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CHAIR KURT OLSON called the House Labor and Commerce Standing

Commttee neeting to order at 3:18 p.m Represent ati ves
Josephson, LeDoux, Tilton, Kito, Hughes, and O son were present
at the call to order. Representative Colver arrived as the

nmeeting was in progress.

HB 67- PRODUCT WARRANTI ES & REQUI RED UPDATES

3:18: 29 PM

CHAI R OLSON announced that the first order of business would be
HOUSE BILL NO 67, "An Act relating to product warranties and
required wupdates to products; and relating to dealers,
di stributors, and manufacturers.”

3:18:59 PM

REPRESENTATI VE M KE HAWKER, Al aska State Legislature, speaking
as prine sponsor, stated that HB 67 canme about as a result of
concerns expressed by retail construction equipnent conpanies
wWith respect to the responsibility for performng warranty work.
He offered his belief that financial obligations that should
bel ong to manufacturers are being pushed down on | ocal vendors.

3:20: 49 PM

REPRESENTATI VE HAVWKER stated that HB 67 was nodeled on the
current statutes regarding boat and recreational vehi cl e
warranties. The bill would define the relationship and
responsi bilities between vendors and manufacturers of equipnent,
tools, and off-road vehicles used in construction, resource
extraction, developnment, snow renoval, forestry and simlar
functions. Wthin the bill are carefully crafted delineations,
he said, that wll help to ensure that Alaska's dealers are
sufficiently and appropriately reinbursed for work and expenses
incurred on behalf of a manufacturer of certain equi pnent. He
asked to place very clearly on the record that this bill does
not apply to notor vehicles registered for highway use since
those vehicles fall under a separate cl ass.

3:22:26 PM

REPRESENTATI VE HAWKER stated that HB 67 was limted to warranty
work on defective products and upgrades on those products. The
bill substantively sets a mninmum reinbursenent rate for parts
and | abor, requires the manufacturer to send the necessary parts
that a dealer or distributor does not possess, sets deadlines
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for approval and paynent of clains, and clearly delineates and
identifies the responsible party - whet her it is the
manuf acturer or the vendor. He reported that 36 states have
enacted simlar laws, which he characterized as comercial
protection |aws regarding warranty work performed by deal ers and
distributor for manufacturers. In addition, this bill would
extend the state's "lenon |aw' provisions for boats, ATVs and
new notor vehicles to the products covered in this bill.
However, this bill does not change the law with respect to notor
vehicles, but sinply would extend the unbrella of protections
for inherently defective products, he said.

3:23:43 PM

REPRESENTATI VE HAWKER anticipated that the comrmttee will hear
testinmony that the nmgjor manuf acturers  obj ect to this
| egi sl ati on. He stressed that this bill woul d  prevent
manufacturers from dictatorially exercising undue influence and
econom ¢ hardship on independent vendors in Al aska. Many
Al askans depend upon the heavy equi pnent industry to support the
state's resource base. He characterized this an instance of
evolution and growth of state warranty protection |aws, which
expands the laws that have been in effect for notor vehicles to
boats and recreational vehicles. He offered his belief that it
is now time to extend protections to heavy equipnent
manuf acturers.

3:25: 33 PM

REPRESENTATI VE JOSEPHSON understood the focus of the bill was on
i ndustrial equipnment. He asked whether these changes could al so
apply to stereos.

3:26: 07 PM

JULI  LUCKY, Staff, Representative M ke Hawker, Alaska State
Legislature, on behalf of the prime sponsor of HB 67,
Representative M ke Hawker, suggested that the commttee first
adopt the proposed commttee substitute (CS) for HB 67 since one
of the changes in the CS was to narrow the itenms covered by the
bill.

3:26:30 PM
REPRESENTATI VE HUGHES nobved to adopt the proposed commttee

substitute (CS) for HB 67, |abeled 29-LS0129\E, Bannister,
3/ 6/ 15, as the working docunent [Version E].
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CHAI R OLSON obj ected for the purpose of discussion.
3:27: 00 PM

REPRESENTATI VE COLVER referred to a letter of support in
menbers' packets that points out the manufacturer's flat fee for
dealers to mmke repairs in the field causes a hardship in
Al aska. He asked to be directed to the |anguage in the bill
that would cure this and allow dealers to charge reasonable fees
to performthe warranty worKk.

REPRESENTATI VE HAWKER deferred to Ms. Lucky.

M5. LUCKY stated that there is no mnimum tinme or reasonable
time for field repair work; however, the bill would set a
m ni mum | abor rate and clarify that there nust be a certain
anount of tine allowed for dealers to perform administrative
wor K. She directed attention to the l|abor rate in Version E,
begi nning on page 2, line 28 to Sec. 45.45.777. She read, .
the manufacturer shall pay the dealer or distributor providing
the service at a rate that is not less than the highest of the
followwng for the labor of the technicians: ...." Thus the
manuf acturers nust select a rate that was at |east as high as
one of the three rates listed in paragraphs 1-3, whichever is
t he hi ghest. In addition, the bill would require paynent for
cl eanup, preparation, diagnosis, disassenbly, repair, testing,
and final cleaning as needed to provide a quality result.
Al though it doesn't necessarily specific a mninum anount of
time, it does require that the tinme nust be adequate to perform
all of these services, she said. In addition, she referred to
subsection (d), on page 3, lines 13-15, which requires
manufacturers to pay a dealer or distributor an hour for
adm ni strative services.

