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ACTI ON NARRATI VE
3:24: 08 PM

CHAIR KURT COLSON called the House Labor and Commerce Standing
Commttee neeting to order at 3:24 p.m Representatives Herron,
MIllett, Reinbold, Saddler, Josephson, and O son were present at
the call to order. Representatives Chenault arrived as the
meeting was in progress.

HB 68- CORPORATE | NCOVE TAX

3:24:53 PM
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CHAI R OLSON announced that the first order of business would be
HOUSE BILL NO 68, "An Act relating to the conputation of the
tax on the taxable inconme of a corporation derived from sources
within the state."

3:25: 05 PM

REPRESENTATI VE  SHELLEY  HUGHES, Al aska State Legislature,
speaking as the bill sponsor, remarked that this bill is overdue
since corporate tax rates were set in 1981. She related that

Al aska levies corporate income tax on corporations doing
business in Alaska. The tax is a graduated tax, which neans it
increases increnentally based on the amount reported incone.
She explained the corporate incone tax rate schedule is broken
into ten levels, with the top level taxed at the highest rate,
9.4 percent, on federal taxable income of $90,000 or nore, based
on gross incone mnus all owabl e deducti ons.

REPRESENTATI VE HUGHES characterized HB 68 as a rational way to
get cash back into the hands of Al askans, which would create a
stronger econony and, in turn, would also enhance overall taxes
in the long run.

REPRESENTATI VE HUGHES reiterated the corporate inconme tax was

established in 1981 and this bill wll adjust the increnental
brackets based on the consuner price index. She offered her
belief the rate changes are fair, since the proposed changes
woul d incentivize all industries. She stated that the tax is

limted to approximately 5,000 C corporations and would not
apply to the 25,000 limted liability corporations (LLCs) and
l[imted liability partnerships (LLPs) or to the 30,000 S
cor por ati ons. She referred to a meno in nmenbers' packets
entitled "Legislative Research Services, Research Brief" [from
Susan Haynes, Legislative Analyst dated February 5, 2013]. This
docunent refers to the conpanion bill, but applies to HB 68, she
sai d. She then referred to the current tax schedule on page 3
of the document which shows that nobst conpanies who filed earn
l ess than $10, 000. She concluded that this would point to
nunmerous snmall businesses in the state. The other bulk of
filers represent mddle-sized businesses, she stated. 1In short,
this bill would create relief for the small and mediumsized
busi nesses.

3:28:39 PM

REPRESENTATI VE HUGHES expl ained that the S corporation and LLCs
were established in the 1980s so Al aska has nunerous pre-1980
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smal |l and nmedi um sized businesses that still fall under ol der
rules. This bill also would affect |arger businesses in Al aska
and the Lower 48, but the tax does not apply to any out of state
i ncome. She related that under the bill, the current incone
bracket for over $90,000 would be increased to $222,000 or nore
at a 9.4 percent tax rate. Essentially, the bill expands the
brackets structure, she said. Under the current structure, a
| arge company naking $550,000 would pay $47,700 in taxes, but
under HB 68 would pay under $42,000 in taxes or approximtely
$6, 000 | ess. Further, a smaller conpany naking $40,000 would
pay $1,250 in corporate incone taxes, but under HB 68 woul d pay
approximately half the taxes or $650. She concluded this bill
woul d reduce the corporate taxes. She noted that she has
received letters of support from the State Chanber of Conmerce,
and t he Mat anuska- Susitna Busi ness Al liance.

3:31: 00 PM

CHAI R OLSON remarked this bill has a zero fiscal note.

G NGER BLAI SDELL, Staff, Representative Shelley Hughes, Al aska
State Legislature, on behalf of Representative Hughes, reported

the Juneau Chanber of Conmerce and the Wasilla Chanber of
Commerce have al so sent letters of support.

3:31:47 PM

REPRESENTATIVE M LLETT said she finds the <corporate tax
structure with 10 tier brackets as too conpl ex. She recalled
the two or three-tier brackets other states have in place, which
she suggested mght be easier. She related the National

Conference of State Legislatures (NCSL) suggested this type of
structure could be burdensone to busi nesses.

REPRESENTATI VE HUGHES answered she held discussions with the
sponsor of the conpanion bill and the goal was to make a sinple
change and not create a whole new system at this tine. She
deferred to the Department of Revenue to respond.

3:33:33 PM
REPRESENTATI VE REI NBOLD remarked that anything the I|egislature
can do to nove fromthe 50th spot and becone a friendlier place

to do business is welcone. She asked which types of industries
woul d be affected by the bill.
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REPRESENTATI VE HUGHES answered that the change would affect a
broad spectrum of businesses and any long-tinme business mght be
fromany industry.

