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W TNESS REG STER

KEVI N ANSELM Di rect or

Di vision of Banking & Securities

Anchorage Ofice

Depart ment of Commrerce, Community & Econom c Devel opnent

Anchor age, Al aska

POSI TI ON  STATEMENT: Provided a Power Point presentation
entitled, "Al aska Mney Services Act HB 271" dated 3/31/16, and
answer ed questi ons.

ACTI ON NARRATI VE
4:41: 07 PM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Committee neeting to order at 4:41 p.m Representatives d son

Tilton, Kito, Josephson, Hughes, and LeDoux were present at the
call to order. Representative Colver arrived as the neeting was
i n progress.

HB 271- MONEY SERVI CES BUSI NESS: REQS; LI CENSI NG

4:41:24 PM

CHAI R OLSON announced that the only order of business would be
HOUSE BILL NO 271, "An Act relating to a nobney services
business; relating to transmtting value that substitutes for
noney; relating to licensing requirements and registration
t hrough the Nationwi de Multistate Licensing System and Registry;
relating to surety bonding requirenents; authorizing certain
|icensees to contract to use subdelegates for reloading funds
onto stored-value cards; relating to record retention, reporting
requirenents, and enf or cenent provi si ons; relating to
exenptions; relating to noney services Internet activities;
relating to definitions regarding the transmtting val ue,
currency, and noney transm ssion business activities; and
providing for an effective date."

4:41: 50 PM

KEVIN ANSELM Director, Dvision of Banking & Securities,
Anchorage O fice, Department of Comrerce, Conmunity & Econom c
Devel opnent ( DCCED) , provi ded a Power Poi nt presentation
entitled, "Al aska Mney Services Act HB 271," which was a brief
overvi ew of what nopney services businesses are and the purposes
of the bill. Ms. Anselm said noney services businesses are,
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either currency exchange or nobney transm ssion. Currency
exchange nmeans the receipt of revenues from the exchange of
noney of one governnment for noney of another governnent, and
noney transm ssion neans the selling or issuing of paynent
instruments, including checks, noney orders, traveler's checks,
prepaid or stored value cards, sending noney via Wstern Union

or noving noney from a deposit account to a |oadable card [slide
2] . The purpose of HB 271 is to nodernize the [Al aska Uniform
Money Servi ces Act ], updat e t he definition of noney
transm ssion, including virtual currencies, and incorporate
alternative paynent systens and instruments such as Apple Pay
and Square, Inc.

4:44: 53 PM

CHAIR OLSON asked whether there would be an inpact to group
medi cal rei nmbursenent.

M5. ANSELM replied no. She then returned to the presentation
and noted that when the Act was originally passed in 2007,
virtual currency was not considered, thus the division does not
regul ate virtual currency.

REPRESENTATI VE LEDOUX asked for a definition of Vvirtua
currency.

M5. ANSELM explained that wvirtual currency is a digita
representation of value, mned through a conputer program using
an algorithm For exanple, using a mathematical fornula, a
[imted anmount of virtual currency - such as bitcoin - can be
m ned over tine.

CHAIR OLSON added that virtual currency is available all over
the world with an access nunber and a security code.

M5. ANSELM agreed and observed that virtual currency is secret
in that people are identified only by a nunber, which is not
attached to a nane. She cautioned that these currencies are
associated wth wuntoward transactions, and that bitcoin is
commonly used in Al aska.

REPRESENTATI VE LEDOUX stated that currency is backed by gold or
the full faith and credit of a country, and asked why bitcoin is
wor t h anyt hi ng.

MS. ANSELM sai d, "Because soneone thinks it is."
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REPRESENTATI VE KI TO stated that value is created by the scarcity
of bitcoin.

M5. ANSELM in response to Representative LeDoux, further
expl ained that if sonmeone thinks a commodity is worth a lot, for
a short tinme, it wll be. She stressed that the division needs
to decide whether to regulate virtual currency and inform
consuners.

4:50:12 PM

CHAI R OLSON understood that there is a finite nunber of bitcoin,
and the price fluctuates dramatically. Theoretically, nore
bitcoin can't be nmade.

