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ACTI ON NARRATI VE

1:33:30 PM

CHAIR M A COSTELLO called the Senate Labor and Commerce Standing
Commttee neeting to order at 1:33 p.m Present at the call to
order were Senators Meyer, G essel, Stevens, and Chair Costell o.
She revi ewed the agenda.

Crowdi nvesti ng and Econonm ¢ Devel opnment in Al aska

1:34: 31 PM

CHAI R COSTELLO announced the first order of business would be a
presentation on why crowdfunding matters in Al aska. She
i ntroduced M chael Shuman, who is in Juneau at the invitation of
t he Juneau Econom ¢ Devel opnent Council (JEDC).

1: 36: 00 PM

M CHAEL SHUMAN, Community Econom st and Director, Research and
Public Policy for the Business Alliance for Local Living
Econom es, presented "Wy Crowdfunding Matters - Unlocking the
Economic Power of Small Business in Alaska.” He referred to a
book he wote called Local Dollars, Local Sense and a website
cal | ed Your Econony.org where economc information can be found.
He began by sharing information he found on the website
regarding Al aska's econony. He showed a graph of Dbusiness
categories in Alaska, noting that 65 percent of jobs are in
| ocal | y-owned busi nesses, 12 percent are in conpany-owned
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busi nesses, and about 20 percent are found in non-conmerci al
busi nesses, both public and non-profit sectors. He enphasized
that the | ocal business piece in Al aska is considerable.

Also on the website, YourEconony.org, is information about job
grow h in Al aska between 2008 and 2013. Local businesses and the
non-comercial sectors each added 4 percent to their total
nunber of jobs. Non-local businesses lost a little nore than 4
percent of their jobs. The conclusion is that |ocal businesses
are the nost inportant contributor related to enploynment and
econom c growh in the state.

1:38:35 PM

MR. SHUMAN referred to a regression analysis in the Harvard
Busi ness Review - July-August 2010 that was titled, "Mre Snall
Firms Means Mre Jobs." There is a correlation between the
density of small and | ocal businesses and per capita job grow h.
A study for the Federal Reserve Bank of Atlanta also showed
| ocal businesses have positive effects on incone growh and
enpl oynent .

He discussed the profitability of |ocal businesses in the US.
in 2008. The profit rates of sole proprietorships were eleven
times greater than profit rates for C corporations. He said
Canada’s profit rates in 2009 showed that the highest profit
rates were in businesses with between 10 and 20 enpl oyees and
the lowest profit rates, where nost of the nobney was invested,
were in firmse with nore than 500 enpl oyees.

1:41:23 PM

MR.  SHUMAN addressed current investnment trends. He shared
i nvestment questions he asks audiences and how their answers
show lack of investing in local businesses. This information
highlights the failure of capital markets to allocate resources
toward | ocal and snaller businesses. If it was working
effectively, a properly functioning capital market would invest
about 65 percent of the capital into those businesses. Al nost no
| ong-term capital funds - stocks, bonds, nutual funds, pension
funds, and insurance funds totaling about $30 trillion - are
going to local businesses because of securities |laws passed in
the 1930s. He terned it "investor apartheid” with two classes of
freedons of investnent; one for high wealth individuals who can
invest freely, and one for 98 percent of the people who nust
provide a very expensive fixed disclosure docunent from an
attorney. If this situation could be fixed, at |east half of
long-term capital in Wall Street - about $15 trillion - would
nove to small businesses. It would nean about $35 billion of
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additional noney for Al aska. The issue is how to overcone the
difficulty of helping small businesses deal with the significant
| egal costs of a fixed disclosure docunent.

1:45: 07 PM
CHAI R COSTELLO asked what assunptions he was naking about the
$15 trillion.

MR. SHUVMAN clarified that half of Jlong-term capital in

securities would be $15 trillion. That assumes that, nationally
half of the econony is l|local business. If the capital markets
wor ked properly, $15 trillion would be transferred to |ocal

busi nesses. Al aska's share on a per capita basis would be $35
billion.