3:34:17 PM

REPRESENTATI VE REI NBOLD asked who assesses the corporate incone
taxes. Speaking from her own personal experience, she said she
has observed the person rings up zero when she pays in cash at a
nai |l sal on. She asked whether this type of potential activity
is a state or federal issue. She further asked if this type of
busi ness would typically be a C Corporation.

REPRESENTATI VE REINBOLD answered that the tax division has
i nvestigators.

CHAI R OLSON rel ated the departnment would be testifying |ater on.
3:35: 25 PM

REPRESENTATI VE REI NBOLD related her wunderstanding that soneone
el se would bear the burden if the taxes were not coll ected.

REPRESENTATI VE HUGHES said she is a conservative and believes
that | ower taxes strengthen the econonmy and increases the anount
of incomng taxes by grow ng businesses. In ternms of the
overal | budget, she suggested that $3.8 mllion less in revenue
is a small anount, but the legislature would need to review it.
She of fered her belief this would be doabl e.

3:36: 34 PM

REPRESENTATI VE HERRON asked whet her the departnent could respond
to whether any unintended consequence would result from the
changes in the bill.

REPRESENTATI VE JOSEPHSON referred to the zero fiscal notes,
whi ch he assumed neant the program change woul dn't cost anything
to admnister. Still, he noted it would represent a |oss of
revenue. He asked for further clarification.

CHAIR OLSON related the fiscal note would neasure the direct
cost .

3:38: 01 PM
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REPRESENTATI VE JOSEPHSON acknow edged that 1981 was a long tine

ago and he could see the need for sone adjustnent. He referred
to page 2 of the docunent entitled "Legislative Research
Services, Research Brief" that read, "Under the proposed

structure, a higher percentage of conpanies fall under the three
| onest tax brackets;, however, overall the tax liability would
be nore evenly distributed through the mddle tax brackets than
it is under the current tax structure.” He asked whether the
effect is that the mddle tax bracket wouldn't be any greater,
but due to the sumcollected it ultimtely would be greater.

REPRESENTATI VE HUGHES acknow edged t hat was her interpretation.
REPRESENTATI VE JOSEPHSON asked whether the mddle tax bracket
should create a concern - the businesses between a nom and pop

store and ExxonMbil Corporation.

REPRESENTATI VE HUGHES related it is graduated so the |owest tax

bracket would see the greater benefits in percentages. She
offered her belief that it is reasonable and the businesses
would be better off wunder the bill than under the current
structure.

CHAIR OLSON remarked that ExxonMobil Corporation 1is paying
significant taxes.

3:39:48 PM

JOHANNA BALES, Deputy Director, Tax Division, Anchorage Ofice,
Depart ment of Revenue (DOR), introduced herself.

ROBYNN W LSON, | ncone Audi t Manager , Tax Di vi si on
Adm ni strative Services Division, Departnent of Revenue (DOR),
i ntroduced hersel f.

3:40: 29 PM

REPRESENTATI VE JOSEPHSON asked whether the DOR s fiscal note
reflects the cost of adm nistering the tax changes is zero, even

t hough the program would incur a loss of $3.8 million under the
bill.
M5. BALES answered yes; that is correct. She said it will not

cost the departnent any nore if the tax brackets change.

3:41: 28 PM
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REPRESENTATI VE M LLETT asked whether the C corporations are
taxed differently than oil and gas taxes.

M5. BALES answered that the tax rate for oil and gas
corporations and other non-oil and gas corporations are the
same, but the calculation of the taxable income would differ
between o0il and gas conpanies and other non-oil and gas
corporation. This bill would treat all C corporations the sane.
3:42: 11 PM

REPRESENTATI VE SADDLER asked about the net effect of HB 68 on
the oil industry.

M5. BALES answered that $3.8 mllion in revenue enconpasses all
C corporations. She pointed out the DOR has approximtely 27
oil and gas C corporations that file in the state. Under this

bill, the maxinum benefit to a single corporation would be
$5,828. Wth the 27 oil and gas filers, the nmaxi mum benefit to
all oil and gas corporations under the bill would represent
approxi mately $157,000 in tax savings. She concluded that the
majority of the savings wll go to non-oil and gas corporations
under the bill.

3:43:19 PM

REPRESENTATI VE REINBOLD asked for an explanation of the C
cor porations. She further asked what type of businesses
typically would apply and who would investigate any potential
| ocal tax fraud.

