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PCSI TI ON STATEMENT: Delivered an update on the Marijuana Contro
Board regul ati ons.

ACTI ON NARRATI VE

1:30: 06 PM

CHAIR M A COSTELLO called the Senate Labor and Commrerce Standing
Commttee neeting to order at 1:30 p.m Present at the call to
order were Senators G essel Stevens, and Chair Costell o.

Presentation by the D vision of Corporations, Business and
Prof essional Licensing: Efforts to Reduce the Operating Deficits
of Professional Licensing Boards

CHAI R COSTELLO announced that the first order of business would
be a presentation by Janey Hovenden, the director of the
Di vi sion of Corporations Business and Professional Licensing.

1:32: 15 PM
SENATOR MEYER j oi ned the conm tt ee.

1:32: 34 PM

JANEY HOVENDEN, Director, Division of Corporations, Business and
Prof essi onal Licensing, Departnent of Comerce, Conmunity and
Econom ¢ Devel opnent (DCCED), said her presentation outlines the
efforts and progress made to reduce the operating deficits of
t he professional |icensing boards.

1: 33: 08 PM
At Ease

1:33: 50 PM
CHAI R COSTELLO reconvened the neeting.

M5. HOVENDEN reported that the division adm nisters about 69, 000

active business |licenses, 60,000 registered corporations, and
72,000 professional | i censes. There are a total of 43
occupational licensing prograns, 21 of which are managed by a

board or comm ssion and 22 nmanaged by the division.

She stated that the division worked with Legislative Budget and
Audit to design and inplenent a new fee analysis tool. As a
result, prograns are nonitored or reviewed nore frequently,
comuni cati on has been strengthened with boards and conmm ssions,
and professional licensing ended FY15 in a surplus position for
the second year in a row.
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Ongoing challenges <continue to be fee spikes <created by
unantici pated investigations or appeals of board decisions.
Also, the mjority of revenue is collected every other year,
which forces prograns to operate in deficit unless l|arge fees
i ncreases are inplenented

M5. HOVENDEN di spl ayed the interactive fee analysis tool for the
Big Gane Commercial Services Board to illustrate how it works
She expl ained the tool as foll ows:

The first pink colum depicts what is the bottom |line
if fees stay the sane. The green colum shows what
happens if the board nakes recommended adjustnents to
the fees and then the blue colum reflects the fees as
proposed by the division. Those estimated revenues are
carried below into a separate section to conpare the
bottomlines to any proposed changes.

1:36:55 PM
CHAI R COSTELLO asked what the process is to inplenent a proposed
f ee change.

SENATOR STEVENS commented that the chart is very difficult to
r ead.

CHAI R COSTELLO agreed and pronised that inprovenents would be
forthcom ng. She restated her question and al so asked how often
proposed fee changes are actually adopted.

M5. HOVENDEN explained that the boards are able to use the
interactive tool to see how adjustnents affect their bottom
line, but the division sets the fees. The division presents the
proposed fees to the boards and asks for comment. The division
takes the comments into consideration, nakes adjustnents as it
sees fit and then sends the regulations to the licensees for
review and a 30-day public coment period. After that, the
division reviews the comments and sets the fees.

CHAI R COSTELLO asked how long it takes and what it costs to
i npl enent a new regul ati on.

MS. HOVENDEN replied the average cost for a regulation project
is $2,500 and it takes up to 90 days to conpl ete.

SENATOR STEVENS asked if |icense applicants are required to take
a test.
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M5. HOVENDEN answer ed yes.

SENATOR STEVENS asked if all the tests are admnistered in a
central |ocation. "Does sonebody from Kodiak who wants to be an
assi stant bear guide have to fly to Anchorage to take the test?"

MS. HOVENDEN said she didn't know.

SENATOR STEVENS commented on the expense to fly from Kodiak to
Anchorage to take a test for a professional |I|icense, the
i nconveni ence of delayed test results, and the potential added
expense of another trip if the applicant doesn't pass the test
the first time. He questioned why applicants couldn't take the
test online from their home comunity since the test in
Anchorage is adm ni stered onli ne.