1: 46: 18 PM
SENATOR MEYER asked for a definition of “local business."”

MR.  SHUMAN said YourEconony.org defines it by whether the
establ i shment has a headquarters in your state.

SENATOR MEYER cited Native corporations as an exanple of a
gl obal company with a | ocal headquarters.

MR. SHUMAN said a successful local business wll nmarket its
goods worl dwi de, not just focus on | ocal markets.

MR, SHUMAN naintained that a large shift of resources is not
needed in order to make a big difference in a state's econony.

He reported on a study he did in Ceveland in 2010 on the
inpacts of a 25 percent shift in food purchasing toward | oca

food. He calculated that the shift would create about 27,000 new
jobs and add $126 nillion to the tax base. The cost of doing
this would be about three-quarters of a billion dollars - which
is only 1 percent of what the people of Ceveland have in their
bank accounts and short-term savings. He concluded that even a
nodest shift of capital to snmaller businesses could have an
enor nous i npact on Al aska’s econony.

1:49: 38 PM

MR. SHUMAN poi nted out that the securities law nade it difficult
for businesses to get capital for a very good reason, to prevent
fraud. He referred to the Bernie Madoff pyramd schenme as an
exanple. He told a story about his nother’s penchant for casinos
to show that there are two systens of risk nmanagenent in the
U S. One systemis called ganbling and one is called investing.
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He said in 2009 he wote a piece for a journal of the Federa

Reserve Bank in San Francisco pointing out the contradictions in
systens and suggesting a $100 exenption in the law so anyone
could nmake a $100 investment with no lawers involved. A |aw
firm in San Francisco filed a rule-making petition to the
Securities and Exchange Comm ssion (SEC), who did nothing about
it. Two years later, before the Governnment Operations Conmmttee
(GOC), Mary Schapiro, then head of the SEC, also discounted the
proposal. He explained that in 2011 the unenploynent rate in the
US was 10 percent and it appeared that the SEC did not care
about small business. The result was that the GOC agreed
unani mously to do a $10,000 exenption, the Senate reduced it to
$2,000, and President Obama signed the Jobs Act in 2012. The
Jobs Act nmakes it easier for small businesses to raise up to a

mllion dollars and allows every Anmerican to contribute up to
$2,000 per year. It requires people to go to a community porta
licensed by the SEC and overseen by the Financial Industry

Regul atory Authority (FINRA)

1:55:28 PM

MR. SHUMAN, in response to a question from Senator Costello,
explained that FINRA is a private sector policing office to keep
standards high. He continued to say that the Jobs Act envisioned
preenption of contradictory state rules to facilitate nationa
issues of securities. He said the SEC still did nothing for
three years in spite of the nmandate to inplenent the Jobs Act by
2012. As a result, states created their own versions of the Jobs
Act. Today, 30 states have done so. The federal governnent did
finally inplement the Jobs Act with new conditions two nonths
ago, but it wll not be available until late spring of 2016
Al aska and several other states have their own Jobs Act
| egi sl ati on pendi ng.

1:58: 08 PM

MR. SHUMAN addressed the advantages and di sadvantages of snal
busi nesses following the state law and the federal law He
predicted that state options will have less fraud than federa

option because there are nore personal connections to | ocal
busi nesses.

1:59: 06 PM
CHAI R COSTELLO noted that the securities bill has not been
introduced in the conmttee yet.

MR SHUMAN related that |like the federal law, the Al aska |aw

envisions $1 mllion as a limt on what small businesses can
take in in investnent. Unlike the federal law which limts
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people to $2,000 per conpany, per year, it envisions up to
$7,500 per person, per company, per year. State |law also allows
solicitation. Wthin the state of Al aska, conpani es can
advertise and encourage people to buy their securities. The
federal law requires a web-based internediary; the state [|aw
all ows a web-based internediary.

He offered to answer questions.

