diverted

prescription drugs.

MR. JACKSON replied that a negative test may result in denial of
a prescription refill for controlled substances, noting these
costs are being passed on to the insurer or the enployer. Thus
if the patients do not need the nedication, their enployers need
to stop paying for it. He clarified that this bill does not
accuse workers' conpensation patients of selling their
prescription drugs, in fact, patients may sinply be putting
their prescriptions in the nedicine cabinet. This bill allows
the drug testing to occur to ensure that patients are taking
their nedications. |If patients have been consciously attenpting
to wean thenselves off their pain nedication, and sone have done
so, they nust do so in conjunction with their doctors. He
reiterated that this bill does not intend to harm the injured
wor ker . He directed attention to some of the reports in
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nmenbers' packets that provide information on drug overdoses,
al t hough he did not specifically recall the figures.

3:27:48 PM

CHAIR OLSON said that he has heard that one-third of Al askan
workers are subject to random UAs (urine analysis) with nore

stringent actions allowed for positive tests. For exanpl e,
North Sl ope workers will lose their jobs if they have a negative
test. Enpl oyees of many industries, including ones related to

transportation, maritinme, and the mlitary currently subject to
drug testing, he reported.

3:28:28 PM

REPRESENTATI VE HUGHES said it is a good bill and she supports
it. She enphasized the inportance of reducing workers
conpensation costs in Al aska. She asked whether any enployers

are subject to rules regarding adm nistering random UAs, for
exanpl e, whet her enpl oyees are forewarned.

MR. JACKSON answered that this bill specifically addresses Title
23, which relates to workers' conpensation and does not apply to
ot her workers. He clarified that this bill applies to injured
wor kers who have been taking prescriptions opioids for nore than
90 days. However, this bill would not apply to patients taking
prescription drugs for opioids for less than 90 days; instead,
the trigger for drug testing of workers' conpensation patients
is for patients have been taking prescription opioids for 90
days or | onger. He stated that the details for testing will be
laid out in regulation upon passage of HB 32.

3:30:44 PM

REPRESENTATI VE COLVER asked who can order the tests, whether it
is the enployer or the workers' conpensation carrier

MR. JACKSON answered that it is not spelled out in the bill, but
it wll be established in regulation. He directed attention to
Section 1, which allows the enployer, or essentially the clains
manager to order the testing. He deferred to M. Mnagle to
further address this during his testinony.

3:31:49 PM

REPRESENTATI VE KITO said this is the first time he has seen the
bill. He expressed concern that the state would establish
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different classes of care for people. He offered if the state
believes that it needs to assure that there isn't abuse of
schedul ed drugs, the statutes should apply to everyone, not just

t hose receiving workers' conpensation. However, if there is
further concern about keep people from illegally selling
narcotics, it is already illegal to do so. He suggested that

there should be other ways to investigating whether that
activity is taking place. He did not think that doctors could
provi de evidence to an investigator as to whether a patient is
potentially selling narcotics.

3:33: 09 PM

REPRESENTATI VE KITO asked how long it takes for prescription
drugs listed in schedule A to clear a patient's bloodstream
He wondered when workers' conpensation patients will have clear
urine analysis tests. He further asked for the percentage of
cases that this would apply to in Al aska, for exanple, if the
state has 100 workers' conpensation cases, how many cases woul d
involve prescriptions for narcotics beyond 30 days. He asked
whet her the doctor will need to refill the prescriptions after
30 days for patients who have prescriptions for narcotics.

MR. JACKSON answered he is absolutely correct that it is illega
for anyone to resell prescriptions that are not prescribed to
t hem Thus only pharmacies can sell prescription drugs. I n
terms of the length of tinme for opioids to |leave a person's
system he surmsed that it would depend on the body nass and
the drug; however, he was not certain. He deferred to M.
Monagl e, but also offered to research the matter

3:35:42 PM

REPRESENTATI VE KITO felt it was inportant to know what workers
conpensation patients were being testing for and if a
prescription drug clears in one day or seven days would nean
di fferent things.

MR. JACKSON provided sone statistics for Alaska, noting that in
2011, prescription drugs conprised alnmost 20 percent of the
medi cal costs of workers' conpensation clains. Over 90 percent
of the time, injured workers mssing one or nore weeks had
prescriptions covered by workers' conpensation, of which, 60 to
90 percent received opioids or narcotics.

3:36:42 PM
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REPRESENTATI VE KI TO asked for further clarification if he was
i ndi cating 60 percent of 90 percent of the 20 percent of nedi cal
costs were for workers' conpensation cl ains.

MR. JACKSON answered yes.
3:37: 09 PM

CHAI R OLSON asked whether that anounted to 11 percent of injured
wor ker s.

MR. JACKSON deferred to Chair O son on the math.
3:37: 20 PM

MR. JACKSON, referring to the 30-day renewal, stated that the
sponsor's hope was to encourage a stronger and nore robust
comuni cati on between doctors and injured workers, which wll
allow for 30-day refills of prescriptions for opioids, which
coul d encourage a conversation between doctors and patients that
could mean patients don't need prescriptions for additional
dr ugs.

