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ACTI ON NARRATI VE

1:40: 37 PM

CHAIR DENNI S EGAN called the Senate Labor and Conmerce Standing
Commttee neeting to order at 1:40 p.m Present at the call to
order were Senators G essel, Davis and Egan.

SB 122- REAL ESTATE TRANSFER FEES/ TI TLE PLANTS
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1:41:45 PM
CHAI R EGAN announced SB 122 to be up for consideration.

1:41:56 PM

DANA OVEN, staff to the Senate Labor and Conmerce Commttee,
said they received a commttee substitute (CS) for SB 122 from
the Comunity and Regional Affairs Conmittee, which contains
only the second section of the original bill. So, he wanted to
expl ai n what that was about.

He explained that currently in Alaska law it is possible to have
a transfer fee covenant when a title is exchanged on a piece of
| and. These kinds of covenants have been outlawed in 41 other
states. Interestingly the first instance he could find of that
being prohibited is in New York where the courts outlawed it and
termed it "a vestige of feudalism™

MR OAXEN said a real estate transfer fee covenant is a
covenant attached to a deed that nandates a fee be paid back to
that first owner who put the requirenent into the title every
time the title changes hands. It seens |ike good public policy
to outlaw them and that's what this bill would do.

He said the title community in Al aska is deeply divided over the
provisions in the first section of the bill, and he is still
searching for the answer. Linda Hall, the Division of Insurance
director had been in conversations with them and hinmself to try
and find sone kind of accommodati on, but they were not ready for
t hat t oday.

SENATOR G ESSEL asked if they are dealing wwth version B and had
referenced the original bill as well.

MR. ONEN answered yes.

1:44:.53 PM
SENATOR MENARD j oi ned the commi ttee.

1:45: 00 PM
At ease from1:45:00 to 1:45:44 p. m

1:45: 44 PM
SENATOR G ESSEL noved to adopt CSSB 122(CRA), version 27-
LS0789\ B.

CHAI R EGAN obj ected for discussion purposes.
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SENATOR DAVI S asked Ms. Hall to explain the bill to her.

1:47: 30 PM

MR OWNEN clarified that the bill before the commttee is the
Senate Community and Regional Affairs (CRA) version that took
out the first section of the original bill. The reason he

brought it wup is that changes would be forthcom ng, but he
didn't know what they woul d be.

LI NDA HALL, Director, Division of Insurance, Departnent of
Commerce, Community and Econom c Devel opnent (DCCED), explained
that the CS, version B, is identical to section 2 in version A
That made a difference in the length of tine title records have
to be kept. There is sone discussion going on about what an
appropriate anount of time is, so section 1 was renoved | eaving
only section 2 at this point. She thought section 2 was good
public policy, because it does away with what would be an
additional cost for <certain consuners every tine a property
changes hands.

M5. HALL said she supported this version of the bill, but if it
changes again she woul d have to reconsi der

CHAIR EGAN, on behalf of the entire Labor and Comerce
Conm ttee, thanked Ms. Hall for all her years of service to the
State of Alaska and said they really hate to see her announce
her retirement.

M5. HALL thanked him for the conplinent.

1:50: 53 PM

CRYSTAL PELTOLA, Vice President and General Manager, Al aska USA
Title Agency, Anchorage, said they started the conpany four
years ago and have five branches throughout the state. She
supported CSSB 122 (CRA) as witten. She said prohibiting the
transfer fee tax is good for consuners.

SENATOR G ESSEL asked if she was revoking her letter of January
24 that expressed concerns and opposition to SB 122, the first
versi on.

M5. PELTOLA replied yes, and added if section 1 is reinserted
she would still oppose it.

1: 52: 51 PM

RAYMOND DAVIS, Vice President, dd Republic National Title
| nsurance Conpany, Seattle, Washington, supported CSSB 122( CRA).
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He said AOd Republic is licensed to do business in Al aska and
works with Title agencies such as Alaska USA Title Agency and
others. He agreed wth M. Peltola that prohibiting transfer
fees is good public policy, and a bill |ike this has been
adopted in nost states in the |ast couple of years. He explained
that for lack of a better phrase, it was kind of a "schene"
created several years ago by an organi zation back East that put
packages together for real estate devel opers who devel oped sone
properties and sold the lots; in fine print the deed said any
time that property was sold in the future they would get
anywhere from .5 percent to 1 percent of the sales price back.
It was "sneaky and unfair.”

