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CONFI RVATI ONS HEARD AND HELD
Board of Certified Real Estate Appraisers
SCHEDULED BUT NOT HEARD

SENATE BILL NO 56

"An Act relating to product warranties and services for certain
pr oduct s; relating to «certain dealers, di stributors, and
manuf acturers; and establishing an unfair trade practice under
the Al aska Unfair Trade Practices and Consuner Protection Act."

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
BILL: SB 56

SHORT TITLE: PRODUCT WARRANTI ES & REQUI RED UPDATES
SPONSOR(s): SENATOR(s) G ESSEL

02/ 13/ 17 (S) READ THE FIRST TIME - REFERRALS
02/ 13/ 17 (S) L&C
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W TNESS REG STER

MARJA BELTRAM , Appoi nt ee

Al aska State Board of Public Accountancy

Anchor age, Al aska

POSI TI ON STATEMENT: Testified as appointee to the Al aska State
Board of Public Accountancy.

WAYNE HOGUE, Appoi ntee

Al aska State Board of Public Accountancy

Kot zebue, Al aska

POSI TI ON STATEMENT: Testified as appointee to the Alaska State
Board of Public Accountancy.

DONAVAN RULI EN, Appoi nt ee

Al aska State Board of Public Accountancy

Anchor age, Al aska

PCOSI TI ON STATEMENT: Testified as appointee to the Al aska State
Board of Public Accountancy.

CLAY BEZENEK, Appoi ntee

Fi sherman’ s Fund Advi sory and Appeal s Counci
Ket chi kan, Al aska
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POSI TI ON STATEMENT: Testified as appointee to the Fisherman’s
Fund Advi sory and Appeal s Council .

MARK SALDI, representing hinself

Skagway, Al aska

POSI TI ON STATEMENT: Testified in support of the reappointnent of
Clay Bezenek to the Fisherman’s Fund Advisory and Appeals
Counci | .

JERRY MCCUNE, President

Uni ted Fi shernen of Al aska

Juneau, Al aska

PCSI TI ON STATEMENT: Testified in support of the reappointnent of
Clay Bezenek to the Fisherman’s Fund Advisory and Appeals
Counci | .

LANA BELL, Appointee

Board of Pharnacy

Anchor age, Al aska

PCOSI TI ON STATEMENT: Testified as an appointee to the Board of
Phar macy.

TARYL G ESSEL, Appoi ntee

Board of Pharnacy

Eagl e Ri ver, Al aska

PCOSI TI ON STATEMENT: Testified as an appointee to the Board of
Phar macy.

JAVES HENDERSON, Appoi nt ee

Board of Pharnmacy

Sol dot na, Al aska

POSI TI ON STATEMENT: Testified as an appointee to the Board of
Phar macy.

ELZABETH JOHNSTON, Appoi nt ee

State Board of Registration for Architects, Engineers, and Land
Surveyors

Fai r banks, Al aska

PCOSI TI ON STATEMENT: Testified as an appointee to the State Board
of Registration for Architects, Engineers, and Land Surveyors.

Rl CHARD JONES, Appoi ntee

State Board of Registration for Architects, Engineers, and Land
Surveyors

Juneau, Al aska

PCSI TI ON STATEMENT: Testified as an appointee to the State Board
of Registration for Architects, Engineers, and Land Surveyors.
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SENATOR CATHY G ESSEL

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON STATEMENT: Sponsor of SB 56.

AKI S G ALOPSCS, Staff

Senator Cathy G essel

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON STATEMENT: Provi ded a sectional analysis for SB 56.

ED SNI FFEN, Deputy Attorney Gener al

G vil Division

Regul atory Affairs & Public Advocacy (RAPA)

Depart ment of Law

Anchor age, Al aska

PCSI TI ON STATEMENT: Answered questions related to SB 56.

CHRI' S GERONDALE

Construction Machi nery Industrial, LLC

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in support of SB 56.

STEVE SEWARD, Attorney

Construction Machi nery Industrial, LLC

Seattl e, Washi ngton

PCOSI TI ON STATEMENT: Answered questions related to SB 56.

JI' M HALLORAN

Caterpillar Inc.

Peoria, Illinois

PCSI TI ON STATEMENT: Testified in opposition to SB 56.

NI CK YAKSI CH, Senior Vice President
Associ ati on of Equi pnment Manufacturers
PCSI TI ON STATEMENT: Testified in opposition to SB 56.