MS. HOVENDEN agreed it was a good suggestion and potential cost-
saving neasure. She acknow edged that nobst <cities do have
testing centers.

SENATOR STEVENS asked for a report back on whether it would be
feasible for tests to be admnistered and nonitored in testing
centers in nore communities than just Anchorage.

SENATOR G ESSEL agreed it would be a cost savings for citizens,
but suggested it was an issue the board itself shoul d deci de.

1:43:25 PM

M5. HOVENDEN directed attention to the bottom of the fee
analysis tool and pointed out that is where the calculating
takes place. It also adds a 2 percent CPl increase to the
estimated expenditures for future bienniuns. She continued to
explain that because these are receipt supported services, any
deficit or surplus is carried over fromyear-to-year.

She reiterated that because the tool is interactive, board
nmenbers can |look at how fee adjustnments inpact the bottom line
for the inmmediate renewal cycle and up to three future biennium
cycl es.

CHAI R COSTELLO asked how it happened that the Board of Massage
Therapi sts was created |last year and is already operating at a
$70, 000 deficit.

M5. HOVENDEN explained that fees could not be receipted unti

the program started on July 1, 2015 even though there were
startup expenses. She expressed hope that the revenue this year
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woul d cover not only the deficit but also the expenses in the
next |icensing year.

CHAIR COSTELLO asked if the division oversees all licensing
prograns or just the ones that are managed by the division.

M5. HOVENDEN clarified that the division oversees the licensing
prograns for both those that are managed by their boards and
comm ssions as well as those that are managed by the division.

SENATOR STEVENS asked what the rationale is for charging
nonresidents nore for a |license than residents.

M5. HOVENDEN replied she didn't know the rationale, but the fees
are regulated by the board and it says out-of-state |icensees
are charged double the instate fee.

SENATOR STEVENS asked Senator Gessel if it nmde sense to her
and she indicated it did.

M5. HOVENDEN advised that increasing the fees nust strike a
bal ance between getting the program out of deficit and a |eve
t hat does not price people out of the occupation or profession.

1:47:22 PM
M5. HOVENDEN assured the nenbers that the division has worked
with licensees and boards to adjust fees to conmply with the

statutory requirenent. She displayed a bar graph show ng that
from FY14 to the first quarter of 2016 the nunber of prograns
operating in deficit has decreased from 16 to 13 and the
prograns that are operating in surplus has increased from 21 to
27. The final graph depicts all prograns operating out of
deficit by 2020 if projected fees and the revenue and cost
estimates stay the sane.

CHAI R COSTELLO asked if there is a common thene anong the boards
and comm ssions that are running at a deficit.

M5. HOVENDEN replied the reasons are varied but a driving factor
is the nunber of licensees in the program because the costs are
spread anong them A small program that has one costly
investigation could put the program in a deficit very quickly.
Anot her reason is that fees aren't adjusted soon enough.

1:49: 30 PM
M5. HOVENDEN of fered the foll ow ng concl udi ng conments.
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The bottom line is with the help of the new fee
analysis tool and a better partnership wth the
boards, we are making great progress on program
deficits and we have a nuch better handle on each
programis current and projected |long-term health.

CHAI R COSTELLO asked if the boards have access to expertise
within the state to analyze their fees or if the new interactive
tool is the only analysis. She observed that costs of future
i nvestigations could be estimted from past dat a.

M5. HOVENDEN discussed the positive reception of the new
interactive fee analysis tool. She reiterated that t he
calculations at the end of the form are the estimted expenses
based on the past, including investigations and appeal s.

CHAI R COSTELLO asked how much the new tool costs, who nanages
it, and if the boards are paying for it.

MS. HOVENDEN expl ai ned that the division devel oped and manages
the tool so there is no cost.

