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JEFF STEPP, Staff to Senator Paskvan

Al aska State Legislature

Juneau, AK

PCOSI TI ON STATEMENT: Described the contents of the bill packet
and provided information related to SB 101.

M KE GERAGHTY, Attorney and Uniform Law Conmm ssi oner

Anchor age, AK

PCOSI TI ON STATEMENT: Provi ded supporting information related to
SB 101.
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TERI BANNI STER, Attorney

Legi sl ative Legal Servi ces, Legi sl ative Affairs Agency,
expl ained that a conversion usually takes place privately, but
sonetines a document nust be filed with DCCED to register what
has changed.

PCSI TI ON STATEMENT:  Provided informati on and answered questions
related to the drafting of SB 101.

DON HABEGER, Director

Division of Corporations, Business, and Professional Licensing
Depart ment of Comrerce, Conmunity and Economi c Devel opnent

Juneau, AK

PCSI TI ON  STATEMENT: Addressed the fiscal note and spoke to
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ORIN DM Forensic Laboratory Manager, Scientific Crine
Det ecti on Laboratory

Departnment of Public Safety (DPS)

Anchor age, AK

PCSI TI ON  STATEMENT: Testified that the |aboratory has the
instrumentation to wuniquely identify the chem cal substances
addressed in SB 7.

ACTI ON NARRATI VE

1:32: 37 PM

CHAIR HOLLIS FRENCH called the Senate Judiciary Standing
Commttee neeting to order at 1:32 p.m Senators Paskvan,
Coghill, and French were present at the call to order. Senator
W el echowski joined the comnmttee soon thereafter.

SB 101- ENTI TY TRANSACTI ONS ACT

1: 32: 58 PM
CHAI R FRENCH announced t he consi derati on of SB 101.

SENATOR PASKVAN, sponsor, spoke to the following sponsor
statenment as he introduced SB 101:
Senate Bill 101 conforms to the Uniform Law
Comm ssioners' Model Entity Transaction Act (META). |If
inplenented in the State of Al aska, this |egislation
will help facilitate transactions between nore than
one form of entity, inprove the existing business
climate in Al aska, and help reduce unnecessary
adm nistrative and |egal burdens currently inposed on
Al aska conpani es.
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During the past twenty years many new types of

business entities - including Ilimted liability
conpanies, limted liability partnerships, and limted
l[iability limted partnerships - have been recognized

under state law. As a result of the proliferation of
new entity forms, many businesses now utilize various
types of entities in their organizational structures.
The relaxation of federal tax rules governing entity
classification has led to an increase in the vol une of
restructuring and acquisition transactions by and
anong the various types of entity forms.

Because of the lack of <clear statutory authority
allowi ng transactions between nore than one form of
entity, these transactions have often required the use
of multiple indirect steps, as opposed to a single
transacti on.

Senate Bill 101 will offer new statutory authority to
permt cross-entity transactions in order to renain
responsive to the needs of Al askan conpanies and
shoul d be enacted in order to allow Al aska businesses
t he opportunity to engage in cross-entity
transacti ons.

Adopting SB 101 wll be an inportant step towards
bringing Alaska nore into the mainstream of statutory
busi ness | aw.

1:33:44 PM
SENATOR W ELECHOWSBKI j oi ned the conmitt ee.

SENATOR PASKVAN informed the <conmttee that he initially
introduced this legislation during the 26th Legislature, but
after one hearing he yielded to requests by the Departnent of
Commerce, Community and Econonmic Devel opnment (DCCED) and the
Department of Law (DOL) to hold the conplex bill and work on it
over the Interim That hard work, he stated, is reflected in SB
101.

