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CHAIR PAZINA:
Today, we are going to hear from the Cannabis Compliance Board, as well as
hosting a bill hearing.

JAMES HumMmMm (Executive Director, Cannabis Compliance Board):

Governor Joe Lombardo named me to lead the Cannabis Compliance Board
(CCB) in December of 2023, whereas, in the prior six years, | had the pleasure
of serving the State in various roles at both the Nevada Attorney General's
Office and the Governor's Office of Economic Development. During my
14 months at the agency, we have already accomplished many great things.
Now, if you let me, | will walk you through the presentation (Exhibit C contains
copyrighted material. Original is available upon request from the Research
Library.).

The Cannabis Compliance Board was established through A.B. No. 533 of the
80th Session. The Board consists of five members appointed by the Governor.
Assembly Bill No. 533 of the 80th Session also created the 12-person Cannabis
Advisory Commission (CAC), which studies cannabis-related topics and makes
recommendations to the Board. In 2000, Nevadans voted to legalize medical
use. In 2015, the first medical marijuana establishment opened. In 2016, voters
approved Question 2, legalizing adult use, also known to most of you as
recreational use. In 2017, recreational sales began in Nevada. The State's
cannabis program transitioned from the Division of Public and Behavioral Health
to the Nevada Department of Taxation. In 2019, Governor Steve Sisolak signed
A.B. No. 533 as noted above, creating the Nevada CCB, which is modeled after
Nevada's Gaming Control Board. The State's cannabis program transitioned
from the Nevada Department of Taxation to the CCB in 2020.

The Nevada Cannabis Compliance Board governs Nevada's cannabis industry
through strict regulation of all areas of its licensing and operations, protecting
the public health and safety of our citizens and visitors, while holding cannabis
licensees to the highest ethical standard.

What are the Board's duties and responsibilities? As noted prior, it consists of
five members who are all appointed by the Governor. We hold regular monthly
public meetings, host ad hoc regulatory workshops, as well as review and
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approve final licensure, transfers of interest, management services agreements
and the like. We approve the service of disciplinary actions, such as complaints,
act as the final arbiter of discipline and have final approval regarding subsequent
settlement agreements. Additionally, the CCB may hold emergency Board
meetings to consider urgent matters such as summary suspensions.

The CAC is tasked with studying issues related to the cannabis industry and
making policy and regulatory recommendations to the CCB. The 12-member
Commission is chaired by the CCB executive director—that's me—includes
eight representatives appointed by the Governor with expertise related to the
cannabis industry. In addition, to round out the last three, it includes the Nevada
Attorney General, the director of the Nevada Department of Public Safety and
the executive director of the Nevada Department of Taxation. Currently, the
CAC has three subcommittees: a subcommittee on rescheduling and
de-scheduling, a subcommittee on market participation and a subcommittee on
public safety and the illicit market. The CAC meets at my discretion, similar to
the Nevada Gaming Control Board.

We are broken down into three main divisions: licensing, inspection and audit,
and investigations and enforcement. Our licensing division processes and
reviews licenses and renewal applications, and collects all fees associated with
those. They also manage cannabis registration card programs. Currently, we
have 20,000 plus active cards and there are 14,500 plus individuals that work
in the cannabis industry. Licensing also assists the Nevada Department of
Taxation in collecting cannabis-related taxes from licensees.

The inspection and audit division covers health and safety by performing audits
and inspections of cannabis facilities. They track and monitor all inventory from
seed to sale and audit monthly and quarterly reports from licensees as required
by the CCB. They evaluate all complaints made against the licensed facility,
including incident reports.

Our investigations and enforcement division reviews and processes transfers of
interest for change-of-ownership requests. That includes potential licensees and
affiliated owners, officers and board members, who are subjected to a full suite
of background checks and financial analysis as part of a required suitability
review. Additionally, our investigations and enforcement division partners with
local and state law enforcement regarding criminal investigations, including
enforcement on illicit market activity.
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We have six different types of licensees. First are cultivators, who grow,
harvest and package cannabis, and sell cannabis to cannabis establishments,
but not to consumers. Second, we have production licensees, who purchase
cannabis, manufacture, process and package the cannabis and cannabis
products, and then sell to other cannabis establishments, but not to consumers.
Third, retail licensees or dispensaries are probably what most of you have heard
of. They're licensed to purchase cannabis, cannabis products, and other
products from other cannabis establishments and sell those products directly to
the consumer. Fourth, we have our testing labs, who conduct all the laboratory
testing on the cannabis and the cannabis products. Fifth are distribution
licensees, who transport cannabis from one cannabis establishment to another.
Sixth are consumption lounges, licensed to operate businesses for the
consumption of single-use or ready-to-consume cannabis products on site.

Taxable sales reported by adult-use retail stores and medical dispensaries in
fiscal year (FY) 2023-2024 was $829.2 million. That is a decrease of 2 percent
compared to FY 2022-2023. Additionally, $43.7 million was collected for the
15 percent excise tax and $76.8 million was collected for the 10 percent state
retail tax in FY 2023-2024.

