1: 30: 46 PM

CALL TO ORDER

Co-Chair

Thonpson

HOUSE FI NANCE COW TTEE
March 19, 2015

nmeeting to order at 1:30 p. m

VEMBERS PRESENT

Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representative

VEMBERS ABSENT

None

ALSO PRESENT

Laura
Representati ve
Representati ve

Sti dol ph,

PRESENT VI A TELECONFERENCE

Cynthia Franklin,

1: 30 p. m

called the House Finance Conmittee
Mar k Neuman, Co- Chair
St eve Thonpson, Co-Chair
Dan Saddl er, Vice-Chair
Bryce Edgnon
Les Gara
Lynn Gattis
David Guttenberg
Scott Kawasaki
Cat hy Munoz
Lance Pruitt
Tanm e W1 son

Staff, Representati ve Kur t a son;
Paul Seaton, Sponsor; Taneeka Hansen, Staff,
Paul Seat on.

Executive Director, Alcoholic Beverage

Department of Commerce, Community and

Cont r ol Boar d,
Econom ¢ Devel opnent.
SUMVARY

HB 49

House Fi nance Committee 1

BENEFI T CORPORATI ONS

03/19/15 1:30 P.M



HB 49 was HEARD and HELD in commttee for further
consi derati on.

HB 116 EXTEND ALCOHCLI C BEVERAGE CONTROL BOARD

HB 116 was HEARD and HELD in committee for
further consideration.

#hb116

HOUSE BI LL NO. 116

"An Act extending the termnation date of the
Al coholic Beverage Control Board; and providing for an
effective date.”

1: 32: 04 PM

LAURA STI DOLPH, STAFF, REPRESENTATIVE KURT OLSQON, reviewed
t he sponsor statenent with the commttee.

HB 116 extended the sunset date for the Alcoholic
Beverage Control (ABC) Board to June 30, 2018. Each
year the Division of Legislative Audit reviewed boards
and conmissions to determne if they should be
reestablished in accordance with Title 24 and Title 44
of the Alaska Statutes. The D vision of Legislative
Audi t reviewed the activities of the Alcoholic
Beverage Control Board. The purpose of the audit was
to determne whether there was a denonstrated public
need for the board' s continued existence and whether
it had been operating in an effective manner.

The board had addressed all issues found in prior
audits with two being resolved and one being partially
resolved. As the nenbers mght have noted from the
nost recent audit there were five findings and
recommendations. First, the board s director should
ensure that all board neetings were properly published
on the State’s Online Public Notice System Second,
the board should notify |ocal governing bodies of
applications for new and transfer |icenses within 10
days of receipt. Third, the board should issue
catering permts in accordance wth statutory
requirenents. Fourt h, t he board shoul d i ssue
recreational site i censes in accordance W th
statutory requirenents. Finally, the board should
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i npl enent a process to nmonitor and track all
conplaints to ensure they were resolved in a tinely
manner .

As the nmenbers noted in their review of the audit in
their packets it was the opinion of the D vision of
Legislative Audit that the board be extended three
years to June 30, 2018. In the opinion of the auditors
the board was serving the public's interest by
effectively licensing and regulating the manufacture

barter, possession, and sale of alcoholic beverages in
Al aska. To speak to the reconmmendations nentioned
earlier, Kris Curtis, Legislative Auditor, Al aska
Division of Legislative Audit and Cynthia Franklin,
Director, Alaska Al coholic Beverage Control Board were
avai |l abl e online from Anchor age.

In closing, the ABC Board served an inportant role in
guarding the health and safety of Alaskans by
protecting the general public through the issuance,
renewal , revocati on, and suspension of alcoholic
beverage |icenses. The continuation of the board was
very inportant.

Ms. Stidolph thanked commttee nenbers for supporting HB
116.

Representative WIson asked about the fiscal note. She
noted there was noney comng from the general fund. She
wondered why the fees collected from serving alcohol did
not pay for operating expenditures making the program cost
neutral .

1: 34: 38 PM

CYNTHI A FRANKLI N, EXECUTIVE D RECTOR, ALCOHOLIC BEVERAGE
CONTRCL  BQOARD, DEPARTMENT OF COVMERCE, COVWUNI TY  AND
ECONOM C DEVELOPMENT (via tel econference), spoke to
Representative WIlson's question. She explained that if the
licensed premise was inside a nmunicipality, by statute the
entire fee was refunded to the nmunicipality for |aw
enforcenment efforts to do with Title 4 provisions. Mny of
the Ilicensing fees in alcohol were returned to the
i ndi vidual comunities where the |icensed prem se existed.
In non-municipality settings the l|license fees were placed
into the general fund. Although the ABC Board collected
licensing fees its costs were not technically cancelled out
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by the |licenses because the bulk of the funds received were
returned to the nunicipalities by statute.

Representative WIlson asked if the nmunicipalities were
required to provide enforcenent having to do with ABC Board
issues in their communities. She wondered about enforcenent
outside of a nmunicipality.

Ms. Franklin responded that the refunds were based on
enforcement of Title 4. Over previous years she reported
there had been different definitions of the statute.
Currently, the ABC Board required nunicipalities to report
their Title 4 activities annually. The report included the
nunber of Title 4 violations filed and prosecuted in their
jurisdiction. Presently, the board had five officers
statewide that were enployed by the state that conducted
special enforcenent efforts. The Al coholic Beverage and
Control Board had a couple of programs that were |aw
enforcenment related centering on preventing underage access
to alcohol. Oficers of the ABC Board perforned special
enforcement whereas nunicipalities focused on everyday
enforcement of Title 4 laws and rules around alcohol.
Typically rmunicipalities had their own conditional use
permts or zoning requirenents for alcohol | i censes.
However, the responsibility of renewing |icenses, preparing
for board neetings, and other activities fell on ABC Board
enpl oyees.

