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ACTI ON NARRATI VE
3:16: 08 PM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Commttee neeting to order at 3:16 p.m Represent ati ves
Josephson, Kito, Hughes and O son were present at the call to
order. Representatives Tilton and Colver arrived as the neeting
was in progress.

HB 49- BENEFI T CORPORATI ONS

3:16: 21 PM

CHAI R OLSON announced that the first order of business would be
HOUSE BILL NO 49, "An Act relating to corporations, including
benefit corporations, and other entities; and providing for an
effective date."

3:16: 44 PM

REPRESENTATI VE PAUL SEATON, Al aska State Legislature, speaking
as prinme sponsor of HB 49, stated that this bill would expand
the options for Al askan entrepreneurs and investors by placing a
new type of corporate entity, a benefit corporation, or "B Corp"
in Alaskan statute. He explained a benefit corporation as a
for-profit corporation that incorporates public benefits and
community inprovenents into their business practices, no matter
the principal services or products provided. Corporate |aw
generally requires corporations to consider the financial inpact
to their shareholders as the top priority when nmeki ng deci si ons.

REPRESENTATI VE SEATON asked to read a short paragraph from Dodge
v. Ford Motor Conpany, 170 NW 668 (M ch 1919), which read:

A business corporation is organized and carried on
primarily for the profit of the stockholders. The
powers of the directors are to be enployed for that
end. The discretion of directors is to be exercised in
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the choice of means to attain that end, and does not
extend to a change in the end itself, to the reduction
of profits, or to the non-distribution of profits
anong stockholders in order to devote them to other
pur poses.

REPRESENTATI VE SEATON sai d that maxim zing corporate returns can
interfere with other corporate goals, such as electing to do
sonething beneficial for the comunity by enhancing social
benefits. By electing in their articles of incorporation to
beconme a benefit corporation (B-Corp), businesses sinply gain
the flexibility to include mission and social inpacts in their
busi ness practices. Allowing the <creation of benefi t
corporations will give business owners nore choices in how to
run their businesses and will bring to Alaska a slice of the
$6.6 trillion invested nationally by simlar corporations.

3:18: 43 PM

REPRESENTATI VE SEATON said that benefit corporations are forned
voluntarily and have the sane tax status as any other for-profit
cor por ati ons. Twenty-seven other states and the District of
Col unmbi a have passed benefit corporation |egislation and many
nore have benefit corporation bills in process. Over 1,440
benefi t corporations have incorporated in other states,
i ncl udi ng Patagonia, Rasnussen College, Epic Coffee, and King
Arthur Flour Conpany, which is Anmerica s oldest flour conpany.
Each of these conpanies works to benefit the public and their
comunities in the way that nmatters nost to them He said that
B Lab is a non-profit corporation that <created a benefit
corporation certification, simlar to the LEEDS certification.

3:20: 59 PM

CHAIR OLSON suggested the LEEDS <certification 1is "green
certification."”

REPRESENTATI VE SEATON agr eed.

3:21:07 PM

REPRESENTATI VE SEATON clarified that this bill does not require
certification but i ncor por at es t he benefit corporation
provisions into statute. Just as traditional corporations
provides their shareholders with financial reports, a benefit
corporation wll additionally create and publish a biannual

benefit report describing how the conpany has pursued the
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general public benefit. This report, which is held against a
third-party standard, would allow sharehol ders, investors, and
the public to confidently invest in benefit corporations that
share their val ues. A two-thirds majority vote is required to
form or change any corporate status so shareholders wll drive
the decisions and the selection of the general comunity
benefits that for-profit corporations m ght select.

3:.22:26 PM

CHAIR OLSON recalled the last legislature had a simlar non-
controversial bill related to benefit corporations.
REPRESENTATI VE SEATON agreed that he had introduced a bill |ast
| egi slature that passed out of the conmittee |ast year. He
added that this bill will afford shareholders flexibility, but
potential investors wll be aware of the benefits prior to
i nvesti ng.

3:23:46 PM

REPRESENTATI VE SEATON provided a section-by-section analysis of
the bill. He said that Section 1 would establish how
corporations may be dissolved and statutory | anguage was anended
to include benefit corporations. Section 2 would add a new

chapter to the corporate code for benefit corporations.

REPRESENTATI VE SEATON related that proposed Article 1 would
establish how a new business corporation or existing entity nay
become a benefit corporation and it declares that an anmendnent
of an existing corporation nust be adopted by at I|east the
m ni mum two-thirds vote.

3:24: 26 PM

REPRESENTATI VE SEATON said that proposed AS 10.60.020 indicates
that the plan of nerger or status change nust be approved by at
| east the minimumrequired vote if an existing corporate entity,
that was not a benefit corporation but beconmes a B-Corp as a
result of a merger or other status change.

REPRESENTATI VE SEATON st ated proposed AS 10.60.030 would require
that in addition to the corporate purposes under existing AS

10. 06. 005, a benefit corporation shall have the purpose of
creating general public benefit fromall effects of its business
and operations. In addition, <creating the general public
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benefit nmust be found to be in the best interest of the benefit
cor porati on.