3:29:47 PM

REPRESENTATI VE LEDOUX understood the sponsor's intent, but asked
for the rationale used to interfere with contractual rights.
It's easy to say, "This is the little guy and there's this big
bad corporation out there that's going to do really nean aw ul
things to the little guy so like let's change the |aw " She
said she once lived on an island and prices were higher but
government didn't set rate or price controls because people
trusted the free market system She asked why the free market
system wasn't wor ki ng.
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3:31: 02 PM

REPRESENTATI VE HAWKER suggested Representative LeDoux was |ikely
aware of the five legal elenents of a valid contract, with one
being the absence of any form of duress on one of the
contracting parties. In fact, duress was a broad subject that
has been exam ned extensively in the |egal system He noted
there are certainly levels of what mght be constituted as
duress in relation to a contracting entity, such as when one
party was in such a position that the other party is unable to
fairly negotiate the terns of an agreenent. In those types of
ci rcunstances one party can dictate the ternms of the agreenent.
Essentially this is what has been occurring with the vendor
rel ati onshi ps when one nmega conpany is the mnufacturer of a

product . He asked to refrain from wusing a specific
manuf acturer, however, it could apply to any one of nmajor
national or international manufacturers who dictate the terns of
their franchise agreenents in the state. These franchi sees

really don't have any choice except to say yes since these
contracts are not negotiable itens due to the weight and
i nfluence of one party to the contract. Thus these contracts
are not contracts negotiated at an "arns-length" anong parties
of equal standing. He offered that HB 67 would provide
guidelines for the contracts that can keep them w thin sidebars.
This bill was crafted to provide guidelines and a reasonable
basis for the relationships between manufacturers and venders
wi thout getting overly prescriptive, and wthout trying to
dictate a fixed rate or other terns; instead, to provide a
framework and a rubric of guidelines to create a fair economc
rel ati onshi p between the manufacturers and vendors.

3:33: 50 PM

REPRESENTATI VE LEDOUX asked how she obtains equal standing with
a bank [under contracts], since the bank is a corporation and
she is an individual. She pointed out that governnent doesn't
tell the banks what to charge consuners.

REPRESENTATI VE HAWKER replied that the banking industry, in
particular, the comercial |oan industry, the residential |oan
i ndustry, or the consuner |oan industry represent sone of the
nost heavily regulated industries in terns of tax codes, usury
statutes, and non-discrimnation statutes under FIRREA, [the
Financial Institutions Reform Recovery, and Enforcenent Act of
1989] . Under FIRREA any hol der of property always has recourse
agai nst the previous property holder for environnental damage,
he said. He respectfully requested that the financia
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institutions between small individuals and the nega-banks is
exactly the kind of relationship being discussed here and
exactly why so many financial protection laws are in place at
the state and federal |evel.

3:35: 37 PM

REPRESENTATI VE JOSEPHSON asked how di sagreenments are ultimately
resol ved between the manufacturer and the ultimte purchaser.

M5. LUCKY replied that Ed Sniffen with the Departnent of Law
could nore fully answer that question; however, the |anguage in
this bill was based on current laws regarding ATVs,
snowmachi nes, and boats.

3:36:24 PM

REPRESENTATI VE JOSEPHSON asked about the issue of electronic
notice to the manufacturer from the vendor when there was a
defect or need for repair. He asked whether that was sonething
that coul d reasonably be added.

M5. LUCKY offered her belief that Representative Josephson was
referring to the certified mail requirenent for the |enon |aw
provi si ons. She explained that the certified mail requirenent
exists in all lenobn law provisions in current statute and it
provides a proof of miling and proof of receipt. However,
there currently isn't any standard for a proof of mamiling for e-
mai | and proof of receipt. For exanple, the aggrieved party in
this case could send an e-mail that shows the date stanp, but
the mnufacturer <could say it never received the e-mil

Therefore, there currently is not any real standard of proof

except for certified mail, she said.

3:38:49 PM

CLYDE (ED) SNFFEN, JR, Senior Assistant Attorney General,
Commercial/Fair Business Section, Cvil D vision (Anchorage),
Depart nent of Law (DQL), i ntroduced hi nsel f sai d hi s
responsibilities included enforcenent of consunmer protection
| aws, including ATV and notor vehicle lenon |aw statutes. He

said he has been doing consuner protection for about 15 years
and has encountered sone situations that mght address sone
guestions previously asked.

3:39:22 PM
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REPRESENTATI VE LEDOUX acknow edged that what Representative
Hawker was addressing were instances when significant disparity
exi sts, which she referred to as an adhesi on contract.

MR. SNI FFEN agr eed.

REPRESENTATI VE LEDOUX asked whether the courts or the state
normal |y substitute their own provisions or if the courts sinply
declare that the contract is null and void, which would be a
met hod of getting out of the contract.

3:40: 23 PM

MR. SNIFFEN answered that it can be a Ilittle tricky. He
expl ained that the courts look to the intent of the parties when
they decide what a contract should look like if a contract of
adhesion issue arises. He said the Al aska Suprenme Court has
handl ed contracts in different ways. | f the consumer couldn't
reasonably wunderstand the <contract and there was not any
"meeting of the mnds," contracts could sonetines be voided, he
sai d.

3:41:11 PM

REPRESENTATI VE LEDOUX asked what would happen if the consuner
under st ands the process, but doesn't have any other alternative.

MR. SNI FFEN answered that she just identified the reason for
| awyers, but in the event a factual or |egal dispute arises and
it is a legitimte dispute, a jury or judge wll wultimately
deci de.

3:41:45 PM

REPRESENTATI VE LEDOUX related a scenario in which a snal
community with one grocery store charges really high prices.
She asked whether the state or the court would intervene on
behal f of the custoners.