1: 35: 58 PM

JEFF STEPP, Staff to Senator Paskvan, reviewed the contents of
the bill packet to highlight the rigorous and professional
reviews that the 50-page bill had undergone. In addition to the

ei ght - page sectional summary is a nenorandum from attorney Steve
MIller with Sherman & Howard L.L.C. advocating for an update of
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Al aska business statutes. Page 2 of the nmeno depicts the four-
step process that an Al aska corporation currently nmust initiate
in order to nmerge with a limted liability conpany. First, a
corporation nust form a foreign limted liability conpany;
second, it nust nmerge the Alaska limted liability conpany into
the foreign limted liability conpany; third, it nust convert
the surviving entity of the nmerger - the foreign limted
l[iability company - into a foreign corporation pursuant to the
provisions of that state's business laws; and finally, it nust
nmerge the foreign corporation into an Al aska corporation. The
goal of SB 101 is to acconplish such inter-entity transactions
in a single step.

The bill packets also contain the Uniform Law Conmm ssion's
Entity Transaction Act Sunmary and the Council of State
Governments (CSG Suggested State Legislation for 2011. SB 101
is included in the CSG docunent, clearly denonstrating that it
is tinmely in order to bring Alaska into the nmainstream of
statutory business | aw

MR. STEPP noted that Uniform Law Conmm ssioner M chael Geraghty
was available online to explain the legislation in nore detail
and to answer the nore technical questions. Teri Bannister, who
drafted the legislation, was asked to be available to answer
guestions. Don Habeger, the Director of the Division of
Cor porations, Business and Professional Licensing Section wth
the DCCED, was available to address the fiscal note and speak to
the departnent's view on inplenenting this |egislation.

1:42: 44 PM
CHAI R FRENCH asked M. Geraghty to provide his perspective of
t he | egislation.

1:43: 11 PM

M KE GERAGHTY, Attorney, stated that he is a Uniform Law
Comm ssioner (ULC) who has practiced in this jurisdiction for
about 32 years. He explained that the Anerican Bar Association
(ABA) worked in conjunction with the Uniform Law Conm ssion
(ULC) in the drafting of the very conplicated Mdel Entity
Transaction Act (META). It was pronulgated in 2005 and has been
enacted in the District of Colunbia and introduced in Al aska and
Connecti cut

1:45: 46 PM

CHAIR FRENCH said he read that both |Idaho and Kansas have passed
this legislation as well.
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MR. GERAGHTY said he would stand corrected if that were to be
confirned.

MR. STEPP directed attention to the Legislative Fact Sheet for
the Entity Transactions Act in the packet. It reports that this
| egi sl ati on has been enacted in the D strict of Colunbia, |daho,
and Kansas and it's been introduced in both Connecticut and
Alaska. He cited the source as the Uniform Law Conm ssion
websi t e.

MR, CGERAGHTY said M. Stepp has obviously done his honmework. He
continued to say that he sent a copy of SB 101 to the ULC asking
for formal input and Harry Haynsworth, who was the chair of the
ULC conmttee that drafted the Mddel Entity Transaction Act
(META), reviewed the bill and expressed satisfaction that it was
consistent wth the spirit and intent of META  What's
particul arly appealing about SB 101, M. Geraghty noted, is that
it allows for cross-entity transactions as opposed to current
| aw where one entity typically has to dissolve in order for the
transfer to happen.

1:49:21 PM

MR. GERAGHTY said SB 101 addresses basically four types of
transactions or transfers. One type is a nerger between
different types of entities - corporation, partnership, limted
partnership, and Limted Liability Conpany, for exanple. A
second type is a conversion of one entity into another. The
hol ders of the limted partnership convert to a corporation, for
exanple. A third type of transaction is an interest exchange in
whi ch the shareholders or partners transfer their interest in
the entity they hold for shares in a new corporation they've
formed. The fourth type of transaction is a donestication. This
is an entity organized in one state that will norph into an
entity under the laws of another state. SB 101 requires the
receiving state to have provisions in its laws that allow the
new entity to be recogni zed.

MR. CGERAGHTY said this bill is conplex because the details of
each type of transfer have to be addressed, but at heart the
effort is to protect all interests. Watever plan is used, it

must be submitted to the division of corporations and put on
file and the plan nmust be followed scrupul ously. The provisions
and protections were carefully crafted to ensure that the
exi sting business interests are protected and that it is not a
vehicle to avoid or abate creditors. These transactions have to
be done for |egitinate business purposes.
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1:55:34 PM

CHAI R FRENCH asked for an explanation of the difference between
a nodel act and a uniformact. H's understanding is that this is
a nodel act.

