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ACTI ON NARRATI VE

3:20: 55 PM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Commttee neeting to order at 3:20 p.m Representatives Herron,
MIllett, Reinbold, Saddler, Josephson and O son were present at
the call to order.

3:21:12 PM

CHAI R OLSON naned Representative Reinbold as Vice Chair of the
Labor & Commerce Standing Comm ttee.

Overvi ew. Departnent of Commerce, Community, & Econonic
Devel opnent ( DCCED)

3:21:38 PM

CHAI R OLSON announced that the only order of business would be
an overview by the Departnent of Comrerce, Conmunity, & Econonic
Devel opnent ( DCCED) .

3:21:57 PM

SUSAN BELL, Comm ssioner, Departnent of Comrerce, Conmunity &
Econom ¢ Devel opnment (DCCED), introduced herself. She al so
i ntroduced her directors and Cryst al Koenenan, Speci al
Assi st ant . She began her presentation by outlining the

departnent's mssion, which is to ensure that conpetent,
prof essional and regqulated commercial services are available to
Al aska consuners.
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COM SSIONER BELL nentioned the DCCED is conprised of five
consuner protection agencies: the Division of Corporations,
Business & Professional Licensing (CBPL); the D vision of
| nsurance (DA); Dvision of Banking & Securities (DBS), [an
i ndependent agency], the Regulatory Comm ssion of Al aska (RCA);
and the Alcoholic Beverage Control Board (ABC Board) - which
transferred to the DCCED in July 2012. She indicated the
departnment has 13 agencies that work to achieve the departnent's
m ssion and serve Al askans. These agenci es have been working to
address the high cost of energy, strategic developnent of
infrastructure, and marketing goods and services. She said it's
inmportant to consider the role of the agencies - which provides
a strong foundation and helps foster an attractive business
climate and environnent - that can provide stability, reasonable
regulation, low taxes and fees, and consuner protection to
ensure the public receives the services they believe they are
purchasi ng or engaging in. She characterized the agencies as
often providing an "unsung role." She noted nenbers typically
hear from constituents when sonmething goes wong, but the day-
to-day work the DCCED does provides the fabric and foundation
for businesses and the public.

3:25:27 PM

REPRESENTATI VE HERRON asked the commssioner to |ist a
di sappoi nt nent and a success for the DCCED.

COM SSI ONER  BELL answered she considered his question a
t hought - provoki ng one. She said she struggled to answer the
di sappoi ntnent, but suggested that the DCCED operates wth
substantial uncertainty. She remarked it was only weeks ago the
country was facing a "fiscal cliff,” which will need to be faced
at the federal level in the future. Additional ly, uncertainty
exists internationally wth Alaska's partners in Asia and
Europe, in terns of seafood exports, mnerals exports, and
tourismrel ationships. She said despite the uncertainty, Al aska
has so much to offer in ternms of resources and financial
stability. She said she thinks it's inportant to focus on what
can be controlled that mkes a difference and "calns that

uncertainty." She expressed excitenment about the continuing
visibility of the Arctic. She recalled a recent announcenent
about the communication structure between Europe, Asia and the
Arctic. She said the departnent is providing infrastructure
that connects Alaska to Asia and Europe. She reported the
departnment will be working with private sector businesses in the
United Kingdom in Reykjavik, and in other European narkets.
She related the department s currently working on the
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groundwork necessary for air travel between Iceland and Al aska
which will begin in Muy. She pointed out that the Pacific
Nort hWwest Econom c Region (PNVER) has also focused on the
Arctic. She characterized Alaska as making the U S. an "Arctic
nation." She concluded by noting a trenendous anount of
opportunity exists and work needs to be done, as well.

3:29:38 PM

DON HABEGER, Director, Division of Corporations, Business and
Prof essional Licensing (CBPL), Departnent of Conmmerce, Comrunity
& Econom ¢ Devel opnent (DCCED), began a Power Point presentation,
noting while the CBPL falls under the regulatory branch and the
agency contributes a role in economc developnent and in
creating strong comunities. He characterized his coments
today as providing a "20,000 foot" broad overview. He said he
thinks of his division as analogous to a three-|legged stool,

providing three functions, including professional |I|icensing,
business licensing and tobacco endorsenents, and corporate
regi stration. The professional licensing is provided under AS
08. The division oversees approximtely 40 professions,
i ncluding 20 boards. The boards actually provide the |icensing
for the specific professions and set specific |Ilicensing
criteria. The division provides admnistrative functions,
including providing exam nation services to the boards. Sone

prof essi ons, such as naturopaths do not have boards. He held up
a panphlet that describes the professions the agency supports
and promsed to provide copies to nenbers at a |ater date. He
reported the second leg of the stool in his division is the
busi ness |icensing and tobacco endorsenents section.