ACTI ON NARRATI VE

1:40: 28 PM

CHAIR M A COSTELLO call ed the Senate Labor and Comrerce Standing
Commttee neeting to order at 1:40 p.m Present at the call to
order were Senators Hughes, Gardner, Stevens, Myer, and Chair
Costel |l 0.
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CONFI RVATI ON HEARI NGS
Al aska State Board of Public Accountancy
Fi sherman’s Fund Advi sory & Appeal s Counci
Board of Pharnacy
State Board of Registration for Architects, Engineers, & Land
Surveyors

1:41:11 PM

CHAI R COSTELLO announced the first order of business would be
confirmation heari ngs for gover nor board & comm ssion
appoi ntments. She thanked the nom nees and advised that nenbers
have information about the individuals in their packets. She
noted that the names of all appointees would be forwarded in one
batch at a | ater date.

1:42: 38 PM

CHAI R COSTELLO asked Marja Beltram of Anchorage to tell the
committee about her interest in serving in the CPA seat on the
Al aska State Board of Public Accountancy.

1:43: 09 PM

MARJA BELTRAM, Appointee, Alaska State Board of Public
Account ancy, Anchorage, Al aska, said she has been a CPA for nore
than 20 years and has her own business. Her interest in serving
on this board is to keep her profession noving forward and
ensure a good future for her staff.

CHAI R COSTELLO asked if she sees any particular challenges the
board will address in the com ng year.

M5. BELTRAM replied she is not aware of any major changes on
t he horizon.

SENATOR GARDNER asked her to tal k about the possible conflict of
interest given the business she owns and the work with this
boar d.

M5. BELTRAM said she is subject to all the decisions that board
makes so she nay potentially be affected both positively and
negatively. "That's why | answered 'yes' | my potentially
benefit from any decisions the board would have, as would any
CPA that sits on this board and is in current practice.”

SENATOR GARDNER, noting that five of the seven nenbers of this

board are CPAs, commented that it makes sense applicants would
have an interest in serving in their area of experti se.

SENATE L&C COW TTEE - 5- March 9, 2017



CHAI R COSTELLO thanked Ms. Beltram for being willing to serve
and reiterated that the nanes would be forwarded in one batch at
a |later date.

1:46: 55 PM

CHAIR COSTELLO asked Wayne Hogue of Kotzebue to tell the
commttee about his interest in serving in the public seat on
the Al aska State Board of Public Accountancy.

1:47:19 PM

WAYNE  HOGUE, Appoi nt ee, Al aska State Board of Publ i c
Account ancy, Kotzebue, Al aska, stated that he is not a CPA and
thus has no potential conflict of interest serving on this
board. He wants to serve in order to fulfill his civic duty. The
CGovernor's Ofice asked him to serve and he submtted his
appl i cation.

CHAI R COSTELLO noted that in the past he served on the Kotzebue
Al cohol Beverage Control Board.

MR. HOGUE confirmed that service and explained that he hel ped
inmplement the first city-owned liquor store in Kotzebue. It
provi ded good experience in rule-nmaking and bringing regul ations
inline wth the rest of the nation.

SENATOR STEVENS asked if nost of the neetings of the Al aska
State Board of Public Accountancy are audio conference or face-
t o-face.

MR. HOGUE replied his first neeting was audi o conference, but he
found it difficult to participate because the applications the
board was evaluating were physical files. The next neeting was
in Juneau and he traveled there to neet with legislators to
di scuss potential changes; it was very productive. He said the
board is trying to get permssion to bring himto the quarterly
nmeetings since he is renote. He and one other nenber are not on
t he road system

SENATOR STEVENS agreed that face-to-face neetings are better and
said he assunes that attending occasional neetings will not be a
har dshi p.

MR. HOGUE confirmed it would not be a problem

1:50: 50 PM

SENATOR HUGHES noted his enploynent history and asked what a
virtualization consultant is.
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VR. HOGUE explained that virtualization is consolidating
conputer resources into a centralized stack. He has been
involved with virtualization since the 1990s; it is the way of
the future.

SENATOR HUGHES asked if a wvirtual neeting would include
synchronous video teleconferencing and if that would be a
possibility for sonme of the state boards.

MR. HOGUE replied that is a possibility, but it won't work for
this board until everything under review is digitized. He noted
that teleconferencing is used extensively in the nedical field
and that WebEx (which is a shared neeting) would enhance online
neeti ngs and save on travel.

SENATOR HUGHES suggested he help usher that in for all boards
and conmm ssions to save travel costs.

MR. HOGUE agreed that is a possibility and admtted he is very
pro technol ogy.

CHAI R COSTELLO thanked M. Hogue for being willing to serve and
noted that public testinmony would remain open on this and all
nom nees.

1:56: 36 PM

CHAI R COSTELLO asked Donavan Rulien of Anchorage to tell the
committee about his interest in continuing to serve on the Board
of Public Accountancy. She noted his long history of
vol unt eeri ng.