2: 00: 52 PM
CHAI R COSTELLO asked if other countries have used t he nodel

MR. SHUMAN replied that the Canadians are noving at a simlar
pace, and like the U S., give sone authority to their provinces
to enact laws for local transactions. Some provinces have done
crowdfunding reform and reform related to investnent conpanies,
co-ops, and tax credits that encourage l|ocal investing. 1In
Australia a national comrssion is going to do a big
crowdfunding reform shortly. The Germans and British have sone
crowdf undi ng reformns.

2:02:32 PM
CHAI R COSTELLO requested the difference between Kick Starter and
t hi s nodel .

MR. SHUMAN defined a security as an agreenent that states you
will get some sort of significant rate of return. Sone fornms of
crowdfunding relate to securities and sonme do not. Crowdfunding
conmes in four flavors. One is Kick Starter, which is donation
crowdf unding. He gave an exanple of a brewery start up that
hands out gifts or tokens and is outside of SEC s domain. He
said KIVA, the electronic version of the Geen Bank, is another
ki nd of crowdfunding. He gave an exanple of how $100 m ght be
lent to a cause and then paid back without interest. This type
of crowdfunding is also not covered by SEC | aws.

The third type of crowdfunding relates to |ending where the
principal, plus interest, are paid back. They qualify as
securities and unaccredited investors can participate with sone
rules. The Jobs Act allowed for the fourth type of crowdfunding,
equity crowdfunding, and it conmes in a variety of nodels, such
as equity, royalty, or a conbination. Currently, 30 states have
i npl enented the law, but there is not nmuch activity yet. He
stressed a need for educating investors and businesses on how to
t ake advantage of this |egal opportunity.

2:07: 18 PM
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CHAI R COSTELLO asked, of the 30 states, which ones are doing it
correctly and how do they comrunicate this type of opportunity.

MR. SHUVAN opined that Oregon is inplenenting its securities
plan well. He said Any Pearl worked with the State Departnent of
Securities to facilitate a change in regulations. She also took
the initiative to educate conmunities about the opportunity. The
state has been very supportive, as have private foundations. He
said alnost all states inplenmented their |aws before the Jobs
Act. Alaska is the first state that is thinking about passing
legislation with a clear federal structure in place.

2:09:47 PM

CHAI R COSTELLO said it is inportant to wait and tine Al aska' s
| aw after the passage of the Jobs Act. She asked for information
about how to prevent fraud.

2:10: 43 PM

MR. SHUMAN opined that state |aws have better protection than a
national |aw because the citizens and investors know their |oca
busi nesses better. Securities laws are an added |ayer of
protection on top of fraud laws. He said Al aska |aw and federa
law both require filings. He suggested unifying regulatory
requirenents with those in the Jobs Act. He also suggested
paying attention to federal rules regarding the operation of a
portal and to get |icensed under the federal system and then
list Alaska securities on it.

CHAlI R COSTELLO t hanked M. Shuman, Brian Hol st and AGDC

2:14: 28 PM
SENATOR MEYER asked if people can invest in the state's new
marij uana busi ness.

MR. SHUMAN replied it's not his area of expertise but "I would
say that any educational canpaign around crowdfunding would
di scourage people from investing in new businesses. Rather, you
woul d want to encourage people to invest in expanded businesses
with a good track record, and to recognize that any new
busi ness-whether it is in a new field like marijuana or in a
wel | -established field like a truck restaurant-those are going
to be the riskiest things to put your noney into."

2:15: 49 PM
At ease

SB 126- SMALL SECURI TY OFFERI NGS
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2:18: 29 PM
CHAIR COSTELLO reconvened the neeting and announced the
consi deration of SB 126.

2:18:43 PM
WESTON ElI LER, Staff, Senator Ma Costello, Alaska State
Legi slature, introduced SB 126 on behalf of the sponsor,

paraphrasing the foll ow ng sponsor statenent:

Senate Bill 126, the Innovating Al aska Act, helps
Al askans start and invest in |ocal businesses by
enacting a new finance nechanismin state | aw.