MS. BALES answered that all conpanies can be assessed as chapter
C corporations. She explained that the designation for C
corporations is found within the Internal Revenue Code (IRS)

Thus busi nesses operating as C corporations in Al aska would be
taxed in Al aska. The other types of corporations, such as S
corporations, limted liability corporations (LLCs) and limted
liability partnerships (LLPs) are taxed differently federally.
Therefore the S corporations, LLCs and LLPs are taxed
differently in Al aska. For exanple, with S corporations the
incone earned is distributed to the individual sharehol ders and
reported on their individual incone tax returns. The reason S
corporations aren't taxed in Alaska, is because Al aska does not
i npose an individual inconme tax. She reiterated any industry or
conpany that sets up itself as a corporation can be a C
corporation or an S corporation depending wupon how the
corporation wishes to be treated under federal |aw Addi ti ona
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[imtations apply, such that the S corporations are linmted to

no nore than a hundred sharehol ders. Thus small businesses
generally tend to be S corporations since they don't have to pay
the Alaska corporate incone tax; however, many older C

corporations are conpanies that have been around for a |ong
time, such as nom and pop restaurants, airlines, construction
conpanies, retailers, and tourism conpanies and are subject to
Al aska's corporate incone tax.

3:45:51 PM
REPRESENTATI VE REINBOLD reiterated her earlier question of who
woul d investigate local tax fraud and why the division doesn't

use fewer brackets.

M5. BALES related that neither bill sponsor discussed collapsing
the brackets into fewer tax brackets. She said she thinks it is

a point well t aken. She responded that the division
investigates tax fraud through audits and also by the DOR s
crimnal investigation unit. Thus the DOR would investigate if

the departnment receives tips or anyone has concerns that people
aren't properly reporting incone they have earned.

3:46: 58 PM

REPRESENTATI VE REI NBOLD suggest ed perhaps she should have call ed
DOR instead of the IRS for the few times she has been suspi ci ous
[that someone was not reporting incone.]

M5. BALES asked for clarification on whether the total purchase
was not rung up or she wasn't charged an additional sales tax.

REPRESENTATI VE REINBOLD reiterated her earlier scenario in which
she had her nails done at a nail salon and was charged $40. She
handed the clerk $40 in cash, but the sale was rung up as zero
and she also did not receive a receipt. In several instances
when this happened it raised an alarm and while she isn't
specifically accusing soneone, she related when this happened
she called the IRS. She wondered if the IRS is the appropriate
agency to report this type of activity or if sonmeone in the
state should be notified.

MS. BALES responded that the DOR would appreciate a call and
would determne if the conpany is subject to corporate incone
taxes. She indicated that if the conpany is not a C corporation
it would not be subject to corporate inconme taxes, but the
division could also refer the case to IRS since it sounds as
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t hough the person could be trying to avoid individual incone
t axes. She reiterated the departnent's interest and noted a
| ocal sales tax could also apply. She understood Anchorage does
not have a sales tax, but some jurisdictions throughout the
state do i npose one.

3:48:46 PM

CHAIR OLSON related a question on behalf Representative Herron
He asked whether there m ght be any uni ntended consequences.

M5. BALES answered that the departnent does not see any
uni nt ended consequences or potential |oopholes with the changes
in HB 68. She characterized this bill as being pretty straight
forward

3:49: 08 PM

REPRESENTATI VE M LLETT asked whether the DOR has a preference
for ten brackets or for using fewer brackets, such as three or
four that sone other states use.

M5. BALES answered that the DOR does not have a preference. The
departnment's corporate incone tax is set up using ten brackets.
She said that changing the nunber of tax brackets really doesn't
create any additional work. She viewed it as being a preference
for legislators or businesses. The departnent doesn't view the
current corporate inconme tax bracketing as creating any concern.

3:50: 04 PM

REPRESENTATI VE M LLETT wunderstood that it doesn't create a
burden for the departnment, but she asked whether it would it be
easier for the taxpayer

M5. BALES related she did not think it created any burden for
busi nesses either. She reported that so nany automated tax
preparation services calculate the taxes for businesses. She
suggested that sone software conpanies would need to change
their progranms under the current bill or if the tax brackets
were also collapsed to three brackets. She did not see the 10
tax brackets as creating any issue, but she <could also
understand if [the legislature] would like to make changes from
the current corporate incone tax brackets.

3:51:11 PM
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REPRESENTATI VE M LLETT asked why businesses don't change from C
corporations to S corporations and avoid Alaska's corporate
i ncone taxes.

M5. BALES answered that the departnment has al so pondered this.
She related her wunderstanding that when these C corporations
were initially established, the top individual income rates in
Al aska were at 55 percent, which was greater than the top
corporate incone tax rates at the tine. The departnent has
concluded that the businesses initially incorporated as C
corporations since the rates were less and they would pay |ess

corporate income taxes. She surmised that to change the
articles of incorporation will often involve fees for attorneys
or accountants. The departnent has contenplated that at any

given time these snmall C corporations with less than a hundred
shar ehol ders could easily convert to S corporations and not pay
any Al aska corporate incone tax at all.

3:52:36 PM

CHAI R OLSON asked whet her switching the current corporate incone
tax structure to three brackets woul d generate a fiscal note.

M5. BALES answered no; that the DOR could easily convert to |ess
t ax brackets.