1:57:27 PM

DONAVAN  RULIEN, Appointee, Alaska State Board of Public
Account ancy, Anchorage, Al aska, said he and his wife nobved to
Al aska 33 years ago and they believe it is inportant to be part
of and give back to the comunity. He advised that he just
finished his first term on this board and currently serves as
chair. He listed other organizations he has and does serve on
that have given him a good background to help serve Al aska CPA
|icensees. He stressed that protection of the public is of
par anount i nportance.

SENATOR GARDNER noted his service as an expert wtness and
wonder ed of many were divorce cases.
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MR. DONAVAN answered yes, to establish fair valuations before
property is divided.

CHAI R COSTELLO thanked M. Rulien for being willing to serve.
2:00: 05 PM

CHAI R COSTELLO asked C ay Bezenek of Ketchikan to coment on
serving on the Fisherman’s Fund Advi sory and Appeal s Council .

2:00:43 PM
CLAY BEZENEK, Appointee, Fisherman’s Fund Advisory and Appeals
Council, Ketchikan, Alaska, said he has been on the appeals

council for 11 years and is honored to be nom nated to continue
to serve. He has been a fisherman for 34 years and has a clear
understanding that health concerns are very inportant for the
fleet, particularly since it is graying. The current board has a
good mx of fishernen statewide and historical know edge is
transferred to newer nenbers. He discussed the solvency of the
fund, licensing scans the Ilegislature helped elimnate, and
tipped his hat to the people who started the fisherman's fund in
1952.

SENATOR STEVENS asked if the board beconmes involved after a
fi sherman has been hurt or beconme sick and a negative decision
has been reached on his/her coverage.

MR. BEZENEK said that's correct; the board | ooks at things after
it is deened that the general criteria have not been net.

2:04:49 PM

MARK SALDI, representing hinself, Skagway, Al aska, testified in
support of the reappointnent of M. Bezenek to the Fisherman’s
Fund Advi sory and Appeals Council. He related that he has worked
with M. Bezenek for nine years and finds himto be a top notch
guy who |ikes to get things done. "Besides that, Cay knows just
about everybody in the state when it cones to fishing."

2:05:50 PM
JERRY MCCUNE, President, United Fishernen of Al aska, Juneau,
Al aska, testified in support of the reappointment of Cay

Bezenek to the Fisherman’s Fund Advisory and Appeals Council. He
has served the longest of any nenber and has a clear
understanding of what is going on wth insurance. H s
reappointnent is essential to the <council. He noted that

fishermen have to use their own insurance if they have it, but
many do not.
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CHAI R COSTELLO agreed that continuity is inmportant, particularly
on the small boards. She thanked M. Bezenek for being wlling
to serve and noted that public testinony would remain open and
that all the nanes would be forwarded in one batch

2:07:39 PM

CHAIR COSTELLO asked Lana Bell of Anchorage to tell the
commttee about her interest in serving on the Board of Pharmacy
in the pharmaci st seat.

2:08: 07 PM

LANA BELL, Appointee, Board of Pharnacy, Anchorage, Al aska,
stated that she was licensed in Alaska in 1988 and spent nost of
her career in retail pharmacy. For the last 14 years she has
worked for the state at Pioneer Home Pharnmacy. Alaska has
provided her great opportunities throughout her career and she
would like to give back. She discussed her participation as the
pharmacy board representative on the Governor's Controlled

Substance Advisory Council. It is an inportant topic for
phar maci sts. She shared that in retail pharmacy she always had
to work closely with |aw enforcenent because people will go to

great lengths to obtain prescription opioids. It is not a new
problem "it's just out of control now "

CHAI R COSTELLO thanked Ms. Bell for her contribution and for
being willing to serve.

SENATOR GARDNER observed that she has expertise that could be
valuable to the legislature when it contenplates legislation to
address the opioid epidemc. She asked if in her role as a board
of pharmacy nmenber or as a nenber of the controlled substance
council she is able to testify on legislation that would affect
her work at the state or federal |evel.

M5. BELL replied she would need to ask if she could testify, but
she is always avail able as a resource.

SENATOR HUGHES asked if she could talk about the frequency of
requests for prescription opioids now conpared to five years
ago.

M5. BELL replied she no longer works retail; she works in an
institutional pharmacy where access is nore controlled so there
isn't abuse. She clarified that street drugs have a | arge inpact
on the out of control situation she referenced.
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SENATOR HUGHES asked if she 1is seeing an increase in
prescriptions with an opioid base.