Crowdi nvesti ng, somet i nes known as "equity
crowmdfunding,” is a new concept with a sinple prem se.
Instead of receiving large investnents from a few
traditional investors, Alaskans starting a business
receive small investnments from a potentially a |arge
group of investors. The approach |lets broad groups of
people invest in small businesses in return for equity
ownership. This nmakes it easier for business start-ups
to get capital to grow, and all ows average Al askans to
i nvest in busi nesses bei ng started in their
conmuni ties.

The federal Junpstart Qur Business Start-Ups (JOBS)
Act of 2012 paved the way for this paradigm shift in
busi ness creation. It refines sone of the nore onerous
regul ations that have historically made it difficult
for average Anericans to directly invest in private
conpanies. Since then over 12 states have enacted
intra-state crowdi nvesting | aws.

Crowdi nvesting usually works through young conpanies
selling equity shares, often through an on |line
portal, to a wide group of investors. Senate Bill 126
woul d regulate the sale of these types of securities
separately from +the Alaska Securities Act (AS
45.55.010) and adds several safeguards to protect
i nvestors.

Under Senate Bill 126, businesses seeking to raise
capital through crowdfunding would apply to the Al aska
Division of Banking & Securities and hold investor
funds in escrow in an Al askan bank.
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| nvest nents made through crowdinvesting are limted to
$7,500 for investors and $1,000,000 for businesses
raising capital. Both the investor and busi ness owner
must be Alaska residents at the tinme of sale. In
addition to the cap, an escrow deposit is required, as
is an agreenent acknow edgi ng high risk investnent.

Business start-ups are key to growing our state’s
econony. Enacting crowdi nvesting through Senate Bill
126 is an innovative way to give entrepreneurs easier
access to capital, and help Alaskans invest in |oca
busi nesses, and changes the paradigm for start-ups.

2:21:09 PM

MR. EI LER addressed a question from Senator Meyer saying that SB
126 creates an exenption in statute and applicants would have to
go through the Division of Banking & Securities to access it. He
said there are a nunber of safeguards that protect state policy
and investors.

2:23:59 PM
SENATOR STEVENS voi ced concern about investor safety and asked
if the process has worked in Oregon.

2:24: 35 PM

MR. EILER offered to get that information. He noted an update in
menbers’ packets from The National Council on State Legislatures
(NCSL) and a spreadsheet of intrastate crowdfunding |egislation.
He said it is a new area and there are a variety of success
stories and chal | enges.

2:25: 51 PM
CHAIR COSTELLO stated her intention to hold the bill in
comi ttee.

2:26:34 PM

KEVIN ANSELM Director, Division of Banking and Securities,
Department of Conmerce, Conmmunity and Econom c Devel opnent
(DCCED), provided information related to SB 126. She reported
that there are a nunber of states that have crowdfunding
statutes or regulations on their books. Wile there have not
been many |osses relating to crowdfunding, there have been sone
securities losses, which is why the enforcenent provisions are
important and the division will be watching closely.

2:27:32 PM
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SENATOR STEVENS asked what the director’s responsibility is
regar di ng crowdf undi ng.

M5. ANSELM explained the departnment’s role is receiving sinple
crowdfundi ng applications. She related that Al abama has been
successful for several years with its application process and
crowdfunding offerings. They have very sinple application
requi renments which Alaska is hoping to copy. She added that nost
of the details would be listed in regulations due to things
changi ng qui ckly, such as the delivery method and the financia
market. She noted it is difficult to change the |aw.

SENATOR STEVENS asked whether the departnent would analyze the
merits of a proposed business.

M5. ANSELM expl ained that Alaska is not a "nerit review state,”
it is a "disclosure state," so the departnent would |ook for
proper discl osures.

2:29:50 PM

SENATOR MEYER gave an exanple of investing $5,000 in a startup
conpany such as a brewery, and having a beer naned after the
investor. He asked what the equity ownership woul d be.

M5. ANSELM clarified that it is considered crowdfunding if there
is sone potential for profit and the investor is expecting a
return. There would not be potential for profit in the previous
exanpl e.