MR. SNI FFEN answered that he also enforces anti-trust statutes.
He stated that with the recent closure of one grocery store in

Bethel there wll only be one store left, which creates a
nat ural nonopoly. He suggested that the state doesn't rate
pricing on products for a nonopoly so the store wll likely
charge whatever rates it feels the custonmers will bear; however

the state would only get involved if predatory pricing contract
exi sts. For exanple, if the store was engaging in sone type of
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unilateral conduct to force out another conpetitor, or if the
price was set through sonme collusion to artificially raise
prices without the benefit of true market conpetition, the state

woul d intervene. In terms of an equipnent supplier entering
into a warranty contract with a retailer, he suggested that what
the bill attenpts to do is simlar to |laws pertaining to ATV or
auto manufacturers, who have so nuch power that they can
essentially dictate ternms of the contracts. This bill would
provi de sonme nechanism for vendors to be paid fairly, which of
course, are all policy decisions. The Department of Law has

reviewed HB 67 and believes it would provide good consuner
protection and did not find anything inconsistent with this bill
that isn't already done with other manufacturers.

3:44: 48 PM

REPRESENTATI VE LEDQOUX asked whet her HB 67 woul d be
phi |l osophically inconsistent, assumng there weren't any
predatory practices occurring, pointing to the earlier scenario
in which one store in one community can charge what it wanted to
char ge.

MR. SNl FFEN understood the concern, but answered that it would
be a policy decision whether to regulate pricing in those types
of situations.

3:45:28 PM

REPRESENTATI VE HAWKER commended M. Sniffen for his accurate
portrayal of the bill. He clarified that this bill was not
about regulating pricing or transactions that relates to bulk
coormodities, but it specifically relates to the relationship
bet ween manufacturers and sellers that involve products with a

product warranty from the manufacturer. For exanple, Quaker
Cats doesn't put a warranty on oatnmeal, he said. This bill does
not regulate any industry, pricing, or specific terns between
the manufacturers and vendors; however, the bill does put on
sone sidebars to provide reasonable protections for vendors in
I nst ances in whi ch a dictatorial opportunity for t he
manuf act urer exi sts. Again, it would only apply to product

warranty issues and is limted to warranty issues, he said.
3:47:21 PM
M5. LUCKY said the bill would cover warranty work and required

updates in instances when the manufacturer wants something done
and the dealer provides that work on behalf of the manufacturer,
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such as a product defect fixed, a safety nodification, or
necessary inprovenent nust be done. The first half of HB 67
covers this work, she said, and the second half of the bill
woul d address | enon | aw provisions, she said.

3:48: 11 PM

M5. LUCKY referred to Version E and stated that the bill wl
require the manufacturer to provide warranty to the dealer and
the dealer to provide the warranty and necessary manuals to the
ultimate purchaser of the item wth the dealer or distributor
to subsequently provide warranty service on behalf of the
manuf act urer .

3:48: 40 PM
MS. LUCKY described the "neat of the bill" as the provisions
related to mininmum paynents. She said the nmanufacturer would

not be allowed to restrict the parts, the nunber or type of
parts necessary to perform this work. The paynment for required
services nust neet a mninmum paynent in terns of |abor rates and
time. For exanple, the bill would provide a mninmum of one hour
for admnistration of the «claim plus reinbursenent for
transportation and | odging costs when providing this service in
the field. In instances in which a product cannot be shipped
back to the dealer or distributor for warranty work, the vendor
has currently been bearing the cost of sending a technician to
the field, often via a flight to a renote site. The deal er
|l oses the enployee's work for the day plus has not been
rei nbursed adequately for any travel and | odging costs incurred.

M5. LUCKY related that the bill would establish a tineline for
the paynent of clains, specifically the manufacturer wll have
30 days to approve or deny the claim and if not denied within
30 days would be deened approved, with an additional 30 days to
remt paynent.

3:50: 05 PM
M5. LUCKY referred to page 4, |line 15, which addresses the |enon

| aw provisions. She commented that the |lenon |aw provisions are
simlar to ones for other itens, such as boats, ATVs,

snowrachi nes, and notor vehicles. She explained that the
purchaser can send a letter to the manufacturer that states that
despite a reasonable nunber of attenpts the product still is not
functional . The manufacturer shall either provide the new
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product or reinburse the purchase price mnus an anount for the
use of the product.

3:51: 02 PM

M5. LUCKY directed attention to page 6, lines 9-19, of Version
E, which outlines the exenptions and establishes a rebuttable
presunption for *“reasonable nunber of attenpts” to renedy a
defect in order to claima replacenent or refund.

3:51: 21 PM

M5. LUCKY directed attention to page 7, lines 2-19, to proposed
Sec. 45.45.787, that defines what products are covered by this
| egislation, which read, "(1) equipnent, tools, or notor
vehicles if the equipnent, tools, or notor vehicles are designed
to be wused primarily for construction, road building, snow
removal, mining, oil projects, gas projects, forestry, resource
devel opment, or a simlar type of project. in this paragraph,
"nmotor vehicle" neans a notor vehicle that is not 8 subject to
regi stration under AS 28.10.011; or"

3:52: 06 PM

REPRESENTATI VE LEDOUX asked whether notor vehicles are covered
under a simlar act.

MS. LUCKY answered vyes; she was wunsure how simlar the |aw
covering the auto industry was; however, she related her
understanding that the auto industry has been working on details
of their warranty provisions under AS 45.45.

3:52:45 PM

REPRESENTATI VE LEDOUX asked whether the dealers are working with
t he manuf acturers.

M5. LUCKY answered that she was not privy to any specifics
between the auto dealer franchises and their manufacturers,
since the auto dealers are clearly exenpted from this bill.
However, she related her understanding that the auto industry,
wanted an exenption from this bill since the industry has a
separate provision in statute.