MR. GERAGHTY replied he didn't want to speculate and would
therefore prefer to submt the answer in witing.

CHAI R FRENCH asked if any consunmer groups had expressed concern
that this act would in any way put consuners at a disadvantage
in dealing with businesses. There seens to be good alignnment in
t he busi ness comrunity.

MR. CGERAGHTY said he hadn't heard any concerns from consuner
groups but he only distributed the initial bill to the [|aw
community, not other potential stakehol ders.

2:00: 32 PM
CHAIR FRENCH asked why this is a matter of state rather than
federal law and if there is simlar |aw on the federal books.

MR GERAGHTY said he doesn't believe that federal |aw has ever
occupied this field. Business organization has typically been
left to individual states and that's one reason that the Uniform
Law Conm ssion was establ i shed.

SENATOR  COGHI LL asked i f this change woul d relieve
responsibility for advertizing purposes. He added that it took
some time to realize that "foreign" refers to outside the state
and not outside the country.

2:04: 28 PM

MR, CGERAGHTY clarified that there is no way to escape liability
under these conversions. He also confirmed that the term
"foreign" does in fact refer to other states.

SENATOR COGHILL asked if DCCED is the entity that ultimtely
woul d say that a particular plan conforns to this | aw.

MR. CGERACHTY said he would defer to M. Bannister, but he
believes that the review would typically fall to the attorney
who is doing the paperwork and giving advice on the conversion
or transaction. However, no conversion will occur until all the
menbers of the Limted Liability Conpany consent to the
conver si on.

2:07:40 PM
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CHAI R FRENCH asked Ms. Banni ster to comment.

TERI BANNI STER, At t or ney, Legi sl ative Legal Servi ces,
Legislative Affairs Agency, explained that a conversion usually
takes place privately, but sonetimes a docunent nust be filed
with DCCED to register what has changed. Wth regard to
liability, she <confirmed that there is no elimnation of
l[iability regardless of the kind of transaction. Mst consuner
protection laws are drafted to cover any type of person so the
type of change doesn't nmatter.

SENATOR COGHI LL said it sounds as though it's nore |like
regi stration or notice of a change in behavior.

M5. BANNI STER clarified that there is no autonmatic registration
for these transactions. However, sonetinmes it's necessary to
file docunents to reflect the change in formin order to conply
with current statutes.

CHAIR FRENCH recapped that these nergers don't require the
blessing of the state or any person other than the entities
i nvol ved.

M5. BANNI STER agreed that no bl essing is required.

2:11: 05 PM
SENATOR W ELECHOWNSKI asked if there is any danger of conpanies
changing status to avoid legal liability.

M5. BANNI STER said she doesn't see any obvious danger because
the bill identifies to whomthe liabilities are transferred.

CHAI R FRENCH noted that the term "entity" is defined on page 39
and it excludes an "individual" and "testanmentary trusts." He
asked why can't a person can't be an entity.

2:12: 38 PM

MR. CGERAGHTY said a person can form a corporation or limted
l[iability conpany so people can form entities and once they do
that they can take advantage of the bill to convert to another

entity. But an individual by hinself doesn't take advantage of
any business entity form that is currently recognized. That's
the reason that the bill would logically exenpt an individual
Qoviously, an individual can form a business entity and once
t hey' ve done so they would be free to take advantage of the bil
when it's enacted. But the bill wouldn't apply to an individua
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by hinself who hasn't taken advantage of formng any entity to
do busi ness.

M5. BANNI STER said it was a deliberate choice and the conmentary
on the Mdel Entity Transactions Act nmay outline the reasons.
She offered to review the comentary.

CHAI R FRENCH asked if trust law practitioners are pleased that
the definition of "entity" excludes a testanentary, inter vivos,
or charitable trust.

MR. GERAGHTY said he didn't receive any comentary from that
sector when he circulated the bill |ast year. He added that
trusts typically aren't wutilized as a form under which a
busi ness woul d operate.