REPRESENTATI VE LEDOUX surm sed bitcoin is "used where you m ght
not want the governnment to know what you're doing, they' re kind
of like a, a tech version of a Swi ss bank account."

M5. ANSELM agreed. O her purposes of HB 271 are: to allow
licensees to contract with a delegate who may then use their
network of subdelegates to reload funds onto prepaid cards
wi thout having a separate contract; to renobve an out-of-state

busi ness advantage that allows applicants |icensed in another
state to submt mnimal information, and pay only half the fee
an entity headquartered in Alaska pays [slide 3]. The bill

affects current noney services businesses (MSBs) by sinplifying
the licensing process as foll ows:

* requires use of the [Nationw de Miltistate Licensing System
and Registry] (NMS)

* replaces the net worth requirement with a surety bond
requi renent that can be adjusted

* allows annual assessnment fees to cover periodic exam nation
fees and ongoi ng admi nistrative costs

M5. ANSELM noted that the present net worth requirement is
$25, 000; however, a bond allows a business nore coverage wthout
using as nuch capital [slide 4].

REPRESENTATI VE LEDOUX returned to the subject of bitcoin and
relayed that the new marijuana industry raises concerns about
how businesses wll pay their taxes and utilize banks. She
asked whether bitcoin could be the solution for the marijuana
i ndustry.
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M5. ANSELM was unsure. Bitcoin is not recognized as a currency,
and the state would have to decide to accept bitcoin as a
paynment for taxes. She restated that virtual currency is not
regulated by the state, and said she could not answer the
guesti on.

CHAIR OLSON referred to a defunct underground web site where
bitcoin was accept ed.

4:54:47 PM

REPRESENTATIVE HUGHES read the following [docunent not
provi ded] :

The use of bitcoin by crimnals has attracted the
attention of financial regulators, |egislative bodies,
| aw enforcenent, and nedia. Crimnal activities are
primarily centered around black markets and theft,
t hough officials in countries such as the United
States also recognize that Dbitcoin can provide
legitimate financial services. Bitcoin has drawn the
support of a few politicians, notably U S. Senator
Rand Paul who accepts donations in bitcoin.

M5. ANSELM added that sone states including California and New
York, are regulating virtual currency. She returned to the
presentation and said the bill would enhance consuner protection
as follows [slide 5]:

* adds a background check conponent

srequires licensees to conply with federal |aw
s increases the record retention schedul e

* renpves advance exam notification requirenent
* updat es enforcenent provisions

M5. ANSELM further explained that the bill provides an
exenption for businesses that are not MSBs, such as insurance
conmpanies, title conpanies, escrow agents, or attorneys that
engage in ancillary noney transmssion as part of their

lawfully conducted business [slide 5]. Provisions for
el ectronic paynents are included, and the definition of paynent
instrument would include a Mbile Wallet [slide 6]. The

provisions related to stored value <cards are especially
inmportant to |ocal Al aska noney transmtters because the bil
affects prepaid cards that are both open |oop and rel oadable.
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Ms. Anselm stated open |oop and stored value cards are defined
as follows [slide 7]:

* nonetary value is prefunded, reduced at each use, and can
al so be increased

* includes electronic device or vehicle such as a card code
or a pin nunber

* redeemabl e at mul ti pl e, unaffiliated mer chant s or
automated tell er machi nes (ATMs)

» does not include an electronic record that is primarily
intended to be redeemable only for goods or services from
a specific merchant

M5. ALSELM gave the exanple of an Aive Garden $50 card that is
not rel oadabl e and does not require an MSB |icensee to issue or
sell; however, a VISA/Geen Dot card froma service center is a
rel oadabl e card and an MSB |licensee is required [slide 8].

4:59: 06 PM

REPRESENTATI VE COLVER asked whether the proposed bill could be
witten to elimnate or extend the expiration date on cards as a
consuner protection action, so that the funds do not revert back
to the seller when the card expires.

M5. ANSELM answered that gift cards and rel oadable cards differ
and gift cards are not covered by HB 271. She offered to
research this topic.

CHAI R OLSON recal |l ed federal |aws supersede in this regard.