As with the industry, the market will dictate demand of the product. But as
always, my goal is to provide certainty and a fair playing field to the industry, so
they know what is expected of them and to provide stability to withstand
downward economic turns.

So where does that money go? The distribution of $107.8 million went to the
State Education Fund (SEF) in FY 2023-2024. The breakdown of that was
$76.8 million from retail cannabis excise tax and $31 million from wholesale
cannabis excise tax revenue.

Excuse me for a minute, but | will read some of Nevada Revised Statutes (NRS)
to give you some background on those tax dollars. In NRS 372A.290
subsection 4, paragraph (b) directs all revenue [sic] from the 10 percent state
retail cannabis excise tax into the SEF, which some of you may formerly know
was the Distributive School Account.

The State wholesale cannabis excise tax revenue is collected and then
transferred to the CCB, which is used to then support the agency's operation
and the regulatory oversight of the cannabis industry in Nevada. The CCB also
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distributes a total of $5 million of this revenue collected from wholesale excise
tax to local governments to carry out the provisions of NRS 678C and 678D.
The remaining proceeds are transferred to the SEF by the CCB, along with any
residuals from civil penalties, licensing and other fees collected as outlined in
statute. The Nevada Department of Education is then responsible for distribution
from the SEF to the school districts.

We have an industry snapshot to give you an overview of those six license
types mentioned. There are currently 387 total medical and adult-use
operational licenses statewide. As you would imagine, the majority are in
Southern Nevada. There are 260 operational licenses in Clark County,
unincorporated Clark, Las Vegas, North Las Vegas, Henderson and Mesquite.
Alongside are 62 operational licenses in Washoe County, unincorporated
Washoe, Reno and Sparks. Breaking down those license types, we have
128 cultivators, 100 producers, 8 independent testing labs, 103 medical
dispensaries—or retail cannabis stores—46 distribution facilities and
2 consumption lounges.

Additionally, as mentioned before, our administration department oversees our
agent cards. So pursuant to NRS 678B.390 and subsection 8 of
NRS 678B.340, the cost of an agent card is $150 per category, and each card
is valid for two years. Each category—-cultivation, production, distribution,
dispensary, lab and consumption lounge —requires separate cards all at $150
each. The CCB receives an average of 1,012 agent card applications monthly.
We issue an average of 902 temporary agent cards monthly, which allows
Nevadans to enter or continue to work in the cannabis industry. Pending a State
and FBI background check, an applicant can expect to receive a temporary
agent card within 48 hours of submitting their application, so we can keep
people working or get people into the industry quickly.

If you would like to read more about us, all the rules and regulations governing
the CCB can be found on the CCB’s website under the laws and regulations tab.
This page includes Title 56 of NRS chapters 678A through 678D, as well as the
Nevada Cannabis Compliance Regulations (NCCR). Also please note our NCCR
are soon to be moved into the Nevada Administrative Code (NAC). Currently,
they are all broken down by regulation.

On to the economics of the industry. As noted previously, tax revenue and sales
revenue are down in FY 2023-2024 compared to FY 2022-2023 and
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FY 2021-2022. This decline is consistent with sales trends in other states with
mature cannabis markets and can be attributed at least in part to the
aftereffects of the COVID-19 pandemic. The slight downward trend is
consistent again with the 15 percent wholesale excise tax and 10 percent retail
tax.

Other challenges include the illicit market. A cannabis market study contracted
by the CCB estimates the illicit market size at $242 million, or about 21 percent
of the total cannabis market in Nevada. Additionally, there are nationwide
concerns regarding synthetic cannabinoids. You may have heard of intoxicating
hemp synthetics or Delta 8-THC. That's what they are referring to. National
concern is growing over these products which are often sold in smoke shops
and gas stations that are not regulated by the CCB. These are products that are
over the allowable legal limit to be considered hemp.

On to agency operations and efficiencies. In White Pine County, one cultivation
and one production license were issued last year. We're very proud of that.
That's our second licensing round in the CCB’s history and happy to report to
Senator Ellison that they have received their final licensing and can open.

Cannabis consumption lounges will continue to open on a rolling basis. Two are
currently open. In 2024, the CCB enlisted mobile labs to test edibles, plants,
concentrates and infused products in the field. The results take about
15 minutes. These have proved very successful thus far and have already been
used to assist law enforcement across the State. Additionally, the market study
| mentioned prior was commissioned through an independent market study as
required by subsection 2, paragraph (g) of NRS 678A.310.

Through the Governor's initiatives, we have tried to work on economic growth,
public safety and government support services. We did this by creating a
business-friendly regulatory environment, partnering with the Nevada
Department of Public Safety (DPS) on illicit market concerns and recruiting and
retaining a talented team, providing outstanding customer service and
collaborating with other state agencies including the Nevada Department of
Taxation, DPS and the State Department of Agriculture.

