ANALYSIS

Oregon Liquor and Cannabis Commission - Oregon Department of Agriculture

Cannabis Reference Laboratory Services and Resources

Analyst: Michelle Deister

Request: Acknowledge receipt of a report by the Oregon Liquor and Cannabis Commission and
the Oregon Department of Agriculture on services and resources associated with the Cannabis
Reference Laboratory.

Analysis: The 2023 budget bills for the Oregon Liquor and Cannabis Commission (OLCC) and
the Oregon Department of Agriculture (ODA), SB 5519 and HB 5002 respectively, included
identical budget notes directing the agencies to report on an interagency agreement outlining
the roles, responsibilities, and resources of each agency in the creation and operation of a
cannabis reference laboratory. HB 2931 (2023) created the reference laboratory, supported by
cannabis licensing revenue, to review private lab testing results for cannabis, ensuring accurate
results for product potency and purity, to protect consumers and support appropriate
regulation.

The budget note requires ODA and OLCC to enter into a statement of work addressing payment
details for support of the lab; responsibilities of each agency relative to samples and testing;
use of facilities and supplies; representation in legal proceedings; and interactions with private
laboratories. The budget note required a status report to Ways and Means on lab expenditures,
fees, utilization, staffing, and costs, for the purpose of determining a budget estimate for future
biennia.

OLCC’s 2023-25 budget included a revenue transfer to ODA totaling $2.28 million. $531,689 for
staffing costs of three chemist positions to devise protocols, conduct tests and report results,
and $1.75 million, on a one-time basis, for the purchase of lab equipment. At the time the
budgets were approved, the assumed ongoing operational costs of the three positions was
$607,648 for the 2025-27 biennium, with no services and supplies costs for positions,
equipment, or facility overhead were included.

The cannabis reference lab began testing cannabis samples for contaminants in March 2024.
Protocols have been developed and samples have been tested for potency, pesticides and
heavy metals, with over 150 tests conducted in 2024, and an assumed 300 tests by the end of
the biennium. The agencies report the following:

e The interagency agreement is structured as a “not-to-exceed” agreement, and ODA bills
OLCC for expenses as incurred. Of the $2.28 million provided for support of the
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laboratory in the current biennium, OLCC has transferred $1.15 million as of December
31, 2024.

e The three chemist positions are exclusively devoted to cannabis testing, and personal
services expenditures billed to OLCC are based on actual costs for the positions. These
costs are expected to increase in the 2025-27 biennium, due to pay equity and actual
classification levels of the employees hired.

e No “per sample” cost has been contemplated for purposes of developing a fee-for-
service model. Not enough historical data exists to estimate testing and volume based
on regulatory initiatives or consumer complaints.

For the 2025-27 biennium, ODA is assuming its costs, including maintaining three chemists
devoted to cannabis testing, and associated services and supplies, and an indirect rate of
15% of personal services costs and non-position-related services and supplies. This rate is
consistent with charges to other customers for lab services, and ODA’s standard cost
allocation rate, and is in lieu of charging OLCC for actual lab space and a proportionate
share of utilities.

A revised estimate of reference lab operating costs in the 2025-27 biennium is $1,377,268
Other Funds. This includes a more accurate projection of personal services costs for the
existing three chemist positions devoted to the reference lab ($780,333), services and
supplies costs associated with these positions (5111,885), program-related services and
supplies (5320,000), and the indirect rate of 15% of personal services and other services and
supplies (5165,050). The revised biennial cost does not any amount for repair or
replacement of dedicated lab equipment. The estimated revenue transfer from OLCC to
ODA to fund the reference lab in the 2027-29 biennium using the assumptions outlined
above plus inflation of 3% is $1.58 million.

The Legislative Fiscal Office notes that the increased costs for the reference lab, as well as a
new cost allocation methodology related to the cost of administrative hearings for OLCC, is
projected to reduce OLCC's cannabis regulatory program’s 2025-27 ending balance to less
than one month of operating costs. As a result, fee increases for recreational marijuana
licensees in the 2025-27 biennium will be required to achieve a standard of 3-6 months of
operating expenditures.

Recommendation: The Legislative Fiscal Office recommends acknowledging receipt of the
report.



Oregon Liguor and Cannabis Commission
Chase

Request: Report on the Oregon Department of Agriculture (ODA) cannabis reference
laboratory by Oregon Liquor and Cannabis Commission (OLCC).

Recommendation: Acknowledge receipt of the report.

Discussion: Following the legalization of adult-use marijuana in Oregon, concerns
surrounding product labeling; testing accuracy; and health and safety regulations
emerged. To ensure quality control and consumer protection for cannabis products, the
need for a dedicated cannabis reference laboratory was identified.

House Bill 2931 (2023) directed ODA, in consultation with OLCC and the Oregon Health
Authority (OHA), to establish a reference laboratory to provide regulatory and technical
support in the enforcement of Oregon’s cannabis laws.

To address the complexities of regulating the cannabis marketplace, ODA and OLCC
coordinated to leverage ODA's existing expertise in testing plants and food items. The
2023 Legislative Assembly authorized funding to enable ODA to acquire advanced
machinery and hire additional staff to expand ODA'’s reference lab scope to include
cannabis products - resulting in a state cannabis reference laboratory (CRL).

CRL serves as a neutral third-party entity with a multifaceted role, including method
development, quality assurance reviews of other laboratories, and unbiased compliance
testing. CRL testing results assist cannabis regulation by:

e Identifying, verifying, and supporting cannabis product recalls.

e Detecting harmful contaminants like pesticides, heavy metals, residual solvents,
mycotoxins, and microbial contaminants that could pose risk to consumers.

e Monitoring and promoting consistency in testing results among licensed
laboratories through proficiency testing and cross-lab comparison studies.

Pursuant to a Senate Bill 5519 (2023) budget note, OLCC and ODA were directed to
enter into an interagency agreement (IAA) that specifies OLCC contributions and ODA
services provided by a reference laboratory. The IAA, executed December 31, 2023, had
a not-to-exceed amount of $2.3 million, which included $1.8 million for one-time
equipment purchases and approximately $532,000 for three chemist positions. Through
December 2024, OLCC transferred $1.1 million to ODA to acquire the necessary
equipment and hire staff to conduct cannabis product testing.

Determining the ongoing CRL costs (e.g., sample costs) will require additional time and
analysis for ODA to accurately estimate. Since the number of samples OLCC may have
in any given year is unpredictable, the costs of processing samples vary, and ODA
incurs fixed laboratory costs regardless of the number of samples processed, a per-
sample pricing model is not yet feasible. ODA will continue to carefully assess these
factors to establish an accurate and sustainable cost structure.
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The 2025-27 budgeted transfer amount from OLCC to ODA in the Governor's
Recommended Budget was $696,000. Upon further analysis, ODA determined the
projected 2025-27 costs for administering the CRL were higher ($1.4 million). The
additional costs to administer the CRL include position related costs, supply costs for
testing activities, and an indirect rate of 15 percent for ODA central service costs (e.g.,

human resources, accounting). Cannabis-related licensure fees will be used to fund the
increased CRL costs.
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