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ACTI ON NARRATI VE

TAPE 01-47, SIDE A
Number 0001

CHAIR LISA MJRKOMSKI called the House Labor and Commerce
Standing Committee neeting to order at 3:20 p.m  Those present
at the call to order included Representatives Mirkowski, Halcro,
Kott, and Crawford. Representati ves Meyer, Hayes, and Rokeberg
arrived as the neeting was in progress.

HB 184- 1 NSURANCE CODE AMENDVENTS

[ Cont ai ns di scussion of HB 106 and SB 138, the conpanion bill.]
Nunber 0056

CHAI R MJURKOWBKI announced that the conmttee would take up HOUSE
BILL NO 184, "An Act relating to the business of insurance,
including changes to the insurance code to inplenent federal
financial services refornms for the business of insurance and to
authorize the director of insurance to review crimnal
backgrounds for individuals applying to engage in the business
of insurance; anending Rule 402, Al aska Rules of Evidence; and
providing for an effective date."”

Number 0129

BOB LOHR, Director, Dvision of Insurance, Departnment of
Community and Econom c Devel opnent (DCED), stated that HB 184
woul d inplenment the conformng provisions for the D vision of
Insurance to the federal G ammlLeach-Bliley Act (G.BA), also
known as the Financial Services Mdernization Act of 1999.

MR LOHR, referring to a handout from the division entitled
"Departnment of Community and Economc Devel opnent, Al aska
Division of Insurance, HB 184," explained that the m ssion of
the division is to protect and serve the state by regulating all
aspects of insurance in Alaska to protect and educate the
consuner, and to enhance the insurance business environment.
Both of those goals would be substantially enhanced, he
remar ked, by HB 184.

MR. LOHR offered sone history. Just followi ng the depression,

as an attenpt to recover in 1933, the {d ass-Steagall Act was
adopted and erected barriers anmong the nmjor sectors of the
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American econony; it was in effect from 1933 to 1999. The G.BA
Fi nanci al Services Mdernization Act renoved the barriers anong
banki ng, insurance, and the securities industries. It was
predicted that there would be a "flurry" of acquisitions and
mergers by insurance conpani es, banks, and securities firns.

MR. LOHR expressed that it hasn't happened quite as quickly as
it was predicted to happen, he said, but just within the |ast
week Alliance Insurance in Germany nerged with R esner Bank (ph)
to becone the fourth-largest financial conglonerate in the

wor | d. This norning's news was that Anerican |International
G oup, Inc. (AIG mde a bid to beat out a British conpany that
was also bidding on Anerican General, a $23 billion bid.
Clearly, those are indicators of the kinds of nmer gers
contenplated by G.BA that are now occurring. These changes
necessitate adaptation by the regulators in all three fields to
the new reality. This bill essentially confornms the insurance

regul atory system at the state level to changes in the federal
system

MR. LOHR said insurance is unique, because it is regulated by
states, and there is no federal counterpart to insurance, unlike
banki ng where there is federal regulation of national banks and
state regulation of state-chartered banks. |In securities, there
is both a federal Securities Exchange Conmm ssion (SEC) role and
a National Association of Securities Dealers (NASD) role. There
is nothing analogous to state regulation of insurance at the
federal |evel. And frankly, [the division] likes it that way,
he enphasi zed, because [the division] thinks that t he
appropriate place to do insurance regulation is at the state
level, and it is nore effectively done there.

Number 0420

MR. LOHR expressed that if [Al aska] doesn't adapt and conformto
the approach contenplated in G.BA, there is a substantial risk
of preenption by the federal governnent and establishnment of a
federal insurance regulator. Many of the measures in the bill
are designed to enhance consumer protection, nmaking it easier
for insurance to operate in this new conpetitive environnent
where banks and securities firns are conpetitors selling
i nsur ance.