The new supervisory positions approved by the Nevada Legislature in 2023 in
the audit, inspection and investigations divisions improved deficiencies within
these divisions. In the interim, the CCB team received numerous trainings,
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utilized resources inside and outside the Board, leveraged trainings from other
state agencies and provided numerous trainings to licensees and industry
stakeholders. We like to think the CCB is a pretty desirable place to work,
creating an innovative and forward-looking organization, and we currently have
a vacancy rate of only 1 percent, which we are very proud of. Also, we are
happy to report that the audit inspection teams completed all field work and
100 percent of licensees were visited in 2024. The CCB, as dictated by the
Governor's executive order, considered multiple regulation changes, which were
workshopped and approved in June of 2024.

On to our bill implementations from the 2023 session: S.B. No. 195 of the
82nd Session changed disciplinary action and revamped the provisions relating
to disciplinary action taken by the CCB, including the settlement process for any
complaints. It limited civil penalties to a maximum of $20,000 for any single
violation. Additionally, it eliminated time and effort billing for audit and
inspection.

Senate Bill No. 328 of the 82nd Session states that the CCB is no longer
exempt from the Administrative Procedure Act. The Legislative Counsel Bureau
(LCB) is currently revising the NCCR into the NAC format as mentioned prior, as
well as all regulatory changes submitted in June of 2024. Further, board
composition, terms of office qualifications, training of board members, and the
executive director appointment were all shifted. The CCB welcomed two new
Board members over the last year, one in January of 2024 with another new
member starting this month. His first meeting will be February 20, and this
week, he underwent his training as required by S.B. No. 328 of the
82nd Session.

Another bill from 2023 was S.B. No. 277 of the 82nd Session. It required the
CAC to provide a study and recommendations concerning the potential effects
on the Nevada cannabis industry, if cannabis were to be removed from
Schedule | of the Uniform Controlled Substances Act or the Federal Controlled
Substance Act. That report was submitted on February 29th to the LCB.

Onto dual licensing, the CCB combined licenses for both medical and adult-use
cannabis, creating one fee for license renewal. Subsequently, all licenses have
been combined since the passage of the bill. Also, the individual sale amounts
increased. Notices were sent throughout the industry, and adjustments were
made to the tracking and inventory systems.
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Excluded felonies required the CCB to develop and implement a new process. A
person who has been convicted of an excluded felony offense will be allowed to
submit a petition for an exemption from those prohibitions to the Board. Nine
have been submitted in total: four were approved without conditions; three
were approved with conditions; one did not respond; and one has not brought
requested documents to the Board. So that process is working and we're
helping people to gain access to employment within the industry.

Concerning issuance and renewal fees, S.B. No. 277 of the 82nd Session
decreases the maximum amount of fees the CCB is authorized to charge for the
issuance or renewal of an adult-use cannabis establishment license. Lastly,
changes were made to secure entrances, authorizing any cannabis
establishment to have more than one entrance so long as each entrance is
secure.

Finally, our legislative initiative for the 83rd Session is Assembly Bill (A.B.) 76
which will be in front of the Assembly Judiciary Committee to start.

ASSEMBLY BILL 76: Revises provisions relating to cannabis. (BDR 56-286)

It revises provisions relating to cannabis, amends statutory languages to
dovetail with the requirements of the American Psychological Association,
clarifies the requirements of ID scanning at cannabis sales facilities and the
definition of synthetic cannabinoid. The bill adds language to allow for
immediate temporary cease of operations due to imminent health hazards,
consistent with other agencies enforcing public policy, as well as revising
package-size limits to be consistent with new possession limits and industry
standards. | must also note that we have worked with some key stakeholders
and members of the industry, so we will bring a substantive amendment
forward to that bill when it is heard, tentatively scheduled for next week. We
are excited to share that amendment with everybody and we will move forward
there.

SENATOR ELLISON:

One thing | do have a question about was on hemp. Where are we at on it and
are we going forward still on the laws to getting hemp more active in Nevada? |
know a couple of years back we worked on it pretty heavy. Can you give us
any kind of update on where we are at and where they are going?
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MR. HuUMM:

| have actually had a few legislators approach me to potentially work on this, as
well as people within the industry. To give a definitive answer as to where we
are going, | can't tell you exactly, but | know that that’s been a conversation
that is wanted during this session. So we are open to any discussions. We do
not currently regulate hemp, but again, it has been mentioned that might
possibly be coming our way. We are open to any discussions and happy to
elaborate on that.

SENATOR ELLISON:

The reason | asked that was because there was a study done several years back
and then we brought it up and | thought it was in Government Affairs. What
came out of it was that it could help in brain cancer. We just lost a friend with
brain cancer, and | thought that was wonderful that there's something out there
that might help cure it, so that is why | brought it up.

MR. HuMM:

My sympathy for your friend. As far as that goes, we actually do not handle the
research aspect, but | do believe there is a bill by Assemblymember Max Carter
that is coming forward to fund research for the Cannabis Policy Institute which
can further the research on cannabis.

SENATOR DALY:

| remember when you guys first started to match what they have for the
Nevada Gaming Control Board (NGCB) and you wanted to be exempt from the
regulatory process, same as the NGCB. We had a hybrid system for a while. |
was happy to see last session that you said that you were going to go back and
go through the regulatory process. So, | was curious if you think that is working
better for you. | think it is a good process to develop the regulation and then
come before the legislative commission. While | know the legislative commission
could say they want to look at it and could bring you in, but somebody had to
ask to have it happen. So, is the process working well for you? | think it is a
little bit more transparent and | am glad to see you are under that, but | was just
curious how you guys felt about it.