REPRESENTATI VE SEATON said that proposed AS 10.60.040 will allow
a benefit corporation to identify or anend its articles to
include specific public benefit purposes in addition to the
general public benefit purposes, and it lists exanples of
speci fic public benefits.

3:25:28 PM

REPRESENTATI VE SEATON related that proposed AS 10.60.050
i ndicates a professional corporation formed under AS 10.45 does
not violate this statute by being a benefit corporation.
Proposed AS 10.60.060 provides that a benefit corporation may
termnate its benefit status by anmending its articles or by
being party to a nerger, but it nmust be approved by at |east the
m ni mum required vote. He stated that proposed AS 10.60.070
indicates if a benefit corporation disposes of all or
substantially all of its assets the transaction nust be approved
by the m ninum status vote required.

3:26: 09 PM

REPRESENTATI VE SEATON directed attention to proposed Article 2,
AS 10.60.100, of HB 49 wll establish seven factors that the
board of directors and individual directors of a benefit
corporation shall consider while discharging their duties.
However, the directors of the benefit corporation are not
required to give priority to any one of these listed factors
unless the intention to prioritize has been identified in the
benefit corporation’s articles of incorporation.

REPRESENTATI VE SEATON referred to proposed AS 10.60.110, which
states that consideration of these factors does not constitute a
violation of existing Al aska statutes regarding the duties and
rights of corporate boards. Proposed AS 10.60.120 states that
except as provided in the articles of incorporation, a director
of a benefit corporation is not personally liable for nonetary
damages for action, inaction, or failure of the benefit
corporation to create a general public benefit if the duties of
the director were perforned in conpliance with this chapter.

REPRESENTATI VE SEATON said AS 10.60.130 clarifies that the

director of a benefit corporation does not have a duty to a
person solely because that person is a beneficiary of the
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benefit corporation’s general or specific public benefit
pur pose.

3:27:43 PM

REPRESENTATI VE SEATON said proposed AS 10.60.140 declares that
directors of a benefit corporation who make business judgnents

in good faith fulfill their duties under this chapter, if they
are not personally invested in the subject, are informed on the
subject of the judgnent, reasonably believe the business
judgnment is in the best interest of the benefit corporation, and
have considered the interests and factors |Ilisted under AS
10. 60. 100.

3:28:14 PM

REPRESENTATI VE SEATON directed attention to proposed Article 3,
which would allow the board to include a benefit director who is
not financially liable if acting in good faith.

REPRESENTATI VE SEATON related that proposed Article 4, AS
10.60.230 directs an officer of a benefit corporation to
consider the factors listed in AS 10.60. 100. It states that an
officer of a benefit corporation is not personally liable for
nonetary damages if their duties were perfornmed in conpliance
wi th Al aska stat utes.

REPRESENTATI VE SEATON directed attention to proposed Article 5,
AS 10.60.300 which states that persons may bring an action or
claim against a benefit corporation for a failure to pursue
general or specific public benefits as set out in their articles
or for a violation of duties under this chapter, but is |limted

to sonmeone within the corporation. Thus soneone wthin the
community cannot bring a cause of action against the corporation
for not fulfilling its duties. He stated that proposed Article

6 requires a benefit corporation to file a biennial benefit
report in addition to the biennial report and provides details
of what nmust be in the report.

3:29:57 PM

REPRESENTATI VE SEATON stated that proposed Article 7 would
establish a status change for a mnerger or anendnent for a
benefit corporation or donestic entity other than a business
corporation, which nust be approved by at least a two-thirds
vote of all shareholders entitled to vote. It also would
establish statutory guidelines for third-party standards used as
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an assessnment tool in the required annual benefit report to
ensure that the general or specific public benefits are being
done.

REPRESENTATI VE SEATON stated that proposed Article 8 would all ow
the departnment to adopt regulations to inplenment the new style
of corporation.

3:30: 22 PM

REPRESENTATI VE COLVER asked whether this would be simlar to
“"Newman's Owmn" style of corporation instead of being just a pure
nmonetary profit driven corporation. He asked for further
clarification of the difference between this nodel and the
typi cal corporation nodel with a for-profit notive.

REPRESENTATI VE SEATON answered that the corporate categories are
nonprofit and for-profit corporations. He suggested that a for-
profit corporation may wsh to do sonething to benefit the
community or to have a specific benefit; for exanple, recreation
may be vital to a sporting goods conpany that wants to inprove
trails in a comunity. The corporate sharehol ders and investors
m ght object, but in a benefit corporation, they wll be
informed of the general and specific benefits, such as the
inproved trail notive. However, it doesn't nean the corporation
is a nonprofit corporation; however, the benefit corporation has
a general conmunity social goal as well as naki ng noney.

3:33:12 PM

REPRESENTATI VE COLVER asked whether the goals and objectives of
the benefit corporation would Ilie wthin the articles of
incorporation and the bylaws or just be strictly stated in the
corporate articles.