3:38:11 PM

REPRESENTATI VE  JOSEPHSON asked f or clarification on t he
statistics.

MR. JACKSON responded that 20 percent of the nmedical costs in
wor kers' conpensation clains were for prescription drugs in
2011. Ni nety percent of the injured workers who m ssed a week
or nore received workers' conpensation prescriptions, with 60-90
percent of themreceiving opioids.

3:39: 25 PM

REPRESENTATI VE JOSEPHSON said that the statistics tell him that
injured workers are prescribed lots of drugs. He contenpl at ed
how best to wuse that information and whether this bil

represents the right nmeans to reduce costs.

CHAIR OLSON added that HB 32 will provide one tool to do so.
Utimately, he hoped that the best practices for pain nmanagenent

will be conpleted in the next year or two. Although he is not a
doctor, it seemed to him that prescribing drugs to injured
workers that were intended as end of |ife drugs for cancer

patients wthout first trying other options can create sone
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pr obl ens. For exanmple, after several nonths of being on
opi oids, injured workers are nuch less likely to return to their
jobs. He offered to provide statistics, but reiterated that the
longer injured workers are on drugs |ike oxycodone, the |ess
likely they are to return to work.

3:41: 04 PM

REPRESENTATI VE JOSEPHSON asked whether any study or data
supported that legislation of this type in other states has
achieved results, in other words if premum costs were then
reduced.

MR, JACKSON rel ated that Florida, Washington, Col orado and Texas
have initiated refornms and Texas and Washington have al so seen
significant reductions in deaths from opioid use. Oher states,
i ncluding Florida have restricted physicians from di spensing and
all of those nmeasures have contributed to a reduction in deaths
and abuse of prescription opioids. He did not have the
statistics on hand, he said.

3:42: 42 PM

CHAIR OLSON recalled that the conmttee has a relatively recent
nati onal study from the Wrkers' Conpensation Research Institute
it can distribute to nenbers.

3:43: 55 PM

REPRESENTATI VE TILTON related her wunderstanding that |ong-term
use | eads to addiction. She asked whether workers' conpensation
covers rehabilitation

MR, JACKSON deferred to M. Mnagle to respond. He referred to
a study in nenbers' packets by the Lockton Conpanies entitled

"Opioids Weak Havoc on Wrkers' Conpensation Costs" that
hi ghl i ghted the addiction and ot her problens observed throughout
the country. He added that nenbers' packets also include sone
charts that show the nunber of deaths attributed to overdoses.

3:45:19 PM
REPRESENTATI VE TILTON asked whether any information is available

on prescription pai d medi ci nes prescri bed in wor ker s
conpensation cl ainms that have been seized in investigations.
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MR. JACKSON answered that he was unsure whether the Departnent
of Public Safety (DPS) tracks the source, but he offered to
check. He stated the DPS provided information in nenbers’
packets on hydrocodone seized in 2011-2013.

REPRESENTATI VE TILTON suggested it may be difficult to track
that type of information, but it could be useful information.

CHAIR OLSON offered to request any information that is available
fromthe departnent.

3:46: 54 PM

REPRESENTATI VE KI TO pointed to the earlier statistics. He said
he was surprised only 20 percent of workers' conpensation clainms
i nvol ve prescriptions, but it seenmed as though about 1 or 1.2
peopl e per hundred were using opioids. He asked for further
clarification on whether there are any anticipated cost savings
by inplenenting this bill.

MR. JACKSON answered that not have the figures, which were

calculated by the National Council on Conpensation |nsurance
(NCCal) . He anticipated that it nmay take time to quantify costs
and savings that may be realized from passage of HB 32. He

offered to try to obtain the information.
3:48: 24 PM

REPRESENTATI VE KI TO asked for further clarification on whether
the informati on woul d be nati onw de or applicable to Al aska.

MR. JACKSON answered that the estimated savings would be

specific to Alaska, assuming that this bill passes.

3:48: 46 PM

REPRESENTATI VE KITO expressed an interest in identifying a
bal | park figure of cost savings. He reiterated his interest in
how nuch noney Alaska insurers stand to save on workers
conpensati on costs. He suggested that if the state hopes to

save noney it would be good to identify any savings.

MR. JACKSON enphasized that he agreed it 1is inportant to
determ ne savings, plus, another benefit in passing the bill
could be the nunber of people that may never abuse narcotics or
have prescription drugs diverted and found by children.

HOUSE L&C COW TTEE - 10- February 27, 2015



3:50:17 PM

CHAIR OLSON stated that approximately half the states have
enacted simlar |egislation. He offered to obtain the
information on the nunber of states that have inplenented
measures of this type. He offered his belief that other states
have seen significant savings.