M5. ANSELM directed attention to slide 9, entitled "The Current
Treatment of Subdel egates,” which related to a particular
licensee in None, and the current conplicated process necessary
to issue [the Alaska Prepaid Card dba Q Card]. She said there
is a need to sinplify this process as many residents use prepaid
cards in rural areas because they can be purchased in a village
store or supermarket, and used alnost |ike a checking account to
pay bills. At this tinme, Alaska Prepaid Card contracts wth
Western Union Financial Services, and Wstern Union is a
del egate at 32 locations in Alaska at Fred Meyer, Wl greens, and
Safeway stores. To conply with current |law that does not allow
the use of a subdelegate for any purchase, Al aska Prepaid Card
must al so contract with each individual |ocation. In addition

current law requires Alaska Prepaid Card to carry a bond to
i ncl ude Western Union and each store, which is expensive.
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CHAIR OLSON asked how much card users pay in fees to Al aska
Prepai d Card.

M5. ANSELM said she will provide that information.

REPRESENTATI VE HUGHES inquired as to whether streamining the
process woul d reduce the user fees.

M5. ANSELM said it may.
5:04: 15 PM

CHAI R OLSON asked whether "cash back"” is a different [user fee]
char ge.

5:04: 34 PM

M5. ANSELM offered to provide a summary of service fees.
Returning to the treatnent of subdel egates, she said the process
proposed by the bill allows Al aska Prepaid Card to maintain its
i cense, and Western Union Financi al Services remains a
del egate; however, Alaska Prepaid Card would enter into a
separate contract with Wstern Union to create a |icensee-
del egate relationship, and thereby utilize the delegates of
Western Union without separate contracts [slide 10]. The result
woul d be that the aforementioned Aive Garden card does not need
a delegate, licensee, or subdelegate, and the VISA G een Dot
card would be a reloadable card, which requires an MSB |icensee
or delegate to issue and sell, and requires an MSB |icensee,
del egate, or subdelegate to reload [slide 11]. She conti nued
with the presentation, noting that slide 12 listed definitions,
and slide 13 listed the sections of HB 271 which wll be
introduced along with a commttee substitute for the bill. In
conclusion, M. Anselm inforned the commttee that since 2009

the division has issued 18 MSB final orders, the mjority of
which are related to unlicensed activity by unlicensed parties
engaging in noney transm ssion or currency exchange in Al aska
[slide 14]. Furthernore, the division guards against fraudul ent
activity, including that instigated by out-of-state MSBs.

CHAI R OLSON questioned whether the division has reciprocity with
other states in this regard.

M5. ANSELM sai d yes.

5:07:44 PM
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REPRESENTATI VE COLVER asked whet her there are reporting
requi renents on fraudulent activity in order to assess "how big
the problemis.”

M5. ANSELM assured the commttee that the division is in contact
with the Financial Crines Enforcenent Network (FinCEN), U S
Department of the Treasury, and other state and federa
regul at ors.

REPRESENTATI VE HUGHES directed attention to slide 3, and asked
for an exanple of who is affected by the out-of-state business
advant age.

M5. ANSELM explained that right now, out-of-state MSBs have a
statutory advantage that the bill would repeal, thus out-of-
state MSBs woul d pay the same anount as Al aska MSBs.

REPRESENTATI VE HUGHES asked how nuch nore doubling the fees
woul d garner the state.

M5. ANSELM advised that the fees have not been assessed. The
intent is for the division to better cover the cost of
regulating the industry, and she offered to conpare the fees
col |l ected now and what would be expected under the bill. Slide
15 illustrated the followi ng m ssion statenents:

Di vi sion of Banking and Securities:
Protect consuners of financial services and pronote
safe and sound financial systens

Depart ment of Commrerce, Community & Econom c
Devel opnent :

Pronote a heal thy econony, support strong communities,
and protect consuners in Al aska

[HB 271 was hel d over.]

5:10: 24 PM

ADJ QURNIVENT

There being no further business before the commttee, the House

Labor and Commerce Standing Commttee neeting was adjourned at
5:10 p. m
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