M5. BELL said she believes that many prescribers are nore
careful now than in years past. She discussed how a certain
nunber of people will becone addicted if they are legitimately
prescri bed opioids. She said it’'s a balance to give a person
enough to heal w thout chancing addiction.

2:20:11 PM

SENATOR MEYER said his experience with pharmacists and getting
prescriptions filled is that the insurance conpanies are always
changing the rules on supply. He asked if she hears about that
difficulty and if there is anything that the legislature can do
to help the situation

M5. BELL said her pharmacy does long-term billing and the
nightmare it has faced is on the federal |evel fromthe Centers
for Medicare and Medicaid Services (CVM5) regarding the short
cycle. They can only dispense up to a 14 day supply, which
results in copay issues. Wiat she has learned is that it is
critically inportant to do every claimcorrectly the first tine.

2:25:11 PM
SENATOR GARDNER asked the reason for the 14-day I|limt on
prescriptions.

M5. BELL said it is a Medicare rule for long-termcare
facilities.

2:25.: 44 PM
CHAI R COSTELLO t hanked Ms. Bell for being willing to serve.

2:26: 05 PM

CHAI R COSTELLO asked Taryl G essel of Eagle R ver to tell the
commttee about her interest in continuing to serve on the Board
of Pharmacy in public seat.

2:26:31 PM

TARYL G ESSEL, Appointee, Board of Pharnmacy, Eagle River,
Al aska, said she is a honenmaker who has served one term on the
board in the second public nenber seat. It is an excellent board
that is doing a lot to further public safety and to protect the
profession. Her focus as a public nmenber is public safety and
how to serve the public wthout tying the hands of the
prof essionals practicing in this field.
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CHAIR COSTELLO found no questions or public testinmny and
t hanked Ms. G essel for being willing to serve.

2:28: 08 PM

CHAI R COSTELLO asked Janmes Henderson of Soldotna to tell the
commttee about his interest in serving on the Board of Pharmacy
in a pharnaci st seat.

2:28:32 PM

JAVES HENDERSON, Appoi ntee, Board of Pharmacy, Sol dotna, Al aska,
said he has been in Alaska for 10 years and a pharmacist for 22
years. Mst of his career has been in retail pharnmacy and now he
has a hone infusion pharnmacy business. He was asked to serve on
the board and he feels it would be a good way to provide public
servi ce and shape hi s profession.

2:29:33 PM
CHAIR COSTELLO found no questions or public testinmny and
t hanked M. Henderson for being willing to serve.

2:30: 05 PM

CHAI R COSTELLO asked Elizabeth Johnson of Fairbanks to tell the
committee about her interest in serving on the State Board of
Registration for Architects, Engineers, and Land Surveyors in
the el ectrical engineer seat.

2: 30: 46 PM

ELI ZABETH JOHNSTON, Appointee, State Board of Registration for
Architects, Engineers, and Land Surveyors, Fairbanks, Al aska,
said she is a registered electrical engineer and registered fire
protection engineer, which are two of the disciplines the board
governs for professional registration and practi ce.

2: 30: 58 PM
At ease

2:31: 02 PM
CHAIR COSTELLO reconvened the neeting and asked iif she
antici pates any challenges the board will face in the next year.

M5. JOHNSTON replied an issue she sees is the debate about
whet her or not to include software engineering as a new form of
registration in Al aska.

CHAIR COSTELLO found no questions or public testinony and
t hanked Ms. Johnston for being willing to serve.
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2:33:15 PM

CHAIR COSTELLO asked Richard Jones of Juneau to tell the
commttee about his interest in serving on the State Board of
Regi stration for Architects, Engineers, and Land Surveyors in
the public seat.

2:33: 38 PM

RICHARD JONES, Appointee, State Board of Registration for
Architects, Engineers, and Land Surveyors, Juneau, Al aska, said
that before he retired fromthe state he worked in professiona
licensing. In that capacity he worked with this board for
several years. He enjoyed that work and found the board provided
a valuable service. He said he is also aware of the inportance

of an outside perspective and that is why he would like to
serve.
2:34:29 PM

CHAIR COSTELLO found no questions or public testinmny and
t hanked M. Jones for being wlling to serve.

She reiterated her thanks to the nom nees for providing their
time and expertise to the boards. She advised that there are
over 200 boards in Alaska and many are significant in managing
t he profession across the state.

2:35:19 PM
At ease

SB  56- PRODUCT WARRANTI ES & REQUI RED UPDATES

2:38: 00 PM
CHAIR COSTELLO reconvened the neeting and announced the
consi deration of SB 56.