3:50: 45 PM

REPRESENTATI VE HUGHES of fered her belief that it is inportant to
have a foundation on this issue. She asked for further
clarification, in ternms of protection of privacy, of how

enpl oyers becone aware of their enployees being on workers
conpensat i on.

MR, JACKSON deferred to M. Mnagle to respond.

REPRESENTATI VE HUGHES asked for further clarification on the
information that enployers are provided.

3:52:33 PM

REPRESENTATI VE JOSEPHSON agreed this could be in the workers'
best interests; however, he imagined that injured workers wll
be taking painkillers and not be getting a flu shot. He | ooked
forward to a discussion on the nature of enployer being privy to
this type of nedical information

3:53:51 PM

M CHAEL MONAGLE, Director, Central Ofice, D vision of Wrkers'
Conpensat i on, Department of Labor & Wborkforce Devel opnent
(DLWD), said as he consider the bill, he does not look at it in
terms of cost savings to enployers, but in ternms of returning
sonmeone back to work and preventing people from destroying their
lives by long-termopioid use. He recalled an instance in which
an injured worker reached a point of nedical recovery, but due
to extensive use of opioids for several years, the worker had
devel oped such cognitive and other inpairnents that the doctor
classified the worker as pernmanently disabl ed. He said that it
was those types of concerns that this legislation will address.
The 90 days is identified by nedical studies as the threshold
when the physical problens begin to devel op. He said that the
curve for enployees who return to work drops off sharply after
90 days on prescription pain killers. He expl ai ned that under
the bill, injured enployees under workers' conpensation clains
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would obtain a 30-day supply of nedication, followed by a
consultation wth their physician who can determne the
ef fecti veness and necessity of prescribing an additional 30-days
prescription for opioids. In many cases there isn't any
functional inprovenent and the patients becone addicted to
opioids and continue to use them Nati onwi de, the enphasis is
to work to wean patients off opioids after 90 days in the hopes
that patients can discontinue these drugs and |earn how to dea
with their pain managenent in nore constructive ways.

3:56: 29 PM

REPRESENTATI VE JOSEPHSON asked for further clarification on how
enpl oyee privacy and the enployer's right to know woul d wor k.

MR. MONAGLE said that typically what was neant in referring to
the term "enployer"” in workers' conpensation matters is the
enpl oyer, the insurance conpany, or the clains admnistrator.
Unless the entities are self-insured, nost enployers do not
interact with an injured worker; instead that contact is done by
the insurance conpany or the contracted clains admnistrator.
The clainms admnistrator or clains adjustor provides regular
contact with the injured worker, who reviews the nedical bills,
aut horizes paynent of nedical bills, and issues disability
checks to the injured worker. He reiterated that the enpl oyer
t he insurance conpany, or the clains admnistrator are the ones
who wll have access to the information on the prescription
drugs since they are the ones who have access to the frequency
that the injured worker 1is using prescription drugs. He
suggested the clains administrator would initiate any check on
the prescription, not the enpl oyer.

3:58: 03 PM

REPRESENTATI VE JOSEPHSON asked whether the <clains adjustors
confer to inquiries by small enployers and if these adjustors
use sone discretion

MR. MONAGLE answered that workers' conpensation was excluded
from H PAA [Health Insurance Portability and Accountability Act
of 1996] law so the health care concerns between a provider and
the patient does not apply in workers' conpensation cases.
Second, the provision of the Wrkers' Conpensation Act says that
parties to workers' conpensation cases are entitled to any of
the information about that case, which includes the enployer,
the injured worker and their representatives, such as the clains
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adm nistrator or |egal counsel. Thus any of the parties would
have access to the information, he said.

3:59:26 PM

REPRESENTATI VE JOSEPHSON asked whether any current statutes
requires drug testing other than for those enpl oyees operating
heavy equi pnment or for commrercial carriers.

MR. MONAGLE answered that AS 23.10.600-699 outlines enployer
drug testing. First, drug testing is a voluntary system so it
is not mandatory for any enployer to test. Drug testing is not
adm nistered by the state, but is left open to private action.
He suggested that if enployees feel their rights have been
violated, their recourse is civil. It goes on to say that an
enpl oyer nust neet certain requirenents in order to put in a
policy for drug testing, for exanple, providing enployees a 30-
day notice prior to inplenenting a plan, as well as advising
them of the conditions of testing, including the substances that
w il be tested. These statutes al so provide renedies for those
whose confidentiality has been violated or who suffer a false
positive test that occurred through negligence on the part of
t he enpl oyer or the person doing the testing for the enpl oyer.

4:01:41 PM

AESHA PALLESEN, Assistant Attorney GCeneral, Labor & State
Affairs Section, Civil D vision (Anchorage), Departnent of Law
(DAL), agreed that provisions are generally set out in AS 23.10
for drug testing and that Section 1 of this bill would add a
section to that drug testing regine for a negative drug testing
in workers' conpensation cases.