MR, LOHR said if "they" have to deal with the regulatory systens

in 51 different jurisdictions before responding to conpetitive
pressures from banks and securities firnms, that won't work and
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won't be acceptable as a business nodel, and state regul ation
wi || beconme obsol ete and be preenpted.

MR. LOHR explained that [the division] is trying to streamine

the processes to becone nore efficient in this highly
conpetitive world economc environnment. [ The division] is
wor king cooperatively wth other state officials, federa
officials, banking officials, interested parties, insurance

conpani es, trade associ ations, and consuner groups.

Number 0530
MR LOHR said G.BA would do three basic things: establish
producer-1|icensing or agent-1icensing provi si ons; addr ess

privacy; and protect consunmers who purchase insurance through
banks, expanding coverage of the consuner protection provision
to banks selling insurance.

MR LOHR went on to further explain producer 1|icensing. If a
m ni mum of 29 state jurisdictions, states, or territories do not
adopt either "uniformty" or "reciprocity" in Ilicensing for

nonr esi dent agents and brokers, then Congress has conmanded t hat
the National Association of Registered Agents and Brokers
(NARAB) be forned.

Nunber 0612

CHAIR MJURKOWBKI asked how that would work. She asked for
verification of her understanding that if by Novenber 2002 only
25 states have signed on, then it will be under the auspices of

what is set out in GBA What happens to the 25 states that
signed on? And is what those states enacted preenpted by G.BA?

MR. LOHR responded that he believed that to be correct. The
national nodel would preenpt it; however, the reality is that
"they" would be largely conformng to what the national nodel
had beconme at that point. The NARAB group woul d establish many
of the same consistency provisions that those 25 states would
have adopted in their conform ng anmendnents.

Number 0729

MR LOHR verified that it wouldn't affect the jurisdictions that
had acted as nuch as those that hadn't. There is concern,
however, that if it goes national, it could affect revenues to
the states because currently insurance-producer |icensing taxes
produce far nore revenue, which goes to the state general fund,
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than the <cost of the division as a whole for regulation

insurance; [the division] [contributes] $23 to $25 nmillion a
year to the general fund, and the total budget for the division
is less than $5 mllion. There has been talk of trying to
preserve state revenue if the national system of [|icensing

[ prevail s]; however, how |long the preservation of revenue can be
mai ntai ned without a comensurate requirenent is hard to say, he
remar ked.

MR. LOHR commented that the National Association of |nsurance
Comm ssioners (NAIC) adopted the Producer License Mdel Act
(PLMA) in Cctober 2000 for states to use as a guideline for
developing legislation to neet the reciprocity elenents of GLBA,
and to nove toward uniformty. The G.BA sets out a standard of
either 29 jurisdictions neeting reciprocity or 29 jurisdictions

neeting uniformty; it doesn't work to have 15 of each, he
expl ai ned. Reciprocity was selected as a preferable approach
because it is nore nmanageable to inplenment in nultiple

jurisdictions than it would be to get truly uniform | egislation
in 29-plus jurisdictions. And it is a tough thing to do in one

year, he added. 1In Alaska there are nore than 10,700 |icensees,
including 2,900 residents and 7,800 nonresidents. The dramatic
gromh has been due to a 38 percent increase in the nunber of
nonresi dent |icensees, while the trend for resident |icensees

has remai ned steady.
Nunber 0867

LI NDA BRUNETTE, Licensing Supervisor, Division of Insurance,
Department of Community and Econonic Devel opnent (DCED), when
asked if there was a difference in the fee |licensing structure
for residents versus nonresidents, replied affirmatively.
Nonr esi dent fees are al nost doubl e resident fees, she remarked.

MR. LOHR reiterated that total for fees from all sources to the
division from the producer-licensing premum tax and from ot her
sources is approximately $27 mnmillion. The producer-Iicensing
provisions are based on the NAIC nodel, wth the goal of
achieving reciprocity, and [the division] wuld then give
|icenses on a reciprocal basis, noving toward nore uniform
elenents in the |aw. If a person is qualified for a license
within his or her honme jurisdiction, then it is good enough for
Al aska, he said, and vice versa.