3:34:10 PM
CHAIR OLSON interjected a question. He referred to the
nat uropat h profession and asked for the nunber of |icensees who

operate in Al aska. He recalled the legislature previously has
consi dered creating a board for naturopaths.

MR. HABEGER estimated about 50 naturopaths are |licensed in
Al aska. He offered to provide the conmmittee with the exact
nunber, but recalled the nunber is simlar to the size of the
Board of [Certified Direct-Entry] M dw ves.

CHAIR OLSON acknow edged the licensed naturopaths were
conpar abl e-si zed board [to the Board of Certified Direct-Entry]
M dwi ves]. He suggested perhaps the commttee will consider a
nat ur opat hic board again this year.
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3:35:17 PM

MR. HABECER conti nued. He said businesses that wish to sel

tobacco products at the retail level nust have an endorsenent.
He said the third leg of the stool is corporation registration
under AS 10, which provides guidance for all the corporations in
the state. These corporations have an obligation to the state

to register. Additionally, ~corporations nust identify the
specific activities the corporation will engage in, along with a
requirenent to submt biennial reporting requirenents to
identify any changes, including changes to corporate officers.

This information becones public and anyone can go to the
division's website and access and review the corporate
docunent s.

3:36:13 PM

REPRESENTATI VE SADDLER asked whether the division's corporation
section follows the sane federal nonenclature for occupations.

MR. HABEGER agreed the initial corporate application requests
the specific North American Industry Cassification System
(NAICS) code. The business licensing section has adopted a |ess
robust list than the federal NAICS, but the CBPL tracks the
speci fic occupation, he said.

3:37: 07 PM

MR. HABECER read the mssion statenents related to the "three-
| egged stool"” functions the division provides. He recalled the
| egislature challenged the division last year to formulate
efficiency neasures as well as effectiveness neasures. He
suggested this is a good direction for the division to take. He
has chall enged his executive staff to consider these neasures.
He read m ssion statenents [slide 3], as follows:

Pr of essi onal | i censi ng: Provide effective and
ef ficient | i censure of Al aska's pr of essi onal s.
Corporations & Business Licensing: Pronote comrerce

by processing business and entity filings, ensure
statutory and regulatory conpliance, and provide the
public access to docunments filed for record.
| nvesti gati ons: Pr ot ect Al askan consumers by
provi di ng investigative and enforcenment support.
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MR. HABEGER related the majority of the division's efforts fal
under professional licensing and in registering corporations.
He related the activities conprise approximately 120,000 or nore
annual actions. He stated the investigations section is much
smaller and investigative staff spends the majority of tine
i nvestigating professional |icensees based on conpl aints.

3:39:27 PM

MR. HABECER related the division's business and customer
activity [slide 4]. In FY 12, the division |icensed over 63,000
prof essional |icenses, he said. He stated that 1.2 percent
represented new applicants. In FY 12, over 66,000 business
licenses were issued wth 23 percent representing new
busi nesses; however, this does not necessarily represent new
busi nesses, but nmay relate to an existing business that has
added a new activity. He pointed out that businesses al so have
an option to renew annually or biennially. He further reported
in FY 12, 50,000 corporations registered, with 1.2 percent

representing new registrants. He reported that the division
recently instituted a new database that will help the division
identify the corporations not in conpliance, and allow the
division to proactively contact |icensees to ensure conpliance,
or dissolve any corporation if it is obsolete. In FY 12, 1,200
i nvestigations were conducted, with 55 percent of investigations
closed during the fiscal year, he said. He clarified that an

i nvestigative action could be as sinple as soneone phoning the
agency to conplain about substandard service experiences wth a
prof essional, but sonme actions lead to formal |icensing actions
by the board or the division.