3:53:41 PM
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REPRESENTATI VE HAWKER reiterated that he was not aware of any
work being addressed related to autonotive warranties. Thi s
bill was devel oped specifically to exenpt autonobile warranties,
and HB 67 relates to qualified equipnent under AS 45.45.787 as
previ ously discussed, he said.

3:54:36 PM

REPRESENTATI VE HUGHES referred to page 7 of Version E, and said
she noticed that construction and road buil ding was covered, but
she did not notice road maintenance; however, she did notice
| anguage "or a simlar type of project." She asked whether the
sponsor was confident that will cover projects such as equi pnent
that places gravel on roads as well as other big equipnent used
in road mai nt enance.

REPRESENTATI VE HAWKER answered that was absolutely the intent.
The bill doesn't delineate specific tools, but nmentions
equi pnent, tools or notor vehicles designed for construction,
road building, snow renoval, or simlar type of project, which
would inply other work. He offered his belief that this
| anguage woul d very definitely include it, with the exception of
any equi pment subject to title and registration for on-road use.

3:56: 07 PM

REPRESENTATI VE JOSEPHSON assuned that the period of warranty
service are typically nention, and not any surcharges being
foi sted on vendors.

REPRESENTATI VE HAVWKER sai d t hat was a reasonabl e
characterization; however, he suggested that the manufacturers
or vendors could better answer the specifics.

REPRESENTATI VE JOSEPHSON asked what would stop Kubota [Tractor
Corporation] fromtacking on a surcharge for backhoe uses.

3:57:33 PM

REPRESENTATI VE HAWKER answer ed that was where conpetition in the
mar ket pl ace takes places, for exanple, if Kubota raises the
price of its skid |oader by 15 percent, but John Deere [Products
and Services] or other manufacturer do not, market forces cone
into play.

3:58:19 PM
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REPRESENTATI VE LEDOUX asked why notor vehicles should not be
covered by the bill since all of the sane problens wll be
appl i cabl e.

M5. LUCKY answered that this bill was crafted not to include
auto dealers because it was not a problem constituents
request ed. She requested that |egislators often bring up bills
at the request of constituents. The auto dealers did not raise
issues in ternms of reinbursenent on warranty work. She rel ated
her wunderstanding that simlar efforts occurred in 2009 wth
boats, ATVs, and snowmachi nes. Since the auto dealers have
statutes that address their products, this bill will be limted
to off road notor vehicles. Further, it would be a policy cal
for the legislature and the commttee to discuss, but from the
sponsor's perspective, HB 67 was |linted to address the specific
probl em raised. Finally, the auto dealers indicated their
preference to address their products separately.

4:00:31 PM

REPRESENTATI VE HAWKER enphasized that HB 67 addresses a
different and unique nmarket segnment, rather than the highway
notor vehicle industry that already has a functioning set of
st at ut es. Further, HB 67 was limted to a gap in the statutory
protections for the commercial conmunity.

4:00: 58 PM

CHAIR OLSON suggested that the 2009 bill set up a firewall
between the auto industry and the off road vehicles, equipnent,
and boats. He surm sed one reason that the auto industry has

not testified since industry issues have been addressed.
4:01: 24 PM
M5. LUCKY pointed out there was a zero fiscal note.

CHAI R OLSON renoved his objection to adopting Version E. There
being no further objection, Version E was before the commttee.

4:01: 56 PM
CHAI R OLSON opened public testinony on HB 67.

4:02:14 PM
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CHAD GERONADALE, Construction Mchinery Industrial (CM), stated
he works for CM, and has worked in the construction equipnent
i ndustry for 28 years, including as a dealer as well as for the
manuf act urers. He offered to provide sonme exanples that can
help identify sone of the situations equipnent dealers face.
There are tines in which the equipnment industry has had to
conply with em ssion regulations that required making changes

wi th engines. In addition, the Tier |V upgrades; The Tier 4
standards provide manufacturers with a flexibility provision and
include an interim step - Tier 4-1 [interin] upgrades. He

related that a manufacturer m ght have a piece of equipnment in
Barrow experiencing problens with its emssion control system
The dealer would provide a synopsis of the synptons of the
problem and in turn, the manufacturer would respond with ideas
and which parts to replace or sonetinmes the dealer would not

hear back, but would send the dispatcher/technician. Upon
arrival, the technician may discover a certain conponent that
was not functioning, and if possible would change it, if not,

would bring the part to the branch, and once the replacenent
part was available, would fly back to Barrow with the part, and
replace it. However, the manufacturer mght only offer three
hours to replace the part, but would not pay travel tinme. This
could nean the equipnent dealer or the customer nust pay for
both flights to Barrow, plus and room and board, if necessary,
since the nechanic may not be able to acconplish the work and
take a return flight. In addition, a repair that mght take
three hours in California, could take six hours in the 20 bel ow
zero weather conditions in Barrow without a shop. He enphasized
that the additional I|abor hours are not reinbursed, and the
deal ers seek relief.

4:06:16 PM

MR. GERONADALE said that typically the manufacturer warranties
take a "cookie cutter” approach, which may include four hours of
| abor, and no reinbursement or limted reinbursement of an hour
for travel tinme. These prograns may work in many other states,
but in Alaska due to the renoteness and geographical nature of
the state, don't work well. In addition, the change from the
em ssions control issues, the engines are now controlled
el ectronically, which nmay require software updates, which again
means flying or driving to the mnmachines and performng the
upgr ades. Wien the nachines lie off the road system or a
| engthy drive, for exanple, at Col dfoot, neans a four-hour drive
to perform an upgrade that mght take 20-30 m nutes; however,
the nmechanic would be gone for the whole day, yet the

HOUSE L&C COW TTEE - 15- March 11, 2015



manufacturer may only allow reinbursement of one-half hour to
one hour.