Nunber 0974
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MR. LOHR said [the division] issues a nonresident |icense, which
gives a person the sane authority that he or she has in the hone
state, and [the division] would accept the honme state's
continuing education requirenents. [ Alaska] has its own
continuing education requirenents for maintaining a |icense
here, he said. [ The division] would renobve any retaliatory
provisions and all discrimnatory requirenents based on place of
residency or operations. Nondi scrimnation is a required
el ement of the federal |law for reciprocity.

CHAIR MJRKOWBKI asked if the difference in the licensing fee
between a resident and a nonresident would be viewed as
di scrimnatory.

M5. BRUNETTE said there has been discussion on the national
l evel; the NAIC legal staff identified that this should be an
i ssue whereby states can retain revenue currently generated, and
the division is currently looking at the fee issues to determ ne
whi ch changes, if any, need to be nade.

MR. LOHR said he believes the answer is not clear at this point.
There has been talk that if states inplement G.BA and
reciprocity, then there will be no harm to state revenues. He
said, however, that he didn't believe it was "black letter" |aw
in federal legislation; it is nore of an interpretation of what
nondi scri m nati on neans, whether or not wth respect to
| i censing provisions. Having a standard that kicks in only if a
person is a nonresident clearly is prohibited, but he pointed
out that there hasn't been any case |law on differential fees.

MR. LOHR, upon being asked how other states handle it, responded
that he believed that many states do [have differential fees for
residents and nonresidents] and treat them as Al aska does. This
bill doesn't propose changing the fee structure for |icensing at
this point.

Nunber 1101

REPRESENTATI VE HAYES asked: |If [Alaska] joins on with the other
29 states [in reciprocity], how is the sane level of funding
mai nt ai ned?

MR. LOHR responded that a person would have to buy the Iicense,
because in exchange for the ease of getting the license in all
jurisdictions, what is contenplated is that a person would have
a single point of application for |icensing. A person would
send the fees and a single application confirmng that the
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person is in good standing in the hone state, and upon a
crim nal background check and so forth, [the state] would issue
the license. Fromthe point of view of a national conpany that
want s to get agents or br oker i censes in mul tiple
jurisdictions, it is worth the price of continuing to pay the
fee to each state as well as paying the processing fee for the

conputeri zed treatnent. It is contenplated that this can be
turned around in a 24-hour period, he enphasized, and is a
dramatic change in the way |icensing works. [ The division] is

excited about the potential for this system he added.

Nunber 1283

MR. LOHR explained that the licensing provisions would also
provide that [Alaska] accepts the national uniform |icense
appl i cation. The benefits of enacting producer licensing

include: streamlining the |licensing process and elimnating the
duplicative requirenents for licensure; being nore efficient and
cheaper; having no retaliatory fee requirenents; leveling the
playing field; and engaging [Alaska] in a collaborative effort
to identify "rogue" agents.

MR. LOHR said the Federal Bureau of |Investigation (FBlI) has
excel | ent i nformation on t he crim nal backgr ound, and
adm nistrative and regulatory records of agents and brokers
nati onw de. R ght now sone conform ng provisions are needed, he
expressed, in order for the FBI and the United States Departnent
of Justice to recognize Alaska as a participant in that system
[ Alaska] currently gets fingerprints, but it may take six weeks
or nore, because of having to submt fingerprint cards, and not
having our system standard with that of the FBI. There is
| anguage further on in the bill that would allow [Alaska] to
easily participate within the national crimnal justice system
to identify people that [the division] doesn't want to issue
i censes to.