1: 37: 44 PM

Representative WIson asked i f there was anyt hi ng
preventing the legislature from changing the fee structure.
She was not opposed to nunicipalities getting nonies back
if they were doing enforcenent. However, if the state was
al so doing sone of the enforcenent activity she believed
the cost needed better distribution. She wondered if there
was a way to track the fees.

Ms. Franklin stated that there was a desire and an effort
to see that nore of the licensing receipts remained wthin
the agency for the purpose of funding the ABC Board's
efforts. She nentioned that there was a 2.5 year Title 4
st akehol der process that began in May 2012 which resulted
in a Title 4 revision package that was currently in the
hands of the legislature but not introduced in the session
in progress. In the course of the stakehol der's
(stakehol ders included Departnent of Public Safety,
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Departnment of Health and Social Services, and nenbers of
the public sector) review the board's licensing fees were
found to be too low and had not been raised for severa
decades. She reported that nost of the fees were returned
to the municipalities. She elaborated that the idea behind
the rewite was to raise fees and to include in |egislation
an outline of where the fees were distributed including
di spersal to the ABC Board for |icensing and enforcenent

The draft bill had not yet been introduced but hoped that
it would be in the current session.

Co- Chair Thonpson asked if the bill would have additiona
fiscal inmpacts. M. Franklin responded affirmatively. She
indicated that the rewite was extensive and increased
licensing fees. She opined that the question as to whether
it added noney was difficult to answer because there was
nothing in the |language that was submtted that would
direct the noney anywhere. The legislation did increase
licensing fees. The fiscal note before the conmttee
reflected the fees currently in statute under Title 4.
There was no specific funding mechanism that related the
licensing fees to the cost of the agency.

Co- Chair Thonpson recogni zed Representative Pruitt at the
t abl e.

1:40: 31 PM

Representative WIlson wanted to better understand the fees
that were currently in place. She was unclear why certain
board funds were placed in the general fund versus other
accounts. She wanted to be able to better assess fee
i ncrease anmounts. She suggested the legislature would be
asking for increases high enough to cover expenses in order
for each board to beconme self-sufficient. She requested a
copy of a stakeholder report if there was one.

Co- Chair Thonpson noted that his staff would try to find a
copy of the report and provide it to commttee nenbers.

Representative Gattis asked about the three-year extension
and the fiscal note. She noticed that the out-year
estimtes were predicted at a flat rate. She wondered about
raises and inflation rates. MVs. Franklin asked if
Representative Gattis was referring to the out-year
esti mat es.
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Representative Gattis responded that she was referring to
the three years including the out-years. M. Franklin
stressed that the out-years were very difficult to predict
due to the new substance assigned to the agency by AS
17.38. She did not have any idea how regulating a new
substance was going to affect the agency financially and
whet her tax revenues would be directed to the agency to
offset costs. She added that in other states where
marijuana was |egal costs of regulating the substance had
been offset by taxes received. She was not aware of any
place in statute that offset costs wth l|icensing fees
having to do with the regulation of alcohol. It was her
understanding that offsets did not occur because of refunds
to nmunicipalities. She pointed out that the first refund
check to the nunicipalities for a six nonth period totaled
$660 thousand. The entire budget of the agency prior to
adding marijuana was $1.75 mllion. She continued that when
di scussi ng $1.2 mllion per year in ref unds to
muni cipalities it canme close to equaling the ABC Board's
entire budget. There was a |large sum of noney going back to
the municipalities. She suggested that in the future years
until certain questions were answered concerning tax
revenue and how many positions would be needed at the ABC
Board to safely regulate the new substance the out-years
woul d be difficult to predict.

1: 44: 58 PM

Representative Gattis clarified that she was only | ooking
at FY 16, FY 17, and FY 18. Al three years appeared
relatively flat according to the fiscal note in ternms of
rai ses or increases. She wanted to know if an awareness of
the state's fiscal crunch was reflected in the fiscal note.
Ms. Franklin responded affirmatively. She elaborated that
the agency's decision was a reflection of not know ng what
the requirements mght be to safely regulate the new
subst ance. She did not have a financial estimate
anticipating future staff needs. However, the board, wth
all other things being equal, anticipated trinmmng costs
along with all state agencies.

Co-Chair Neuman referred to the fiscal note. He opined that
the fiscal note should be nore detailed. He commented that
the fiscal notes for the marijuana policy board were nuch
nmore detailed. He asked Co-Chair Thonpson for a revised
fiscal note.
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Co- Chair Thonpson responded that there would be sone nmjor
guestions regardi ng present |egislation.

1:48: 46 PM

Representative Gara noted that the legislative audit
summarized the duties of the ABC Board which included
protecting the public's health and safety. He was concerned
about two nei ghborhoods within his district. He wanted to
know nore about what was being done. He discussed a
particul ar assault in Anchorage. He asked if the board had
the power to take proactive steps to work with bars on
public safety matters or did the ABC Board wait until after
an incident or at the tinme of relicensing. M. Franklin
asked if Representative Gra's question was directed
t owar ds her.

Representative Gara responded affirmatively. He restated
the question. He wondered if the board had the power and
took proactive steps to protect public safety. He wondered
if the board waited until after a violation to respond. M.
Franklin answered that the board did both. She explained
that the board had sone proactive education-type activities
that it engaged in including attending the Anchorage
Downt own Partnership neetings. The board did not have the
power to proactively take a l|icense wthout sonme other
occurrence. She furthered that a nunicipality in which a
licensed prem se was |ocated had the option to protest the
i ssuance, transference, or renewal of a l|license and could,
m d-renewal period, protest the continued operation of a
|i cense. The board worked in cooperation wth the
muni cipalities and |local governing bodies to identify
problem operators and |licensees. There could be sone
reliance on nunicipal governments to identify the operators
by their protest tool. She reported the board was aware of
the current problems in downtown Anchorage and was in
comuni cations with individual liquor 1licensees and wth
t he Anchorage Downtown Partnership. However, the statutes
did not permt the board to revoke a license in response to
a violation of Title 4.