4:02:19 PM

REPRESENTATI VE KI TO recalled M. Monagle nentioned a patient who
was on opioids for a long period of time;, however, he offered
his belief that this bill would not do anything about that and
would only allow an action to be taken if someone had not been
t aki ng prescribed opi oi ds.

REPRESENTATI VE KITO expressed concern about what would be
acconplished by the bill if the only denial is in regards to
t hose who are not taking their prescribed nedication.

CHAIR OLSON stated that part of the bill was ainmed at having
wor kers' conpensation injured enployees see their doctor nonthly
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and not refilling potent drugs via the pharnmacy. He said that
this action may result in additional costs, but it my also
result in ultimate savings; however, the ultimate goal is to
assist in getting injured workers back to work.

4. 05: 06 PM

SCOIT JORDAN, Director, Division of Ri sk Mnagenent, Departnment
of Admnistration (DOA), in response to a question on privacy
i ssues, stat ed t hat Heal t h | nsur ance Portability and

Accountability Act (HI PAA) does not apply to workers’
conpensation cases so the state, which is self-insured, can
share these records. He reported that he obtains a quarterly
report of the workers' conpensation individuals on opioid drugs.

4:06: 05 PM

CHAI R OLSON asked for further clarification on how many injured
enpl oyees are taking schedul ed drugs.

MR. JORDAN answered that 67 enployees of 900 open clains, or
|l ess than 1 percent are prescribed opioids. He characterized it
as a | ow anount.

4:06: 31 PM

REPRESENTATI VE JOSEPHSON asked for further clarification that
these are injured Al aska state enpl oyees.

MR. JORDAN answer ed yes.
4:07:09 PM

LORI W NG HEI ER, Director, Division of | nsurance (DA),
Anchorage O fice, Departnment of Comrerce, Conmunity & Econom c
Devel opnent (DCCED), stated that from the DO's perspective,
after all is said and done, the data cones to the division and
the DO sets the rates for enployers, including rates for the
State of Alaska. These rates have gone up, and while they have

stabilized somewhat in the past year, the rates are still very
high. The division was proud that the state fell off the nunber
one spot in the nation; however, these rates still represent a
very high cost to enployers across the state. Any inpact to
bring down the cost of workers' conpensation will be considered,

and this is one approach to do so. As a former risk manager,
she can attest to the fact that the cost of rehabilitation is an
expensive part of nobst workers' conpensation clainms when it
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i nvol ves pulling sonmeone back from being on an opioid for a |ong
period tine. She reported that it increases the cost of the
claim which goes back into the workers' conpensation rate and
is shared by all enpl oyers.

4:08:52 PM

REPRESENTATI VE JOSEPHSON related his understanding that there
would normally be sonme type of tracking by the prescriber. He
asked whether that information would be shared to ensure that a
drug contract was foll owed. He asked whether that information
woul d nake its way back to the adjuster.

M5. W NG HElI ER answered that the adjuster will have a record of

prescriptions being prescribed to the injured enployee.
However, this bill would require the enployees to touch base
with the physician every 30 days. In fact, it isn't nmeant to

try to take the painkiller or narcotic away, but just requires
patients to touch bases with their physicians to help prevent
over prescri bi ng.

REPRESENTATI VE JOSEPHSON referred to Section 1 of the bil
related to testing. He asked whether there is sone redundancy
if the prescriber already doing some testing. He recalled that
in his experience as an attorney, that evidence he saw during
trial and drug contracts. He asked whether an insurance
adjuster will know those facts.

M5. WNGHEIER answered that the adjuster wll know the
prescriptions were issued, but she was wunsure whether the
adjuster will know if any prescriptions were not being used and
of the patient mght be stockpiling the medication.

4:10: 59 PM

REPRESENTATI VE JOSEPHSON asked whet her costs can be reported for
the 67 of 900 injured enployees. He recalled that 20 percent of
the cost is for prescription drugs so he wondered how nuch noney
i s being spent.

MS5. W NG HElI ER said she has cunulative data for the state, but
not the State of Al aska dat a. She deferred to M. Jordan. She
did not have the itemzed costs for the 67 injured state
wor ker s.

4:12:17 PM
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REPRESENTATIVE KITO offered that not all of the 67 tota

schedul ed drug use cases will have prescriptions for controlled
schedul ed drugs over 90 days or that all of them wll be
viol ati on cases. Thus it seened as though out of 67, a very

smal | nunber m ght be subject to this law. He asked whet her she
had any idea of the nunber of cases this would affect.

M5. WNG HEIER answered that she does not have the specific
information related to the state's plan; however, she agreed not
every case would be for injured workers with prescriptions for
controlled substances for over 30 days. She was unsure of
whet her the 67 of 900 were for prescriptions of over 90 days or
if that was the current total for the state's claimrecord. She
offered to provide sone state statistical data for all
enpl oyers.

4:13:51 PM

REPRESENTATI VE KI TO asked for further clarification on whether
this applies to all enployers. He expressed an interest in
seeing the data for all enployers.