2:38: 29 PM
SENATOR CATHY d ESSEL, sponsor of SB 56, introduced the bill
speaking to the followi ng sponsor statenent:

Senate Bill 56 proposes fair treatnent to Al askan
consuners and busi nesses. Heavy equi pnent is expensive
and conplicated. Most resource conpani es, contractors,
and many other consuners are dependent on the
avai lability of equiprment to keep Al askans enployed
and busi nesses running.

Qur state’s renote locations and transportation
chal | enges, coupled with high shipping costs, often
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can result in high costs to local dealers and
distributors when delivering warranty and update
services for a manufacturer’s defective or deficient
products. Many of these services are not reinbursed by
the manufacturers who require this high cost work.
This results in our local businesses, or their
cust oners, absor bi ng expenses for shi ppi ng,
transportation, and |abor that should be paid by the
conpany that manufactures the defective or deficient
products, provides the warranty, and requires the
updat es.

Senate Bill 56 protects buyers of heavy equipnent. If,
during the term of a warranty or, if earlier, wthin
one year after the date equipnent is delivered to a
buyer, the manufacturer or dealer is unable to repair
equi pnent after a reasonable nunber of attenpts, the

bill requires a refund or repl acenent of the
equi pnment .
Senate Bill 56 also would ensure that |ocal dealers

and distributors of heavy equipnent, nmachinery, and
tools wused for construction, nmaintenance, resources
devel opment and simlar activities are adequately
conpensated when providing required warranty service
and manufacturer’s required updates on the products

t hey sell.
Senate Bill 56 builds on existing state |aw pertaining
to boats, and all-terrain vehicles (ATVs). The

| egislation provides clarity, and certainty, for the
consuners that use and the nmanufacturers and deal ers
that provide the equipnent that keeps Al aska s heavy
equi pnent industries running. Senate Bill 56 would not
apply to vehicles licensed for use on roads, boats,
and ATVs; those itens are covered under a separate and
current statute.

Senate Bill 56 protects consuners and balances the
interests of |local dealers to be adequately nade whol e
for meeting their obligations to custoners, while
setting clear guidelines for manufacturers of heavy
equi pnent products.

SENATOR G ESSEL said her staff, M. Galopsos, is available to

take the conmttee through a sectional analysis if the chair
wi shes.
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2:44:10 PM

AKIS QG ALOPSCS, Staff, Senator Cathy Gessel, provided a
sectional analysis for SB 56 speaking to the follow ng prepared
docunent :

Section 1. Enacts 45.45.772 — 45.45.788, which outline
t he obl i gations and duties of manuf act ur er s,
contractors, dealers, and distributors when providing
“required services” which include warranty work,
corrective work on defective products, and updates
required by nmanufacturers. For sinplification of this

secti onal , the word “dealer” is wused instead of
“dealer or distributor,” the phrase that appears in
the bill.

Sec. 45.45.772 Requires a dealer to provide any
manufacturer’s warranty in effect at the tinme of sale
to the purchaser. Qutlines the obligations of each
party when a contractor provides warranty service on
behal f of the manufacturer.

Sec. 45.45.773 Requires a dealer to explain the
war ranty cover age, i ncl udi ng di scl ai mers, and
limtations; prohibits a dealer from meking a
representation about a warranty that is not nade in
the warranty; and requires the dealer to provide
manual s to the purchaser

Sec. 45.45.774 Requires the dealer to provide warranty
service and to make all claims for war ranty
reinbursenent in the nmanner established by the
manuf act urer .

Sec. 45.45. 775 Prohibits a manuf act ur er from
restricting the nature or extent of |abor or parts
that are needed to performthe work in accordance with
general |y accepted standards.

Sec. 45.45.776 Requires the manufacturer to follow the

process outlined in this bill and standard industry
claim procedures when paying a dealer for required
servi ces.

Sec. 45.45.777 Establishes the mninmm conpensation
for work performed by a dealer on behalf of a
manuf acturer. Specifies the mnimum rate and tine for
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| abor costs. Also requires the manufacturer to pay for
transportation and | odging costs if the dealer has to
send an enployee to the field to performthe work.

Sec. 45.45.778 Requires a manufacturer to reinburse a
dealer for parts used at the mnufacturer’s ful
suggested retail price.

Sec. 45.45.779 If a part needed that is not in the
dealer’s inventory, requires the manufacturer to pay
the cost to send the item as soon as possible, to the
purchaser’s choice of either the dealer that sold the
product or the dealer closest to the purchaser.

Sec. 45.45.780 Requires the manufacturer to pay or
di sapprove a claimwithin 30 days or it is considered
approved and accrues a penalty of 1.5% per nonth.