Representative Gara wanted to make sure that the ABC Board
was taking proactive safety steps in working with bars
before incidents occurred. He wanted to reconfirm that she
was responding affirmatively to his question. M. Franklin
responded in the affirmative. She furthered that the board
identified a bouncer safety <course and had started
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recommending that |icensees engage in the educational
course. She relayed that all of the board' s Anchorage
enforcement officers attended the course, which was
originally offered by CHARR [Alaska Cabaret, Hot el

Restaurant and Retailers Association]. She added that the

course information was also listed on the ABC Board's
websi t e.
1: 52: 59 PM

Representative Gara asked about another neighborhood at
13th and Ganble in Anchorage. He explained that there were
two liquor stores across the street from each other and had
one of the highest concentrations of publicly intoxicated
peopl e in Anchorage. He wondered if the board had the power
to grant two liquor stores in such a close distance from
one another. He wondered if it was beyond the board s power
to avoid issuing two |icenses in the sane area.

Ms. Franklin explained Title 4 was structured such that
| ocal governing bodies were responsible for informng the
board about community issues concerning the |ocation or
zoning of a licensee. She reported that the board was aware
of the stores Representative Gara was referring to. As the
Anchorage nunicipal prosecutor she had visited the area
several tines. The board was aware that there had been

controversy regarding the licenses. She informed the
commttee that Title 4 allowed protests of renewals,
transfers, initial applications for |icensees or potential

licensees. At any tinme a governing body could protest a
licensee's continued operation even at a md-renewal
period. Once a protest was issued the ABC Board would
uphold the protest according to AS 4.11.480 unless the
board found that the protest was arbitrary, capricious, and
unreasonable. She relayed that it was up to the Anchorage
Assenbly to file a protest against the particul ar stores.

1:56: 27 PM

Co-Chair Thonpson suggested that Representative (@Gara
approach his municipality. He reported a problem in
Fai r banks where three |iquor stores had simlar issues with
public intoxication. The nmunicipality told each of the
stores that it was going to protest their |icense renewals
unless they did sonmething. He reported that they were all
wor ki ng on reducing their hours of operations at the tines
in which problens were occurring.
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Representative Gara indicated that the local municipality
was currently working on the issue. He had just wanted to
hear fromthe ABC Board.

Vi ce-Chair Saddl er asked about licenses for cl ubs,
particularly patriotic clubs. He nentioned a previous bill
that passed all ow ng spouses of service nenbers and certain
under aged service nenbers to attend functions at patriotic
clubs wthout drinking. He wanted to know about any
problems to do with alcohol control enforcenent resulting
from the legislation. M. Franklin responded in the
negative. She relayed that clubs had been very orderly,
qui et, and respectful of the rules.

1:58: 13 PM

Vice-Chair Saddler indicated that some ABC enforcenent
agents wanted to obtain access cards to certain patriotic
clubs. He wondered if the effort was still underway. M.
Franklin believed the issue had been resol ved. She had not
had the issue cone up in the prior six nonths.

Vi ce-Chair Saddler said that the adm nistrative hone of the
board had changed from Departnent of Public Safety to
Depart ment of Commerce, Community and Econom c Devel opnent.
He wanted to know if the change had dimnished the ABC
Board's ability to achieve either its comrerce supporting
role or its public safety enforcenent role.

Ms. Franklin relayed that she had only been a part of the
agency since it had been under the unbrella of comerce
She opined that the board was functioning well follow ng
the change. She believed that |icensees were satisfied with
the board's performance in neeting its public safety
m ssion and making sure |icensees understood specific
rules. The tone of the agency and its relationship with
DPS, DHSS, and with licensees was excellent. She suggested
the success of the board was due to the nove between
departnments as well as the legislative audit. She discussed
t he stakehol ders' workgroup in which nenbers were forced to
talk through sone very difficult issues. She reported that
the three board neetings she attended had focused
significantly on public safety. The ABC Board took its job
seriously and had a fresh perspective wth the change to
DCCED.
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Vice-Chair Saddler comrented that the results of the ABC
Board's survey on page 23 of the audit indicated
partici pants thought there would be a need for new |l aws or
regul ations. He wondered what type of new laws would be
needed.

Ms. Franklin shared that sone of the details were decided
in the stakehol ders group. She did not know what |aws were
indicated in the survey. Departnent of Public Safety was at
the table in the stakeholders group when discussing |arge
issues regarding Title 4. She relayed that one of the
public safety issues that came up had to do wth dry
vill ages and bootl| eggi ng penalties. The perception from | aw
enforcenent was that the penalties were not effective. The
way in which the group addressed the problemwas to rewite
the penalties so that the anmount of alcohol that was
brought into a dry village resulted in increased penalties.
In other words, a fine structure was tied to the anount of
al cohol inported into a dry village. This was an exanpl e of
the issues addressed with the stakehol ders' workgroup.

2:02: 24 PM

Representative WIson asked that the revised fiscal note
include a list of categories, a breakdown of I|icense fees
collected within each category, and the amount of fees
given to nmunicipalities. She felt the information would
help in determining a revised fee structure aimng for
sel f-sufficiency.

Co-Chair Thonpson directed M. Franklin to provide the
information to his staff to distribute to nenbers. M.
Franklin woul d provide the information.

Representati ve Edgnon asked about new areas of regul ation.
He wondered about powdered al cohol and whether it would be
included in the rewite of the bill that was comng
forward. He wanted to know if powdered al cohol was under
the current jurisdiction of the ABC Board. M. Franklin
reported powdered alcohol was already illegal in Al aska.
She referred to AS 04.16.110 and conveyed that a person may
not sell alcoholic beverages in powdered form if intended
for human consunption. The |law was enacted in 1995 and was
a Cass "A'" msdeneanor. The board was very satisfied with
the powdered alcohol prohibition and had no intention of
revisiting its corresponding law. She was aware of its
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recent publicity but felt that the issue was already
addressed in statute.