M5. WNG HEIER offered to provide it.
4:14: 31 PM

REPRESENTATI VE JOSEPHSON related his wunderstanding that the
state does not wite workers' conpensation checks to insurers
since the state is self-insured.

MR. JORDAN agreed that is correct. In further response to
Representative Josephson, he clarified that the division does
not pay a prem um and he was unsure of the source of the $1, 400
prem um since the state is self-insured.

CHAI R OLSON answered that the $1,400 refers to the nonthly najor
nmedi cal health insurance cost for state enployees. This bill
would not affect those premuns since it isn't related to
wor kers' conpensati on.

4:15:25 PM

CHAI R OLSON opened public testinmony on HB 32 and held public
t esti nony open.

[HB 32 was hel d over. ]

HOUSE L&C COW TTEE - 16- February 27, 2015



HB 116- EXTEND ALCOHCOLI C BEVERAGE CONTROL BOARD

4:16: 37 PM

CHAIR OLSON announced that final order of business would be
HOUSE BILL NO 116, "An Act extending the termnation date of
the Alcoholic Beverage Control Board; and providing for an
effective date.”

4:17:00 PM

LAURA STIDOLPH, Staff, Representative Kurt O son, Alaska State
Legi slature, on behalf of the House Labor & Commerce Standing
Comm ttee, Representative Kurt O son, Chair, presented HB 116.
This bill would extend the sunset date for the Al coholic
Beverage Control (ABC Board) to June 30, 2018. Each year the
D vision of Legislative Audit reviews state boards and
commi ssions to determ ne whether they should be reestablished
per AS 24.44. The Division of Legislative Audit reviewed the
activities of the Al coholic Beverage Control Board ("ABC
Board"). The purpose of the legislative audit was to determ ne
whether there is a denonstrated public need for the ABC Board's
continued exi stence and whether it has been serving the public’s
interest effectively.

M5. STIDOLPH reported that the board has resolved all issues
found in prior audits with two being resolved and one being
partially resolved. She directed attention to the five findings
and recomendations in the nost recent audit. First, the
| egislative auditors recomended including having the board's
director ensure that all board neetings are properly published
on the state's online public notice system Second, the
| egislative auditors recommended that the board should notify
| ocal governing bodies of applications for new and transfer
licenses within 10 days of receipt. Third, the legislative
auditors recommended that the board should issue catering
permts in accordance with statutory requirenents. Fourth, the
| egislative auditors reconmmended that the board should issue
recreational site licenses in accordance with statutes; and
finally, the legislative auditors reconmended that the board
should inplenent a process to nonitor and track all conplaints
to ensure they are resolved in a tinely manner.

M5. STIDOLPH reported that the Division of Legislative Audit
recommended that the ABC Board be extended three years to June
30, 2018. The legislative auditors serve public's interest by
effectively licensing and regulating the manufacture, barter,
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possession and sale of alcoholic beverages in Al aska. I n
closing, she related the auditors found that the ABC Board
serves an inportant role in guarding the health and safety of
Al askans by protecting the general public through the issuance,
renewal , revocation, and suspension of alcoholic beverage
|icenses. The continuation of this board is very inportant, she
rel ayed.

4:19:54 PM

KRIS CURTIS, Legislative Auditor, Legislative Audit Division,
Legislative Agencies and Ofices, reported that the division
conducted a sunset review of the ABC Board and concluded it was
serving the public interests; however, the division noted
several operational inprovenents were needed in the licensing
and general adm nistration of the board. She said that the
board is set to sunset in June 2015 and the legislative audit
recommended a conditional five-year extension. At the tine the
audit was conpleted in May 2014, the outconme of the marijuana
initiative was not yet known, so the audit suggested a three-
year extension, just in case the marijuana initiative passed,

since the initiative wll significantly expand the board's
duti es.
4:20: 45 PM

M5. CURTIS referring to page 9 of +the legislative audit,
reviewed the recommendations. She directed attention to
Recommendation 1, which recomrended that the board' s director
ensure that all board neetings are properly published on the
state's online public notice system Three of the 25 neetings
held were not publically noticed, she said. Second, referring
to page 10 of the audit, she said that the division's auditors
recommended [Recommendation 2] that the board should notify any
| ocal governing bodies of applications for new and transfer
licenses within 10 days of receipt as required by statutes. The
auditors found the board did not notify |ocal governing bodies
within the required timefrane for two of the ten |icenses
t est ed. She advised that these errors were caused by board
staff not adhering to their policies and procedures.

4:21: 21 PM
M5. CURTIS directed attention to audit Recomendation 3, that
the board should issue catering permts in accordance wth

statutory requirenents. The auditors reviewed four |icensees
who had received nore than six consecutive catering permts. O
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those, three of the four were non-conpliant, which each
represent a statutory violation since the permts were issued
with the intention of serving alcohol on a licensed prem ses
during the regular operation of the business rather than for a
short-term social gathering or simlar event. The board issued
the permts to ensure that the businesses could continue to
oper at e.