3:53: 20 PM

CHAIR COLSON, after first determining no one else wshed to
testify, [the Chair treated the public testinony as being
cl osed. ]

3:53:45 PM

REPRESENTATI VE REI NBOLD noved to report HB 68 out of committee
with individual recomendations and the acconpanying fiscal
not e. There being no objection, HB 68 was reported from the
House Labor and Commrerce Standing Commttee.

3:54:15 PM

The commttee took a brief at-ease from3:54 p.m to 3:59 p.m

HB 9- SECURED TRANSACTI ONS AND FUNDS TRANSFERS

3:59: 33 PM
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CHAI R OLSON announced that the final order of business would be
HOUSE BILL NO 9, "An Act relating to secured transactions under
the Uniform Commercial Code and to the regulation of funds
transfers, including renmttance transfers, under the Uniform
Commercial Code and federal law, and providing for an effective
date."

3:59:47 PM

REPRESENTATI VE MAX GRUENBERG, Al aska State Legislature, sponsor
of HB 9, introduced hinself.

M LES BROOKES, Staff, Representative Max G uenberg, Al aska State
Legi sl ature, introduced hinself.

4:00: 23 PM

REPRESENTATI VE GRUENBERG said HB 9 is a very inportant, tine
sensitive bill. He stated the bill would anend the uniform
commerci al code. The first two sections of HB 9 assist the

banki ng i ndustry and the renmaining sections assist creditors who
attenpt to collect debts from people who change their nanmes or
may not give their correct nane. Further, it is also easy to
have a m sspelling entered into transactions, which can stop the
process, he al so said.

4:01:15 PM

REPRESENTATI VE GRUENBERG t hanked M. Brookes for his work on the
bill. He said this bill was introduced at the request of the
Uni form Law Conmmi ssi oners. He listed potential testifiers and
letters of support. He also pointed to a |letter of support from
Deborah Behr, on behalf of the adm nistration. He reported the
deadline of July 1, 2013, that all states nust neet so the
provisions involving creditors' rights wll go into effect
si mul t aneously nati onw de.

CHAI R OLSON asked whether this is part of a conpact.

REPRESENTATI VE GRUENBERG answered no. He said the first two
sections renmedy an issue that arose with passage of the federa
Dodd-Frank Act [Wall Street Reform and Consuner Protection Act
(Pub.L. 111-203, H R 4173), which becane effective on July 10,
2010] . The Dodd-Frank Act did not cover certain types of
financial transfers between banks and individuals. As a result,
the states nust cure this defect with state law and the | ast
parts of HB 9 do so and pertain to issues with nane changes.
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4:03:58 PM

DEBORAH BEHR, Chief Assistant Attorney Ceneral, Legislation and
Regul ations Section, CGvil D vision (Juneau), Department of Law
(DAL) , Chai r; Alaska Uniform Law Del egations, Nat i onal
Conf erence of Commi ssioners on Uniform State Laws (NCCUSL), said
the Al aska statutes assigned to the Departnment of Law (DOL) the
duty to pronote uniform laws in Al aska where uniformty anong
the states is inportant. The state has been a nenber of the
Uniform Law Conmission for over a hundred years. She
characterized the Uniform Law Comm ssion as a states' rights'

organi zation, in which states propose uniform solutions to state
| egislatures to address common problenms where uniformty across
state lines is desirable. In particular, one area is conmerce

she stated. She said that businesses buy and sell products and
borrow noney across state |ines. Al fifty states have adopted
the Uniform Comercial Code (UCC) since the UCC ensures

reliability and predictability of business transactions. The
goal of this bill is to update two articles of the UCC, with the
first pertaining to the UCC, Article 9 on secured transacti ons.
4:05: 47 PM

M5. BEHR related a scenario to illustrate the first update to
the UCC, Article 9. She and her husband are buying a car and
very few people pay cash for a car. |Instead, people nake a down
paynment on the car, the bank |oans the renainder, but takes a
secured interest in the car. Thus if the owner were to default

on the | oan, the bank wants to have an easy way to get the car
back. The Uniform Comrercial Code (UCC), Article 9, sets up the
easy way to do this, which is perfected by filing the

transaction with the recorder's office. Thus a secondary
creditor, who is interested in the owner's interest in the car,
can check the transacti on. In short, this is what the UCC,

Article 9 secured transactions is about, she said.
4:07:22 PM
M5. BEHR reiterated that it is also very easy to msspell

sonmeone's name on a secured transaction. For exanple, when she
and her husband buy their car, the bank would prepare the

docunent; however, it is very easy to msspell her nane since
there are many different ways to spell Deborah and also to spel
Behr . In the event the nane doesn't match up, the creditor has

a problem although it shouldn't be the creditor's problem since,
in this instance, she promsed to pay for the car and she
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received the car. In any case, it causes a problem if nanes
don't match, she said. In essence, this explains the first
updat e.