SENATOR G ESSEL commented that this tool will probably be very
hel pful. She pointed out that the Big Game Conmercial Services
Board is a small program that had high adjudication costs and is
carrying a large deficit. She also pointed out the deficits of
the State Medical Board for the past three bienniuns.

1:54: 07 PM
At Ease

1:55:56 PM
CHAI R COSTELLO reconvened the neeting.

SENATOR G ESSEL directed attention to the biennium totals on
page 8 of the October 2015 Professional Licensing Report to the
Legi sl ature.

M5. HOVENDEN pointed out that at the end of FY2015 the AKSAS
Carryforward Bal ance Program Share for the Big Gane Commerci a
Servi ces Board shows a deficit of $1.1 million

SENATOR G ESSEL asked if it's still the case that boards accrue
the costs of investigations and appeals, but settlenment costs go
into the general fund.

V5. HOVENDEN confirnmed that is correct.
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SENATOR G ESSEL recalled a bill that was introduced 8-10 years
ago to allow a board to keep any settlenent noney, but it didn't
pass. She asked if that has been di scussed.

M5. HOVENDEN confirmed it's been an ongoing discussion and
consternation that fines do not help defray the cost of the
i nvesti gations.

SENATOR COSTELLO thanked Ms. Hovenden and asked her to provide
t he requested follow up information.

1: 59: 52 PM
At Ease

Mari j uana Control Board Update

2:02:17 PM
CHAI R COSTELLO reconvened the neeting and wel coned Ms. Franklin
to give an update on the new regul ations for marijuana.

CYNTHI A FRANKLIN, Director, Alcoholic Beverage Control (ABC)
Boar d, and Marijuana Control Board (MCB), Department  of
Commerce, Community and Econom c Devel opnent (DCCED), Anchorage,
Al aska, informed the conmttee that the director and staff of
the Alcohol and Marijuana Control Ofice (AMCO serve both the
Al cohol and Marijuana Boards. The five-nmenber Marijuana Contro
Board consists of seats from public safety, public health, rura
resi dent, i ndustry, and industry or general public. The
transition statute in House Bill 123 that created the board
provided that the first appointnents would have two nenbers of
i ndustry on the board.

The director oversees three divisions in the AMCO office:
adm nistrative, records and |licensing, and enforcenent. The
Adm nistrative Division has an admnistrative officer, an
adm ni strative assistant, and an office assistant. The Records
and Licensing Division has four regulation business examners
and a supervisor in Anchorage. The Enforcenent Division consists
of a supervisor, one investigator each in Juneau and Fairbanks,
and four investigators in Anchorage. The Fairbanks position is
under recruitnment and is not subject to the hiring freeze
because it is designated as public safety.

2:05: 01 PM
She di splayed the staff functions and duties for both substances
and highlighted the need to fill an education position. She
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rel ated that when the ABC Board was noved into DCCED, the idea
was to add an education conponent, but it has been chall enging
to find soneone from the three divisions to do that work. The
guestions have always been steady but with the addition of
marijuana the office is flooded. Wth the extra substance to
regul ate, the need to have a specific person who knows enough to
answer a broad spectrum of questions and <can travel to
communities when requested is pressing. To date she has done the
traveling but there are issues with having the director be the
only educator for the entire agency. She relayed that the
education position that is in the budget is funded by DGS funds
received fromthe al cohol conponent.

SENATOR STEVENS asked if the board helps cities develop
regul ati ons.

2:07:21 PM

M5. FRANKLIN confirmed that the office tries to acconmpdate
t hose requests. AMCO has al so been working with the D vision of
Community and Regional Affairs (DCRA) to involve governnent
specialists to help | ocal governnents.

She explained that from February 24, 2015 to Novenber 24, 2015,
three sets of marijuana regulations were released for public
comment. For each release, the board net three tinmes to review
the coments. The regul ations were nmerged into nine articles and
again released for witten public comment in October. The board
al so heard two days of verbal public coment in October. She
di splayed a visual to illustrate how many tines the board net
fromJuly 2 in Fairbanks to Decenber 1 in Anchorage.