4:08:46 PM

CHAIR OLSON, after first determining no one further wshed to
testify, closed public testinony on HB 67.

4:09:13 PM

REPRESENTATI VE HUGHES noved to report the proposed committee
substitute for HB 67, Version E, out of conmttee wth
i ndi vidual recomrendations and the acconpanying fiscal notes.
There being no objection, the CSHB 67(L&C) was reported fromthe
House Labor and Commrerce Standi ng Comrittee.

4:10: 06 PM
The conmttee took an at-ease from4:10 p.m to 4:12 p. m

HB 123- ESTABLI SH MARI JUANA CONTRCL BQOARD

4:12:32 PM

CHAI R OLSON announced that the final order of business would be
HOUSE BILL NO 123, "An Act establishing the Marijuana Contro

Board; relating to the powers and duties of the Marijuana
Control Board; relating to the appointnent, renoval, and duties
of the director of the Marijuana Control Board; relating to the
Al coholic Beverage Control Board; and providing for an effective
date."

4:12: 38 PM

CHAIR OLSON said questions on the fiscal note arose. He then
reported that the fiscal note has been revised.

4:13:16 PM

M CALEA FOALER, Legislative Liaison, Departnent of Comerce,
Community & Econom c Devel opnment (DCCED), stated that in a
previous hearing, the commttee discussed noving the funds from
the Governor's FY 16 budget into the FY 16 appropriation
request. She explained that the DCCED s fiscal note was revised
to reflect the FY 16-FY 21 projected costs.

4:14: 09 PM
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CYNTHI A FRANKLI N, Executive Director, Al coholic Beverage Contro

Board (ABC Board), Departnent of Commerce, Community & Econom c
Devel opnent (DCCED), explained that HB 123 would create a
Marijuana Control Board (MCB), wth the executive director
serving both the Al coholic Beverage Control Board (ABC Board)
and the Marijuana Control Board (MCB). She explained details in
the fiscal note, such that the personal services adds four

fulltime enployees in FY 16. She directed attention to the
narrative section of the fiscal note that contenplated six added
positions to inplenent proposed regul ations related to
marijuana. Two positions were added in FY 15 to respond to the
substantial work necessary to regulate narijuana. In FY 16,
three investigator positions and one business licensing
exam ner. The travel section includes travel for enforcement
and conpliance, noting that enf or cenent officers travel
t hroughout the state to ensure that |icensees are in conpliance
and to ensure that |icensees are not providing alcohol to
m nors. She anticipated a simlar need for enforcenent trave

to oversee nmarijuana |icensees.

M5. FRANKLI N expl ai ned that the new board would be conprised of
five nmenbers, set up in a simlar fashion to the current ABC
boar d. She reviewed costs, in the first year, including an
anticipated $50,000 FY 16 for board related travel. She
reviewed services, which included |egal services, information
technol ogy services, enpl oyee  support costs, enf or cenent
vehi cl es, printing and public notices. The depart nent
anticipates needing additional |egal services due to the need
for massive regulations. Col | eagues in Washi ngton and Col orado
have indicated a great deal of interest arose on data around the
regul ation of recreational mari j uana, that the Alcoholic
Beverage Control Board (ABC Board) was currently a paper-based
agency, but the agency will need necessity a database to better
track and provide information.

4:17:25 PM

M5. FRANKLIN related that the database includes software that
has the ability to track marijuana from "seed to sale.” She
explained that the services costs include the initial cost of
the database and developnent in out years. The commodities
expenditures would include the cost of noving staff since the
current office location cannot acconmobdate the additional staff
required to inplenent the initiative.

4:18: 22 PM

HOUSE L&C COWM TTEE -17- March 11, 2015



M5. FOMALER added that the fiscal note includes the supplenenta
costs, including expedited regulation tinmefrane and the cost of
the initial staff.

4:18:49 PM

REPRESENTATI VE LEDOUX said the cost of noving offices appears to
cost npbre than the actual staff salaries and costs. She asked
whet her commpdities includes the office rel ocation.

M5. FRANKLIN answered that comodities includes equipmrent,
of fice space, furniture, novi ng  expenses, and equi pnent
purchases; however, the one-tinme costs are not included after
the first year. She directed attention to FY 16 at $134.5, and
in the out years comodities was budgeted at $106.1, with the
di fference between the two representing the cost of the nove.

4:20:11 PM

REPRESENTATI VE LEDOUX asked for the rationale for the board
conposition and whether the rules were different for the
marijuana industry than for the al cohol industry. She wonder ed
why the two boards would be treated differently.

MS5. FRANKLI N answered that the Marijuana Control Board (MCB) was
nodel ed after the revised Al coholic Beverage Control Board (ABC
Board), which nmeans that it took into account the substanti al
work the stakeholders group wunderwent during the Title 4

revisions, including to ensure that the ABC Board was
representative of the industry, public safety, and public health
sectors affected by the substance. She said that a bill has not

yet been introduced to reflect the proposed changes to Title 4,
but the language in the Marijuana Control Board (MCB) was
nodel ed after the revisions.

4:21:28 PM

REPRESENTATI VE  LEDQUX, assumng the revisions wuld be
introduced and that the bill passed both bodies, asked whether
the two board would be simlar boards.

M5. FRANKLI N answered yes.