Nunber 1316

REPRESENTATI VE ROKEBERG nentioned HB 132 that cane through the
commttee regarding Alcoholic Beverage Control Board (ABC)
fingerprinting, which allowed the departnent access to the
national standards for fingerprinting background checks for
applicants seeking liquor licenses. Because of the abuse of the
Al aska Public Safety Information Network (APSIN) system there
was significant discussion about who was authorized in the
depart nent . Is there a |limt to who would have access, he
asked.
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MR. LOHR said there is a restriction regarding permn ssible uses;
the reason for nmaking an inquiry is tightly limted. As to
whether there is a limt on the nunber of people within the
office that could have access to it, he said he didn't know that
there would be a specific nunber, but it would include the
i nvestigative staff.

MR, LOHR nentioned that [the division] currently has access to
APSIN and has wused it for a nunber of years, and, to his
know edge, there have been no allegations or incidents of abuse.
It has been used routinely to ensure that |icenses are only
issued to those who qualify, and within the last six nonths
there was an applicant who claimed no crimnal background, but
who through fingerprinting turned out to have a substantial
crimnal background, which nade this person inappropriate for a
| i cense. Unfortunately, he exclained, because of the msmatch
between [Al aska] and the delay in processing fingerprints, [the
di vision] had already issued the |license and had to persuade the
person to surrender it imediately. Had it needed to be done

papers woul d have been served at that point indicating a fornal
conpl aint by the division.

Nunmber 1445

MR LOHR commented that this concluded his presentation on
producer |icensing; he said there are two other portions that
deal with privacy and consuner protection that he would address
next .

REPRESENTATI VE ROKEBERG asked M. Lohr if feedback had been
received from the industry about this section, and asked if
t here had been any probl ens.

MR. LOHR said the feedback from the Anerican Council of Life
Insurers (ACLI) and from the National Association of |ndependent
Insurers (NAIl) has been largely supportive. Both the property
casualty and the life [insurance] side are in support of these
changes; in addition, he said, the Association of Agents and
Brokers is also supportive of the |[|anguage. Several trade
groups have suggested specific changes, and [the division] has
devel oped possible anendnents for the comrmttee to consider,
| argely addressing the specific concerns that have been brought
to [the division]. [ The division] has near-universal support
for the producer-licensing provisions of the bill, he exclained.
He recognized both Linda Brunette, Licensing Supervisor, and
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Katie Canpbell, Life and Health Actuary, for their excellent
wor k in addressing concerns with proposed | anguage.

REPRESENTATI VE ROKEBERG recognized that this has been a

difficult bill to draft and he conmended the division. How |ong
has the bill been in circulation with the industry for review,
he asked.

Nunber 1587

MR, LOHR said it was nade available in February and the bill was
introduced on March 14 [2001], so it was about one nonth in
advance of the bill's introduction. [The division] has tried to
work with all interest groups, and they have taken this work

draft and sent it to their national associations for comment and
feedback; [the division] has received feedback from a nunber of
those national groups. He nentioned that the division was
requested by the Senate Labor and Commerce Standing Committee to
give a copy to the Alaska Public Interest Research G oup
(AKPI RG

REPRESENTATI VE ROKEBERG said he is concerned about people in
i ndustry having a chance to review it and provi de feedback.

MR LOHR went on to talk about the privacy section. [ The
di vi si on], he said, coul dn't resi st guoting the state
constitutional provision on privacy, Article 1, Section 22, "The
right of the people to privacy is recognized and shall not be
i nfringed. The legislature shall inplenent this section." The
consuner privacy provisions of HB 184 confirm the director's
authority to adopt privacy standards that are consistent wth,
but no less restrictive than, the NAIC nodel regulation. The
information protected with the NAIC nodel includes personally
identifiable financial or health informtion. In the case of
financial information, this is information that an insurance
conpany obtains from an applicant in getting insurance coverage
and is typically a narrower range of information on finances
than a bank would already have about a person. Banki ng
information would be far nore extensive, he said, such as the
profile that mght be available through credit card purchases,
which is a far nore detailed profile on an individual's
preferences than would be obtainable from an insurance conpany
dealing with financial information obtained in the process of
dealing with an application for insurance.