2:04: 02 PM

Representative Quttenberg asked about the authorities being
extended. He relayed that her position had noved over from
public safety. He suggested that the board would have nore
to do with the agricultural comunity with the grow ng,
sal e, and distribution of rmarijuana. He wanted her
perception of how the board was handling the marijuana
initiative.

Ms. Franklin reported that the ABC Board was working very
diligently in regards to the nmarijuana initiative. The
board's nmanagenent team nmet wth state regulators of
Col orado. State regulators from Oregon and Col orado neet
with the Alaska team to discuss in detail the challenges
they faced. She reported that marijuana was a very
di fferent substance from al cohol and that cultivation and
growing were new areas to the ABC Board. She detailed that
she and her enforcenment officer spent time with the owner
of Bells Nursery in Anchorage to better understandi ng about
growing plants indoors in Al aska and what type of issues
and chall enges that mght arise. She also reported spending
time wth Depart ment of Envi r onment al Conservati on
di scussing testing facilities, labs, and standards for a
plant and how to wite them into regulations. She
mai ntained that the agency's experienced Ilicensing and
enforcement staff could be counted on to deal with the new
chal | enge.

2:07:07 PM
Representative Quttenberg noted the federal banki ng
restrictions that made it illegal for marijuana businesses

to do their banking in the United States. He wondered how
the ABC Board was addressing a change in banking
regul ations the marijuana community.

Ms. Franklin nentioned that the ABC Board was working with
Ms. Kevin Anselm Director, Division of Banking and
Securities, Departnment of Conmerce, Comrunity and Econom c
Devel opnent, regarding associated issues. She pointed out
that Ms. Anselm attended a conference in the fall of 2014
with other banking regulators from legalized nmarijuana
states and would have an answer for Representative
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GQuttenberg's questions. She assured the commttee that the
banki ng experts at state agenci es wer e i nvol ved,
interested, and engaged in figuring how to bank the
marij uana industry.

Representative WIlson mnade sonme calculations from the
information on the fiscal note and pointed out that the
operation cost of the ABC Board total ed $279, 208 per nont h.
She wondered if it wuld be nore cost effective to
subcontract the board's duties nore affordably. She thought
the figure was high. M. Franklin asked if Representative
Wlson was referring to the fiscal note that included
mari j uana.

Representative WIson responded affirmatively. She added
that she was unable to tell how much of the anobunt applied
to marijuana and how nuch applied to the ABC Board. M.
Franklin informed the conmttee that the previous year's
budget for the board was $1.75 mllion. She believed the
work of the board's relatively small staff could not be
contracted out nore economcally. There were 10 statew de
enpl oyees and herself, the director. She clarified in the
fiscal note the board had to include nmarijuana with the
passing of legislation. The budget in the fiscal note
reflected six additional enployees to handle marijuana
issues for the period of FY 15 and FY 16. She reviewed
there were 16 enployees statewide to enforce marijuana and
al cohol regulations in statute. In conparing Al aska's 16
enpl oyees to the nunber of regulators in other states such
as Colorado and Washington and adjusting for population,
she concluded that the state was getting the best bang for
its buck with the current enployees in the division. She
did not think a private conpany could carry out duties nore
efficiently. She pointed out that ABC Board shared nany
resources with the rest of DCCED and across agencies. She
did not believe it was possible to scrape any closer to the
bone in the agency's budget.

2:10: 48 PM

Representative WIlson clarified that her question was not
intended to inply that agency enployees were not worKking
diligently. She believed that $279 thousand was a
significant anount of noney per nonth. She surm sed that
perhaps the costs reflected what the |egislature had asked
the agency to do based on statute. She asked Co-Chair
Thonmpson about whether it was appropriate to have the

House Fi nance Committee 12 03/19/15 1:30 P. M



fiscal note detail the costs for both marijuana and
al cohol. She was wondering if the information would be
provided in lieu of or additionally in another piece of
| egi slation. She highlighted that the cost to the state was
$136 thousand per nonth to regulate and nonitor al cohol.
She was uncl ear about potential duplication.

Co- Chair Thonpson relayed that the bill would not be passed
out of commttee because of so nmany unanswered questions

He relayed that his office would try to get a breakdown of
costs associated wth alcohol and wth marijuana. He
reiterated that the new bills could influence the policies
around marij uana.

2:12:15 PM

Co- Chair Thonpson asked about the five recomendations from
the legislative audit report. He wondered about the status
of addressing each of the issues. M. Franklin indicated
that all five issues had been addressed. A couple of them
had been address prior to her recent tenure in Septenber.
The first addressed notifications to nunicipalities. There
was a staff change and with the changeover corrected the
notification procedure so that the 10-day deadline was
currently being net. Al of the recomendations were
accepted by the agency and had been corrected. She
addressed the issue of multiple fiscal notes and mnultiple

marijuana bills, it was her wunderstanding that it was
required that the agency had a fiscal note attached to each
bill because it was unknown whether any individual bil

woul d pass. She explained that it mght be that in other
bills regarding marijuana a fiscal note for the staffing
and board to effectively regulate the substance. A fisca
note was in each bill.

Representative Gara comented that the board was roughly
$1.5 mllion short of the fees the agency took in and
expenditures. He asked Ms. Franklin if he was accurate. Ms.
Franklin responded positively.

Representative Gara asked if all of the fees that the
agency took in were fromliquor |license sales or from other
fees. Ms. Franklin answered the fees that were taking in
were from liquor license fees. The reason the anount fel

short was because the agency did have a fee structure for
marijuana at present. She indicated that the agency would
not be able to determne the quantity of Ilicenses that
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woul d be issued or for what dollar anobunt prior to the
industry start-up. The fiscal note that was before the
commttee reflected financial outlays for the regul ation of
marijuana wthout any revenue currently. She spoke of the
City of Denver with 650 thousand people, 100 |ess people
than in Alaska, had issued approximately 900 nmarijuana
licenses. In 2014 Denver took in $15.9 million in taxes and
added 37.5 fulltinme enployees solely for the regul ation of
marijuana. The enployees' costs were fully covered by the
tax revenues coll ected.