4:21:42 PM
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REPRESENTATI VE JOSEPHSON related his wunderstanding that the
budget that noved out of House Finance Conmittee today does
i nclude any funds for marijuana regul ation.

M5. FRANKLI N answered that was al so her understandi ng.
4:22: 00 PM

REPRESENTATI VE JOSEPHSON offered his belief that the $1.57
mllion would be an addition to state spending if HB 123 passed.

M5. FOALER answered that the House Finance subconmittee asked
the departnment to include all costs for regulating marijuana
associated with the initiative that passed be included in the
fiscal note for HB 123 rather than requesting these costs in the
DCCED s budget request.

4:22:39 PM

REPRESENTATI VE JCOSEPHSON asked whether the out years also
reflect $1.4 million.

M5. FOANLER answered that if the bill passed with the fisca
note, the departnment would not need to conme back wth an
addi tional request for the out years.

4:23:01 PM

REPRESENTATI VE HUGHES asked how the annual armount for the out
years conpared to the ABC Board' s budget. She asked whet her the
i nvestigator positions were solely based on Alcoholic Beverage
Control Board (ABC Board) or if the departnent anticipated there
will be nore marijuana businesses.

M5. FRANKLIN answered that «currently the Alcoholic Beverage
Control Board (ABC Board) oversees 1,875 |Iicensees. The
original cost estimate to inplenent ballot neasure 2 was a
"mrror imge" of the ABC Board's staff. She conmmented that the
ABC Board currently has five investigators statewi de, three
licensing enployees, and two administrative staff. She trimred
the estimate for FY 16, since it is not Ilikely that the
Marijuana Control Board (MCB) wll have as many |icensees
initially; however, no decisions have been made as to limt
licenses, simlar to the way the state limts liquor licenses in
the state. She said the potential exists for the need for
additional staff in the out years; however, it is difficult to
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estimate wuntil the state knows how restrictive or open the
i ndustry m ght be and what the |evel of interest m ght be.

4:25:21 PM

REPRESENTATI VE HUGHES asked for the nunber of inquiries she has
had plus any feedback on inquiries that Col orado has experienced
as conpared to the nunmber of businesses that have opened.

M5. FRANKLI N explained that the closest anal ogy popul ation-w se
to Alaska would be the City of Denver, which issues its own
marijuana |icenses. The Gty of Denver anticipated an
additional 16 enployees, but they added 21 nore for next year
bringing the total to 37.5 fulltime enployees for a population
of 650,000, serving approximtely 900 marijuana |icenses. She
conpared the types of enployees, and said that depending on how
the licensing process is structured there could be a fairly
urgent need for additional staffing in future years. However,
all of the positions in the Cty of Denver were fully funded by
the tax revenues received from regulating the substance. She
reported that Denver collected over $6 million in 2014 with the
37.5 fulltime enployees, with the cost to the city at about $4.5
mllion. She suggested that in noving forward to establish the
i ndustry, given that it nmay be easier to ask for additional
staffing once the tax revenue becones apparent.

4:27:46 PM

REPRESENTATI VE LEDOUX asked whether the City of Denver has a
simlar board that oversees al cohol.

V. FRANKLIN explained that the state has 10 enployees
statewi de, including 5 enforcenment officers The Gty of Denver
regul ates marijuana through its D vision of Revenue, regulating
al cohol, marijuana, and gamng wthout a board. She said the
marij uana enforcenent division enployees 55 fulltinme enployees,
of which about half are investigators.

4:28:46 PM

REPRESENTATI VE LEDOUX how many staff the City of Denver enploys
to oversee the alcohol industry, noting the city may regulate it
differently than in Alaska. She recalled that Al aska has 5 or 6
staff to assist the ABC Board. She asked to hone in on how many
staff regulate alcohol in Denver to help her determ ne whether
the city was doing things nore or less efficiently.
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M5. FRANKLIN answered that she did not have the conparison, but
she has reviewed the State of Washington's structure, which is
simlar to Alaska's system wth a liquor control board that

regulates marijuana and al cohol. She reported that 297
enpl oyees cover regulations of alcohol, wth approximtely 120
assigned to marijuana |icensing and control. For conpari son,

she stated that Washington has 15,000 liquor |Ilicenses, wth
significantly nore people working on alcohol than on the
marijuana industry with fewer |icensees. She used Washington's
figures to help her determne staffing for marijuana control in
Al aska, noting that Al aska has 10 staff assigned to the al coho
regul ation, and potentially will be adding six enployees, which
she said seened fairly even

CHAI R OLSON requested the information be sent to the conmmttee
so it can be posted and distributed to conm ttee nmenbers.

4:31: 00 PM

REPRESENTATI VE COLVER asked about timng of the regulation
process.

M5. FRANKLIN answered that the marijuana initiative gave the
Department of Comerce, Conmunity & Economi ¢ Devel opnent ( DCCED)
nine nonths from February 24, 2015 to get regulations approved
by the board, whether it happens within the ABC Board or the

Marijuana Control Board (MCB). She anticipated the process
would begin as soon as session ends, once the statutory
framework is known. Further, she reported that Colorado and
Washi ngton, who have marijuana progranms, have been hel ping and
will continue to help Al aska. In addition, she has information
fromthe Title 4 revisions to review, all of which represents a
good starting place. The ABC Board released a prelimnary

docunent so it has a good start, she said.
4:32:38 PM

REPRESENTATI VE COLVER asked about concepts for a definition of
publ i c pl ace.