Nunber 1716
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MR. LOHR explained that there are two standards for financial
information consistent with the G.BA one is "opt out," which
means that the insurance conpany nust notify a person that it
has financial information about himor her. |If a person doesn't
object to [the conpany's] releasing that information, then it is
authorized to do so. "Opt in," he explained, is a tougher
standard that neans that unless a person actively consents to
sharing financial or health information with other conpanies,
then the insurance conpany woul d be prohibited from doing so.

MR. LOHR explained that "opt in" takes the active consent of the
i ndi vidual, while "opt out"” would include all those that do not
respond to a notice and opportunity to make a decision about
sharing information, and both are perm ssible under G.BA The
division views health information obtained by an insurance
[ conpany] as being far nore sensitive than financial
i nformation, because if an insurance conpany were able to share
information on health status needed to process an insurance
application with a bank that is considering whether to nake a
loan to that person, that information could be used to a
person's detrinent; therefore, it warrants a higher degree of
privacy protection than financial information obtained from an
I nNsurance conpany.

Nunmber 1802

REPRESENTATI VE HALCRO referred to where it states that protected
financial information nay be shared anong affiliates w thout
restrictions. He asked: I f he buys insurance from a conpany
that owns anot her conpany that sells financial services, can the
two conpanies share information between thenselves? I s that

what [the division] would consider affiliates?

MR. LOHR responded affirmatively, but said it is for financial
information only. He said he wasn't sure that regulation or
statute could prohibited [conpanies] from sharing anong
affiliates; under federal regulation [conpanies] can already do
it, and they don't need perm ssion; this is provided under G.BA

REPRESENTATI VE HALCRO asked if [the legislature] could restrict
the sharing of information.

MR. LOHR explained that G.BA clearly provides states the ability
to go beyond the protections provided by federal regulators. |If
there were a dispute as to whether a state or federal regulation
is stronger wth respect to protecting privacy, the state
regul ati on woul d be uphel d. The Federal Trade Conmi ssion (FTC)
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is the judge in any dispute, he explained, and the congressional
provi sions on privacy in G.BA clearly provide state authority to
go beyond what the federal governnent has already adopted for
privacy regul ations. There was w despread recognition that the
privacy regulations in effect at that tine were probably not
adequate, and there was a question about whether G.BA s privacy
provisions went far enough - hence the discussions of other
privacy regul ati ons out there.

Nunber 1944

KATI E CAVPBELL, Life and Health Actuary, D vision of Insurance,
Department of Community and Economic Devel opnent (DCED),
explained that [a state] could go beyond [G.BA], so being nore
restrictive with consuner information wouldn't be preenpted. It
could be said that a conpany couldn't share information wth
affiliates without a notice and w thout giving the consumer an
opportunity to make a choi ce, she expl ai ned.

Nunber 2460

REPRESENTATI VE HALCRO said he agreed that health information is
of a higher privacy [level] than financial information; however,

they are fairly simlar. For exanple, if he buys a life
i nsurance product, it doesn't necessarily nmean that he wants to
receive solicitations from other sources. If he wants that

information, he would contact them There ought to be opt-in
for both financial and health information, he renmarked, and the
consuner shall be allowed to make the choice.

MR. LOHR explained that opt-out is probably an appropriate
standard for financial insurance information. He said whet her
junk mail an invasion of privacy is in the eye of the behol der
Al aska's insurance market is such, he explained, that if Al aska
beconmes too nonstandard conpared to the prevailing national
approach for sharing information, given the fragility of sone
el ements of the market, Alaska could end up wth products not
being offered that people want and need. Conpani es coul d
decide, given the limted size of our nmarket, that it is too
much hassle having a separate privacy rule to enforce it in a
state as snmall [in population] as Alaska. On the national |evel
what is desired, he explained, is to train all the staff in the
calling center to a standard of what privacy responsibilities
are; if there are different standards for states according to
the |l evel of privacy, then conpliance is a problem
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MR. LOHR pointed out that there is a strong nutual interest in
trying to have a consistent, uniform approach towards standards,
and Alaska has participated in the effort to develop those
st andar ds.