M5. BEHR said under current law, if the creditor gets things
exactly right there isn't any problem and the creditor can get

the car back; however, wth a msspelling, it has been a
probl em Thus the UCC has recommended all states have a safe
harbor and exam ne the person's driver's license. Even though

the driver's license may have a msspelling the creditors wll
have taken the necessary steps to protect its interest in the
car. Further, if the person held a commercial driver's license
and a personal driver's license, the nbst current driver's
license would be used. Additionally, if the person held both a
driver's license and a state identification card, in this state
the Alaska driver's license would be used. This process allows
creditors and businesses a neans to obtain an easy way to get
expectations fulfilled - one that is fast, snooth, and easy, and
avoi ds | awsuits, she stated.

4:08:26 PM

M5. BEHR related the second update to the UCC, Article 9 makes
changes to "registered organizations." Since the UCC, Article
9, was adopted, new limted liability corporations (LLCs) and
limted liability partnerships (LLPs) have cropped up. These
LLCs and LLPs also purchase things and can conduct business in
several different states. This second change sets up a rule,
simlar to corporations, in which the paperwork of organization
is examned to determne the origin of formation and becones the
state the LLCs or LLPs would file their paperwork. Thi s change
makes it nuch easier for the banking conmmunity to feel nore

confortabl e | oaning businesses noney. In fact, that's one of
t he advantages of the UCC. In essence, when banks feel nore
secure that purchasers will repay the loan, it can offer better

interest rates or allow businesses to obtain nore liquidity they
can use to run their businesses.

4:09: 34 PM

M5. BEHR turned to the final najor change to the UCC, Article 9,
which relates to "after acquired property.” She related a
scenario in which she lives in Anchorage and wants to open a
bi ke construction conpany. She detailed that she would first

ask the bank for a loan to buy parts and put together bikes.
The bank would loan her the noney, but would take a security
interest in parts and bicycles of her business. However, she
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related that businesses don't always stay at their original
| ocati on. In fact, she mght decide to nove her bicycle
business to Arizona for a couple of nonths during Al aska's
W nter. In the process, she would also take the proceeds the
bank | oaned her to buy nore bicycles in Arizona. |In doing so, a
| egal issue arises as to where a creditor would need to look to
find the business statenent fil ed. Under the changes to the
UCC, Article 9, the new change would state that the filing in
Al aska trails with the property to Arizona for four nonths each
year in order to allow the bank tinme to record against the
bi cycl es. In short, the changes to the UCC, Article 9, would
al l ow cormerce nove nore snoothly and provide greater confort to
lending institutions that are | oaning noney to busi nesses.

4:11: 00 PM

M5. BEHR turned to the final changes, which relate to the UCC
Article 4A She indicated these changes are supported by the
Al aska Bankers Association - noting the letter of support of
January 28, 2013 in nenbers' packets. This change pertains to
"remittance transfers,” which are electronic transfers that are
generally nade overseas. She related that typically if the
transaction is a consuner transaction, it is set up under
federal law, but if it is a business transaction it is covered
under state law, however, a recent change in the Congress nade
it murky and the banks asked for clarity - nationw de. Thus
things that fall under the UCC, Article 4A, will continue to be
covered by UCC, Article 4A for these remttance transfers, she
sai d.

M5. BEHR reported that 30 states have adopted the Article 9
changes, 13 other states have legislation pending, and all 50
state's changes are due by July 1; 2013. She said that the
Article 4A changes are brand new and a few states are currently
doing this; however, all states are trying to quickly pass the
changes to accomobdate the banking community since the bankers
really want the changes. She pointed out technical advisors who
are available for questions, including M. Bill Henni ng,
University of Al abama, who is a nationw de expert on the UCC
She expressed her gratitude that he is available to the
committee today.

4:12: 30 PM

CHAI R OLSON asked whether this is a nodel | aw.
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M5. BEHR answered that all the states are maki ng changes and try
to keep to the UCC In further response to a question, she
answered thus far, 30 states have nade the Article 9 changes.

4:12:48 PM

REPRESENTATIVE M LLETT referred to materials in the packet
[Uniform Law Comm ssion, "Why States Should Adopt 2010
Amendnents to UCC Article 9,"] that indicates states nust ensure
the state's driver's license database is conpatible with its UCC
dat abase as to characters and fields. She asked whet her
Al aska's DW' s dat abase is conpati bl e.

MS. BEHR answered that the state has two options. One option is
to have Alaska's DW conputers conmunicate directly with the
state recorder, which was not feasible wthout a significant

fiscal note. The other approach, which Alaska will take is the
"safe harbor" one in which the actual physical Al aska driver's
license (ADL) is viewed at the tine of the transaction. She

clarified the ADL would not be viewed electronically, but would
be viewed in the individual creditor's office.

REPRESENTATI VE M LLETT asked what happens if the person does not
have an Al aska driver's |icense.