CHAI R FRENCH noted that Senator Paskvan pointed out that on page
39, line 17, the definition of "entity" includes a "business
trust or statutory trust entity."”

SENATOR W ELECHOWEKI asked for the rationale behind the |anguage
on page 1, lines 8-10.

M5. BANNI STER said that's a conform ng amendnent to nmake the new
provi sions apply to national banks.

2:18: 38 PM

MR. CERAGHTY clarified that when he said that trusts aren't
typically used for business, he was referring to a famly trust.
He has no know edge of a business trust.

SENATOR COGHI LL pointed out that Section 30 on page 49 is the
repeal er section.

CHAI R FRENCH asked Senator Paskvan to summari ze the progress of
the simlar legislation that was filed | ast year.

SENATOR PASKVAN expl ained that it received one hearing in Senate
Labor and Commerce and after further discussion with the DOL and
DCCED it was deened prudent to rework the |legislation. That
wor k, which occurred at both the national and |ocal |evels, has
taken about a year. At this point there appears to be consensus
that using the Mdel Entity Transaction Act - as conpared to a
uniform |l aw concept - and incorporating the nuances of Al aska
law is the best way to acconmodate it for Al aska.

2:21: 38 PM
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DON HABEGER, Director, Division of Corporations, Business, and
Prof essi onal Licensing, Departnent of Commerce, Conmunity and
Econom c Devel opnent (DCCED), stated that the departnent del ayed
the legislation last year as it |ooked at the nodel act under SB
304 and the nuances in Alaska corporate law. Staff from DCCED
also worked with the DOL to address how the |egislation would
af fect other pieces of statute such as cenetery associations and
nonprofits set forth in Section 5 on page 2.

The division has determined that it has an appropriate
adm nistrative role and SB 101 clearly spells out the criteria
for grading any docunments that cone in. The division foresees no
problens if the legislation were to be inplenented. DCCED staff
contacted the two jurisdictions that have inplenented this node

| egislation and |earned that about 200 entities in Idaho have
taken advantage of the Act. Kansas was unable to offer any
statistics. DCCED estimates that between 40 and 50 entities wll
take advantage of the Act in the state of Alaska. Current
staffing can accommopdate this |evel of activity.

2:26: 20 PM

SENATOR COGHI LL noted the July 1, 2013 tineline for inplenmenting
regul ations under the Act and asked if he has a feel for the
scope of regulation that m ght be required.

MR. HABEGER replied it may be as sinple as setting fees for the
docunents they receive.

2:27:25 PM
CHAI R FRENCH announced he would hold SB 101 in comrittee for
further consideration.

HB  7- SYNTHETI C CANNABI NO DS

2:27: 41 PM
CHAI R FRENCH announced the consideration of HB 7 and asked for a
notion to adopt the work draft commttee substitute (CS).

2:28:18 PM

SENATOR W ELECHOWSKI noved to adopt SCS for CSHB 7, |abeled 27-
LS0044\ R, as the working docunent.

SENATOR COGHI LL obj ected for discussion purposes.

JERRY LUCKHAUPT, Assistant Revisor of Statutes, Legislative

Legal Servi ces, Legislative Affairs Agency, informed the
commttee that the CS steps down the possession limts for
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synthetic THCs that are added to organic materials. Possession
of nmore than 12 grams remains a class C felony, basically
reflecting the intent to distribute. Possession of nore than six
grans but Iless than 12 grams is a class A misdeneanor.
Possession of 6 grans or less is a class B m sdeneanor, which is
the sane as for marijuana. He noted that he was also directed to
establish an effective date of July 1, [2011] and to ensure that
a juvenile age 16 and under would not automatically be waived
into adult court for any of these violations. The only way a
juvenile could be waived into adult court would be if he or she
sold synthetic THC to a person who was at |east 3 years younger
That would be an wunclassified felony and would result in
automatic waiver to adult court.

2:30: 49 PM
CHAI R FRENCH asked him to explain the result of the changes on
page 2, lines 7-13.