MR, DAVIS said the current title licensing |laws "work just fine
now." Their concern was that any industry proponents of the
| egi slation were seeking to restrict conpetition and potentially
put current conpanies out of business. He said they support open
markets, and licensing should be restricted to issues that
protect the public and not to protect the guys in business
agai nst ot her people that want to cone in.

CHAIR EGAN asked, "So, you're not opposed to us elimnating
section 1 out of the bill?"

MR. DAVIS replied no, section 1 should be elimnm nated.

1:57:18 PM
SENATOR DAVIS said people who testified are in agreenent and
asked i f anyone opposed this |egislation.

CHAIR EGAN replied there was no opposition right now, but the
committee normally holds a bill after hearing it the first tine
and he was going to hold SB 122 for now.

SB 138- THI RD- PARTY CHARGES ON TELEPHONE BI LLS

1:58:12 PM
CHAI R EGAN announced SB 138 to be up for consideration [SB 138,
version 27-LS1002\D, was before the commttee].

1:58: 23 PM

SENATOR W ELECHOWSKI, sponsor of SB 138, said this bill would
ban the practice of placing unauthorized charges on telephone
bills. Many people don't know about this, and he didn't either

until it was brought to his attention, but this is a multi-
billion dollar industry that harnms small businesses, governnents
and individuals. He said this is a consuner protection bill to
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protect people from unauthorized cramm ng of charges onto their
t el ephone bills.

He said the intent of this bill is not to ban all cases of third
party billing; there are legitimte cases when people want to
pl ace other bills on their tel ephone bill. The intent of this is

to target those services and vendors who do not obtain approva
from custoners before charging their bill

SENATOR W ELECHOWEKI expl ai ned t hat t he i ndustry for
unaut hori zed charges on telephone bills is large. The process
for charging bills is often nade intentionally conplex, and the
di spute process is extrenely difficult. They will hear stories
about people who have had charges placed on their phone bills
who have spent hundreds of thousands of dollars trying to renove
conpanies and who have taken nonths to have those charges
renoved

He said this is a big problemin the Lower 48 and doesn't seem
to be as big in Alaska where this is nore of a preventative
measure. But it is probably happening here to sone extent, and
he said people should <check their phone bills. Vernont,
M nnesota, New York and Virginia have passed simlar |aws.

2:01:12 PM

THOMAS PRESLEY, Intern for Senator Welechowski, said SB 138
bans the practice of adding unauthorized third-party charges to
consuners' telephone bills. He explained that cranmm ng began in
the 1990s and it was an unintended consequence of regulatory
action that opened tel ephone bills to other charges. Follow ng a
spike in conplaints, regulatory agencies opted for a voluntary
approach by telecomrunications conpanies to end the practice.
However, current evidence indicates that telecommunications
conpani es place approximately 300 mllion third-party charges on
custoners' tel ephone bills, equaling over $2 billion per year.

One exanple of cramming is of a woman who noticed charges on her
phone bill, and when she called to dispute them she was told
her husband aut horized the service, but he had been dead for 13
years. Cearly authorization was not obtained.

VR. PRESLEY said that crammng occurs either by never
interacting wth custoners or by wusing abusive marketing
techniques to get custonmers to give them their telephone
nunbers. The consuner's phone nunber then becomes a form of
tacit authorization.
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2:02: 44 PM

He said that satellite TV and | ong distance coverage charges are
legitimate, but these services contract directly wth tel ephone
conpani es. The process for contracting cram services onto bills
is different. O 500 people with cramred charges who responded
to inquiries, not a single person or business stated they had
aut hori zed charges. Unauthorized charges occur for bank vaults,
el evators, 911 systens, fire alarnms, governnental agencies and
schools. (Qbvious exanples are of a nodem incurring charges for
voice mail and of an energency line incurring charges for online
di et services.