4:21:56 PM

M5. CURTIS referred to page 11 to audit Recommendation 4, which
recomrended that the board issue recreational site licenses in
accordance with statutory requirenents. She reported that 15 of
32 recreational site |licenses active during the audit period, or
40 percent of the businesses, did not neet the criteria for a

recreational site license. She explained that the ineligible
busi nesses included a sports center and pub, an exercise gym
gift shop, bowing alleys, theatres, and pool halls. These

business types did not neet the definition of a recreational
site nor were the operations Iimted to a season. The issuance
of these |icenses expanded the nunber of establishments |icensed
to sell alcohol over the nunber allowed for in statute. She
stated that inquiries with board nmenbers reveal ed that i nproper
i ssuance of these recreational site licenses was caused by an
historic msunderstanding of what qualifies as a recreational
event.

4:22:55 PM

V. CURTIS referred to page 12 to the final audi t
recommendati on, Recomendation 5, that the board inplenent a
process to nonitor and track all conplaints and to ensure that
they are resolved in a tinely manner. Although the board had a
process in place3 to receive conplaints, conplaints were only
tracked if they resulted in an inspection or investigation. | f
the conmplaint was deemed invalid, it was not docunented;
furthernore, the basis for a decision not to investigate was not
docunented or nmaintained. She stated that the board director
did not consider tracking all conplaints as necessary since
there was not any statutory mandate to do so. She concl uded
that the department and the board agreed with all of the audit
recommendati ons and submtted a corrective action plan.

4:23:35 PM
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REPRESENTATI VE JOSEPHSON, in ternms of the m sunderstanding on
Reconmendati on 4, asked whether the board currently agrees on
the foregoing interpretation of the statute.

M5. CURTIS answered that the division believes so. The board
and departnment's response to the audit indicated that the board
had operated under guidance from the assistant attorney general,
but the board has since reconsidered its process, including
taking public testinony, and the board has gone back to a
stricter interpretation of statute.

4:24:34 PM

REPRESENTATI VE JOSEPHSON referred to a proposed rewite of Title
[4] and to the stakeholders who are working on it. He asked
whet her this should give the conmttee sone pause and if it wll
lead to a shorter extension given the ABC Board' s shared staff
with the proposed marijuana board.

M5. CURTIS answered that the recomendation for extension took

into consideration the results of the audit, including the
findings and recommendations. Wen the sunset audit was
conpleted for the ABC Board, the division did not have any idea
if the marijuana initiative would pass. She acknow edged t hat

the proposed nmarijuana board envisioned sharing staff with the
ABC Board; however, she did not see a sunset provision for
proposed marijuana board. She suggested that iif the two
separate boards plan on sharing staff, it 1is possible the
extension date could put the sunset dates of each board out of
synch with one another, which could result in inefficient use of
audit resources.

CHAIR OLSON conmented that as the bill establishing a marijuana
board continues to nove forward through the |egislative process,
that he will work to ensure that it shares the sane sunset date
as the ABC Board. He also noted that some of the Departnent of
Conmer ce, Community & Economic Devel opnent's occupati onal
licensing staff was often shared by boards.

M5. CURTI S agr eed.

4:26: 55 PM

REPRESENTATI VE HUGHES had questions on sone of the proposed
changes to the Title 4 [alcoholic beverage] revisions. She
suggested that three years still works for a proposed sunset.

She asked whether Ms. Curtis had any conments.
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M5. CURTIS answered that at the tinme the field work was done,
which was in late spring, the division was aware of the
st akehol ders group, but could not predict any outcone at that
poi nt .

4:27:34 PM

REPRESENTATI VE KITO referred to audit Reconmmendation 2, in which
two neetings did not have the appropriate notice. He asked
whether there is any cause for the state to find out if
deci sions were made w t hout adequate | ocal invol venent.

M5. CURTIS answered that the division did not find any
conplaints made by the |ocal governing body or any outcone
resulting fromthe lack of tinely noticing.

4:28:36 PM

REPRESENTATI VE KI TO related her wunderstanding that the severa
violations occurred with Recomendations 3 and 4. He asked
whet her the violations were corrected and if the permts been
renmoved, where appropriate.

M5. CURTIS answered that the audit team does not know that;
however, it will be a good question for the departnment.

4:29: 00 PM

CYNTHI A FRANKLI N, Executive Director, Al coholic Beverage Contro
Board ("ABC Board"), Departnent of Commerce, Community &
Econom ¢ Devel oprment (DCCED) introduced herself.

4:29:26 PM

REPRESENTATIVE KITO asked for further <clarification on the
sunset audit Reconmmendations 3 and 4, and if the changes have
been i npl emented and i nproper pernmits have been w t hdrawn.