The 9 articles of regulation are: Article 1 - Licensing & Fees;
Article 2 - Local Option Rules; Article 3 - Retail Marijuana
Stores; Article 4 - Marijuana Cultivation Facilities; Article 5
- Marijuana Product Mnufacturing Facilities; Article 6 -
Marijuana Testing Facilities; Article 7 - GCeneral Operating
Requirenent; Article 8 - Enforcenent; and Article 9 - Ceneral
Provi si ons.

Articles 3, 4, 5 and 6 represent the nmarijuana establishnent
license types that were created in the ballot neasure. Articles
1, 7, and 9 apply to all license types. Article 2 is |ocal
option, and Article 8 is enforcenment. There are no crimnal
penalties in Article 8, but the enforcenent officers are
authorized to enforce crimnal Jlaws from nmarijuana. Those
charges would be filed under Title 11.
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She said the procedures in Articles 1 and 7 are very simlar to

the process for alcohol licensing. Basically, the application
passes back and forth between the state board and the I ocal
gover nient to weigh in. There's some notification and
advertising just Ilike in alcohol where +the applicant s

notifying the public that they want to start a nmarijuana
busi ness. Once the agency deens the application to be conplete,
the local governnent is formally notified that they have an
applicant. That |ocal governnent then has 60 days to protest the
application if they don't want the board to issue the |icense.

She explained that the marijuana inventory tracking system is
the software system that ascertains that the nmarijuana and
marijuana products sold in retail stores were grown and produced

in licensed facilities. This system runs throughout all 9
articles.
2:13:50 PM

SENATOR STEVENS asked if this is only about Al askan grown and
produced products.

M5. FRANKLIN confirnmed it is an instate industry.

She continued to explain that the licensing provisions also
include detailed requirenents for food safety, testing,
security, and transportation. Following a |ot of public comrent,
and the board decided that the |icenses should be open only to
Al aska residents. Also, the legislature added a requirenent
prohibiting licensure of anyone with a felony conviction within
five years preceding application. "But we mssed a spot," she
said. That is enabling legislation to allow to board to ask the
FBI to run the out-of-state <crimnal history checks. She
enphasi zed that the enabling legislation is needed prior to
February 24 when applications are received. "If soneone just
noved here and they qualify for a PFD and they qualify to apply
for a license, but they had a felony conviction in another
state, we won't knowit."

CHAI R COSTELLO asked if the adm nistration has prepared a bill

M5. FRANKLIN replied it is her understanding that a bill is in
the works. Responding to a question about timng, she explained
the legislation is needed before |icenses are issued, hopefully
before the end of the session.

2:16:49 PM
At Ease
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2:17:58 PM
CHAI R COSTELLO reconvened the neeting.

M5. FRANKLIN reviewed the standard and Iimted cultivation
facility licenses, noting that the idea of a broker |icense fel
away in the process. The standard cultivation facility has no
canopy Ilimt, which neans the |licensee can grow as nmnuch
marijuana as they can afford. This license type has no sales to
consuners, no consunption on prenm ses, and the annual |icense
fee is $5,000. The limted cultivation facility has a 500 feet
canopy limt, a $1,000 annual |icense fee, and it has all the
rest of the rules of standard |icensing.

2:20: 35 PM
She displayed a picture of a retail store in Colorado and
expl ained that the consuner presents their license to security

at the door and is given a hand scanner. It is used to indicate
the products the consumer wants to purchase. The marijuana is
kept in a restricted access area and an enployee gets the
products for the custoner. Information about the products are
avai l able on the scanner. She noted that Col orado has different
purchase limts for instate and nonresident but Al aska doesn't
need those restrictions. "W're not going to have anybody
driving into the state to buy marijuana and then driving out."

Al aska has a one ounce transaction limt, because the ball ot
measure says a person can possess up to one ounce in public.