Sec. 45. 45, 781 Requi res a mnufacturer’s claim
di sapproval to be in witing and issued within 30 days
of receipt of the claim

“Lenpn Law’ Provi sions:

Sec. 45.45.782 Requires the manufacturer or dealer to
repair a product defect that is covered under warranty
when reported by the purchaser.

Sec. 45.45.783 If a product cannot be repaired after a
“reasonabl e nunber” of attenpts during the term of the
warranty or one year after purchase, whichever cones
first, requires the manufacturer to either replace the
product with a new conparable product or refund an
anount equal to the full purchase price mnus a
“reasonabl e amount” for the period that the purchaser
was able to use the product. The purchaser can choose
whether to get a new product or refund. Qutlines how
to calculate the “reasonabl e amount” for a refund.

Sec. 45.45.784 Establishes a process for the purchaser
to make a claim under 45.45.783. The purchaser nmnust
make a witten claim by certified mil to the
manufacturer within 60 days of the end of the term of
the warranty or one year after the purchase date,
whi chever cones first. Qutlines what nust be in that
witten claim Allows the manufacturer to make a final
attenpt to fix the itemw thin 30 days.
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Sec. 45.45.785 States that the manufacturer does not
have to replace/refund if the clained product defect
is either not a defect or resulted from alteration,
abuse or neglect by a person who is not an authorized
deal er.

Sec. 45.45.786 Creates a rebuttable presunption that
if the product has been in the shop for repairs three
separate times or for 30 days during the warranty
period or first year of ownership, whichever s
shorter, a “reasonable nunber of attenpts” to fix the
product has been made.

Definitions for |anguage enacted in this bill:

Sec. 45.45.787 Defines what products are covered by
this | egislation.

Sec. 45.45.788 Establishes what qualifies as a
“warranty service.”

Section 2: Amends the definition of “nerchandise” in
AS 45.45.790 to include “covered products” — a term
used in this bill.

Section 3: Adds definitions to AS 45.45.790 for terns
used in this | egislation.

Section 4: Adds violations to the provisions in
Section 1 to the list of unfair nethods of conpetition
and unfair or deceptive acts or practices found in AS
45.50. 471.

Section [5]: Applicability — specifies that this bill
applies to agreenents entered into on and after the
effective date of this act.

2:54.:01 PM

SENATOR STEVENS asked if passing this bill mght result in a
manuf acturer such as Caterpillar deciding it isn't worth doing
busi ness in Al aska.

SENATOR GESSEL clarified that the vendor travels to the
| ocations, not the manufacturer. She posed the hypothetical
scenario of a vendor in Anchorage who is required to either
travel to the renote l|location to provide warranty service or
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ship the equi pmrent back to Anchorage for repair. R ght now, the
vendor is required to do that to cover the warranty, but the
manuf acturer may decline to pay the vendor's full costs. The
Al aska vendor assunes the extra costs. SB 56 seeks to renedy
that; the manufacturer nust agree to cover the full costs.

SENATOR STEVENS voiced concern about pot enti al harm if
manuf acturers decided not to do business in Alaska if they had
to cover what could be enornous additional costs.

SENATOR G ESSEL suggested that he ask the vendors who are online
to offer their perspective, but she believes it is unlikely that
the bill would cause a conpany like Caterpillar to stop doing
busi ness in Al aska.

2:57:48 PM
SENATOR GARDNER said she too shares that concern. It may be an
uni nt ended consequence that Al askans woul d have to buy equi prment
in Seattle and the warranty would only be valid in the state of
Washi ngt on.

She referred to Sec. 45.45.787 on page 7 that refers to the
products that are covered under the bill. She asked, if this is
a good idea, why not apply it to all products sold in Al aska?

MR. d ALOPSCS explained that this legislation was introduced at
the request of some of the affected stakeholders that
specifically work with off the road system nmanufacturing and
deal er issues. The language is based on the legislation that
passed in 2009 when all-terrain vehicles, boats, snow machi nes
and other off-road vehicles were brought under coverage for
warranty service in renote regions. The legislative intent in
2009 was clear that there was a delineation between itens
registered for operation on a road and those that are
specifically purposed for off-road use.

SENATOR GARDNER continued to question limting the coverage to
itens involved in resource developnent or construction. She
pointed out that it could be simlarly expensive to get warranty
work done on a commercial refrigerator that was shipped to Cold
Bay, for exanple.

MR G ALOPSOCS said the individuals who will testify can talk
about the relationship between a dealer of industrial comercial
pi eces of equi pnent versus a hone appliance froma big box store
that provides a direct, through-the-manufacturer warranty. Those
purchases are different for several reasons, one of which is the

SENATE L&C COW TTEE -17- March 9, 2017



exclusivity clause for sone franchise holders and dealers. He
said it was the sponsor’s intent to narrowWy tailor the
| egi slation to cover the products it does.