3:42: 47 PM
MR. HABEGER pointed out the organization chart [slide 5]. He
explained this slide denonstrates the nunber of people it takes
to manage the activities in the division. He pointed out the
color <coding used to differentiate staff for |icensing,
i nvesti gations, adm ni strative, cor por at e, and busi ness
i censing.
3:43: 44 PM
CHAIR OLSON noted new nenbers serving on the commttee. He

poi nted out t hat Representative Saddl er has substanti al
experience wth boards and conmm ssi ons.

3:44: 26 PM
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BRET KOLB, Director, Division of Insurance (DO), Departnent of
Commerce, Community & Econom c Devel opnment (DCCED), remarked
that he joined the division in May 2012 when Linda Hall retired.
He related he has 20 years of experience in the insurance
industry, primarily in life and health insurance.

3:45:56 PM

MR. KOLB referred to the Division of Insurance's m ssion, which
is to regulate the insurance industry to protect Al askan
consuners, while pronoting a healthy, conpetitive nmarketplace
[slide 2]. He reiterated the two core conponents are protecting
Al aska's consuner and regulating the insurance narketplace. He
referred to the division's mssion as providing a "level playing
field,” which nust be kept in balance to allow the industry to
work in Al aska's market while protecting Al askans.

3:46: 46 PM

MR. KOLB turned to the industry overview [slide 3]. He pointed
out Alaska's industry is different than nost states in that
Al aska has a large geographic area with smaller population, as
well as conplex pricing and service delivery chall enges. He
said despite these challenges, Alaska's market is active and
functi oni ng. He reported $3.1 billion of total premum was
witten in calendar year 2011; 1,085 insurance conpanies were
admtted to do business in Alaska, and 42,753 |icensees
currently operate in Al aska. He indicated this is alnpbst a ten
percent increase over FY 2011. He clarified that sone |icensees
reside in the Lower 48, but serve Al aska through surplus |ines.

3:48: 14 PM

REPRESENTATI VE HERRON asked him to describe the nmarket given the
three bullets he just described on slide 3.

MR. KOLB responded that the insurance industry is broad and

i ncludes property, casual, life, and health conponents. He
offered his belief the industry in Al aska faces many chall enges
due to the geographic diversity. He recognized that serving
urban needs mght be different than serving the needs of rural
resi dents. In terms of a soft or hard market, M. Kolb
responded t hat t he $3.1 billion previously nment i oned
denonstrates an active industry in Al aska. He said conpanies

continue to express ongoing interest in providing services in
Al aska and he hoped the division could help nove that activity
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f orward. In further response, he agreed the market could be

sumari zed as a soft market still noving in that direction. In
response to a question by Chair dson, he agreed this would not
apply to major medical insurance. He related insurance is a

topic that is very broad.

CHAIR OLSON predicted the division will face sone difficulties
enforcing some requirements related to major nedical insurance
since insurance wll be driven by the [federal] Cbama
adm ni stration's changes. He said the division will not have
much | eeway with respect to the current rate structure.

MR KOLB said one of the Kkeys to muintain and grow the
mar ket pl ace is through effective statutes and regul ations. He
offered his belief that the division can help the industry
through its regulatory function.

3:51: 07 PM

MR KOLB reviewed the Division of Insurance's organization
[slide 4]. He said the division is split into six sections with
specific roles. The licensing section oversees and adm nisters
the licensure of agents, brokers, and insurance entities. I n
response to Representative Saddler, M. Kolb answered he was
unsure which parts of the industry contributed to the ten
percent growh in the licensing activity.

3:52:16 PM

MR. KCOLB continued with the Division of |Insurance's organization
[slide 4]. He said the division functions include |icensing

consuner services, investigations, filings and market conduct,
financial exam nation, and admnistrative functions. Besi des
interactions on licensing and consuner services, the division
works to educate consumers on insurance. He related that
i nsurance conplex for sone people and the agency continues to
strive to broaden its consuner assistance. The division's
i nvestigation section provides the first line of defense agai nst
fraud commtted against consuners and the industry. The
di vision has touch points with insurance industry in filings and
mar ket conduct. The industry files rates and forns, which the
division reviews to ensure conpliance with Al aska statutes. I n
terms of financial examination, it is critical for the division
to review the solvency of an insurance conpany to ensure

conpanies can carry out future prom ses. The adm nistrative
section oversees and nanages nany state activities, including
human resources, finance, and budget devel opnent areas. He
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reported the division has two locations, wth 21 staff in
Anchorage and 30 |ocated in Juneau. He said he resides in
Anchorage, but the division's deputy director, Martin Hester,
resides in Juneau and brings a property and casualty background
to the division, which hel ps broaden the know edge to regul ate
the industry as a whole. He advised nenbers that the division
is fully funded by annual receipts and is able to provide the
state with approximately $58 mllion after receipts, fees, and
prem um t axes. The division provides consunmer protection and
creates an  environnent in which business can operate
effectively.