SENATOR STEVENS asked if there are any concerns related to the
Canada Al aska boundary.

M5. FRANKLIN said it is still illegal to take marijuana across
state |ines and Canada has Munties at the border.

2:24: 24 PM

Retail store highlights from the regulations include that a
marijuana handler’s permt is required; inventory nust be kept
in a restricted area; marijuana must be packaged and | abeled to
reflect testing and security requirenments; and the packaging
must be childproof. On the question of consunption on the
prem ses, the board decided that if there was going to be public
consunption it would be better to have it in a regulated and
licensed prem ses where the board could build rules around the
consunption. A placeholder was put in the regulations and a new
regul ation project was started for a marijuana retail store
consunption endorsenent. Sonmeone  who  has met al | t he
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requirenents for a retail store could apply for a consunption
endorsenent as long as their |ocal governnent allows consunption
on premses. "That is a project that is just getting going. W
have yet to have draft |anguage approved by the board or put it
out for public comment so it will rock along behind all the rest
of the regul ations,"” she said.

2:28:42 PM
SENATOR MEYER asked if the same rules apply to serving or
selling to mnors as they do for al cohol.

M5. FRANKLI N answered yes, those rules are in the regul ations.

She reviewed the Article 5 rules about product manufacturing and
edi bles. The serving size is 5 ng with a maxi mum of 10 servings
per package. The board nmust approve all edible products prior to
production. Adulterated products, products that |ook |ike non-
marijuana products, and products that are especially appealing
to kids are prohibited. She noted that Dr. Jay Butler, the
state's chief nedical officer, has said that "there is sone
research to indicate that in sone people who are not used to
eating marijuana in an edible form 10-30 mlligranms m ght be an
i nt oxi cati ng dose."

The board set Alaska's serving and package |imt |ower than
other states with the novice user and tourists in m nd.

The board |ooked at novice use and tourists when it set |ower
serving and package limts than other states. She noted the
public education canpaign in Colorado called Start Low, Go Slow
that suggests that 5 ng is an appropriate starting point for the
novi ce.

2:33.00 PM

Turning to extracts, she said it's inportant to realize that
marijuana extract can be added to any edible and people can be
quite creative adding it to things |ike soda, ice cream or
snmoked sal non

M5. FRANKLIN informed the commttee that concentrates are also
bei ng made that can be snoked. Wax and Shatter products have a
very high concentration of THC, ranging from 72-95 percent. They
are snoked and therefore are not subject to edible serving size
rul es. Snoking these products is sonetines called dabbing and is
also referred to as butane hash oil or BHO She clarified that
if a manufacturer in Al aska does nake their products wth
solvents, part of the testing requirenments are to assure that
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the solvent is no longer in the product when it is sold to the
consuner. She described the dabbing process and pointed out that
it wll have a bigger effect than snoking a joint. She noted
that one young nan described it as the triple black dianond of
marijuana. She enphasized that the education conponent needs to
hel p peopl e understand what they're buying when they purchase a
concentrat e.

2:38:32 PM

Article 6 addresses the testing requirenents and facilities. Al
marijuana and marijuana products nust be tested for THC potency
and mcrobial testing for contam nants. Additional testing is
required for products that are produced by solvent extraction to
ensure that there is no residual solvent in the product that is
sold. The test results are required to be on the label. If a
testing facility is asked to perform additional tests, those
results mnmust be reported. Alaska rules require the grower to
report if they use pesticides and any testing nust be reveal ed
on the | abel.

2:40: 01 PM
SENATOR STEVENS asked who pays for the test.

M5. FRANKLIN replied the testing facilities are licensed and the
i censee pays for the tests.

Articles 1 and 2 address the local control and local option
regul ati ons. Article 1 contains |ocal control provi si ons
including a protest tool and deferral of the board to |ocal
governnents on zoning. Local governnents also have the ability
to limt tinme, pl ace, manner and nunber of mari j uana
est abl i shment s.