2:31:12 PM

SENATOR G ESSEL noted crowdfunding can’'t exceed $1 million and
$7,500 per person so it could not be used for the Alaska LNG
Proj ect.

MR. EILER agreed. He said the Departnment of Revenue is exploring
how average Al askans could invest in a large dianmeter AK LNG
pi pel i ne.

2:32:10 PM
CHAI R COSTELLO opened public testinony.

2:32:20 PM

THOMAS DALY, Owner, Hi Speed Cear, testified in support of SB
126. He said the bill provides opportunities for Al askans during
a time of financial challenges. He shared a story from his
youth. He maintained that SB 126 will help Al askan busi nesses by
allowing Alaskans to invest in them He testified that |arge
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corporations do not last in Alaska and are not the answer. He
descri bed how clusters of businesses could be devel oped and how
profits could remain in the state. He concluded that the bil

will provide Alaska with a sustai nable future.

2:34: 54 PM

JASON HOKE, Executive Director, Copper Valley Devel opnent
Association, testified in support of SB 126. He said the bill is

an opportunity for small businesses in a difficult financing
climate. It could allow urban investors to invest in businesses
in rural areas and el sewhere in the state. He offered to assist
inthe filing of applications.

2:37:17 PM
CHAI R COSTELLO held SB 126 in conmittee with public testinony
open.

SB 108- AK SECURI TI ES ACT; PENALTIES; CRT. RULES

2:37: 56 PM
CHAI R COSTELLO announced the consi derati on of SB 108.

2:38:28 PM
At ease

2:39: 04 PM

KEVIN ANSELM Director, Division of Banking and Securities,
Departnent of Commerce, Community and Econom c Devel opnment
(DCCED), provided information related to SB 108. She suggested
seeking information fromtwo docunents: a table of contents with
maj or points, and a docunent that conpares the bill to the
changes made fromthe old bill.

2:40: 45 PM

M5. ANSELM explained that SB 108 recognizes and incorporates
current securities industry terns and standards. She pointed out
that these have not been wupdated since the Mdel Act was
originally adopted in 1959. In 2014 several requirenents for
filing for exenptions for friends and famly investnments were
deleted. The other big change was in 1999 after the 1996
Nat i onal Securities Market |nprovenent Act.

She said the bill synthesizes with other states' laws to nake it
easi er for busi nesses, entrepreneurs, and investors to
understand their rights and responsibilities, and to expand
opportunities in Alaska. It opens crowdfunding opportunities to
Al askans and deters investnent scans. It enhances penalties
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agai nst those who harm older Alaskans, and it wll separate
securities statutes fromthe Al aska Native Cains Settlenent Act
(ANCSA) related statutes to reduce confusion and inprove
under st andi ng of both Acts.

M5. ANSELM addressed what the Al aska Securities Act does now. It
allows for the registration of securities, for the registration
of persons and firms that sell securities, and allows for
actions and penalties against those who would violate the |aw or
defraud Al askans, or both.

She related that ANCSA provisions renmain unchanged in AS 45.55,
including the enforcenent and administration of rel ated
securities laws. The securities provisions would nove to AS
45.56. There are still references to exenpt ANCSA securities
transactions included in AS 45.56.210(27).

She described the new logical, topical format of SB 108. It
outlines securities registration requirenments, generally, covers
exenptions fromthe registration requirenent, |licenses firns and
sal espersons, includes enforcenent provisions, and adds new
definitions. She said it also elimnates filings for al
exenptions from registration, except rescission offers and
crowdfunding. It wupdates entity and |law references, includes
“bad actor” disqualifiers, and inproves enforcenent and investor
education provisions and a way for funding them

2:45: 11 PM

M5. ANSELM said the bill has seven articles that related to the
Al aska Securities Act. Article 1 updates securities registration
requirenents in |anguage only. Article 2 deals with securities
exenpt from registration and adds the crowdfunding provision -

small intrastate securities offerings. She related that the bill
cont ai ns | anguage proposed by Senator Costello in House Bill 303
in 2013.