M5. BEHR answered that the person would use their nane, noting
people can also obtain a state identification card. She
enphasi zed that the m stake could be a typo in an agreenent and
does not necessarily nean fraud.

4:14: 20 PM

REPRESENTATI VE M LLETT acknow edged her nanme is frequently
m sspel | ed.

M5. BEHR stated that if everyone is acting appropriately, it
wor ks fi ne. She referred to her earlier scenario - the car
purchase - and said if she wasn't able to nake the car paynent,
she would just go to the car dealer and indicate she couldn't
make the paynment and work out an agreenent. However, she said
the recording function is beneficial when another creditor wants
to loan her noney and can view the database at the state
recorder's office to ensure she doesn't have substantial debt.
She enphasized this does not stop the transaction because the
name is msspelled, but it makes it nore difficult and nore
expensi ve.
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REPRESENTATI VE M LLETT was unsure how this would affect rural
Al aska since many rural Al askans don't have access to photo
i dentification.

4:15: 39 PM

REPRESENTATI VE REINBOLD referred to page 2 of the fiscal note

whi ch read, "Section 34 instructs DNR to adopt, anend, or repea

regulations and this section takes effect imediately per
Section 36. The Recorders/UCC Central Section has begun work on
amending definitions that exist in regulations and thus DNR
antici pates conpleting regulations by Septenber 16, 2013." She
asked how this will affect DNR

M5. BEHR deferred to the Departnent of Natural Resources (DNR)
to answer.

4:16:32 PM

VI CKY BACKUS, State Recorder, State Recorder's Ofice, D vision
of Support Services (DSS), Departnment of Natural Resources
(DNR), answered that HB 9 makes mnor changes to the Recorder's
office to their regulations; however nost of the changes anend
their formns.

4:17:22 PM

REPRESENTATI VE REINBOLD said she was alarned this bill would
affect the DNR

M5. BACKUS responded that the DNR s involvenent would be
m ni mal

4:17:45 PM

REPRESENTATI VE JOSEPHSON recal l ed that 30 states have opted into

t he recommendati ons. He asked how nany states have adopted the
4A recomendati ons.

M5. BEHR answered that |ess states have; however, this is due
primarily to the changes being circulated to the industry for
only a few nonths. She offered that many states have bills
pendi ng. Additionally, the banking conmunity thinks the changes
are a good idea, she said.

4:18:26 PM

HOUSE L&C COWM TTEE -17- February 20, 2013



REPRESENTATI VE CHENAULT asked whether a misspelling in a
person's nanme has anything to do with repossessing car from the
bank or creditor's standpoint.

M5. BEHR, wusing her wearlier scenario of her car purchase,
answered that the issue would arise if the party had to go to
court to prove the creditor was going after the sane Deborah
Behr's car; however, if no objection arose and the debtor did
not conplain, it would go pretty snoothly.

REPRESENTATI VE CHENAULT suggested that the creditor |oaning the
noney would use the vehicle identification nunber (VIN) and not
be as concerned about the name being m sspell ed.

4:19:43 PM

REPRESENTATI VE JOSEPHSON said it strikes him that the bill
pertains mainly to creditors, but it did not seem as though
anything in the bill was unreasonabl e.

M5. BEHR answered that HB 9 is also a debtor's bill, since it
creates a snooth nechanism for <creditors to get back
nmer chandi se, such as her car in the aforenentioned scenario.
Absent that mechanism the car dealer would be reluctant to give
her the car so it would make credit easier for consunmers to
obtain, she said. She related that thus far the |egislation has
passed 30 states and to date no consumer protection group has
obj ect ed.

4:21: 08 PM

WLLIAM HENNING, L.L.M, Uniform Law Conm ssioner; Professor,
Uni versity of Al abama, School of Law, related he has worked
extensively with Ms. Behr on the Uniform Law Conm ssi on.

4:22:20 PM

REPRESENTATI VE REI NBOLD understood 30 states have adopted
Article 9 and 20 states have not, although 13 are in the process
of doing so. She asked why these state have not all adopted the
changes. She further asked whether any national organizations,
such as the National Conference of State Legislatures (NCSL)
have wei ghed i n.

MR. HENNI NG answered that the anendnents [contained in HB 9]

were finalized by the Anerican Law Institute and Uniform Law
Comm ssion in 2010. As M. Behr nentioned earlier, the
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commi ssion wants the changes to go into effect at the sane tine
nat i onwi de. He said that sone states passed bills, but the
comm ssion asked them to defer the effective date to July 1,
2013. He acknow edged many nore than 13 states have not yet

brought in legislation yet, but are preparing to do so. He
related his understanding that wuniversal adoption in all 50
states will occur. |In fact, there has been no opposition to the
changes.