Article 2 provides the local option rules for communities to opt
out. This is a simlar nenu to the rules for alcohol found in
Title 4. However, a community my opt out either through
ordi nance or election, which is different than al cohol

| mportantly, nothing in the opting out allows a |ocal governnent
to prohibit personal possession of marijuana.

M5. FRANKLIN said there is no limt on the number of I|icenses
allowed at the state level. This 1is intended to avoid
speculation in licenses and the secondary narket value of those
licenses. Conformng to the ballot neasure, a |ocal governnent
has the authority to limt the tine, place, manner, and nunber
of marijuana establishnments.
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2:45: 00 PM

M5. FRANKLIN stated that nothing in these rules is intended to
af fect nedical nmarijuana cardholders (AS 17.37). She rem nded
the nenbers that there is no difference between nedica
mari j uana and non-nedi cal marijuana.

She expl ai ned that new strains of marijuana are being grown that
are cultivated to maximze the effects of cannabidiol (CBD)
versus tetrahydrocannabinol (THC). CBD is the aspect of the
plant that has nost of the positive nedicinal effects, whereas
THC is the psychoactive ingredient. This makes regulation nore
conpl i cated, she said.

SENATOR STEVENS questioned the reason for nedical marijuana
cards.

M5. FRANKLIN explained that they are necessary because the
crimnal statutes haven't been changed. Al so, the ballot neasure
said nothing in the Act is intended to change AS 17. 37.

2:52:25 PM

M5. FRANKLIN reviewed the Marijuana Control Board (MCB) 2016
Timel i ne. She noted that the board has not approved the tineline
so it may change. In January and February she said she expected
the adopted regulations to be approved by the Lt. Governor and
in effect 30 days from his signature. On February 11 the board
will neet to approve application forns and begin the process of
drafting regulations for consunption endorsenment. February 24 is
the statutory deadline to begin accepting applications.

She said AMCO has been doing a lot of work in preparation for
the applications, including an outstanding job of building a
dat abase for electronic applications. This is designed for an
applicant to denonstrate that they have the tools to enter the
mar ket. The first conpleted applications are expected in March.

In April AMCO will review applications for conpletion and send
themto | ocal governnments, and the board will neet in Anchorage.
On May 23 the RFP for seed-to-seed software inplenentation wll
be finalized. The board will have a neeting in June to approve

the first licenses.

July through Decenmber AMCO will continue to process |icense
applications and neet three tinmes in July, October, and
Decenber.

2:55: 23 PM
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M5. FRANKLIN reviewed the followi ng pressing need: support for
the educator position due to the nunber of requests for
information. Currently, other positions are filling the role of
educator. The cost of the position could be covered by the
licensing fees. The educator would work on activities related to
bot h al cohol and marijuana and woul d devel op video training.

SENATOR MEYER asked whether the |egalization of marijuana would
help with the Spice problemin Anchorage.

M5. FRANKLIN said she didn’t know. She believed that those who
use Spice already have access to narijuana. She pointed out that
Spice is a very different drug and provides a very different
experience than marijuana, so those users are perhaps | ooking
for a different type of high. She opined that having access to
retail stores that sell marijuana will inprove access to those
who want marijuana and may have a small effect on decreasing
Spi ce use.

SENATOR STEVENS asked if people are incarcerated that wouldn’t
be there under the new rul es.

M5. FRANKLIN related that the correction facilities rosters were
checked in Novenber and there were only four individuals
inmprisoned at the tine due to marijuana charges. These were for
large marijuana grows. It’s reasonable to feel confident that
not a lot of resources are being spent on marijuana. That being
said, there nust be serious consequences for those who choose to
break the | aw, she said.

CHAI R COSTELLO thanked Ms. Franklin and the board for their hard
wor k.

3:00: 37 PM

There being no further business to conme before the commttee
Chair Costell o adjourned the neeting at 3: 00 p. m
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