VB. ANSELM reported that Article 4 contains |icensing
requi renents for broker-dealers, agents, investnent advisers,
i nvest ment advi ser representatives, and federally covered
i nvest ment advi sers. | t al so contains new registration

exenptions for nmergers and acqui sition brokers and "snow birds."

She related that Article 5 <contains fraud and liability
provisions. The fraud provisions generally remain the sane,
however, a qualified immnity clause has been added to protect
brokers from liability for defamation when they report true
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information to the admnistrator regarding another person's
activities. She described it as a whistlebl ower protection.

2:48: 15 PM
M5. ANSELM said Article 6 deals with the adm nistration of the
Act. It allows for developnent and inplenmentation of investor

education initiatives through collaboration and the |ega
ability to accept grants or donations for that specific purpose.
It sets up an investor education fund with one-third of the

noney received through civil penalties. The legislature may
appropriate the funds to support investor education and
t rai ni ng. Article 6 also provides for variable annuity

transactions with investors, subject to applicable provisions of
the Securities Act. She noted the departnent is in discussion

with insurance industry representatives to resolve their
concer ns.

2:50: 02 PM

M5. ANSELM turned to admnistrative, «civil, and crimna

enforcement also contained in Article 6. The basic provisions
remai n the sane, although they are significantly reorgani zed and
expanded from current law, primarily in the area of increasing
civil penalties. Cvil penalties are currently limted to $2,500
per violation and $25,000 per group. The bill proposes that
civil penalties be increased to $100,000 per violation with no
maxi mum limt per case. There would be treble danages when the
victimis an older Al askan - a person 60 or older. Restitution
may be ordered by the admi nistrator, and the superior court can
hold a person in violation of a final admnistrative order in
civil contenpt, subject to a potential $100,000 fine per
vi ol ation

2:51:32 PM

M5. ANSELM di scussed civil enforcenment and liability. She said
civil liability is separated from rescission (undoing a
transaction) and she described liability circunstances and
remedi es. Sal espeople who violate the Act are liable to their
clients, who may recover danages. The statute of limtations is

generally three years from the date of sale, unless there is
fraud, which extends it to five years.

2:52:08 PM

MS. ANSELM reported on rescission offers updates. The aggrieved
party has 30 days to accept a rescission offer. The offeror nust
denonstrate the ability to pay. The rescission offer mnust be
delivered in a way that ensures receipt, and the offeror nust
actual ly pay as prom sed.
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She pointed out that crimnal enforcenment has increased
penalties. There is a five-year statute of I|imtations. For
certain provisions, "willful violation" is changed to "know ng
violations,” which are Cass C felonies, and the fine increases
from $5,000 to $100,000. She added that altering or destroying
evidence is a class C fel ony.

2:53:. 06 PM

M5. ANSELM highlighted the size of the securities industry in
Al aska. There are over 1,200 Dbroker-deal ers, about 765
i nvestment advisers, and over 90,000 salespersons. There are
over 6,000 rnutual fund/unit investment trust filings and 599
securities registrations filings. Alaska is a target state due
to its high per capita incone.

2:54.:53 PM

M5. ANSELM reported that there were 35 securities enforcenent
actions in FY2015, 17 of which were securities related. She
provided an exanple of fraud totaling $3.2 million by a Texas
conpany. She noted that securities cases are posted on the
di vision's web page.

She said Article 7 adds new and updated definitions.

2:56:19 PM

V. ANSELM concluded wth the Division of Banki ng and
Securities' mssion statenent: "Protect consuners of financial
service and pronote safe and sound financial systens." This

supports the departnment's mssion: "Pronote a healthy econony,
support strong communities, and protect consuners in Al aska."

CHAI R COSTELLO t hanked Ms. Ansel mand held SB 108 in conmmttee.
2:58: 27 PM
There being no further business to cone before the conmttee

Chair Costello adjourned the Senate Labor & Commerce Conmittee
at 2:58 p. m
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