REPRESENTATI VE SEATON answered that seven paraneters are |isted
on page 4 of the bill. |If the corporation has a first priority,
the board of directors would be held to that goal as the prinmary
benefit, but if the corporation did not prioritize, the board
woul d decide how to best exercise the general benefit for the
comunity. He <characterized it as being a very flexible
arrangenment; however, third-party standards can apply. For
exanple, if the benefit corporation's mssion was sustainable
farmng, it would be neasured against the third-party standards
that define sustainable farmng. The benefit corporation report
to its investors wll allow them to neasure if the benefit
corporation has acconplished its goal
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3:34:55 PM

REPRESENTATI VE KI TO asked whether the primary responsibility is
to sharehol ders is subsidiary support for beneficial purposes or
if it was possible for the primary conponent to be the benefit
corporation with the subsidiary being the for-profit purpose.

REPRESENTATI VE SEATON answered that the mx was up to the
cor porati on. He suggested the benefit corporation can mx and
match its goals based on the board of directors and
shar ehol ders.

3:36:17 PM

REPRESENTATI VE KITO asked whether it could be nearly at the
| evel of a nonprofit, in which 95 percent of the revenue is put
towards its beneficial purpose.

REPRESENTATI VE SEATON answered that it would be up to the board
and the shareholders, in essence, since the sharehol ders el ect
the board of directors.

3:36: 39 PM

REPRESENTATI VE HUGHES offered her belief that the benefit
corporate structure is laid out well. She offered that for-
profit corporations already conduct charitable activities and
set up charitable foundations. She asked whether they were

l[imted by [|aw She understood the for-profit aspect would be
according to the shareholders; however, she asked why a
corporation would convert to a benefit corporation instead of
funneling funds to a nonprofit to obtain a tax wite-off.

REPRESENTATI VE SEATON answered that corporations could be
subj ect to shareholder lawsuits since the corporate nodel for a
for-profit corporation provides the |egal franmework. Sone
shar ehol ders m ght object to reductions in stock dividends since
the <corporation has a fiduciary responsibility to provide
profits. The benefit corporation's mssion is clearly designed,

such that the benefit corporation will further certain specific
beneficial goals in the comunity. Thus, investors understand
they won't just receive a return on investnent, but wll also

pronote the community goals listed in the benefit corporation's
portfolio.

3:41: 23 PM

HOUSE L&C COW TTEE -9- February 13, 2015



REPRESENTATI VE HUGHES asked whether any current corporations
want to transfer to benefit corporations.

REPRESENTATI VE SEATON replied that Gordon Blue, Executive
Director of the Al aska Sustainable Fisheries Trust has expressed
interest, as well as a coffee conmpany in Honer that would Iike
to inprove the status of coffee growers. He referred to letters
of interest in nenbers' packets from groups who have expressed
an interest, but he indicated that there wasn't anyone yet.

3:43: 06 PM

REPRESENTATI VE HUGHES said nonprofit organizations cannot weigh
in in on partisan or political matters during elections. Now
that the J[US. Supreme Court ruled on] Gtizens United

corporations may seek to persuade the voting public through
ot her neans, including advertising. She asked whether benefit
corporations could weigh in politically.

REPRESENTATI VE SEATON answered that nothing in HB 49 would
expand or limt that ability. He stated that if sharehol ders
are agreeable noney could be funneled from a "C' corporation.
He stated that a benefit corporation mght decide it wants to
improve the comunity by putting part of its profits into
political canpaigns, but regular corporations can also do so.
It doesn't "fool"™ anyone since the benefit is transparent and
will be listed on the corporate paperwork. He said that HB 49
doesn't expand the ability of benefit corporations to gain or

| ose tax credits. Therefore, benefit corporations are no nore
restrictive or permssive in terns of the structure, but
investors will know what the social benefit will be for benefit

cor por ati ons.
3:45: 45 PM

REPRESENTATI VE JOSEPHSON asked if the benefit corporation could
surprise its shareholders and pursue a political path through a
political action conmmttee (PAC) even if it wasn't the targeted
benefit.

REPRESENTATI VE SEATON answered no; that he did not believe so.
He rem nded nenbers that benefit corporations also nust file
reports.

3:47:23 PM
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REPRESENTATI VE KITO said there mght be potential for Al aska
Native Regional Corporations to take advantage of benefit
corporations since sone fiduciary firewalls currently prohibit
the corporation from putting funding back into the comunity or
the tribe affiliated with the corporation. He offered his
bel i ef the benefit corporations wll provi de additional
responsibility in the corporate bylaws that allow corporations
to bring benefits back to their sharehol ders communities and not
just to shareholders in the form of dividends. He saw sone
potential, whether or not the Native Regional Corporations wll
choose to do so. He thanked the sponsor for bringing this bil
forward

REPRESENTATI VE SEATON commented that those are the types of
general or specific benefits that could be put forth in the
findings of a benefit corporation.