MR HENNING with respect to the consunmer organizations,
expl ai ned he served on the drafting conmttee that prepared the
Article 9 anendnents and served with soneone who brought the
consuner perspective to the conmttee [Gail Hillebrand]. She
was involved throughout the process. He related that this
menber is an expert in the UCC, serves on the permanent
editorial board of the UCC, and did not find any problem wth
the proposed changes. In fact, she reported back that using
driver's license nane as a safe harbor would give additional
certainty to creditors and would not disadvantage soneone
without a driver's license because other ways exist to show the
name would be perfectly adequate. In short, there is no
opposition from anyone, including consuner groups. The proposed
changes have happened rapidly during a three-year period;
however, he anticipated the remaining states would act pronptly.

4:25:13 PM

REPRESENTATI VE REI NBOLD asked whet her any uni nt ended
consequences have been reported by the 30 states that have
passed the bill.

MR. HENNI NG answered no; however, he cautioned that the proposed
changes will not be effective until July 1, 2013. He enphasized
that the proposed changes the UCC have been very carefully
reviewed by the Uniform Law Conm ssioners, by banking groups,

and by consuner groups. In fact, he is not aware of any
problens that have ever surfaced. Additionally, he reported
that he lectures nationwide to provide continuing |ega
education presentations. He has presented these changes in a

nunber of states to groups of l|lawers and he has not yet been
asked a question that |eads himto believe any probl em exi sts.

4:26:13 PM

REPRESENTATI VE REI NBOLD asked for the reason for the July 1,
2013 effective date.
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MR HENNING indicated that a single effective date for al
states is inportant since problenms can arise if sonme states
i ncorporate the changes at different tines. If that were to
occur, then sone states would have adopted the proposed UCC
amendnents and others would not. This would create a "conflicts
of law' problem and uncertainty could arise over which state's
| aws govern the transaction. He indicated the UCC asked states
to defer the effective date until July 1, 2013 to avoid any
i ssues. He pointed out the proposed UCC anendnents pertain to a
| arge scale revision of Article 9 that was dispersed in 1998 or
1999. The UCC undertook the process to adopt the |arge package
of changes through all states. At the tine the UCC used July 1,
2001 as the deferred effective date and all fifty states
successfully adopted the changes. In conclusion, the UCC has
previously used this process to nmake changes so the same pattern
used then is very simlar to the one being used now.

4:27:57 PM

CHAIR COLSON related that it's a common practice to use a July 1
effective date to incorporate changes that affect all states
He expl ained that every year or so changes which will affect the
i nsurance or banking conmunities necessitate the whole country
must use a July 1 effective date to inplenment the changes.

4:28:42 PM

REPRESENTATI VE GRUENBERG referred to page 8, lines 11-18 of HB
9. He asked whether the general rule for financing statenent
nmust include the follow ng, which read:

(A) the individual nanme of the debtor;

(B) the surnane and first personal nanme of the debtor
or

(C subject to (g) of this section, the nane of the
individual that is indicated on an unexpired driver's

license that this state has issued to the
individual or on an unexpired identification card
i ssued to the individual under AS 18.65. 310;

REPRESENTATI VE GRUENBERG then referred to page 9, lines 6-9, to
subsection (g), which read:

(g) If this state has issued to an individual nore
t han one driver's license, nor e t han one
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identification card under AS 18.65.310, or both an
identification card under AS 18.65.310 and a driver's
license, the driver's license or identification card
that was issued the nost recently is the one to which
(a)(4)(C) of this section refers.

REPRESENTATI VE GRUENBERG asked whether his interpretation
is correct that this language is very carefully set out.

MR. HENNI NG answered yes. He el aborated that he would be happy
to explain nore fully, but Representative Guenberg has
correctly stated how the rul es woul d work.

4:30:16 PM
REPRESENTATI VE REI NBOLD referred to page 9, lines 24-30, of HB 9
and asked what is neant by the |anguage "financing statenent

beconmes seriously m sleading.”

MR. HENNI NG answered that a couple of situations have arisen

that this |anguage would address. For exanple, frequently a
loan to a decedent's estate occurs. Even though one would
imgine this to happen infrequently, it doesn't. He expl ai ned

that often times an infusion of capital is necessary to keep
busi nesses going during the w nding down process of a business.
The name used on the financing statenment is the nane of the
deceased person, yet the deceased person is not the debtor in

the transaction; instead, the debtor is the estate itself.
These paragraphs indicates when the name included in a filed
financing statement for a debtor becones insufficient, it does
not represent a nanme change. Briefly, the current |anguage
spoke to a nane change, but it does not accurately describe al

situations. He characterized proposed Section 20 as technical
changes as the content of the rule will remain exactly the sane,

al though this | anguage is nore descriptive.
4:32:26 PM

REPRESENTATI VE REI NBOLD asked whether this is identical to |aw
in other states.