M5. FRANKLI N answered that with respect to Recomendation 3, the
catering permts were for individual events that had been held
prior to the audit, that catering events are held for specific
events, and represent short-term permssion in which sellers

serve al cohol . She elaborated that what happened with the
catering permts predated her tenure wth the board as of |ast
Sept enber . She related her wunderstanding that there was a

practice during the liquor license transfers such that the new
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licensees had the expectation of approval. During this
timeframe catering permts were issued that allowed the
establishment to continue to sell or serve alcohol. In
particular, this occurred with respect to stock transfers, in
whi ch ownership of the organi zation changed but the day-to-day
operations were not changing. She said the agency was i ssuing
catering permt to allow for "non-interruption" of service in
the license; however, it was determned to violate the permt
statute. She reported that the practice had already been
di sconti nued by Septenber 2014, and the ABC Board does have
safeguards in place to check all catering permts to ensure that

the activity is not happening. She said that involves sone
coordi nation between the licensing and enforcenent sections,
which was not previously occurring. She stated that this

practice has ceased.
4:31:43 PM

M5. FRANKLIN said it is a little nore conplicated in terns of
the recreational site |icenses. She explained that |iquor
licenses were issued to businesses that did not technically
qualify for recreational site |icenses. For exanple, a
recreational site license was issued to the Alaska Cub South
| ocati on. However, the facility is a gym that operates every
day and does not qualify for an event. Since they have a |iquor
license, the ABC Board will not be able to review the |icense
until renewal . However, the board is very aware it overstepped
its bounds in issuing that and several other recreational site
licenses. She anticipated that the issue will be addressed when
t hese |icenses cone up for renewal .

4:32:46 PM

REPRESENTATIVE KITO asked whether provi si ons allow for
transition of facilities. He related his wunderstanding that
gaps could exi st when transferring owership and there is a gap;
however , he asked whether anot her met hod for i Ssui ng
transitional |icenses exists.

M5. FRANKLIN answered not really. She characterized this as
being "chicken and egg" problem in ternms of stock transfers,
depending on the individual transfer. For exanpl e, in
Anchorage, a beverage |icense dispensary |license was sold by the
Sourdough Mning Conpany to the Texas Roadhouse wth the
intention that Sourdough Mning Conpany would conme in and
acquire a restaurant eating place license that would allow it to
continue selling beer and wine with neals. However, this effort

HOUSE L&C COWM TTEE -22- February 27, 2015



requires engaging in careful planning, and had he applied ahead
of time, nothing would have prevented approval or a snpoth
transition when he sold his beverage dispensary license. Due to
the way the business transition occurred, the Dbeverage
di spensary license was sold, followed by an application being
submtted for a restaurant eating place |icense. It led to an
interruption in alcohol service at Sourdough M ning Conpany, she
said; however, if the person seeking transfers could have
pl anned better.

4:35:02 PM

MS. FRANKLIN stated that the ABC Board works to accommpdate its
| i censees. In this instance the statutes did not authorize the
board to issue catering permts to Sourdough M ning Conpany so
it could continue to serve alcohol to its custoners while the
busi ness obtained its other I|icense. Al t hough the board works
to assist its licensees, in sone instances it is out of the
board's control if licensees wait too long to apply.

4:35:44 PM

REPRESENTATI VE  KI TO, referencing audit Reconmendati on 4,
expressed concern that sone facilities may be operating
illegally if they received their permts in error. He expressed
further concern that sone operators should have sought an
al coholic beverage |license, but now have recreational site
licenses, especially since these establishnents my not have
been granted a |icense.

M5. FRANKLI N responded that she did not believe these facilities
are operating in violation of the law since the operators
| egally obtained their licenses fromthe ABC Board. She agreed
with the audit finding that the definition of recreational site

Iicense had been stretched beyond its original intent. However
those decisions were apparently made upon advice of |egal
counsel . She did not think anyone could argue that those

| icensed establishnents were operating in violation of the state
law, in particular, since they obtained their licenses lawfully
with local approval and other approval that nust occur before

the licenses are issued. Further, after the licenses were
issued, the ABC Board received an opinion from the auditing
agency that the licenses "stretched the boundaries"” of the

statutory definition of what would have been allowed, but she
did not believe that statenment would invalidate the |icenses.

4:37:52 PM
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M5. FRANKLI N understood his concern and said the board will take
up those individually as they conme up for renewal. [In addition,
this agency al so changed departnents during the audit period and
the assistant attorney general changed, as well. Thus, the ABC
Board has a fresh outlook on this statute. She said she has
faith that the licenses in question will ultimately be strictly
reviewed during the renewal process, which occurs every other
year .

4:38:51 PM

REPRESENTATI VE COLVER directed attention to the fiscal note. He
said that the FY 16 budget is $3.35 mllion, with a fund source
of $1.575 mllion in general fund nonies and approximately $1.8
mllion in program receipts. He said he was interested in the
program receipts from the industry and how nuch goes to the
general treasury. He acknow edged that a nunber of alcohol
taxes also generate revenue and he was also interested in the
tax coll ections.