MR. HuMM:

This will be our first go-around, so | guess there’s not enough data to report.
But kidding aside, yes, we went through our first regulatory process in that
manner. | believe we have held nine workshops to go through that process
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again after the 2023 Governor's executive order. It was an exhausting process,
but not meaning that with any negative implications. All the regulations are fully
vetted and submitted as of June of 2024. Again, it was new to us. We called
an emergency board meeting on the last day of June to run it by the Board, but
it ended up working out very smoothly. So, | guess we will report back. We're
still waiting to hear back on our conversion to NACs. | know that that is still in
the works, and a thank you to the LCB who's worked diligently on that with us.
We have 15 different NCCRs, so that is a longer process and then we have the
upcoming changes. Thus far, we have gone through the process and it's
working.

SENATOR LANGE:

Since we had the presentation yesterday, | had a chance to think about a couple
of things and one of the things | am interested in—as | am a former educator—is
that one of the reasons that we voted cannabis into Nevada was to add some
extra funding to education. | am curious because | know it has gone down in
the last year, but since cannabis was passed in Nevada, what has that graph
looked like?

MR. HumM:
It has gone down, but | believe it peaked at $1.2 million [sic] in 2021. | am
going to phone a friend; our deputy director has the historical numbers.

MiIcHAEL MILES (Deputy Director, Nevada Cannabis Compliance Board):
Senator, it spiked during COVID-19 with actually $1.2 billion in sales and it has
been slowly going down ever since. It is about $832 million right now.

SENATOR LANGE:
Is that because sales are down, because of illicit drugs, or a combination of
both?

MR. MILES:

It is a combination of things. During COVID-19, obviously, checks were being
sent out and everybody was home. | think a lot more use happened during that
timeframe, and it was brand new here in Nevada. Also, we were one of the few
states where it was legal. A lot of states have made it legal since. So the
tourism for that has dropped, and combinations of what you said as well, just
market activities and the illicit market, has caused it to drop slowly.
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MR. HuUMM:

| just want to add one thing, | need to correct the record. In the Assembly
Judiciary Committee meeting, | said 24 states were recreational and 38 medical.
We ran the numbers again; it is 26 recreational and 40 medical now. So, there's
much more open access to it nationwide.

SENATOR LANGE:
Is there a way to harness more of those revenues for education? You may not
want to, but | am just curious.

MR. HuMM:

| mean, we are always very conscious of the budget. Our internal operational
budget, which we have not presented yet, is flat, except for the raises that this
body and the Governor so generously granted us and our staff. So, thank you
again for that. But we are always budget conscious. Every dollar that we spend
does not go to the SEF. | assure you as executive director, every dollar that we
spend | make sure that it is needed and that we guarantee that anything outside
of that necessity goes to the SEF.

CHAIR PAZINA:

Any more questions? | had one and | am going to go back to your presentation,
the industry snapshot, and | apologize if this was asked yesterday. It looks like
the cost of an agent card is $150, which is valid for two years. But additional
cards are necessary for cultivation, production, distribution, dispensary,
laboratory and consumption lounges. They each require separate cards also at
$150. So are those cards also good for two years? And looking at the cost, if
someone needed all of these, it is over $1,000 every two years. Can you just
explain that process?

MR. HumMM:

That is all accurate. It is $150 per card per vertical, per license type if you will.
And yes, | think that math pencils right. Six times $150 is $900 if you were to
work in all of the different verticals. Yes, that can get expensive and yes, it is
every two years that they would be required to do that.

CHAIR PAZINA:
And as a follow up, is that for employees or just for the person running the
facility?
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MR. HuMM:
It is for everyone: owners, operators, board members and employees.

CHAIR PAZINA:

That just seems very expensive for an employee who's trying to pay their utility
bills, put a roof over their head and then insure their job by paying the fees. By
the time you have those six, plus the agent card, | guess it gets expensive.

SENATOR ROGICH:

| have a quick question in regard to the illicit cannabis market. My
understanding is that a study was conducted by the CCB in which it was found
that it could rise to $370 million of untaxed revenue. Is that correct?

MR. HUMM:

We actually contracted a third party to conduct the study, so it was not done
by us. But yes, | believe that study reflected it was 21 to 30 percent, so it
could possibly be up to the figure that you mentioned. That's what they
reported in this study.

CHAIR PAZINA:

All right, seeing no further questions, we are now going to open the hearing on
Senate Bill (S.B.) 44. Please welcome Cathy Sheehy, the Commissioner of the
Mortgage Lending Division at the Nevada Department of Business and Industry.