SENATOR GARDNER asked if the provisions in subsections (b), (c),
(d), and (e) that start on page 3, line 1, are the sane in other
parts of the country or unique to Al aska.

MR. G ALOPSCS deferred the question to the Departnent of Law.
CHAI R COSTELLO i ndi cated the question would be held until |ater

SENATOR GARDNER revi ewed the provision in subsection (e) on page
3, lines 17-20, that requires the manufacturer to reinburse a
dealer or distributor for transportation and |odging costs to
travel to a location to performrequired service. She said a | ot
of her questions are about whether this is done in other states
or is unique to Al aska.

3:03:49 PM

SENATOR G ESSEL responded that it is inpossible to conpare the
chal | enges associated with doing business in a renote area of
| ndi ana, for exanple, versus the challenges of doing business in
renmote areas of Alaska that can only be reached by air. "It is
in fact true that Alaska is different."

SENATOR GARDNER referred to Sec. 45.45.785 on page 6 that talks
about exceptions. She asked if a manufacturer would to need send
sonmebody to Cold Bay, for exanple, to show that an alleged
defect either is not a defect or is the result of an alteration
by sonebody who is not the dealer or distributor.

MR. G ALOPSCS deferred the question to the people online waiting
to testify. They can recount specific case studies, he said.

3:05: 27 PM
At ease

3:06: 22 PM
CHAI R COSTELLO reconvened the neeting and asked M. Sniffen to
respond to Senator Gardner’s questions.

3:06:43 PM

ED SNI FFEN, Deputy Attorney General, Cvil D vision, Regulatory
Affairs & Public Advocacy (RAPA), Departnent of Law, Anchorage,
Al aska, said he is not aware of what other states do with |enon
laws for large construction equipnment. He agreed with M.
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G al opsos that sone of the dealers who are online to testify may
have a nore conprehensive understanding of how other states
handl e this.

3:07:26 PM

SENATOR HUGHES referred to the list of products that are covered
starting on page 7, line 7. She asked if the Departnent of
Transportation and Public Facilities (DOTPF) wll benefit from
the bill, resulting in a cost savings to the state.

SENATOR G ESSEL offered to follow up after doing research about
whet her DOTPF purchases equi pnent through a | ocal vendor or goes
directly to the manufacturer.

SENATOR HUGHES said if the departnment does deal wth |ocal
vendors, the list should be reviewed to ensure it is conplete.

CHAI R COSTELLO asked M. Sniffen why contract law fails to
address the concerns that pronpted the sponsor to introduce the
bill.

MR. SNIFFEN said nost of these franchise relationships start
with contract negotiations and over tine it becones sonething
I i ke an adhesi on contract where the deal er doesn't have a |ot of
bargaining power. That's why states |ike Al aska have auto
franchi se | aws.

SENATOR STEVENS asked if a manufacturer could declare that a
warranty is not covered in distant or renote | ocations.

MR SNIFFEN said that would be difficult to do for a
manuf acturer that sells equipnment into a state knowing that it
is likely it wll be transported to a renote area. Warranties
generally follow the equipnent and unless there is a clearly
stated exception, the manufacturer would probably be required to
provi de that service.

SENATOR STEVENS observed that it is sinple economcs; if it
costs too nmuch to do business you find a way not to do it. He
said he agrees with Senator Gardner's conment about unintended
consequences but M. Sniffen doesn't seemto agree.

MR. SNIFFEN clarified that he is saying the manufacturer m ght
adjust the warranty after getting stuck with a large bill. He
added, "It's hard to say what the consequences of this
| egi sl ati on m ght be."
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3:12: 50 PM
SENATOR HUGHES asked the estimated annual dollar anount that
deal ers are paying for unrei nbursed warranty work.

SENATOR G ESSEL suggested the franchise dealers answer the
gquestion. She added that she has anecdotal evidence that they do
not pass those unreinbursed costs on to the consuner. "They
absorb that cost as Al askan businesses thenselves, and therein
lies the problem™”

3:13: 36 PM
At ease

3:13:55 PM
CHAI R COSTELLO reconvened the neeting and asked M. Sniffen if
lemon laws are in current statute.

MR. SNIFFEN replied Alaska has two lenmon |aws. The 2009 ATV
leron law that was predicated on the existing autonobile |enon
|aw. Alaska also has a distributorship law in Title 45 that
protects distributors of all products from certain practices of
manuf act ur ers.

CHAIR COSTELLO observed that the commttee heard simlar
| egislation |ast week; the legislature is being asked to set the
guidelines in certain areas because it doesn't appear that the
contracts are addressing the issues.