Representative Gara asked if +the ABC Board would be
breaki ng even without the marijuana conponent. M. Franklin
responded approxi mately.

Representative CGara asked if there was any way for the

state to benefit from the sales of liquor |icenses rather
than any windfall going to a bar owner. He purported that
what happened was that there was a limted nunber of

licenses that people sold them for a significant anount of
noney. WAs there any way to restructure the transferring of
a license and if so, would it have to be changed in
stat ute.

Ms. Franklin agreed that the secondary market value of
liquor licenses cane from a conbination of the population
l[imts on licenses creating a limted availability. She was
unaware of any other way to correct the issue of
transferability for alcohol licenses except to rewite the
statute. She was advocating for non-transferable |icenses
Wi t hout population [imts for marijuana.

Co-Chair Thonpson invited Ms. Franklin to make any closing
comments. Ms. Franklin thanked committee nenbers for their
tinme.

2:17:50 PM
Co-Chair Thonpson reiterated that the bill would be set
asi de.

HB 116 was HEARD and HELD in commttee for further
consi derati on.

#hb49

HOUSE BI LL NO. 49
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"An Act relating to corporations, including benefit
corporations, and other entities; and providing for an
effective date.”

2:18: 44 PM

REPRESENTATI VE PAUL SEATON, SPONSOR, read the sponsor
statenent for the bill:

HB 49 expands the options for Al askan entrepreneurs
and investors by placing a new type of corporate
entity, the Benefit Corporation, in Al askan statute. A
benefit corporation is a for-profit corporation which
i ncorporates public benefits and comunity i nprovenent
into its business practices, no matter the principa

service or product provided. Allowng the creation of

benefit corporations wll give business owners nore
choice in how to run their business and will bring to
Al aska a slice of the $6.6 trillion that is invested

nationally in simlar corporations.

Corporate law generally requires a corporation to
consider the financial inpact to their sharehol ders as
the top priority when naking decisions. Under the
benefit corporate structure, owners and boards have
the freedom to take actions which positively inpact
their communities wthout f ear of violating a
fiduciary duty. Benefit corporations are forned
voluntarily and have the sane tax status of any other
for-profit corporation. By electing in their articles
of incorporation to becone a benefit corporation, a
business sinply gains the flexibility to include
m ssion and social inpact in their business practices.
Twent y- seven ot her states have passed benefit
corporation legislation and many nore have benefit
bills in process. Over 1400 benefit corporations have
incorporated in those states, including Ben & Jerry’s,
Pat agoni a, Rasnussen College, Epic Coffee, and King
Arthur Flour Conpany (Anmerica’ s oldest flour conpany).
Each of these conpanies works to benefit the public
and their comunities in the way that nmatters nost to
t hem

HB 49 also includes neasures to ensure accountability

and transparency. Just as a traditional corporation
provides their shareholders with financial reports, a
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benefit corporation wll additionally create and
publish a biennial benefit report describing how the
conpany has pursued the general public benefit. This
report, which is held against a third party standard,
all ows shareholders, investors, and the public to
confidently invest in benefit corporations that share
t heir val ues.

The goal of HB 49 is to give businesses nore
flexibility and control over their decisions and to

provide investors wth a <clear social investnent
opti on.
Representative Seaton relayed that the bill idea was

brought to him by some of his constituents who were | ooking
for ways for corporations to be accountable and to allow
m ssi on- based or soci al i npact-based investnents to
advance. He had received feedback from D anne Hughes, an
owner from the Earth Friendly Coffee Conpany in Homer, and
Gordon Blue, the director of Al aska Sustainable Fisheries
Trust in Sitka. He pointed out letters in nenber packets
from people around the state. He was available for
guesti ons.

Co-Chair Thonpson nentioned that there were agency folks
avai |l abl e for questions.

2:24: 34 PM

Representative Gattis wanted to know what corporations were
unable to do currently w thout passing new | egislation.

Representative Seaton nentioned that soneone with a stock
portfolio has probably noticed a plethora of stockholder

|awsuits that have conme about. He <clained they were
typically a result of shareholders being disgruntled wth
the nmaxim zation of their returns. House Bill 49 allowed

corporations to pursue a conmmunity or statewi de goal as a
general or specific benefit. Al of the people investing in
a B Corporation would be aware that the purpose of their
i nvestment was not only to nake a profit but also to pursue
a benefit goal. He furthered that often corporations were
hel d back from doing what was socially responsible because
of the potential of being sued by their stockhol ders.

Representative Seaton continued that corporate |aw defines
the primary purpose of a C Corporation; to earn noney for
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its shareholders. In the case of a B Corporation, the
corporation, the board of directors, and the investors
could pursue mssion or social inpact investnments wthout
the fear of being sued. He spoke of the success of the B
Corporation all around the country in ternms of the pursuit
of sustainability. A Jlarge <corporate farm as a C
Corporation, mght not be able to use sustainable farmng
practices if it meant lower profits for its sharehol ders

Sharehol ders mght sue a corporation if they thought the
farm ng nmethod took away from their bottom |ine. \Wereas, a
B Corporation could select a general and specific public
benefit.

Representative Gattis had a difficult tinme thinking about a
corporation that did not have profit as a prinmary goal. She
understood the concept but was struggling with the idea.

Representative Seaton responded that B Corporation's main
m ssion could be to nake a profit but could also have a
goal of providing a general or public benefit. The B
Corporation status benefited a corporation in certain other
ways such as: maintaining a certain persona, being able to
get action in the legislature, or providing an economc
advantage to the corporation over others. Many of the
stockhol der | awsuits were based on certain kinds of things.