SENATE BILL 44: Revises provisions relating to financial services. (BDR 54-258)

CATHY SHEEHY (Commissioner, Division of Mortgage Lending, Nevada
Department of Business and Industry):

| am privileged to be here this morning to lead you in our presentation
(Exhibit D) on S.B. 44. As a brief introduction and overview of the Mortgage
and Lending Division (MLD), we are tasked to regulate the non-depository
mortgage lending industry and related professions. Accordingly, this entails the
licensing, examination and seeking compliance through enforcement of those
that conduct this activity as defined in NRS chapters 645A, 645B and 645F.
We also register credit service organizations under NRS 598.721, subsection 1.
Similarly, the Financial Institutions Division (FID) regulates the depository,
non-depository and fiduciary financial institutions.
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We have seen tremendous growth in the non-depository mortgage lending
industry over the years. Yet, with that growth and the advancement of
technology, there comes risks that the MLD currently does not have the
authority to regulate or enforce. The purpose of this legislation will simply allow
MLD and FID to align state regulations with existing federal standards for
safeguarding customer information. It would allow the MLD to establish
additional governance and operational requirements for financial service
providers.

The overall objective is to enhance consumer protection, implement data
security measures and regulate financial service providers operating in this
State. On the next slide, you'll see the provincial standards for non-bank
mortgage servicers and the statute that it will cover. Also on the slide is the
non-bank model data security law, broken down between statutes for the MLD
versus the FID. It just has the two components, and we will walk through both
of these separately.

First, | will begin with the prudential standard for non-bank mortgage servicers.
It aims to create and maintain sound financial conditions and safe management
practices, which are essential for compliance and consumer protection.

The non-bank mortgage servicers are an important segment of the financial
services community. These servicers currently serve more than 60 percent of
the agency mortgage market and roughly 53 percent of the $13 trillion
single-family residential mortgage market. Six out of the ten largest primary
mortgage servicers are non-bank mortgage servicers. As these mortgage
servicers are the institutions responsible for transmitting monthly borrower
payments to the investors or loan holders, the mortgage servicers are an integral
part of the mortgage market ecosystem. The mortgage servicers occupy the
space between the consumer and the loan holder or investor. This creates an
obligation to both parties of the transaction, making the servicers responsible
for efficiently servicing the market and protecting the consumers.

In Nevada, during the 78th Legislative Session back in 2015, NRS 645F.296
was created, which introduced and required non-bank mortgage servicers to
obtain a license to continue to conduct this activity in Nevada. Since then, there
have not been any changes to these laws. Over the past ten years, through
tremendous growth and sound financial condition, safe management practices
have been put to the test. The State regulatory system is charged through
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individual State statutes to establish effective corporate controls and consumer-
focused responsibilities for non-bank mortgage servicers. These controls and
responsibilities are only effective when they are enforceable. Currently, we do
not have any mandates that would allow this enforcement. A national set of
standards, covering both agency and non-agency servicing, is the most efficient
format for the mortgage servicers that operate in multiple jurisdictions and
presents less regulatory burden than unique requirements from state to state.

Fannie Mae and Freddie Mac are corporations under the conservatorship of their
regulator, the Federal Housing Finance Agency (FHFA). It has authority over
Fannie and Freddie but does not have the direct regulatory authority over
non-bank mortgage companies and servicers. The prudential standards
presented here today are uniform to those that FHFA enforces over Fannie and
Freddie. Therefore, we are not introducing anything new or different that the
non-bank mortgage servicers would need to comply with. While the Consumer
Finance Protection Bureau is a regulator of non-bank mortgage servicers, they
enforce consumer compliance protections but have not established any
regulatory requirements or standards pertaining to the financial condition of
non-bank mortgage servicers. This prudential standard covers two categories:
financial condition and corporate governance.

Under the prudential standards for financial conditions, the areas that are
covered are capital and liquidity. Corporate governance is establishing a board of
directors, internal and external audit, and oversees risk management.

For the non-bank model, the data security law being presented here today is
statutory language that establishes comprehensive standards for data security
for the non-bank financial institutions that operate here in Nevada. Adopting
these standards positions both MLD and FID to be proactive in addressing cyber
threats and providing clear authority when examining and enforcing data
security standards. It aligns State regulators with federal standards, leveraging
the existing Federal Trade Commission (FTC) Safeguards Rule. By adopting the
model law, we enhance the privacy and security of consumers’ personal
information. This will provide a secure and reliable financial landscape. The
Safeguards would establish comprehensive data-security standards that financial
institutions must adhere to. These standards are designed to protect sensitive
information and mitigate cyber threats.
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Some elements of the existing FTC standards for the safeguarding of consumer
information include designating a qualified individual, training their staff,
creating a written incident plan and several others as well.

A key provision under the federal standards is a comprehensive information
security program and a notification event when unauthorized data breaches
occur. Under this Safeguards Rule, the FTC will be notified, and then this will
allow the commissioner of both the FID and the commissioner of the MLD to be
notified as well. The State compliance requirements will apply to a wide range
of financial service providers, including private and professional guardians,
mortgage companies, loan originators, mortgage servicers, escrow agencies,
collection agencies, student loan servicers, payday lenders and trust companies,
et cetera.

Again, the entities must maintain a security program as part of their books and
records, which will allow us to complete our examinations and notify State
regulators about the notification events. The expanded regulatory oversight
mandates State commissioners to adopt notification procedures for providers
regarding security breaches. And again, just a reminder that there are no new
laws being introduced here; we’re simply referencing the existing federal
Safeguard Rules.