REPRESENTATI VE HAL CRO asked for verification of hi s
understandi ng that, for exanple, sone conpanies enter the market
to sell a product, but the conmpany is hoping to sell other
products as well fromthe conpany or through affiliates.

Number 2123

MR. LOHR said he believed that to be correct. Conpani es now
regard the ability to market information to Qutside firns as a
val uabl e busi ness asset. It may also be beneficial to the
custoner, he pointed out, to the extent that the conpany can
target nmarketing toward the custonmers' interests. Cust oners
ultimately nmake the decision under either nodel; it sinply takes
a nore active affirmative response [to opt out]. He agreed that
it takes nore attention on the custoner's part under the opt-out
system however, he said there are good reasons for supporting
an opt-out approach for financial information with insurance
[ conpanies]. He added that he couldn't say the sane for banking
because of a | ack of know edge on the subject.

CHAI R MURKOWBKI asked how privacy is handled in the insurance
wor | d.

MR. LOHR said [the division] hasn't regulated it in the past;
this would be new authority for the state.

CHAIR MJURKOWBKI asked for wverification that the nodel being

di scussed is the opt-out standard for financial infornmation,
with an opt-in standard for health information. She nentioned
that the other bill before the commttee [HB 106] deals wth

financial institutions and has an opt-in provision as it relates
to GLBA She asked why financial information is being treated
differently regarding G.BA depending on whether it's under the
auspices of the Division of Insurance or the Division of
Banki ng, Securities and Corporations.

Nunmber 2284
MR. LOHR explained that he and M. Elder, Division of Banking,
Securities and Corporations, have discussed the provisions, and

both agree that consistency anong banking, regulation of
privacy, and insurance regulation of privacy is not essential.
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It may be appropriate to have a standard for insurance
regulation of financial information different from that of a
bank. It ties primarily to the difference in the nature and
volune of information that [the division] receives, he said,
i nsurance application information is typically limted, whereas
t he banking rel ationship involves nore detail.

CHAIR MJURKOWSKI asked for an exanple of what is considered
financial information frominsurance standards.

M5. CAMPBELL expl ained that a honeowner's policy, where a person

may put down the value of the hone on the application, is
considered financial information. Anything that isn't health
information would fall within the financial i nformation
definition, which includes things like a person's address, nane,
and so forth. She said the amount of l|ife insurance a person
has is another piece of financial information, which is

different in nature from what a bank would obtain, wth the
exception of the credit report.

Nunber 2460

REPRESENTATI VE HALCRO asked if [a conpany] has to send out a
notification for the consumer to opt out.

MR LOHR replied that there are specific notice provisions
required; even in the federal approach, it would be part of a
regul ation that [Alaska] adopts if this authority is confirnmed
to [the division]. [ The division] would require that
notification and provide a ready nmeans by which the consuner can
[ opt out].

Ms. CAWPBELL, upon being asked how that is handled today,
replied that [the division] doesn't have anything currently in
place, but if the regulation is adopted, there is an initial
notice that the consuners would receive upon applying for
i nsur ance. She said there would be an explanation and separate
form with the option to opt out of sharing that information;
then, on an annual basis, [an institution] would be required to
send those notices out stating what a person's privacy rights
are.

Number 2505

REPRESENTATI VE HALCRO said consuners need the ability to
interact [wth the institution regarding opting out].
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MR LOHR said there are things that a conpany would like a
custoner to know, and then there are those that a conmpany has to
tell a person. The already-in-place federal regulation and [the
di vision's] proposed regul ations would address the type size and
woul d [enphasize] nmaking the notice neaningful to obtain

i nfornmed consent. O herwi se, he remarked, there is risk that
sonmeone mght not fully notify the custoner of what the option
is. For opt-out to work, there has to be a neaningful

opportunity to nmake that choi ce.