MR. HENNING answered vyes; it is precisely identical to the
changes in law for the 30 states that adopted the 2010
amendnents to Article 9.

4:32:48 PM

HOUSE L&C COW TTEE -21- February 20, 2013



REPRESENTATI VE GRUENBERG related his wunderstanding that the
Al aska changes are identical to the uniform act.

M5. BEHR agreed, except for stylistic changes. She i ndicated
she had the national headquarters review the |anguage and it
nmeets the test of uniformty and woul d be accepted.

CHAI R OLSON advi sed nmenbers HB 9 is in its original form

4:33: 24 PM

LUKE FANNING Vice-President, First National Bank, Al aska

Al aska Bankers Association (ABA), said he is testifying on
behal f of the ABA, which represents eight state, national, and

federal savings banks in Al aska. These nenber banks are
responsi ble for 85 percent of the nonpublic comrercial |[|ending
in Alaska as well as 2,500 enployees across 130 branches
st at ewi de.

MR. FANNING stated that the ABA supports HB 9 because it
provi des for necessary anendnents to UCC, Article 9, which was
adopted in all 50 states. He said this legislation is necessary
to address recent changes to the articles in 2010. These
changes to Article 9 have been adopted in 30 states, as
previously discussed, and simlar legislation is pending in
ot her states. In fact, it is inportant to pass the bill this
| egi sl ati ve session since the anmendnents will be effective July
1, 2013. He cautioned that if the bill is not passed this year,
Alaska will be inconsistent with the amendnents adopted already
by the majority of states. In short, HB 9 is necessary to keep
UCC s Article 9 up to date in Alaska and ensure Alaska's law is
consistent with financial practices in the rest of the country.
Further, failure to pass HB 9 could result in additional cost
and uncertainty for Alaska's businesses and financial services

cust oners. Besides affecting creditors, which was discussed
earlier, the bill wuld affect other businesses and parties
trying to purchase property, particularly across state |ines.

He concluded that if there is any inconsistency in the security
requirenents it could hinder or otherwi se hold up property sales

transfers, such as cars being purchased across state I|ines.
Again, these changes are not limted to creditors, but affect
peopl e purchasing assets or trying to sell assets, regardl ess of
whether a bank is involved in that transaction. He thanked

menbers for consideration of the ABA's position on this bill.

4:35:50 PM
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CHAI R OLSON asked what would happen if 45 states adopted the
Article 9 amendnents, but M. Fanning's bank has a multi-state
relationship wwth a state not party to the agreenent by July 1,
2013.

MR. FANNING answered that it «could conplicate things, in

particular, in the event of foreclosures, sales of assets, or
for private parties trying to buy or sell assets across state
lines. He said it could hinder a transaction or derail the

party's ability to obtain financing on an asset if the chain of
ownershi p was not clear and consi stent.

4:36:34 PM

CHAI R OLSON wondered whether all fifty states can conply by July
1, 2013.

MR. FANNI NG deferred to Ms. Behr; however, he offered his belief
that if any perception of uncertainly exists, it could drive up
costs for banks. He further offered his belief that it could
di scourage lending in a worst case scenari o.

4:37:43 PM

STACY SCHUBERT, Director, Governnment Relations, Al aska Housing
Fi nance Corporation (AHFC) read prepared testinony as foll ows:

AHFC, through its multi-famly I|ending departnent
utilizes Article 9 of the Uniform Conmercial Code in
securing sone of its collateral when financing multi-

famly projects. The collateral, such as kitchen
appliances, furniture, equipnment, and the Ilike is
perfected due to recording of the UCC s financing
statement .

As proposed, HB 9 further enhances AHFC s, as well as
other creditors' secured positions, by providing: 1)
greater guidance as to the nane of the debtor provided
on the financing statenent; and 2) greater protection
for an existing secured creditor having a security
interest in an after acquired property, when debtor
noves to another state or nerges with another entity.
For exanple, in the event AHFC forecloses on a
property and is also trying to repossess and sell the
furniture and appliances, the anendment to UCC s
[Article] 9 would protect AHFC in the event the debtor
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has nmerged with another entity after the l|oan has

cl osed.
AHFC supports the revisions as they enhance AHFC s
ability to repossess a security. Thank vyou, M.
Chai r man.

4:40: 51 PM

The commttee took an at-ease from4:40 p.m to 4:44 p. m

CHAIR COLSON, after first determining no one else wshed to
testify, closed public testinony on HB 9.

4:44: 07 PM

REPRESENTATI VE REINBOLD noved to report HB 9 out of committee
with individual recomrendations and the acconpanying fiscal
not es. There being no objection, HB 9 was reported from the
House Labor and Commerce Standing Comm ttee.

4:45: 34 PM

ADJ OURNMENT

There being no further business before the conmttee, the House
Labor and Commerce Standing Conmittee neeting was adjourned at
4:45 p. m
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