2:29:12 PM

Co- Chair Thonpson referred to an email he received from a
supporter of the bill. The supporter suggested that, first,
the Dbill provided legal protection to directors and
officers to consider the interest of all stakehol ders.
Secondl y, it created addi ti onal rights for st ake

shareholders to hold directors and officers accountable.
Co- Chair Thonpson believe that the two ideas conflicted
wi th each ot her

Representative Seaton responded that the way in which
peopl e were held accountable was to select a public benefit
and to neasure thenselves against third party standards.
Directors and of ficers t hat did not pur sue t he
corporation's general goal could be sued. However, a suit

was not limted to the nmeasure of financial benefit but
also to the measure of neeting a public purpose. People in
B Corporations to make a profit and to fulfil a public

pur pose. A benefit report had to be filed every two years.
O herw se, stockholders could claim that the director and
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board nenbers were not fulfilling the goals of the
cor porati on.

Vi ce-Chair Saddler comented that it appeared that sonmeone
was trying to graft the efficiency and energy of the
corporate capital nodel with the social idealism of public
interest efforts. He had a difficult time conpletely
understanding the idea because he believed corporations
were in the business to nake noney. He asked about the tax
inplications for the State of Al aska. He wondered if
benefit corporations would be exenpt from or subject to
payi ng taxes.

Representative Seaton responded that there would be no tax
i nplications. As a for-profit corporation a Dbenefit
corporation would be subject to the sanme taxes as a C
Corporation without credits or benefits.

2:31: 56 PM

Vi ce-Chair Saddler asked Representative Seaton if he had
any idea how many existing C Corporations would swtch to a
benefit corporation structure if the |egislation passed.

Representati ve Seaton responded that Nevada passed simlar
legislation in January 2014. Since that tine 499 conpanies
had either formed or converted to a benefit corporation. He
relayed that it took a two-thirds vote of stock holders to
convert. Conversion standards were outlined in the bill.

Vi ce-Chair Saddler anticipated that nore corporations woul d
start out as a benefit corporation and nmake a change to a C
Corporation later. He asked about the practical inpact on
the state econony with the passage of HB 49.

Representative Seaton responded there was a significant
anount of rnoney invested in social responsi ble and
sust ai nabl e conpani es that would not invest in corporations
in Alaska if they were not sustainable. There was 6.6
billion in capital available, according to Pew Charitable
Trusts, for t he i nvest ment in soci al responsi bl e
corporations. Sone of the noney could be brought to Al aska,
but he did not know an amount.

Vi ce-Chair Saddler spoke of seeing sone non-profits had

taken advantage of public laws such as water rights
reservations with an avowed purpose not to use the water
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but to prevent other devel opnent projects fromusing it. He
was concerned whether a benefit corporation mght use the
tools available to a for-profit corporation to deprive
other for-profit corporations from developing Al aska's
resources. He would address additional questions in the
future.

Representati ve Seaton suggested that becoming a benefit
corporation did not establish additional rights to state
resources. However, it did allow a benefit corporation to
define its investnment paraneters to include a social inpact
el enent as part of its general purpose.

Vi ce- Chai r Saddl er enphasi zed wanting be sure of the answer
to his question prior to «creating a new type of
cor porati on.

2:35:29 PM

Representative Gara told a story of a |aw case regarding
Buster Brown Shoe Conpany. They wanted to attract enpl oyees
by providing daycare at their business. The corporation was
chal l enged by a shareholder that clainmed that it was not
maxi m zing profits wunder standard corporate |aw Buster
Brown lost in court. He asked if owners and sharehol ders of
the benefit corporations were given notice of a change.

Representative Seaton responded positively. As a benefit
corporation, a corporate structure, was established in |aw
with reporting requirenents. There was a nuch higher
threshold to convert to a B Corporation because of having
to have an agreenment anong stockhol ders.

Representative Gara wondered if one of the npotivations in
establishing a benefit corporation was to avoid litigation.

Representative Seaton believed it was one notivation. He
el aborated that the purpose was to allow corporations to
have a specific public benefit as well as nmaking noney for
sharehol ders wi thout fear of a |lawsuit.

2:38: 29 PM

Representative Gara asked if the proposed |egislation would
allow a group to donate profits to, for exanple, a veterans
group or a faith-based cause as a for-profit corporation
and still adhere to its val ues.
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Representative Seaton confirmed that Representative Gara
was correct. He relayed it was not a non-profit and
therefore could make noney but could have a specific or
general public benefit. The exanples given were well wthin
t he aspects of the |egislation.

Representative Minoz Dbelieved her question had been
answered regarding the proposed requirenents to gain the
approval of the existing shareholders of a C Corporation.
She recalled a two-third majority vote of a corporation's
sharehol ders was necessary to institute a change to the
status of a benefit corporation. She was wondering if
percentages were defined in statute.

Representati ve Seaton deferred to his staff.

TANEEKA HANSEN, STAFF, REPRESENTATIVE PAUL SEATON, asked if
Representati ve Munoz was referring to a specific statute.

Representative Munoz referred to page 2, Section 2 of the

bill where it outlined the mninmum voting requirenent to
establish a benefit corporation. She felt +the voting
prerequisites were not laid out clearly in the bill. She

menti oned Representative Seaton alluding to the necessity
of a two-thirds vote. Ms. Hansen confirmed that there was a
two-thirds vote requirenent. She would ©provide the
information to the commttee.

Representative Minoz wanted to nake sure that t he
requi renent was referenced in the bill.

2:42: 03 PM

Representative Wl son wanted to better understand why a new
type of corporation would be necessary in order for a
corporation to change its vision. She suggested conferring
wi th sharehol ders but naking changes within the already-
est abl i shed | aws.

Representati ve Seaton responded that w thout establishing a
benefit corporation a C Corporation would be wthout
protection from shareholder litigation having to do wth
pursuing anything other than profit. In formng a B
Corporation a conpany would be able to pursue not only a
profit but also an identified public benefit. Al l
sharehol ders would be aware of what they were buying and
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what benefits were being invested in. The filing of a
benefit report by all B Corporations would be required.