MR.  LUCKHAUPT explained that the first change provides an
exception to the three-gram provision if a person possesses 12
grans or nore of a schedule II1A controlled substance listed
under the new synthetic THCs that has been sprayed on or
otherwise applied to tobacco, an herb, or another organic
mat eri al .

SENATOR W ELECHOWSKI asked if this is 12 granms of the sprayed
substance or 12 grans of the overall substance.

MR. LUCKHAUPT replied it applies to 12 grans of the aggregate
mat eri al .

CHAI R FRENCH confirned that the provision reads 12 grans or nore
of the tobacco or herb. He read page 2, lines 10-13 into the
record:
(i) 12 granms or nore containing a schedule II1A
controll ed substance listed in AS 11.71.160(f)(7)-(16)
that has been sprayed on or otherwise applied to
t obacco, an herb, or another organic material;

MR. LUCKHAUPT said he was instructed to use an anount equival ent
to four of the three-gram packets that can be purchased over the
counter. That sane exception is on page 3, line 28-29, but in
this section the quantity is "12 granms but nore than six granms”
meaning that it's between two and four packets. It's the sane
aggregate wei ght anount wth the sane conditions for
application. The previous version of the bill set the limt at
three grans or less and provided that it was a class A
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m sdeneanor. The sane concept applies to page 4, lines 23-25. In
this section, possession of six granms or less will be a class B
m sdenmeanor. That sane penalty is provided for public use or
di splay of marijuana or possession of |ess than one ounce.

2:35:20 PM
CHAI R FRENCH asked for an explanation of the |anguage on page 4,
line 29 through page 5, line 3.

MR. LUCKHAUPT replied the ten new substances are classified in
that provision; it's the same as the original bill. Finally,
page 6, line 2, has the July 1, 2011 effective date.

CHAI R FRENCH asked where the bill deals with possession of the
chemi cal by itself, without it having been applied to an organic
mat eri al .

MR. LUCKHAUPT directed attention to page 2, |line 3.
(B) 25 or nore tablets, anpules, or syrettes
containing a schedule [1TTA or VA controlled
subst ance;

CHAI R FRENCH asked if the chem cal conmes in the form of tablets,
anmpul es, or syrettes.

MR. LUCKHAUPT replied it can be in either liquid or solid form

CHAI R FRENCH asked what level crinme is it to possess a gram of
t he pure chem cal

MR. LUCKHAUPT replied that's a class A msdeneanor. He added
that that he addressed the possession limts as a nunber or by
gram wei ght depending on what form the drug is in. The nunber
concept is used in subparagraph (B) on page 2, lines 3-4, where
it addresses 25 or nore tablets, anpules, or syrettes. The gram
concept is used under (i) if there's three granms or nore of the
pure chem cal

2:38:10 PM

CHAIR FRENCH rem nded the committee that public testinobny was
closed and noted that Douglas Mwody from the Public Defender
Agency and Oin Dym from the Alaska crine lab were online to
answer questions.

SENATOR PASKVAN asked how the lab can differentiate between one

of the ten substances listed on page 5 conpared to a mnute
derivati on.
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ORIN DM Forensic Laboratory Manager, Scientific Crine
Det ection Laboratory, Departnent of Public Safety (DPS), assured
the conmittee that the laboratory has the instrumentation to
uniquely identify the |isted substances.

CHAIR FRENCH renoved his objection to adopting the CS and
version R was before the conmmttee. He noted a title change
concurrent resolution will acconpany the bill.

2:40: 15 PM

SENATOR PASKVAN nmoved to report Senate CS for CS for House Bil
7 from commttee with individual recommendations and attached
fiscal note(s).

SENATOR PASKVAN noved to pass the title change concurrent
resolution for HB 7, |abeled 27-LSO709\A, from conm tt ee.

2:41:10 PM
SENATOR COGHI LL stated that he had no objection.

CHAI R FRENCH announced that w thout objection, SCS CSHB 7(JUD)
and acconpanying title change resolution noved from the Senate
Judi ci ary Standing Conmittee.

2:41: 20 PM
There being no further business to conme before the commttee
Chair French adjourned the neeting at 2:41 p. m
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