MR. PRESELY said a telephone auditing conmpany found nore than
800 third-party vendors placed wunauthorized charges on its
clients' telephone bills. Consuners used words |ike fraud, theft
and stealing to describe their experience. An FCC graphic
indicated that 15 to 20 mllion Anericans households receive
cram charges on their landline bills each year, but very few
custonmers, 1 in 20, are aware of the charges.

MR. PRESELY presented a graphic of the conplexity of crammng
charges. One third-party vendor, MW S&S Voice Ml Service
showed only 975 unique nunbers dialed into their service. At the
time at |east 97,000 customers were enrolled in their service.
Another was an on-line photo storage service wth 64,000
t el ephone custonmers enrolled and less than 2 percent of them
upl oadi ng their photos or took advantage of the service. And the
US Senate committee staff was the first to log onto a casual
gami ng service offered by Easy Phone Bill despite its having
enrolled nore than 20,000 custonmers and earning alnost $1
mllion.

He said the way it works is that hub conpani es subcontract out
enrol Il nrent and authorization to |ead generators, conpanies paid
exclusively to obtain enrollnents. The |ead generator passes a
phone nunber along to the hub conmpanies who in turn pass these
onto the billing aggregators through third-party vendors.
Charges are only then forwarded onto telephone bills. Third-
party vendors offer services like electronic fax, photo storage,
and online backup. To gain access to bills, they contract wth
billing aggregators. Despite their offers many third-party
vendors are actually front conpanies. This relationship allows
hub conpani es whi ch can have hundreds of front conpani es beneath
themto shift enrollnments to other vendors to mask | arge nunbers
of conplaints. Billing aggregators, the entities which contract
with phone conpanies to access bills, act as internediaries
bet ween phone conpani es and third-party vendors.
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2:06: 02 PM

DaData, one hub conpany interviewed by the US Senate staff,
appears to have inter-relatedness with 40 third-party vendors
for which they claim to provide "support services including
mar keting, quality control, customer service, billing regulatory
and accounting services." DaData eventually admtted that they
controlled the actual electronic fax service offered by 25 of
their clients. He provided a list of the 45 conpanies who offer
el ectronic fax service yet appear to be entirely operated by
DaDat a.

2: 06: 59 PM

He said the US Senate staff interviewed the president of WM
Network and he admtted that he "only signed his name to
docunents and knew not hing about the conpany." By having a hub
conpany with snaller entities beneath it you can shift the
conplaint threshold making it difficult to track, dispute and
remove charges.

MR. PRESELY reiterated that disputing cram charges is difficult
and cost consuming. A national retail chain reported $550,000 in
unaut horized charges on its telephone bills over the past
decade. The retail chain estimted it had spent $400,000 in

resources battling unauthorized third-party charges. One
custoner said it was his fifth time having charges added to his
bill and every tine he has spent at least a half hour getting

t he services renoved.

O the alnost 20,000 custonmer calls for another third-party
vendor, Mdrre International, about 9,000 were categorized as
"issue credit" and 4,000 as "cancelation.™ O the calls to
DaDat a-rel ated vendors, about 202,000 were categorized as
"cancel ation."

2:07:53 PM

MR. PRESLEY said section 1 of SB 138 enforces truth in billing
gui del i nes; it requires carriers to di scl ose detail ed
information on the bill, precludes carriers from billing
custoners wthout including details of third-party billing

services and forbids a carrier from discontinuing service to
custoners who use the contact information to dispute or contest
a charge. Section 2 adds a paragraph to the Ilist of unlawful
acts and practices wunder the Consuner Protection statutes.
Section 3 creates a new section that precludes a carrier from
billing for another vendor of goods and/or services unless the
services fall under a |ist of exenptions. Section 4 adds the new
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unlawful act or practice from section 2 to the exclusive
jurisdiction of the state, a regulatory board or a conm ssion.

2:09:10 PM

CHAIR EGAN said he was a victim of this practice when he
answered a travel questionnaire and started getting charges on
his VISA bill; he had a heck of a tine getting it off his bill.