3:55: 32 PM

MR. KOLB turned to the benefits and challenges the Division of
| nsurance faces [slide 5]. He indicated despite the division's
best efforts, white collar crine has been on the increase and
the conplexity of how crimes occur is also expanding. The

division is working to control and limt crine. The conplexity
of insurance filings also continues to increase, which creates
chal l enges for consuners, as well as for regulators. He related
one division section reviews filings for conpliance. In recent
nont hs consi derabl e di scussi on has surrounded the cost of health
care in Alaska, and while the insurance division doesn't
regul ate the cost of health care, these costs do affect prem um
rates. The state faces many unknowns related to federal health
care reform and as January 2014 approaches the division wll
view how the federal wll be regulated in Al aska and further
identify division's role in protecting consuners.

3:57:32 PM

REPRESENTATI VE HERRON noted 19 new insurance conpani es have been
admtted to do business in Al aska. He asked if these were
general insurance conpanies or represented a suite of insurance
conpani es.

MR. KOLB was unsure, but offered to provide the details to the
comm ttee.

REPRESENTATI VE HERRON referred to limted workers' conpensation
i nsurance. He asked whether the two pools, the Al aska Minicipa
League Joint |Insurance Association (AM.JIA) and Al aska Public
Entity Insurance (APEl) have asked to collectively work with the
di vision to sol ve issues.
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MR. KOLB answered no, not specifically, although he has held
bri ef discussions which he characterized as being introductory.

3:58: 57 PM

REPRESENTATI VE JOSEPHSON asked if questions about the Patient
Protection and Affordable Care Act (PPACA) are best directed to
him or the Departnent of Health and Social Services (DHSS). He
referred to the uncertainties previously nentioned and as
related to the exchange.

MR. KOLB pointed out a conmtnent and connection exists between
the Division of Insurance and the DHSS on health care, but he
understood the |ead agency would be the DHSS. In further
response, M. Kolb deferred to HSS in terns of questions on
revenues the state would surrender by not accepting the maxinmm
VEDI CAI D funds under the PPACA

REPRESENTATI VE JOSEPHSON noted his question is probably one best
answered by the conm ssioner. He stated the departnent
regi sters foreign corporations and he is interested in the types
of actions the DCCED is taking to protect consuners since this
activity is often litigated.

MR. KOLB agreed [it did not pertain to his division]. He
concluded that the division has its work cut out for it in the
years ahead.

4:01: 56 PM

REPRESENTATI VE REI NBOLD asked whether the Division of |nsurance
plays a role simlar to one of an insurance commissioner in
anot her state.

MR KOLB related the director is conparable to directors or
conmi ssioners in other states.

REPRESENTATI VE REINBOLD asked him to broadly explain his
authority.

MR. KOLB said the division has very broad authority in AS 21.
The Division of Insurance oversees |icensing, rate-mking, and
form filing for products offered in the state. The director
oversees and is responsible for these functions.

4:03:29 PM
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CHAIR OLSON related the National Association of |Insurance
Comm ssioner (NAIC) also provides the director wth valuable
t ool s. These agents neet quarterly and spend 10 hours a week
networking to avoid "reinventing the wheel." They collectively
work to solve insurance issues, he said. He noted the group is
not always in agreenent, such as for "Cbanmacare." He said he
has a list of nmenbers and access to the organization's database.
He characterized this as a non-political organization. He
offered to assist nenbers if they have questions and the
director is not avail able.

4:05: 00 PM

LORIE HOVANEC, Director, Anchorage Ofice, D vision of Banking
and Securities, Departnment of Comerce, Comunity & Econonic
Devel opnent  ( DCCED), i ntroduced herself. She began her
Power Point by reading the Division of Banking and Securities

m ssion; "to protect consuners of financial services and pronote
safe and sound financial systens" [slide 2].