MR SNIFFEN said this bill does not have the retroactive
provision that SB 47 has. It would only apply to new contracts.
3:16: 23 PM

CHAI R COSTELLO opened public testinony on SB 56

3:16: 37 PM

CHRIS GERONDALE, Construction Machi nery | ndustrial, LLC,

Anchorage, Al aska, testified in support of SB 56. He stated that
his famly has been in the construction and heavy equipnent
industry in Alaska since the 1930s. He works in the famly
busi ness and al so does contract work for other heavy equipnent
contractors and several mnes in Southeast Al aska. He said that
he can see this issue fromboth sides.

He di scussed heavy equi pnent warranties and product updates and
noted that in both instances the manufacturer is not required to
cover all labor or freight associated with these repairs. SB 56
would require manufacturers to cover a higher percentage of
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those costs. This wll be particularly helpful for snal
contractors, farners, |oggers, and placer mners.

MR. CGERONDALE expl ai ned the process when there is a failure and
the equipnent is under warranty. First, the end user has to pay
the airfare, travel |abor, and travel costs to get the problem
di agnosed. Once di agnosed, the part is ordered on a stock order,
whi ch can take four weeks or 15-20 percent of the construction
season in Al aska. To speed the process the end user often elects
to pay for expedited freight. Once the part arrives, the end
user will again have to pay the costs to have the nmechanic cone
back out and fix the piece of equipnent. He estinated that on a
$4, 000- $5, 000 warranty work order, the manufacturer nmay only
cover $500.

Product updates are simlarly problematic. The costs can easily
be $3,000-%$4,000 on a repair that only takes two hours, which is
what the manufacturer wll cover plus naybe $450 in travel
costs. The bal ance is put on the vendor or the end user.

MR. CGERONDALE said the only opposition to SB 56 that he has
heard conmes from the manufacturers. They argue that the
additional cost will increase the price of equipnent, but the
reality is that the end user already assunes the burden of the
additional costs. SB 56 puts sonme of the burden back on the
manufacturer that built a piece of equipnment that needs to be
repai r ed.

Responding to the concern expressed that nanufacturers may stop
doing business in Alaska, he pointed out that boat and ATV
manuf acturers did not pull out after the ATV lenon |aw was
enacted in 2009.

3:22:13 PM

SENATOR GARDNER asked where product updates are covered in the
bill.

MR. GERONDALE deferred the question to Steve Seward.

3:22: 44 PM
At ease

3:22:48 PM
CHAI R COSTELLO reconvened the neeting.

3:23:10 PM
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STEVE SEWARD, Attorney for Construction Machinery Industrial,
LLC, Seattle, Washington, directed attention to page 8, line 12.
It is part of the definition of required services.

3:23:52 PM

JIM HALLORAN, Caterpillar Inc., Peoria, Illinois, said he wanted
to nake three points. First, N.C. Machinery and Caterpillar have
had an agreenent in place since 1926 and there has not been an
i ssue. Second, because Caterpillar's agreenents are global, he
di sputes the statenment that Alaska is wunique. Third, he
mai ntained that Caterpillar's contracts are working and have
all owed the conpany to service its Al aska customers for over 90
years.

SENATOR STEVENS asked how nuch of the burden would go back on
the manufacturers if the bill were to pass.

MR. HALLORAN explained that Caterpillar pays for parts. They do
not pay for time and travel, but they will discount the price of
the machine to cover things like that. The deal er appreciates
t hat uni que twi st because they can use the noney as they see fit
if warranty service isn't required. For exanple, it could be
used to provide an incentive for the customer to purchase the
machi ne.

3:27:01 PM

NIl CK YAKSICH, Senior Vice President, Association of Equipnent
Manuf acturers (AEM, stated that AEM represents over 950
conpani es that manufacture off-road highway equipnent. He nmade
four points and reinforced M. Halloran's comments. First, they
work wth and support the dealer and manufacturer as a
partnership to ensure custoner satisfaction. Second, he has yet
to hear any specific problens that have arisen with dealers in
Al aska. In any event, they would prefer to work directly with
the dealer to resolve an issue. Third, this bill infringes on
the private contractual relationship between the manufacturer
and the dealer. Fourth, they would prefer to work directly with
the dealer and outside the legislative process to find a
solution to ultimately serve the custoner.

3:28:43 PM
CHAIR COSTELLO held SB 56 in conmmttee with public testinony
open.

3:29: 20 PM
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There being no further business to cone before the commttee,
Chair Costello adjourned the Senate Labor and Comrerce Standing
Comm ttee neeting at 3:29 p.m
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