M5. FRANKLI N answered that she doesn't have the tax receipts on

hand. She agreed that the receipts for fees for alcohol
licensing are reflected in the fiscal note, which includes noney
for agency as expanded. In Novenber, wth passage of ballot

nmeasure 2, the agency scope has expanded to include marijuana

What is not reflected in the fiscal note would be the receipts
from the proposed |icensees since the ABC Board is not sure how
many |icenses will be issued or the anobunt of the potential

receipts. Thus nore funds are reflected in the budget for the
first year of marijuana licensing, but it isn't possible to
project receipts until the licenses issued, which is a first
year problem for the agency.

4:41:48 PM

REPRESENTATI VE COLVER said he did not have access to last year's
information so he cannot conpare the board' s budget. He
surmsed that the $1.575 mllion is being charged off to new
regul ati ons. He asked whether M. Franklin could provide the
conmmittee with how nmuch of the funding is to regulate the new
i ndustry and the agency budget.

M5. FRANKLI N answered that the ABC Board FY 15 budget was $1.75
mllion and the FY 16 budget for regulating the new substance
includes a large one-time appropriation for a database to
replace the current paper-based agency. Thus far she has
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received a substantial nunber of questions and demand for data.
The fiscal note includes $500,000 for a database. She expl ai ned
that the budget doesn't double since it does not double the
agency, but proposes to add six enployees through an FY 15
suppl enental budget and FY 16 budget request. She stated that
t he agency budget would expand from 10 to 16 statew de positions
to regulate the substances. She clarified that it appears to
mrror the budget since it has a one-tine expense for the
dat abase.

4:44:10 PM

REPRESENTATI VE COLVER referred to the fiscal note for FY 17-FY
19 seens to show the sane increnment, which doesn't reflect a
one-time database upgrade. He suggested that he may wish to
tweak the out years.

M5. FRANKLI N agr eed.
4:44:. 44 PM

REPRESENTATI VE HUGHES referred to the proposed Title 4 revisions
and asked for further clarification on how the three-year
extensi ons m ght inpact the ABC Board.

4:45:21 PM

MS. FRANKLIN offered her belief that the three-year extension is
a good pl an. She explained that the Title 4 revisions will be
i ntroduced by Senator Mcciche [by the Senate Rules Commttee].
She reported that the group has finished its work. I n response
to earlier questions, she stated that no work went beyond the
auditor's  findings regarding these specific i ssues, in
particular, the permt issues. She suggested that the board
needs to stick to the strict statutory interpretations. She
enphasi zed the stakeholders' intention that the board strictly
follow the statutes when issuing the two types of permts. She
stated that the revisions to Title 4 are very expensive but
since the two-board one agency set up is reflected in SB 60 [and
HB 123], she thought a three-year tineline will be appropriate.

4:47: 00 PM
REPRESENTATI VE JOSEPHSON asked for further clarification on

whet her the stakehol ders group was a bal anced nenbership and for
the groups that were represented.
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M5. FRANKLIN answered that the Title 4 stakeholder group was
bal anced with multiple representatives from public health
sector, including that nmany of the subcommttee chairs were from
the health sector. She reported that L. D ane Casto,
[ Behavioral Health], Departnent of Health & Social Services
chaired the wunderage drinking subconmttee and Jess Jessee,
Executive Director, Al aska Mental Health Trust, chaired the
licensing subcommttee. Bob Kliein, Chair, ABC Boar, and
[ Aleesha Towns-Bain] of the Rasnuson Foundation served on the
steering conmttee. She said that the stakehol ders consisted of

representatives from every sector of liquor industry, including
manuf act urers, breweri es, retail package stores, bar and
restaurant eating places. In addition, the group consisted of
numer ous muni ci pal menber s provi di ng | ocal gover nnment
representation. She stated that the group issued a report
["entitled Alaska Title 4 Review for the Al aska Alcoholic
Beverage Control Board dated Novenber 2014]. She offered to

share the report with the committee, which also lists the [70]
participants, as well as a PowerPoint that shows the conposition

of each subcommittee. She stated that the Title 4 group has
done substantial work since My 2012, noting that as sone
menbers dropped off, others joined. She characterized the

entire process as being a fairly incredi ble process.
4:49: 27 PM

CHAIR OLSON, after first determning no one wished to testify,
cl osed public testinony on HB 116.

4:49: 48 PM

REPRESENTATI VE JOSEPHSON renmarked that it is evident that the
Al coholic Beverage Control Board (ABC Board) wll exist. He
said he has heard that Ms. Franklin is doing a great job. He
reconrmended the committee nove the bill out of commttee.

4:50: 14 PM

REPRESENTATI VE HUGHES noved to report HB 116 out of committee
with individual recomendations and the acconpanying fiscal
not es. There being no objection, HB 116 was reported from the
House Labor and Commerce Standing Commttee.

4:50: 38 PM

ADJ OURNVENT

HOUSE L&C COW TTEE - 26- February 27, 2015



There being no further business before the commttee, the House
Labor and Commerce Standing Conmttee neeting was adjourned at
4:50 p. m
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