4:07:02 PM

M5. HOVANEC said the department provides financial services and
charters, licenses, register, accept filings, and exam nes state
financial institutions, as well as regulating the firns and
peopl e who offer and sell securities, hone nortgages, and noney
services |[slide 3]. She enphasized that every Alaskan is

affected by the prograns the division admnisters involving
banks, credit unions, payday |enders, securities registered for
sale in Alaska, and the investnent advisors, sales agents, and
brokers who sell these securities. She noted Al askans who wre
funds, use travelers checks or noney orders or exchange currency
are affected by banking and securities. She reported the
division has 25 staff positions, which are evenly split between
t hree sections: banking, consuner finance, and securities.

4:07:39 PM

M5. HOVANEC listed the division's progranms [slide 3]. She
detailed activities for these three sections: banking, consuner
finance, and securities. The banking section charters,
|i censes, and examnes 70 state financial i nstitutions,

including four state banks, three bank holding conpanies, one
credit union, two trust conpanies, the Business and Industria
Devel opment Corporation (BIDCO, a small loan conpany, 24
prem um finance conpany offices, and 34 payday |oan offices, she
said. She pointed out these financial institutions are exam ned
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at |least once each 18 nonths by statute. She reported that 52

exam nations were conducted in FY 12. She advi sed exam nation
results are confidential; however, the banks and credit unions
are profitable and well capitalized in Al aska. She stated the
division provides financial outreach education and while
outreach is sonewhat limted by resources, bank exam ners often
give presentations at schools. For exanple, an exam ner
recently led a nunber of classes in a Juneau school. The

di vision has also been working to make nore financial materials
and consuner education materials available on its website, she
sai d.

M5. HOVANEC said the consuner finance section has successfully
i npl emented the exam nation conponents for the regulation of
nortgage |ending and nobney service businesses. This section
licenses over 500 nortgage |oan originators, 200 nortgage broker
| enders, and 56 noney service businesses, which include noney
transmitters, wre transfers, such as Wstern Union - the
issuers of travelers checks and noney orders - and currency
exchangers. She said these examners investigate unlicensed
activity and handle consuner conplaints. Most  consuner
conplaints deal with noney service providers denonstrating poor
custoner service, nortgage |ender advertising that nay be deened
deceptive, or nortgage loan originators who fail to disclose
fees or other relevant information to the borrower. Finally,
the securities section registers about 1,200 broker dealers and
700 investnent advisors, of which 20 are located w thin Al aska,
and over 81,000 securities firm agents. Al nost 1,800 sales
agents are located in Al aska, she noted. She reported the
majority of the division's $13 mllion in revenue is generated
by securities registration and filing fees.

M5. HOVANEC stated that the securities section also receives
notice filings for nutual fund and unit investnment trusts being
sold in Al aska, which totaled 5,900 in FY 12. This section also
reviewed and approved 411 securities registrations - the actua
securities being offered or sold - and processed 169 exenptions
from securities registration in FY 12. The securities exam ners
conduct ed Si X i nvest ment advi sor exam nati ons and one
br oker/ deal er exam nation | ast year. She noted staff
investigates investor conplaints and reports of securities
fraud, including operations allegedly operating in Al aska but
having only "shell" corporations in the state. Most conpl ai nts
i nvol ve those businesses selling stocks or property investnents
"in a warm place" that do not exist. She related other areas of
concern to investigators, including gold or mneral extraction
scans. Some investigations involve legitinmate investnent
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conpani es that have sinply "made a m stake," such as m shandling
a transaction or failing process it in a tinely manner.

4:13:39 PM

M5. HOVANEC related the securities section also receives Al aska
Native Clains Settlement Act (ANCSA) corporate and sharehol der
proxy filings from approximately 42 of the 200 ANCSA regional
and village corporations required to file wth the division by

statute. She said msleading filings are prohibited.
Securities examners received 12 requests and opened 6 ANCSA
rel ated investigations. She pointed out that these conplaints

often pertain to proxy solicitation information that the
sharehol der does not wunderstand or about election processes
all egedly mishandled [slide 5]. She reported staff fielded over
230 substantive inquiries on ANCSA corporations or statutes and

regulations related to proxy solicitation filings. Most
inquiries were answered on the first day. In 2011, the
regul ations governing investigations and conplaints were

revised. The requests nust now contain specific information and
the division nust respond in witing within ten days as to
whet her the division will open or decline an investigation.