3:48: 48 PM

CHAIR OLSON directed attention to the fiscal note of $40,000.
He stated that the fiscal inpact was for "one tine" information
technol ogy and | egal costs.

3:49: 35 PM

REPRESENTATI VE KI TO asked whether the division anticipates that
the business licensing fee would be used to pay for sone of the
start-up costs.

SARA CHAMBERS, Acting Director, Dwvision of Corporations,
Busi ness, and Professional Licensing, Departnent of Conmmerce,
Community, & Economic Developnment (DCCED), stated that the
division is funded through program receipts. Thus the division
would need to recover costs for filing fees to those
corporations, she said.

3:50: 29 PM

CHAI R OLSON opened public testinony on HB 49.

3:50: 42 PM

ERIK TRQJI AN, Director of Policy, B Lab, stated that his
organi zation has had tine to deliberate on how to take conpanies
who instill beliefs and want to continuously grow. He

reiterated that there is $6 trillion available in social inpact
investnment in the nmarketpl ace. That has actually doubled over
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the past few years, he said, and continuously grows because
people don't want to just think about the bottom line and their

earnings, but also what happens wth that noney. He has
observed that as young people graduate from coll ege, they want
to work for conpanies with norals and beliefs. He stated that
profit nust be the central part for all of the conpanies to pay
enpl oyees and shareholders or the conpanies wll go out of
exi stence since making profits is central. As this bill was

devel oped with their corporate attorney, the idea was to touch
the areas that inpact the ability for conpanies to exercise
their norals and beliefs.

3:53: 27 PM

MR. TRQJI AN stated that the first benefit corporation |aw passed
about four years ago, and in the last four years 27 states have
passed it, including Delaware, which is seen as the hone of
corporate | aw. Last fall, now Chief Justice Leo Strine Jr.,
Del aware Suprene Court, wote a 22-page article in the Harvard
Law Review in support of the necessity of benefit corporations.
If a conpany wants to think this way and act this way, this |aw
needs to be put in place or he nust rule against them
Recently, the U S. Suprene Court ruled on the Hobby Lobby case
[Burwell v. Hobby Lobby, 573 US _ (2014)] and the cited
benefit corporations, which pertained to the Patient Protection
and Affordable Care Act (PPACA) ruling that does have the right
to have norals and beliefs. The dissenting view said that
corporations can only nmaximze profits so how can Hobby Lobby
have a religious belief in the conpany. The ngjority ruled that
the only reason they can is because the beliefs are very closely
hel d. However, if the conpany had been a general corporation
with multiple shareholders, it could have been sued for having
this religious belief in there conpany, but benefit corporations
woul d al |l ow conpanies to grow and bring in nultiple sharehol ders

who maintain this belief. Thus the corporate culture could
range froma noral belief to a conmunity belief. He stated that
these are not guasi nonpr ofi t compani es, but benefit
corporations are businesses that want to instill norals and
beliefs however it w shes. He characterized it as deregulating
t he purpose of corporations. He stated that corporations are

the method that conpani es use when going fromsnmall to big since
that is the structure for nultiple sharehol ders.

3:55:54 PM

VR. TRQAJIAN offered his belief that the structure has
artificially constrained conpanies with a noral belief to a
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smal | si ze. In four vyears' tinme there are well over 1,700
corporations and it just keeps growing and growing, wth sone
states producing one or two benefit corporations per day. O her
| egislatures are working on benefit corporation |egislation,
such as Montana and |daho. He stated that benefit corporations
provi de an option, which doesn't inpact traditional conpanies.
Benefit corporations nust consider sharehol ders and the genera
public benefits equally so it isn't feasible to donate 95
per cent of t he profits to nonpr ofi t or gani zati ons or
shareholders will have a right to object. Thus the entities
have to be treated equally and the sharehol ders have a right to
oust the directors if they are not performng in a proper way.
Benefit corporations have given shareholders increased rights
that did not previously exist.

3:57: 50 PM
MR TRQJIIAN said the traditional corporation's duty is to

maxi m ze profits, but benefit corporations allow shareholders to
hold the conpany to the standards that were understood when the

stock in the conpany was purchased. Thus benefit corporations
create legal protections on both parts - for the director and
the shareholders in a fair and balanced way. He related a
scenario to illustrate choices benefit corporations can mnake.

If an Al aska manufacturer wanted to buy parts and the cheapest
ones were in China, the corporation normally mnust purchase them
at the Ilowest cost; however wunder the benefit corporation
structure, the conpany could buy locally as part of its
community benefits and absorb the additional costs since
supporting the comunity has a value to the benefit corporation.

3:59:46 PM

REPRESENTATI VE KI TO related his understanding that the value of
selecting the benefit corporation nodel is to provide a benefit
to shareholders and to the public. He expressed concern that
allowing a corporation to withhold or withdraw a benefit neans
the benefit corporation wouldn't be providing a beneficial
pur pose. He asked for further clarification under the benefit
corporation structure whether corporations would be allowed to
deny or limt benefits to other individuals.