Representative WIlson was referring to the process of
communi cating with shareholders to inform them as to the
goals of the conpany outside of making a profit. She
wondered if a C Corporation could operate in such a way as
| ong as sharehol ders were aware of the terns.

Representative Seaton explained that the reason benefit
corporations were springing up was because of |awsuits
resulting from shareholders not agreeing to new terns. He
furthered that unless there was a corporate structure that
specifically defined ternms and a corporation was required
to produce benefit reports then the people in a corporation
were at risk. He believed that within a closely held
operation, such as a business with only five people, a
group mght be able to reach an agreenent. However, a
corporation pursuing the $6.6 billion in available
i nvestment noni es designated for sustainable corporations,
woul d purchase stock rather than negotiating around a
t abl e.

2:45:53 PM

Representative WIson commented that they would not all be
around a table, the majority would rule, 50 percent plus 1.
She asked if a benefit corporation and B Corporation were
the sane thing. She asked if there was a difference.

Representative Seaton indicated that a benefit corporation
was statutorily designated. He volunteered that B Lab,
simlar to Pew Charitable Trust, provided a B Corporation
certification which had no force in law. He provided other
exanpl es such as sustainable salnon |abels, and certified
LEED buildings that have no official recognition in state
statute. He clarified that B Corporation was generally a
shorthand for a benefit corporation.

Representative Edgnon referred to page 2, lines 22 to 24,
which allowed a corporation to anend its articles of
incorporation to add an extra l|layer of indemification. He
clarified that when the board of directors purchased
directors and officers insurance they would be protected
from an errant lawsuit. O herwise, as a corporation, it
could spin off of subsidiaries, or forma limted liability
corporation, or incorporate as a non-for profit. However,
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as a for-profit corporation it would allow for a provision
such as day care like in Representative Gara's earlier
exanple. He saw the bill being conplicated in terns of many
pages in length, but he felt the substance was one thene.

Representati ve Seaton agreed that Representative Edgnon was
correct in his interpretation.

2:48: 58 PM

Representative Pruitt relayed a scenario in which instead
of being sued by a shareholder who felt that the
corporation was not effectively running the business to
make them noney they sued the corporation because they felt
the corporation was not investing enough capital into the
public benefit. He suggested that at any point an investor
of a benefit corporation could take issue with the anopunt
being invested in the benefit. He asked if a B Corporation
could be sued for a reason opposite of making a profit.

Representative Seaton directed his attention to page 9,
Article 5. He confirmed that clains against a corporation
for failing to pursue or create a general public benefit
could be filed but not for nonetary damages. He used the
exanple of a retail sports conplex that was supposed to
benefit little |eague but had not spent noney on it as
reflected on a benefit report. A shareholder could litigate
against the corporation influencing the entity to invest
noney to benefit little | eague.

2:52:11 PM

Representative Pruitt was uncertain that litigation would
be avoided by establishing a new type of B Corporation in
Al aska. He opined that litigation would still occur but on

anot her footing.

Representative Seaton responded that the difference was
t hat sonmeone could sue but not for a financial gain.

Representative Pruitt argued that a sharehol der could sue
for financial gain even if they were not receiving noney
directly. They could claim that not enough nobney was being
directed to an entity or organization of which they were a
beneficiary.
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Representative Seaton indicated that Representative Pruitt
was correct. He pointed out that it was totally voluntary
for a B Corporation to have a general or specific benefit.
The bill provided protection for a corporation that wanted
to have a general or public benefit as part of its m ssion.
There was nothing requiring a change to or t he
establishment of a B Corporation. He furthered it was
totally up to the vote of the sharehol ders.

Representative Pruitt understood that a two-thirds vote was
required to establish a B Corporation. He wondered if the
voting requirement was the sane for a corporation wanting
to convert from a B Corporation to a for-profit
cor porati on.

Representative Seaton responded positively. He conveyed
that he had to |l eave the commttee neeting to chair another
but his staff would renmain to answer any further questions.

2:56: 36 PM
Co- Chair Neuman pointed out the sinplicity of the bill. He
highlighted that the bill allowed a conpany to structure

itself as a B Corporation and outlined that a specified
percentage would be given to a public purpose or non-
profit. A benefit corporation paid taxes on its total
profits but was required to inform its stockhol ders what
portion of the profits would go to a certain non-profit
conpany upon the approval of the board. He wondered if he
was accur ate.

Representative Seaton confirned that Co-Chair Neuman was
correct in his interpretation.

Co-Chair Thonpson stated that the commttee would be
hearing nore conplicated bills than HB 49 indicating the
potential need to hold norning neetings.

Ms. Hansen provided additional information. She reported

that the bill allowed a corporation to define its purpose
in the articles of incorporation so that the sharehol ders
were infornmed. It was not only for the purpose of

contributing to non-profits. There were many corporations
that did things such as paying for volunteer hours to
pronote enployee and community wellness. There were other
options but corporations needed to articulate themin their
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benefit report and to their shareholders through their
articles of incorporation.

Co-Chair Neuman opined that further involving private
industry was essential based on the state's fisca

situation. The legislation before the conmttee helped
towards that end. He reiterated that sharehol ders expected
to have a maximum profit and the bill established that part
of the profit would go towards a non-profit. He used Ben
and Jerry's as an exanple. He did not believe the ice cream
conpany had ever been sued.

Ms. Hansen indicated that Ben and Jerry's was the nodel for
the legislation. She reported that they would have been a
benefit corporation but they were currently a subsidy of
Unilever. Ben and Jerry's pursued their status through a
certification process. They did not have |egal protection

Upon being taken over there was a requirenent to seek the
best financial offer but sonehow the board was able to
remain part of the decision naking process to protect its
soci al benefit. HB 49 would protect a corporation's m ssion
and upon a change in ownership social benefit could be part
of the consideration.