M5. FRANKLIN answered that the ABC Board nmet in an energency
meeting on February 24, 2015 and defined public place using the
definition from Title 11, AS 11.81.900 (53). The board defined
the term "in public" as given in AS 17.38.040 and has used the
definition in Title 11 for "public place" for the prohibition of
consunption of marijuana "in public.” She stated that the ABC
Board wll neet again on April 9, 2015 in the Anchorage
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Legislative Information Office (LIO to take public testinony on
whether to nake that regulation permanent. She said she
received sone initial feedback that the definition could
potentially shut down the possibility of businesses ever having
Cannabi s cafés, in which businesses could invite nenbers in to
snoke marijuana together. The overlay of snoking prohibitions
in many comunities in Alaska mkes it a second year
consideration since the MXB board would like to put sone
baseline rules in first, prior to making decisions on the types
of businesses that wll be allowed. She said that both
Washi ngton and Colorado have struggled with this issue, but
started with the position of not including those types of
busi nesses in their initial regulations.

4:34:59 PM

REPRESENTATI VE KITO related his understanding that the initia

concept was to regulate marijuana |ike al cohol, but he suggested
some significant differences exist in the way these businesses
oper at e. For exanpl e, marijuana would have production

manufacturing, testing, and sales functions, he said, stating
that Al aska has sales types of businesses in alcohol, but the
departnment does not anticipate allowing "consune in place"

busi nesses. Currently, the state doesn't have statutes that
govern the four types of [marijuana] businesses. He stated that
the board structure was neant to regulate the Ilicensing of

marij uana; however, at this point, the state doesn't know much
about the proposed narijuana busi nesses.

REPRESENTATI VE KI TO anticipated that the board would initially
spend nost of its tinme devel oping regqgulations. He expressed
concern over a lack of expertise identified on the board for the
start-up period. During this initial period, the board wll be

generating significant new regulations that Wil | govern
operations of businesses, yet the state doesn't know exactly
what it will need to regulate. He asked whether the state can

identify who should be on board and if the state would need a
transition phase to provide expertise to board nenbers in
devel oping regulations that wll allow for the effective
operation of the marijuana businesses.

M5. FRANKLIN answered that wunder the Dballot neasure, AS
17.38. 110 woul d give the ABC Board regulatory authority unless a
separate board was created and it does outline the four types of

licenses, including manufacturing or cultivating, processing,
retail, and testing facilities. She acknowl edged AS 17.38
provided a sketchy outline of the four types of I|icenses. In
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terms of conposition of the proposed Marijuana Control Board
(MCB) and representation of the types of businesses, she
reported that in Title 4 mnufacturing was Kkept out of
representation on the ABC board, primarily with the way al coho
regul ati on devel oped over the years as a tiered system She was
unsure on whether a simlar tiered system would be devel oped for
mari j uana; however, the differences between the two substances

makes it unlikely. In fact, prohibition has not been witten in
as an industry tier. Theoretically, the proposed board nenber
i ndustry representatives in HB 123 could be representative of
any of the four types of licensees. Initially, it mght present

some challenges to identify industry representation for the
board; however, the agency has not had a shortage of people

comng forward who want to be part of the board. Thus the
governor could evaluate applicants, she said. O course, the
difficulty will arise in finding an experienced grower since the
industry is currently illegal. However, she has sone confidence
that the voters' wll in passing the ballot neasure wll be
honored and that people will be able to openly speak about their
experiences in the industry. For exanple, sone people have

already attested to having acquired experience of 40 years as
growers and these people have appeared at |ocal governnent
neetings in the Mat-Su vall ey, she said.

4:39: 53 PM

M5. FRANKLI N suggested that the board will be able to identify
people in the short run who claim to be part of the industry.
However, the state will need to get an industry going before it
can ascertain this, although the transition sections and
staggered terns nay enable the governor to appoint soneone into
shorter term board positions. If it turned out that a person
represented himherself as part of the industry, but did not end
up having the necessary expertise, the governor could turn the
seat over to another person. It may be that people who
supported the ballot neasure or who participated in the
Coalition for Responsible Cannabis Legislation (CRCL) m ght not

necessarily qualify as industry representatives, but the
governor's selection process can identify the necessary business
backgr ound. She said she has been contacted by numnerous

busi nesses who have expressed an interest in the industry and
sone existing businesses may provide appropriate experience to
fill one of the shorter-term appoi ntnents.

4:41: 31 PM
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REPRESENTATI VE KI TO said her response hel ped, but people sinply
having the desire to serve doesn't give him confidence that the

potential board nenbers wll end up having good business
experi ence. He acknowl edged the need for a public health
menber, a public safety nenber, a general public nenber, and a
rural menber . However, by statute the two industry

representatives do not need business experience since the state
doesn't have a marijuana industry in Al aska. He nmaintained his
concern that the board m ght end up wi thout the board having the
expertise to develop regulations that wll regulate all the
types of businesses dispensing marijuana.

4:42:29 PM

CHAI R OLSON assured nmenbers it was inportant to spend sufficient
time on the bill to address concerns and ensure the regul atory
board and system was appropri ate.

4:42: 57 PM
CHAI R OLSON opened public testinony on HB 123.
4:43: 14 PM

JAMES BARRETT began his testinony by stating he was interested
in entry into the marijuana industry. He offered his belief
that Alaska has an awesone opportunity to establish this
industry, recalling that historically the state has assisted new
i ndustries, for exanple, the state hel ped establish the fishing
i ndustry. A black market once existed wth the fishing
industry, just as it currently exists wth the nmarijuana
i ndustry. He suggested that the Marijuana Control Board (MB)
menbers wll help bring expertise, but he enphasized the
necessity of doing it right the first tine. He suggested that
it was inportant to have marijuana controlled separately from
al cohol since the substances are not the same, although they can
be simlarly regulated. He offered his support for this bil
and concluded by commending M. Franklin's know edge and
ability.