MR. TRQJI AN said the benefit is in the "eye" of the directors of
t he shareholders, which is the unique part of this. It's not a
benefit that government considers a benefit to society, but
benefit corporations let the free market identify that benefit.
Thus if a benefit corporation cones up with sone crazy idea of
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what benefits the comunity, it may well result in no one
investing and no one purchasing the benefit corporation's
products. The benefit corporation would fail and not succeed.
That's the way the free narket works. Through the annual
benefit report the public, sharehol ders, and potential investors
obtain transparency and nake a determnation on whether to
support the conpany. This process results in a nuch better
informed public and allows the free market to determne if the
benefit corporation positively benefits the community.

4:01: 47 PM

REPRESENTATIVE KITO related a scenario in which a benefit
corporation that holds a specific religious value or belief as
its comunity benefit, only hires people with that religious
belief and denies other individuals enploynent, and the
sharehol ders support this effort, it wouldn't provide a benefit.
Instead it would allowing for a restriction of commerce and a
l[imtation for the ability of other people to participate in the
wor kf orce because the benefit corporation decides to only hire
certain people. He expressed concern that this type of
structure wll actually allow conpanies to discrimnate and
obtain public support from shareholders to do so.

MR. TRQJI AN responded that other |aws also apply, which prevent

conpanies from hiring based on their religion. In addition,
this bill would not allow benefit corporations to shirk fair
hiring practice |aws. Thus, the aforenentioned scenario would
be illegal. O course, the Hobby Lobby denonstrates that
conpanies can currently hold values inportant. This bill would
create a corporate form that allows a conpany to have multiple
sharehol ders without the fear of shareholder |awsuit. He often

hears that corporations can do this already and they can so |ong
as they don't bring in nultiple shareholders, which artificially
l[imts conpanies with a noral or conmunity belief to a certain
size. This bill will renove that aspect, but it's also already
been happening in nmany instances with LLCs or closely-held
cor por at i ons.

4:04: 06 PM

REPRESENTATI VE JOSEPHSON, with respect to Hobby Lobby, said it
would be illegal or wunconstitutional to ask applicants about
their religious or cultural beliefs, but according to the U S
Suprene Court decision because the conpany was closely held it
could proscribe or prohibit certain types of health care
coverage. He asked whether that was what happened.
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MR. TRQJI AN answered yes; but it did not have anything to do
with the benefit corporation |aw. Conpani es have the right to
do this, if they so w sh; however, if shareholders object they
have the right to sue for not maximzing profit.

4:05:24 PM

REPRESENTATI VE JOSEPHSON said the Calvert Investnents, Inc. is
an investnent managenent firm that he described as an ethics
fund, since it avoids investnents that would contribute to
tribal war or pollution. He asked whether that describes the
benefit corporation nodel.

MR. TRQJI AN said that is the beginning of it. He stated that
approach is called negative screening, such as not investing in
t obacco. However, the benefit corporations tend to go that
extra step and do positive screens, such as investing in
conpani es that purchase from | ocal suppliers or hire people from
within the community. Currently, the funds are very limted and
corporations don't have the ability to enforce their investnents
as they pertain to general public benefits. This allows
sharehol ders to hold corporations accountable, he said, noting
that the Calvert Investnents, Inc. has been very limted in how
it can operate. He characterized it as being very nyopic in
terms of its view in how the econony can utilize this. He said
he al ways thinks of the benefit corporation as beginning a whole
new sector of the society. He acknow edged that sonme people
will still want to buy the cheapest products and will want to
obtain the maximumreturn on their noney.

4:07:25 PM

MR. TRQJI AN enphasized that there is a sector of the econony
that wants this and new and innovative ideas will conme up. For
exanple, when he was debating this issue in Colorado, he
discovered in a hearing that NASA [National Aeronautics and
Space Administration] had expressed an interest. He related his
understanding that NASA wants to commercialize patents but not
purely for-profit but in ternms of how patents can inprove
society as a whole. These are ways that these funds will have
addi tional powers, rights, and grow and expand this sector of
t he econony, he said.

4:08: 22 PM
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CHAI R OLSON conmented that he is famliar with a coffee nerchant
in Kodiak that sells fair trade coffee and although the coffee
IS nore expensive, custoners are willing to pay for it because
the growers are paid fairly. He suggested that the conpany's
sharehol ders are interested in fair trade.

MR. TRQJI AN answered yes. He suggested that the second benefit
corporation created was Bl essed Coffee, a Maryland conpany. The
specific benefit of Blessed Coffee is that it gives 40-50
percent of its profit to Ethiopian coffee growers. He pointed
out this is sonething very specific that would not be allowed
under a traditional corporation

[HB 49 was hel d over].
4:11: 15 PM
The commttee took a brief at-ease.

HB 26- EXTEND CERT. DI RECT- ENTRY M DW VES BOARD

4:11:44 PM

CHAI R OLSON announced that the final order of business would be
HOUSE BILL NO. 26, "An Act extending the term nation date of the
Board of Certified Direct-Entry Mdw ves; and providing for an
effective date.”