Finally, the key benefits of this will be consumer protection, operational integrity
and regulatory clarity. These will safeguard sensitive consumer or customer
information from data breaches or misuse, ensure that financial service
providers and mortgage servicers meet robust corporate governance and
operational standards, as well as provide a clear framework for oversight,
compliance and enforcement. This concludes our presentation, and we stand for
questions.

SENATOR FLORES:

| understand that we are codifying title 16, chapter 1, subchapter ¢, part 314
the CFR. When there is a notification event in which encrypted information is
stolen and you notify the FTC, as present under the current rules, what do they
do with that information now? Do they collect that information? Then do they
immediately notify the FID commissioner? | just want to know what happens
after they’re notified, because | understand that we’re now just going to have
two different notifications: we are going to be notified locally at the State level
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and then also at the federal level. However, | am just trying to understand what
they do with that information after there's a notification of a breach.

MsS. SHEEHY:

Currently, when companies report to the FTC, we do not get any notification
from there. So, this will ensure that we are notified in addition to the FTC,
because there is no requirement for the companies to notify us at this time.

SENATOR FLORES:

| had an opportunity back in 2015, | believe, to work on NRS 603A.220 where,
when there is a data breach, there are certain notification triggers that we have
to implement. That's still the rule now, right? If there is a breach, there's an
obligation to immediately notify the possible individuals who may have been
impacted, but this goes further than that, correct?

Ms. SHEEHY:

| am not sure about the requirements under NRS 603A.220, but this will simply
require the companies to notify us directly of the breach or of the information
that was compromised so that we can review that. If necessary, we can
commence an examination or at least reach out to the company to ensure that
they're taking steps to assure the safety of the customer information that was
breached.

MARY YOUNG (Deputy Commissioner, Division of Financial Institutions, Nevada
Department of Business and Industry):

| just wanted to clarify that these will work in conjunction. Currently,
NRS 603A.360 just gives the authority to the Office of the Attorney General. It
does not give any notification requirements for our two divisions. So, this does
not take away from NRS 603A.360; this just helps our divisions by giving us
the regulatory authority.

SENATOR FLORES:

Understood, my only question was what you just hit on. If there is a breach,
internally you have a policy now that you must notify the impacted parties,
correct? You mandate that upon whatever business may have been involved.
That is a requirement now, correct?

MsS. SHEEHY:
The Mortgage and Lending Division does not have that requirement at this time.
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SENATOR FLORES:
Understood.

SENATOR ROGICH:

My understanding is that there's a fiscal note accompanying this legislation. Will
you be providing details on the estimated costs and benefits for both the
businesses and the State and break down the industry sector and the business
size?

SANDY O’LAUGHLIN (Commissioner, Division of Financial Institutions, Nevada
Department of Business and Industry):
Currently, we do not have a fiscal note from the FID on this particular bill.

Ms. SHEEHY:
The MLD does not have a fiscal note for this as well.

SENATOR DALY:

| do have a couple of questions, but | wanted to follow up first on
Senator Flores's questions regarding the notification. So now there's going to
be dual notifications, and if | understand correctly, you guys are going to adopt
by regulation. What is the timing on that? My understanding of the federal
requirements says as soon as possible, but not later than 30 days, that they
have to provide the notification to your agency. Whether they have to provide
notification to the people whose data was breached, that's a separate issue. But
are you planning on notifications for you through the regulation process
matching those federal requirements?

MS. SHEEHY:
That is correct.

SENATOR DALY:

Very good. | think we just wanted to make sure that we’re trying to match
everything else the feds are doing, so we’ll get that as well. So for my second
set of questions, | am looking at section 10 of S.B. 44 and then again in
section 15, where you define an agency. And the agency means the Federal
Home Loan Mortgage Corporation, Federal National Mortgage Association and
the federally regulated institutions that people are familiar with, like Fannie Mae,
Freddie Mac, et cetera. So, what are the characteristics of that agency or those
entities that require a separate definition? Then similarly in section 15, a
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government-sponsored enterprise is defined similarly with the agencies listed
there. What are the characteristics of those agencies that need a definition
because they have certain privileges later in the bill?

Ms. SHEEHY:

If | understand your question correctly, | believe the agency needs to be defined
here because some of the mortgages are non-agency. So | think we just wanted
to be clear about who's purchasing these mortgages and who's regulating
these. Again, although they may regulate these differently —Freddie, Fannie, and
Ginnie—they do not have the administrative oversight on these transactions.

SENATOR DALY:

Understood, | just wanted to get your point of view on that, because as | read
through S.B. 44, in section 25, subsection 2, it exempts those agencies that are
defined in section 10 from the provisions of 9 to 13. So all of the things that
you are putting in, that every other non-agency entity has to follow, they’re
exempt.

Is that because they have a different oversight and regulatory process, being the
federally sponsored mortgage lending agencies on that? | believe in section 27
an agency has extra authority that they can grant a covered institution, any of
the other agencies, approval for alternative procedures, right? And then again, in
existing language, section 34, subsection 3, these agencies are exempt again.

| am hoping we can have an amendment that clarifies this. With everything that
| have heard, under the current administration, there’s at least the possibility of
some of the financial institutions and mortgage lending agencies becoming
privatized before the end of the next four years. If they are, | do not think they
should retain the same exemptions and status that they are being given in this
law.