CHAIR OLSON agreed Ms. Franklin has been doing an incredible
j ob.

4:45:17 PM

ELLEN GANLEY, Menber, Alcoholic Beverage Control Board (ABC
Board), Departnent of Commerce, Community & Econom ¢ Devel opnent
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(DCCED), stated that substantial discussion has occurred on
whether it would be best to have one board or two boards. She
initially thought that marijuana should fall under one
regul atory board, but since then she has reevaluated this
viewpoint, in particular, given the anpbunt of work that board
must acconpl i sh. In addition, she has been involved in the
current work of the ABC Board, which oversees 1,800 |icenses, as
well as during the two years it has taken to draft a rewite of
Title 4, which will require significant time to inplenent. She
concl uded that she believes it makes sense to have two boards.

4:46: 20 PM

KIM KOLE, Coalition for Responsible Cannabis Legislation (CRCL),
who initially started the Anchorage chapter of CRCL, offered
support for HB 123, which would set up a separate Marijuana
Control Board (MCB) under the direction of M. Franklin. She
suggested that this structure seemed to nake sense for a nunber
of reasons, including reducing financial costs by having one
adm nistrator serve the Mrijuana Control Board (MCB) and the
Al coholic Beverage Control Board (ABC Board), and to help
identify regulations for this industry. She said that the
| anguage allows up to two board nenbers who represent the
cannabis industry to serve. She encouraged nenbers support two
board menbers from the industry, including representatives of
cultivators, processors of non-consumables such as concentrates
and |otions, processors of consumable and edible products. She
hoped that ultimately retail stores, beer gardens or cafes wll

sell or serve nmarijuana products. Since the industry is son
bard, no one person can know all aspects of the cannabis
i ndustry, she said, which enphasized the need to have two
i ndustry representatives on the board. She appreciated the

i nportance of the business perspective and background on the
board; however, she argued that it wasn't inperative to have
sonmeone with only a business background since it was possible to
have an array of backgrounds represented by people who are
real ly passionate about this new industry.

4:47:56 PM

FRANK  BERARDI , Chair, Coalition for Responsible Cannabis
Legislation (CRCL), offered the CRCL's support for HB 123. He
said the board supported having a separate autononous Marijuana
Control Board (MCB) housed under the sane framework as the
Al coholic Beverage Control Board (ABC Board), directed by M.
Frankl i n. In terms of +the wvetting process for industry
representatives, the coalition believes that the CRCL nenbership
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has extensive business experience, noting that several people
have an educati onal background in business and sone have already
conpl eted business plans for this venture. The coalition would

like to see the process be an open process that wll allow
people be vetted for the positions. He said he personally
supported initial one-year terns for board nenbers just to see
how "this thing shakes out.”™ In closing, he offered support for
HB 123.

4:49: 28 PM

G ONO BARRETT asked to testify in support of HB 123. He said it
was a good idea to put the regulations in the hands of the
Al coholic Beverage Control Board (ABC Board), especially since

Ms. Franklin and her staff have done a great job thus far. He
stated that he was registered for nedical marijuana and has been
a long-time marijuana user. He offered his belief that the key
to the regulation of the industry was education since it can
take years to learn the industry. He suggested that M.
Franklin has covered a lot of information really well, that he
has an interest in the industry and has found her to be "spot
on." In closing, he said he would trust M. Franklin to

regul ate marijuana properly.
4:50: 34 PM

G RARD GAUL, Seni or  Spokesnan, Coalition for Responsible
Cannabis Legislation (CRCL), asked to support HB 123. He
further supported having the Marijuana Control Board (MCB) as a
separate conmttee working alongside the Alcoholic Beverage
Control Board (ABC Board) wunder M. Franklin. He thanked
menbers for the work on this bill and offered his belief that HB
123 | ooked great.

4:51:15 PM

BRUCE SCHULTE, Publ i c Rel ati ons Manager , Coalition for
Responsi bl e Cannabis Legislation (CRCL), testified in support of
HB 123. He said that historically this group has been
advocating for a separate Marijuana Control Board (MCB);
however, given the conbined constraints of schedule and budget,
he believed the hybrid board would be a terrific solution. He
said he has trenmendous faith in Ms. Franklin's ability to guide

both boards. He echoed M. Kole's comments on board
representation, noting this bill would allow at least two
menbers with experience to serve on the board. He pointed out

that the schedule has actually begun on the regulatory process
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and the board has wuntil Novenber 24 to conplete it. He
suggested that this [bill] has becone the critical process.

4:52:53 PM

BRANDON EMVETT, Executive Director, Coalition for Responsible
Cannabis Legislation (CRCL) asked to testify in support of HB
123. He suggested that HB 123 was a step in the right
di rection. As M. Schulte stated, the CRCL's initial position
was to support a conpletely autononous Marijuana Control Board
(MCB), but the CRCL now prefers a hybrid board nested under the
Al coholic Beverage Control Board (ABC Board) to help the MB
adopt regulations and rules in a tinmely fashion. He enphasi zed
the inportance of having several board nenbers with expertise in
the marijuana industry. He offered his belief that marijuana
i ndustry board nenbers will be unfettered by any conflict of
interest that could affect a board menber directly involved in
t he al cohol industry.

4:54: 24 PM

CHAI R OLSON said he would hold public testinony open on HB 123.
[HB 123 was hel d over.]

4:54: 43 PM

ADJ QURNIVENT

There being no further business before the conmttee, the House

Labor and Commerce Standing Conmttee neeting was adjourned at
4:54 p. m
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