4:11:59 PM

LAURA STIDOLPH, Staff, Representative Kurt O son, Alaska State
Legi slature, on behalf of the prime sponsor, stated that HB 26
woul d extend the sunset date for the Board of Certified Direct-
Entry Mdwves to June 30, 2017. The Division of Legislative
Audit conducts audits to determne if state boards and
commi ssions should be reestablished. The division reviewed the
activities of the Board of Certified Direct-Entry Mdw ves to
determne if there is a denonstrated public need for the board' s
continued existence and whether it has been operating in an
effective manner. She directed attention to a copy of the
| egislative audit in nenbers' packets. The auditors recomrended
that the board be extended two years until June 30, 2017.

M5. STIDOLPH explained that auditors found the Board of
Certified Direct-Entry Mdw ves has been serving the public’'s
i nt erest by effectively licensing certified direct-entry
m dw ves (CDM and apprentices. In addition, it was found that
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the board continues to inprove the profession by nodifying and
adopting mdwi fery regulations to conform to current standards
of care.

V5. STIDOLPH highlighted that the auditors had four findings and
recommendations, including the Departnment of Commerce, Community
& Economic Devel opnent (DCCED) should imrediately pursue
di sciplinary sanctions for CDM cases when warranted; increase
licensing fees to elimnate the board's operating deficit; that
the board should comunicate certificate requirenents to
continuing education providers to facilitate conpliance wth
centralized licensing regulations; and the board should approve
apprentice permt applications in accordance with statute. In
response to a question, she reiterated the chair of Board of
Certified Direct-Entry Mdw ves (CDM is Cheryl Corrick.

4:15:15 PM

REPRESENTATI VE JOSEPHSON referred to page 10 of the audit. He
expressed concern about the failure of the certified direct-
entry mdw ves (CDM respondents to sign consent orders (CAs)
He asked whether the commttee should be concerned about
anything in terns of the nature of the reason the CDVs woul dn't
si gn. He said he was concerned about this given that the
| egi sl ature renoved the statute and gave the board the liberty
to create its own regul ations.

KRIS CURTIS, Legislative Auditor, Legislative Audit D vision,
Legislative Agencies and Ofices, answered that the division
doesn't see any correlation or cause and effect related to |ast
| egislature's Senate Bill 136, which noved the requirenent for
what the profession could do from statute to regulations to give
the board nore flexibility. At the end of an investigation if
any pr obl ens are f ound and sanctions are necessary,
investigators draft consent agreenments and ask the respondents
to voluntarily agree to the sanctions. |[If that does not occur
the investigators can use standard procedures to elevate the
matter to the conm ssioner, file an accusation, and nove forward
with civil licensing action through the Ofice of Adm nistrative
Heari ngs (QAH). However, it is not uncommon for respondents to
refuse to sign consent agreenents, she said.

4:17: 45 PM
REPRESENTATI VE JOSEPHSON suggested that he felt |ess secure when

t he process changed. He read page 10, paragraph 2, as foll ows,
"By not pursing licensing action, the respondents were allowed
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to continue practicing, and the public's safety was placed at
risk." He went on to say that this referred to 4 of 52
providers, but he wanted to be sure a pattern wasn't devel oping
that the | egislature should be concerned about.

M5. CURTIS answered that the audit period covered four years

There were 28 conplaints filed and investigated, wth al

addressed tinely except for these four cases. She reported that
the four investigations involved two people and investigators
concluded the disciplinary sanctions should occur, but were not
pursued tinely. She explained that two of the four cases were
forwarded to the Departnment of Laws Ofice of Special

Prosecutions and Appeals (OSPA) for crimnal action. At the
time of the audit the cases had been at OSPA for over a year
wi t hout action. OSPA regarded these cases as the |owest
priority due to the <cases being <classified as <class B
m sdeneanors. She stated that due to turnover, the auditors
were not able to deternmine why the investigators did not pursue
a civil licensing action, which at a mninmm should have been
pursued concurrently with crimnal action to ensure the public
safety is protected. Auditors characterized this as a fairly

serious deficiency which is why the audit only recomend a two-
year extension. She said it is unusual for the auditors to give
such a short extension, but auditors felt it was inportant for
the division to follow up on this mtter to ensure that
corrective action has been taken.

4:20:17 PM

REPRESENTATI VE COLVER assuned these cases were not sinple
licensing actions, but were due to cases driven by nothers or
famlies who experienced problens with the m dwfes. He asked
for further «clarification on the cases wthout breaching
anything that is confidential.