So | think there needs to be something that says, assuming they’re under the
same regulation they have now, if they change to a private organization, they
should be covered the same as everybody else. That's my opinion. That's what
| think we need to do, and | think we need to make that clearer in this bill.

MS. SHEEHY:
We would be happy to review that and have further discussions.
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SENATOR DALY:

| appreciate that. Like | said, it may or may not happen, and if they still have the
same regulatory process and oversight, being a federal agency, that is fine. But
if they go private, they should be treated the same as every other organization
or institution doing business in Nevada. | think we can make a pretty simple
change that says that applies as long as they maintain their unique status.
Thank you, and | look forward to working on getting that clarified.

CHAIR PAZINA:

One of my questions was, many licensees are already required under Nevada
law to comply with federal policy and data security rules. Why does the agency
believe some of these new requirements are necessary?

MsS. SHEEHY:

It basically comes down to the authority, because at this time the FTC
Safeguards Rule asks the companies to comply to that. But we have no
authority, so if the company does not comply with some of these basic
standards that the Safeguards Rule outlines, then we do not have any authority
to require them to do so. This is just an extension of the rule. Again, it just
requires them to comply; but then, if they do not comply, then we do not have
any authority.

CHAIR PAZINA:

Are there any meaningful differences between existing federal regulations in
Title 16 CFR Part 314 and the requirements that are in this bill? | just do not
want to create confusion by requiring licensees to comply with maybe a
different set of rules.

MsS. SHEEHY:

That is the hope of the divisions as well. That is why we have taken the
approach of referencing the FTC Safeguards Rule in order to not create different
or additional layers of laws or regulations for these companies to follow. Most
of these companies, as they meet the thresholds that are required, are already
complying and meeting these standards. We just want to make sure that they
do not have additional laws or regulations state by state. Typically, especially
on the non-depository side, the companies operate in more than one state
across America. This will ensure that they only have to comply with the
Safeguards Rule as written instead of each state having their own.
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CHAIR PAZINA:

Thank you so much, and the bill does look to apply to a number of different
industries; it’'s pretty extensive. Senator Rogich asked this earlier, but do you
think there may be a cost associated with the agencies actually enforcing these
requirements? Where we would need a fiscal note?

MsS. SHEEHY:

We do not expect a fiscal note at this time, especially because we conduct
examinations currently, and there's no additional cost associated with that. We
are just going to include the new laws and regulations that will be put under our
respective provisions. There won’t be anything new that we would need to do.
As far as the industry is concerned, that is exactly why we are trying to make
sure that it is model law language, or the existing FTC Safeguards Rule, so that
there is not anything that the industry will need to do in addition to what they
are already doing to minimize the fiscal impact to the industry.

Chair Pazina:

What would you say the agency's intent is for new authority to adopt the
regulations under section 42, subsection 4 of the bill with these federal
regulations? Do you think there could be any conflict?

MS. SHEEHY:
You said that was section 42?

CHAIR PAZINA:

Let’'s see. Under section 42, subsection 4, “shall adopt regulations establishing
procedures and requirements for notifying the Commissioner of a notification
event pursuant to sections 1, 38 to 41, inclusive, and 43 to 47 inclusive, of this
act.” The concern is something might potentially conflict with one another as
we go forward. | am just looking for assurances that we are on the straight
path, and we are not going to have conflicting rules for our industries.

Ms. O'LAUGHLIN:
We do not see any dual impact to our licensees.

CHAIR PAZINA:

One final question: Existing federal regulations provide an electronic form for
notifying the FTC of a notification act. Will the notification form be similar for
the purposes of S.B. 44? And if so, would your agency accept a notification
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submitted to a federal agency to satisfy those requirements or would it need to
be the additional form?

Ms. SHEEHY:

The intent is to make it as easy as possible, so electronic will be definitely
welcomed, and we will make it as easy as possible for the industry. We do not
want for this to become an additional task; however, because we do not get the
information from the FTC, we'll just figure out the easiest means for them to
provide it to us as regulators.

SENATOR ELLISON:

| know this is a Nevada law, but how many states have adopted this program?
Is this going to be a federal law that every state is going to have to comply
with, or are we putting something out strictly for Nevada?

Ms. SHEEHY:

At this time, seven states [sic] have adopted this prudential standard in current
legislation, and those that did not adopt the law have it in their policy. There are
others that are looking at it today.

SENATOR STEINBECK:

You said that this doesn’t change the requirements but that it would change the
ability to enforce. In the absence of that, are there federal agencies that are able
to enforce this now, without you being able to enforce it?

MS. SHEEHY:

There are, but at this time, we do not have the authority. If the federal level
counterparts do not enforce it, don’t take action, then these entities potentially
would not be complying with the standard rules and we would have no way to
hold them to that.

Ms. O'LAUGHLIN:
The federal agency would be the FTC, currently. The State does not have any
regulatory authority.