SENATOR G ESSEL noved to bring CSSB 138( ), |abeled 27-LS1002\E,
before the comm tt ee.

CHAI R EGAN obj ected to take public testinony.

2:10:49 PM

MARI E DARLIN, AARP, noted their letter of support for SB 138.
She said consumer protection is one of the things they are
concerned about and a lot of this kind of activity is directed
toward seniors and retirees who aren't necessarily paying that
much attention to their tel ephone bills. Getting ahead of it is
a good i dea.

2:12: 50 PM
NOCRVAN PHIPPS, CFO Billing Services Goup (BSG, San Antonio,
Texas, said they are the country's l|argest provider of third-

party billing services and work closely with service providers
and | ocal telephone conpanies to have charges aggregated onto a
single phone bill for consuners. He said he was joined by BSG s

general counsel, Kelly Cubetta, whose responsibilities include
overseei ng regulatory and conpliance matters for the conpany.

He stated that BSG shares the committee's commtnent to

protecting consumers from cranmng. He said as this bill is
considered, it is inportant to wunderstand how third-party
billing works and the steps industry has already taken to

prevent cranm ng.

MR. PH PPS explained that third-party billing is fundanentally
about consuner choice. Each year thousands of Al askans choose to
have charges for various services provided by multiple
conpetitors aggregated onto a single phone bill. The services
include long distance, operator services, collect «calling,
conputer technical support and charitable contributions. There
are nmany reasons consuners meke this choice; for one, it
provides them with access to the services of many different
conpetitors to which they wouldn't otherwi se have access. This
nmeans they have nore choices anong service offerings and
providers. This broader market place l|eads to greater cost
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conpetition and |ower prices for services. He said consuners
appreciate the sinplicity and conveni ence of view ng, paying and
managing a single bill rather than many different bills from
many different providers. They can see all of their charges in
one place and pay for all services through a single check or
ot her method of paynent. And unlike credit cards, this method of
paynent is free of interest.

He expl ained when consuners buy a service, they authorize the
provider of that service to have charges placed on their

tel ephone bill. The provider then submts the charge to a third-
party billing services conpany, like BSG (also called a billing
aggregator), which works with the |ocal phone conpany to have
charges included on the consuners' telephone bill. The billing

aggregator is responsible for accounting, record formatting and
data transm ssion to have charges included on a consuner's phone
bill. He is also responsible for reviewng sales, marketing,
verification, fulfillment and inquiry processes. The phone bil
is sent to the consumer and the consuner sends paynment back to
the phone conpany. The phone conpany works with the billing
aggregator to ensure service providers are paid. Wthout third-
party billing, consuners would have access to fewer services and
fewer providers; their costs would likely go up and they would
suffer the headache of having to manage multiple bills. Just as
shop keepers fight hard to stop shoplifters frompillaging their
stores, BSG has fought hard to stop cramrers since incorporation
al nost 23 years ago. They have nmany checks and bal ances in place
to thwart cramm ng.

2:16: 22 PM

He said their efforts to prevent cramm ng begin as soon as a
provi der applies to becone an approved nerchant with BSG Wth
their initial application BSG begins a 100-point review process,
which includes an evaluation of the provider's board and
executives, a visit to its locations and an evaluation of the
provider's sales processes. They also ensure that the provider
has a system in place to supply consunmers wth terns and
conditions of each sale and to docunent consumers' consent to
the purchase of these services. It is a very extensive process
whi ch often takes up to nine nonths to conpl ete.

After a provider is approved, they closely analyze the first
file of transactions they send for inclusion on consuners' phone
bills. From this first file, they select a random sanple of
charges and confirm that every <charge in the sanple was
authorized. If they are unable to confirm authorization for any
charge in that sanple, they reject the provider, and no charges
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are submtted to the tel ephone conpany. Even after a provider is
accepted, they continue to nonitor its performnce each nonth,
evaluating inquiries they receive through their custoner service
centers, regulatory bodies, and the |ocal telephone conpanies.
Any provider that exceeds their inquiry thresholds is closely
evaluated and their nost recently refunded transactions are
tested. If a provider fails these tests, the relationship is
termnated i medi ately.