M5. CURTIS answered that one or two of the consent agreenents

asked for voluntary license revocation, which would indicate
severe problenms were encountered. She recalled that another
consent agreenent asked for continuing education, which is a
common outcone for an investigation. She declined to provide

any details about the cases.
4:21: 38 PM
REPRESENTATIVE COLVER related his wunderstanding that sone

direct-entry mdw ves practice at a birthing center and others
assist with honme births. He said that he and his wife used
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m dwi ves with the birth of both of his children, and the births
went very well. In their experience, the mdw ves were very
pr of essi onal . He asked whether the nother or child endangered
by the procedures or care since, at sone point, he has found
that m dw ves are very clear to determ ne when the nother needs
to go to a hospital. He thought it would be helpful for the
committee to have a better understandi ng of what happened.

M5. CURTIS responded that the audit does not comment on the
profession as a whole, but does comment on investigative
practices, which are in place to protect the public and to

ensure quality of care. She said that the allegations were
pretty serious and the auditors found the lack of tinely
di sciplinary sanctions as fairly significant. In response to a

guestion, she reiterated that there were four cases that
i nvol ved two peopl e.

4:23:30 PM

REPRESENTATI VE KITO referred to page 10 of the audit and read
"A year after the cases were forwarded to OSPA, no action had

been taken." He asked whether it was the board s responsibility
or of OSPA.

M5. CURTIS stated that board nenbers were asking for and
receiving updates on the investigations. Thus, there isn't
anything in the auditor recommendati ons on the board not taking
appropriate action. She stated that the board nust recuse
t hensel ves since the board nust weigh in Jlater as an
adj udi cative entity. Therefore the board typically is not
furni shed details. The board was advised that the cases had
been referred to the Departnment of Law She described the

typical process is that cases are referred to the Departnent of
Law for review of sufficiency of evidence prior to an accusation
being filed for civil licensing action. However, the cases were
at OSPA, in an effort to pursue a crimnal case.

4:25: 05 PM

REPRESENTATI VE TILTON referred to page 10, to recomendation 2
in the audit. She related her understanding that this board has
a small nunber of people who pay a large licensing fee, but face
a deficit. She acknow edged that she personally used m dw ves
when she gave birth to her children, so her questions are not
about care, but relate to the fiscal inpact. Reconmendati on 2,

which read, "DCBPL, in consultation with the board, should
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increase licensing fees to elimnate the board' s operating
deficit." She asked whether there is a plan for that action.

M5. CURTIS answered that the |icense fees for certified direct-
entry mdw ves have been a continual problem In 2006, during
the sunset review, the licensing fees were over $2,000 and they
paid the highest fees of any occupation. Thus this issue is not
new to the occupation. She directed attention to the table on
page 15 that lists license fees. She stated that in fiscal year

[FY] 10, the initial certification fee was $500. Fees were
increased in FY 11 and again in FY 13, at which tine fees were
$1, 450. However, the fees were not sufficient enough to cover
i ncreased costs, which were associated with regulation changes
and investigative costs. As of March 2014, the nunber of
licensees was 35, plus 13 apprentices. Thus to shoul der the
cost for such a small group of Ilicensees results in higher
license fees. In ternms of the future plan, the departnent would

need to address how it plans to reduce the deficit.
4:27:15 PM

CHAIR OLSON stated that the Legislative Budget and Audit
Commttee (LB&A) started a year ago to grapple with the issue
He recalled one board had $150,000 in legal costs and other
boards have | arge nunbers of licensees to spread out the costs.
He explained the difficulty in establishing standards that can
be applied to all of the boards. He said the LB&A conmittee and
the division spent the interimworking on these issues.

4:28:24 PM

REPRESENTATIVE TILTON expressed thanks for the work the
Legi sl ati ve Budget & Audit (LB&A) and the division have done on
this matter.

4:28:31 PM

REPRESENTATI VE HUGHES asked for the typical extension tinme for
boar ds.

M5. CURTIS answered that the statutes provide a maximm
extensi on of eight years.

4:28:57 PM

REPRESENTATIVE HUGHES related her understanding that the
auditors questioned why the board didn't pursue civil action
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simultaneously with the referral of cases to OSPA and that the
board wasn't criticized because OSPA didn't take action.

M5. CURTIS said she expected to see civil licensing action to be
taken to be sure a negligent or inconpetent practitioner isn't
al l owed to practice.

REPRESENTATI VE HUGHES asked for further clarification on who
would initiate the civil action.

M5. CURTIS answered that it would be filed by the conm ssioner
in conjunction with the board. The respondents are allowed to
file a response to the accusation, and the Ofice of
Adm ni strative Hearings (OAH) has 120 days to conduct their
heari ngs after which the board has tinme to make a deci si on.

4:30:17 PM

CHAI R OLSON renmarked that two years is short extension tine. He
recalled that the Al aska Bar Association was extended for three
years in a row

M5. CURTIS replied that she did not specifically recall.
4:31: 06 PM

REPRESENTATI VE JOSEPHSON referred to the repeal of AS 08.65.140
since he was wunsure of what fills that gap. He asked for
further clarification on part of the statutes that at a mninmum
the regulations nust require that the certified direct-entry
mdwi fe not knowingly deliver a woman wth certain types of
health conditions, prior history or conplications as specified
by the board. He suggested that the |anguage was anbi guous. He
asked for clarification that safeguards are in place before he
could vote to extend the board. He said he was curious about
the status of the regulations. He asked for an explanation
since the legislature deferred to the board to nake the rul es.