SENATOR STEINBECK:
Do you refer these issues over to them currently?
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MsS. SHEEHY:

We can and we have, but we also try to work collaboratively with other state
regulators and have done joint efforts as state regulators rather than federal.
However, that takes a lot of resources and collaboration at the state level. But
yes, it is possible.

SENATOR ROGICH:
Can you give an example of an incident that has occurred that is the basis for
the agency wanting these new regulations?

Ms. SHEEHY:

One example that recently took place was with a parent company and the three
other companies associated with it. The Conference of State Banking
Supervisors took action on $20 million because the parent company had
deficient cyber security practices and weren’t fully cooperating with state
regulators following a data breach that impacted 5.3 million consumers,
affecting almost every U.S. state.

So there are things like that, where we want to make sure that S.B. 44 puts
Nevada in a position where we can take action. Right now, companies need to
comply, but if they do not comply, we have no ability to enforce this. As
everybody probably knows, data security and cybersecurity are a huge issue. It
is not a matter of if, it is a matter of when this is going to occur. So we would
like to put Nevada in a position where we do have the authority to ensure that
the companies that want to operate in Nevada have at least a standard that
needs to be met.

SENATOR ROGICH:
Did the federal government take enforcement action in that particular incident?

MS. SHEEHY:
No, this is a collaboration with the states.

CHAIR PAZINA:
Right now, we are going to move to testimony in support, opposition, and
neutral on S.B. 44.
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ANDY MAcCKAY (Executive Director, Nevada Franchised Auto Dealers
Association):

You’'re probably wondering what | am doing at the table, because we represent
the car dealers. Well, simply put, my members are subject to the FTC
Safeguards Rule under the Gramm-Leach Bliley Act. We've been subject to
Safeguards Rule since 2003. There were extensive revisions to that rule that
commenced about six or seven years ago.

Finally, it was fully implemented in May of last year, and that last component
was in fact the notification part, which is getting a lot of discussion. | am here
to testify and have submitted my written testimony (Exhibit E) because | believe
there's some ambiguity in the bill relative to the applicability, as it relates to my
members.

If you look at the Legislative Counsel’s Digest of S.B. 44, it says it will,
“[require] a person to: (1) maintain the information security program required by
existing federal regulations...”. We are again, subject to those regulations.
When there is a breach of 500 or more pieces of personal information that is
non-encrypted, you have to do the report. That report then is subsequently sent

to the FTC, and the FTC publishes that in a publicly accessible database.

It is extremely easy to access. You can look at it from your own personal
standpoint or from a company's aspect. So, with respect to the availability of
the information of any data breach, that’s readily accessible as of today under
the Safeguards Rule. And | will say this, the FTC does an excellent job
maintaining that database.

| believe it was Senator Rogich that asked about penalties, and | think this is
really important. For any violation of the Safeguards Rule, a company can face
over $46,000 per violation. | believe it is $46,400, thereabouts. The way the
fines are assessed at the FTC, they in essence ratchet up either with inflation or
the Consumer Price Index.

CHAIR PAZINA:
We are getting closer to three minutes.

MR. MAcCKAY:
| did not know | was limited to three minutes, ma'am.
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CHAIR PAZINA:
Well, it’s usually two, but we are going to go ahead and let you continue for
another for another minute or two.

MR. MACKAY:

| think | can summarize it for my members. This is duplicative in nature, and we
think that the system works very well. Consumer protection is our biggest
concern. That is our biggest worry, and we take it very seriously. The fact of
the matter is, we do these reports and we think that it already exists. Now, if
there are financial entities that don’t do that under federal law, | understand
what the State is doing, but if we are not to be caught up in this, | just would
respectfully request that we be exempted out of the bill because we do
everything and then some of what is contemplated in this piece of legislation.

SENATOR FLORES:

Do we know if, by implementing this bill, there could be a scenario where you
are getting fined at the federal level and then, again, at the state level? Do we
know if we are opening the door for that?

MR. MACKAY:
Senator, the way | read it, the short answer is yes.

Nick SCHNEIDER (Director of Government Affairs, Vegas Chamber):

| do not know if | can do a better job of explaining our opposition than my
colleague just did. We are also in opposition to S.B. 44 as written, with an
emphasis on our concern that this drafting results in duplicative regulations and
penalties. We truly appreciate the intention of this bill and are very open to a
discussion of that.

BRYAN WACHTER (Senior Vice President, Retail Association of Nevada):

We too have concerns about how S.B. 44 is currently written. We echo the
comments of Mr. MacKay and the gentleman from the Vegas Chamber. For
those of our members who are already subject to the provisions on the federal
level, we're struggling to see how this provides any additional consumer
protections. We do understand if there are folks missing from this kind of direct
line of accountability. But for the same reasons of duplicative efforts, and
because we do not think this actually strengthens consumer protection for those
consumers who are already subject, we would respectfully ask for an
amendment that excludes us from the bill.
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CHAIR PAZINA:

| will close the hearing on S.B. 44. Hearing no public comment, that concludes
our meeting for today. This meeting is adjourned at 9:18 a.m.
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