M5. HOVANEC related the division has changed how it currently
handl es investigations and conplaints, which is a vast
i nprovenent over how they were previously conducted. In 2012

the section chief helped produce two nore investigative
televised prograns that aired on Alaska's public affairs
channel, 360 NORTH, and four investigative articles were
published in the Senior Voice." She said, "The division
protects consuners by responding to inquiries and conplaints and
by examining and investigating to ensure conpliance with the
| aw. " She related that enforcenent includes issuance of
adm nistrative orders, negotiated settlenents, restitution to
Al askans, and collection of investigative costs and civil
penal ti es. She reported the division often works wth other
states on global settlenents, which resulted in FY 11 to about
$1.6 mllion to the general fund and in FY 12 to over $300, 000.
She detailed that Alaska's investors also received restitution
in the amount of $69, 000.

4:17: 30 PM

IVB. HOVANEC turned to efficiencies and streamlining for
licensing, registrations, and filings [slide 5]. She said the
state has expanded the use of nulti-state and joint exam nations
of licensees and registrants and al so has shared staffing, which
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hel ps ease the burden on businesses. The division accepts
registration and l|icense applications through national database
filings, thereby allowng "one stop" access to all regulators
with fewer entries. She said this process also allows the
public to better track licensed individuals and firns. Finally,
she reported the division allows electronic filing for ANCSA
corporate and shareholder filings, which also reduces the
corporate costs.

4:19: 20 PM

M5. HOVANEC identified sone of the Division of Banking and
Securities' challenges [slide 6]. She pointed out the effects
of changing technol ogy, which allows business to be conducted
nationally and internationally via the Internet. She said on

the one hand the inproved access assists Al askans, but it also
makes it nore difficult for the agency to conduct investigations
on licensees located in the Lower 48 and to detect unlicensed
activity. She highlighted that approximately 55 of 56 noney

service businesses licensed to conduct business in Al aska are
| ocated in the Lower 48. These businesses use delegates to
conduct business in Alaska; however, their primary business
records are located in another state, she said. Mor t gage

conpanies present a simlar scenario, with 65 conpanies |ocated
in Alaska and 180 conpanies who nmaintain primary offices and
busi ness records outside Al aska.

M5. HOVANEC said the division nmust find ways to nmaximze its
resources to conduct investigations, she advised. The di vi sion
primarily focuses on Al aska businesses |located in the state, but
partners wth other agencies in the Lower 48 to conduct
exam nations and investigations outside Al aska. She reported
that Al askans have been targeted for scans. She also reported
the FBI and the National Wite Collar Crinme Center indicate
Al aska has the highest per capita nunber of conplaints involving
online crimnal activity. She estimated losses at $1.2 million
in 2011, although she suspected |osses were higher. She
concluded this validates the vulnerability of Al askans who are
using the Internet to invest and obtain goods and financial

servi ces. She related that Al askans are targeted since they
have the second highest nedian household incone in the nation
and fraudsters "follow the noney." She also said that Al aska's

di stance from the Lower 48 hanpers investigations. For exanpl e,
while the state has a few |icensed Internet payday |enders, nost
of the payday |ender conplaints point to either non-existent
busi nesses or I|enders who do not believe they are subject to
Al aska's statutes. She enphasized the inportance for state
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regulators to increase outreach to Alaskans to educate
i ndividuals on scans and fraud, which can help prevent people
frombeing "taken in" and to prevent | osses.

4:23:22 PM

M5. HOVANEC pointed out the elderly are often targeted for
f raud. She hoped the division wll be able to inprove its
outreach to all Al askans to provide tools for consuners, such as
financial education to reduce the inpact of scans. She reported
that the division is working to inprove its website to provide
links and access to tools for Al askans. She acknow edged the
Internet is beneficial since it allows nmany Al askans access to
information, wparticularly in rural Al aska, where face-to-face
contact is limted.

4:24: 47 PM
ADJ QURNVENT
There being no further business before the comittee, House

Labor and Commerce Standing Commttee neeting was adjourned at
4:24 p.m
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