SARA CHAMBERS, Acting Director, Division of Corporations,
Busi ness, and Professional Licensing, Departnment of Comerce,
Community, & Econom c Devel opnent (DCCED), answered that the
board has been conscientious in working to adopt its new
regul ations. The departnent has been working with the board to
mnimze the wndow between the statutory repeal and the
effective date of new regulations. The Board of Certified
Direct-Entry Mdwi ves (CDM net over the past two days. She
rel ated her understanding that the board planned to continue to
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work on regulations and if they adopted the regulations, the
division would expedite the public coment wthin the next
nmont h. She said Ms. Corrick could provide nore details but the
board and division are very aware of the concern.

4:34:12 PM

CHAIR OLSON pointed out t hat Representati ve Josephson
participated this sumer during the Legislative Budget and Audit
Comm ttee hearings on the board issues.

4:34:51 PM

REPRESENTATI VE  JOSEPHSON asked about the status of the
regul ati ons. He further asked what part of the prohibited
statutes that was particularly unfair that the board wanted the
authority over regul ations for prohibited actions.

CHERYL CORRICK, Chair, Board of Certified Direct-Entry M dw ves
(CDM), Departnent of Commerce, Conmmunity & Econom c¢ Devel opnent
(DCCED), replied she serves as one of two mdw fes on the board
that also includes a certified nurse mdw fe and a physician who
practices in obstetrics/gynecology. She said the board felt the
prohi bitions were somewhat out of date, particularly since they
had not been addressed in over 20 years. She reported that the
board just finished its regulations project today that wll
further guide mdw ves. Up until that point, the board has nmade
it clear to practitioners through board actions that the old

regul ations still apply until the new ones were pronul gat ed.
4:36: 28 PM

M5. CORRICK recalled one in terns of prohibitions for treating
with wonen with gestational diabetes. The new regulation wll
allow mdw ves, in consultation with a physician, to manage a

woman as long as she can be nmanaged wthout nedication,
basically through diet and exercise, and can deliver the baby.
M dwi ves can now co-nmanage the patients with the physician, but
t he physician will deliver the baby.

REPRESENTATI VE JOSEPHSON related that she has provided enough
information that gives himconfort and he appreciated her tine.

4:38:35 PM

CHAIR OLSON, after first determning no one wished to testify,
cl osed public testinony on HB 26.
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4:38:49 PM

REPRESENTATI VE COLVER deferred to the Chair, but he wondered
whether it mght be possible to extend the board for three
years. He expressed a concern that the legislature will have to
revisit this again.

CHAIR OLSON deferred to the legislative auditor on the extension
time and said he conpletely trusts her judgnent. He coul d not
think of any tinme that he disagree with the auditor's judgnment
on extension tinmes.

4:40: 42 PM
REPRESENTATI VE HUGHES commented that she personally has had

wonder ful experiences wth mdw fes and was grateful that the
state has very conpetent m dw ves who provide wonderful services

to famlies. She viewed the two-year extension for the board
was nore a reflection on the division and not the m dw ves as a
pr of essi on. She comrended the mdwi ves who provide a very

whol esone and wonderful experience delivering babies.

CHAI R OLSON commented that nost of the boards the committee wll
review request a four to eight vyear extension, but this
represents an exception. He acknow edged the inportance of
protecting Al askans.

4:42:11 PM

REPRESENTATI VE COLVER echoed earlier comments that mdw fery
provi des a valuable service that allow famlies to make choi ces.
He enphasized the inportance of allowing famlies to nake
choi ces, especially since this is their baby and their famly.
He offered his belief that it is inportant in nedical care that
government does not mandate wonen nust to go to a hospital to
have her baby. He stressed that it is up to the famly to
deci de what works for them He imagined that using a mdwfe
al so has an economc role since wonen can have their babies at
home, which is especially inportant for the uninsured. He said

that it is inportant to help famlies. He hoped that there
won't be any conplications that wll cause an expensive birth

but again, it offers a means to deliver health care w thout an
expensive trip to the hospital. He offered that this bill wll

acconplish a nunber of goals and objectives in our society. He
said he is very supportive of the profession and he hoped the
puni tive issues would soon be resol ved.
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4:43:55 PM

CHAI R OLSON renmarked that boards are conprised of volunteers and

nost of the time things go well. The only tine the legislature
hears about it 1is when sonething goes wong and in those
i nstances often the whole profession is blaned. He commended

the volunteers who serve on boards, stating his "hat goes off"
to them

4:44:44 PM

REPRESENTATI VE HUGHES noved to report HB 26 out of comittee
with individual recomrendations and the acconpanying fiscal
not e. There being no objection, HB 26 was reported from the
House Labor and Commerce Standing Comm ttee.

4:45:14 PM
ADJ QURNVENT
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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