Co-Chair Neuman talked about public radio seeking other
funding sources other than through the state. The
| egislation would allow a corporation to help non-profit
corporations. He reiterated that there were budgetary costs
that the state could no |onger support |ike public radio.
He comended Representative Seaton for bringing HB 49
forward

3:01: 14 PM

Vice-Chair Saddler asked if there was an exclusion for
maki ng noney under a benefit corporation. He asked if a
benefit corporation was a solution to a problem in Al aska.
Ms. Hansen indicated that it was nore promnent in states
that had a greater nunber of publically owned corporations.
She referred to Gordon Blue of Sitka. She explained that
his conmpany was currently a Limted Liability Corporation
(LLC) which functioned sonmewhat to protect its mssion of
being community centered. The conpany needed to generate
profit in order to do what it did but had a very specific
comunity goal. The LLC functioned for M. Blue but in
previous testinony he indicated it limted the conpany's
profits quite a bit which in turn limted its ability to
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have funds to carry out its mssion. She furthered that M.
Blue was closely tied to a non-profit which was conplicated
with the LLC. He had expressed that the benefit corporation
structure could potentially be nmuch sinpler way to achieve
the sane goal of protecting a comunity benefit.

Vi ce-Chair Saddl er asked about page 12, lines 8 to 11. He
t hought there would be public interest in seeing to what
extent a benefit corporation was achieving its benefit
m ssion. However, this section would limt the results of a
benefit audit to someone with a connection to the benefit
corporation. He wondered if a person wth a benefit
corporation was a shareholder. In other words, he asked if
sonmeone woul d have access to a benefit audit if they bought
only one share of a stock.

Ms. Hansen explained that the section clarified that a
benefit corporation was not required to have its benefit
report audited. However, there were third-party standards
that the report was required to neet. The report had to
include the third-party standards the conpany chose,
explain why the conpany selected them and clarify any
financial connection between the third-party standards and
the benefit corporation. There was no requirenent that
corporation select a particular third-party standard. It
was dependent upon the focus of the corporation. She
reported that G obal Reporting Initiative was one of the
third-party standards. She nentioned a sustainable farm
standards, nore appropriate for a business in agriculture.
The core of the third-party standard was currently accepted
best practice policy for enploynent and worker well being
and comunity support.

3: 05: 23 PM

Vi ce-Chair Saddler commented that in the follow ng section
of the bill it indicated that a benefit corporation shal
send a report to each shareholder. Therefore, a person
purchasing only one share received a report. M. Hansen
relayed that it was required that the benefit report be
available to the public. If the conpany had a website the
report had to be on the site.

Co-Chair  Thonmpson asked if there were any further
guesti ons.
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Representative Pruitt wondered what kind of entity would be
i nterested in form ng a benefit cor porati on. He
specifically asked if non-profits had expressed an interest
in noving from a non-profit structure to a B Corporation.
Ms. Hansen responded that although it was possible that a
non-profit would want to make the shift it would also
require a shift in philosophy. An entity would no |onger be
a non-profit changing one of its main goals to making a
profit. Mstly she had seen new corporations or current C
Corporations that had nurtured certain social values.
Creating a benefit corporation was an opportunity to
protect what were already goals held by corporations.

Representative Pruitt did not see the sinplicity of the
bill. He believed the legislation created a | oophole for a
non-profit corporation to nmake a profit, potentially
conpeting against for-profit entities. If a corporation's
goal was to have a benefit and was shielded from | awsuits
for placing conpany profits into a benefit, the non-profit
essentially and |legally made noney. Whereas, previously the
corporation had to be a non-profit. He reiterated that
there was nore to the bill than the conmttee was aware of
as well as potential ramfications.

Co- Chair Thonmpson commented that a corporation would be
responsi ble for paying taxes if it noved away from being a
non-profit to becom ng a for-profit corporation.

Representative Pruitt responded that a benefit corporation
could take all of its profits and place theminto a public
pur pose benefit to avoid paying taxes. He believed that the
taxes would offset profits. M. Hansen relayed that the
bill did not allow for any special tax exenptions of any
sort. The only way that the noney going towards a benefit
woul d be tax exenpt was whatever was currently allowed
under corporate law for a charitable donation

Representative Pruitt wused the exanple of running a day
care, which he clained was the cost of doing business. He
suggested that inconme nonies [from a B Corporation] could
be placed into a benefit [purpose] claimng it as a
busi ness expense, leaving the B Corporation w thout a tax
liability. Therefore, he surmsed the B Corporation would
be conpeting with other for-profit businesses but would
have the ability to wite-off tax liability. He referred to
a B Corporation as a for-profit non-profit. He stressed
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that he bill was not sinply to donate nobney towards a
certain benefit.

Co- Chai r Thonpson coment ed t hat there were nor e
conplications in noving from a non-profit to a profit
corporation. He nentioned assets and |oans and specul ated
that it would not be advantageous for a non-profit to
becone a B Corporation. The entity would end up paying
t axes one way or anot her.

3:09:44 PM

Representative Gara said there were a mllion ways to avoid
payi ng taxes. He provided exanples such as increasing the
conpensation for executives or nmanagers who woul d then pay

taxes on their income. He saw the bill as an extension of
freedom to deci de about what type of corporations they want
to form and for what purpose. The bill added a new option
to choose their investnent. Like any part of the

mar ket pl ace a person had the freedom to go sonmewhere el se
if they wanted. The legislation did not take away taxes nor
woul d it shrink businesses.

Co- Chair Thonpson conmented that executives would be paying
nore noney in taxes. He pointed out that the bill had a new
fiscal note dated 3/13/15. He commented that the origina
note had a msprint and the new fiscal note reflected the
anmount s.

HB 49 was HEARD and HELD in commttee for further
consi derati on.

Co- Chair Thonpson announced that the neeting schedul ed on
Friday, March 20, 2015 was cancel ed.

#
ADJ OURNVENT

3:11: 55 PM

The neeting was adjourned at 3:11 p. m
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