MR PH PPS said in addition to their own processes, they are
commtted to helping consuners recognize and join their fight
against cramring. In that effort, BSG spearheaded a coalition
that [|aunched Knowyourphonebill.org that educates consuners
about how to read their phone bills and how to investigate any
charges that nay be wunfamliar to them Wth these best
practices, they have achieved remarkable results. O the 8
mllion households for which they provide third-party billing
nationally, less than .25 percent inquired about charges
included on their bill. Additional investigation frequently
finds that charges were in fact authorized, so that actual
cranming is a very small portion of the total nunber of these
conplaints. In Alaska, the incidence of inquiries is even |ower.
In 2011, BSG processed 13,536 transactions; of that nunber they
receive just 14 inquiries and from consuners and about charges
on their bill, .10 percent of all records. O these 14
inquiries, not a single custonmer clainmed they had no know edge
of the charge that was included on their bill.

MR. PH PPS said they applaud the Senate's goals of stopping
cranming and as the industry |eader they have fought hard
against it and they have been successful. They would applaud
other third-party billing conpanies who would adopt the sane
best practices to achieve the sanme results.

However, M. Phipps said, a portion of the Senate's bill does
raise concerns. Wile SB 138 appears to permt third-party
billing for telecomrunications offered under tariff, custoner
initiated direct dial, dial around services and operator
assisted calls, the legislation would prohibit billing for other
services unless "the vendor has provided the tel ecommunications
carrier W th verification of t he cust oners express
authorization." Such a requirement would be contrary to how
third-party billing works. They work wth hundreds of service
providers that are too small to maintain their own billing and
collection platforns and do not have systens that connect
directly W th | ocal exchange carriers. Creating t he
infrastructure necessary to conply with this bill would be
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extrenely costly for these snmall businesses and would either
negate the cost savings they are able to provide to consuners or
result in these small business being forced to shut down. In
addition, the local telephone conpanies are not equipped wth
the resources to receive and review the authorizations prior to
billing. In the end there would be little to no consuner
protection added as a result of this legislation. Thousands of
consuners across Al aska, many of whom depend on these services
to connect with their |oved ones and save noney, would |ose the
benefits of conpetition, a greater variety of services, |ower
costs and convenience. This is sinply too high a cost to ask
Al aska's citizens to pay.

He said there are unscrupul ous actors out there and BSG supports
the goal of preventing them from engaging in cramm ng, but the
best way to do that would be to have the industry investigate
new ways to adopt proven best practices and not through
| egislation that would needl essly punish Al aska's consuners and
busi nesses.

CHAI R EGAN asked if he opposed SB 138.
MR. PHI PPS answered yes, in its current form

2:22:11 PM

MATT  WALLACE, Executive Director, Al aska Public Interest
Research Group (AKPIRG, Anchorage, said they supported SB 138
He said that crammng is insidious, because people are often
unawar e of these charges. Many of these charges are very easy to

mss, like a voice mail service. Those services often provide no
real value to the consuner, and because they | ook |like they my
be part of the regular phone bill, they are easy to m ss.

2:23.46 PM

He enphasized that many consuners have great difficulty in
di sputing <charges that are either unauthorized or whose
authorization is in question, another reason that addressing
this practice head on is inportant. He said this bill focuses on
elimnating the practice and not just on additional disclosures
whi ch woul d have a nore limted inpact.

2:24: 34 PM

STUART GCERI NG, Assistant Attorney Ceneral, Commercial and Fair
Busi ness Section, Departnent of Law (DOL), said his primry
responsibility is advising and representing the Regulatory
Comm ssion of Alaska (RCA), and it has responsibility for
overseeing telecommunications carriers in Alaska anong other
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things. Hs primary reason for being online was to answer
guestions as they mght relate to RCA duties, but not to take a
position. He said he had been working with the sponsor for a
long tinme and he had been very responsive to his comrents. The
CS reflects a nunber of his comrents.

2:26: 03 PM

SENATOR  d ESSEL said she under st ood t hat t he Feder al
Commruni cati ons Comm ssion (FCC) has an open docket on this issue
and asked if he knew what the tineline for their decision was.

MR. GOERING replied that he was aware that the FCC has a docket,
but he didn't think they had a tineline for its resolution. He
noted that the Federal Trade Comm ssion (FTC) has al so opened an
investigation of this practice, as well, but he didn't know of a
timeline for that either.

2:26: 55 PM

Cl NDY DRI NKWATER, Assi st ant Att or ney CGeneral , Consuner
Protection Unit, Departnent of Law (DOL), said she was avail abl e
to answer questions on SB 138.

HOMRD WALTZMAN, partner, Mayor Brown LLP, outside counsel to
BSG Washington, D.C., said the presentation refers to the US
Senate Commerce Conmmittee report on cranmming. That report was
rather limted in scope and relied on a |ot of anecdotal
evi dence. A tel ephone survey that was limted to custoners of
three third-party service providers and their affiliates who
were the ones that had been accused of cramm ng. So, the notion
that anything discerned fromit is indicative of industry as a
whole is not accurate. He also said the FCCs 15 to 20 mllion
person figure for cramm ng seens to be extremely high given the
nunber of people who subscribe to third-party billing services.

2:29:15 PM

CHAI R EGAN conmmented as an FCC licensee for over 40 years, it
seens to him that when the FCC opens a docket there's an issue;
and in this case the FTC had opened a docket as well. GCbviously
consuners have conplained, and they are trying to get a handle
on unscrupul ous peopl e.

MR. WALTZMAN said there are unscrupul ous actors in this field as
in others. He explained the FCC opened a docket largely to
refresh an activity that had been going on since the early 90s.
It hasn't had any major action since 1999. Wth the existence of
cranming, the FCC decided to seek coment on a nunber of
proposals, sone of which they specifically endorsed as to
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whet her or not these proposals would help reduce crammi ng even
further. He said the FTC doesn't have a formal open proceeding
and both have gone after specific bad actors and brought
enforcenent action against them He didn't view the existence of
the FCC docket as indicative of an epidemc in this area.
Looki ng at the evidence presented during the FCC s comrent cycle
in 2011, he saw that the actual incidents of crammng were
extremely | ow.

2:31:31 PM

SENATOR W ELECHOWSKI said he wanted to nmeke it clear that he
supports legitimate third-party charges, and it's not his intent
to ban them He was trying to get to the unauthorized ones.
However, a gentleman from San Antoni o suggested that industry
adopt best practices, but that was tried and didn't work. So,
it's up to the legislatures of the states to protect the people.
Many charges are legitimate, but he has seen evidence that many
aren't.

He said this bill does two things: it requires phone conpanies
to clearly identify where charges cone from because that is one
of the big problens, and it requires express authorization for
specific charges rather than if you accept that free sanple and
they take that as an authorization to charge you $49.95 a nonth
under sonething that says voice mail or electronic fax
servicing. That is inappropriate and should not be tol erated.

SENATOR W ELECHOWSKI said he is happy to work with legitimte
third-party agents who have concerns and he is not trying to
harm any legitimte small businesses. On that subject, he said
soneone said this would hurt small business because they don't
have the accounting practices set up, but that's the point. They
have seen evidence that dozens of small businesses have been set
up, and it's all a ruse. The purpose is to go out and use them
as shields so you can't identify who is actually charging you

SENATOR G ESSEL asked how nmany states are enacting this
| egi sl ati on.

MR. PRESELY replied Vernont, Virginia, New York and M nnesot a.
SENATOR G ESSEL asked the status of the FCC and FTC dockets.
SENATOR W ELECHOWEKI replied they would get that for her

CHAI R EGAN hel d testinmony open until the next hearing.
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SENATOR W ELECHOWBKI said he didn't object to that.
[ SB 138 was held in commttee.]

2:36: 37 PM

Finding no further business to cone before the commttee, Chair
Egan adjourned the Senate Labor and Commerce Standing Committee
neeting at 2:36 p.m
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