MR LOHR, referring to the handout regarding the health
information standards, said the opt-in standard neans that
i nsurance conpanies my not share protected health information
Wi t hout explicit [perm ssion fromthe consuner].

TAPE 01-47, SIDE B
Nunmber 2489

MR. LOHR commented that unlike for financial standards, insurers
are not required to provide notices describing their privacy
policies, because the incentive is for the conpany to obtain
consent from the custoner if he or she wishes to share it, thus
taking care of that problem

MR. LOHR explained that standards do not apply to insurers who
are in conpliance with the United States Departnment of Health
and Human Services (DHHS) regulations inplenmenting the Health
I nsurance Portability and Accountability Act (H PAA), the
federal health legislation scheduled to take effect in 2002.
The effort here, he enphasized, is not to create a duplicative
set of health privacy regulations, but rather to tide over from
current [regulation] until these regulations take effect at the
federal level. Sharing health information anmong both affiliates
and nonaffiliates is restricted.

REPRESENTATI VE ROKEBERG asked M. Lohr if these are the 600
pages of regul ati ons bei ng devel oped under [H PAA] for privacy.

MR LOHR replied that that is how they are regarded, although
the bulk of it is actually the preanble, an explanation in
response to the 50,000-sonme coments received on the proposed
regul ati ons, regarding how the choices were being made to deal
with this or that. There is nore preanble than actua
regul ati ons; nevertheless, there are plenty of regulations to
rai se concerns about whether people can do business under the
proposed privacy regul ations.
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REPRESENTATI VE ROKEBERG, referring to Section 44 of the bill
said it allows one to adopt standards already published and
adopted by the NAIC, he asked how extensive those regul ations
are.

Nunber 2327

MR. LOHR responded that [the commttee] could be provided with a
copy of that nodel regulation. Basically, he said, that is the
regul ati on adopted through a nine-nonth process |ast year, which
involved testinony from virtually every trade association, from
| arge insurance conpanies, and from interest groups including
"funded consumers” concerning the contents of that regulation.
It represents a consensus view of what is needed, he said, and
it was unaninously adopted by the NAIC in COctober 2000 as a
nodel . | f authorized to do so, [the division] would propose to
start a regulatory process by promulgating that rule as the
starting point. Wth that |anguage of "no less restrictive
than" [the division] would be | ooking at public conment and gaps
in privacy that Alaskans expect and deserve. [ The di vision]
expects considerable testinony on that question. [The division]
woul d then have the NAIC nodel regulation as a floor bel ow which
it could not go, but it would not restrict it from going further
if the public testinony indicated that there was a need to do
Sso.

REPRESENTATI VE ROKEBERG said his greatest concern is whether
those regulations are at odds wth statutes and regulations
adopted in Alaska, and particularly the privacy provisions
enconpassed in Alaska's so-called patients' bill of rights
enacted | ast year, which is going into effect now.

Nunber 2327

MR. LOHR explained that the privacy provisions in HB 211, the
patients' bill of rights, represented, in his view, a high water
mark for privacy protection. They are strict and don't

contenplate opt-out or opt-in, and they don't allow sharing of
financial information; that is an extrenely high standard, he
said, and is one that arguably could make it difficult to
attract or retain insurance conpanies under those provisions.
Currently, that provision applies only to health nmaintenance

organi zations (HM3s) and sone health care insurers. It is the
nost restrictive formof privacy protection out there, and there
is a question as to whether it is the appropriate standard. | f

that is the policy decision of this commttee, then opt-in for
health woul d not be nearly strong enough; there would need to be
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a prohibition on sharing, and he pointed out that it could have
serious consequences for the marketpl ace.

REPRESENTATI VE ROKEBERG said it was his intention to have a very
high standard when [this legislation] was drafted, but he's
always tried to not dissuade entry into the nmarketplace,
especially relating to health care insurance. He said he is
concerned about the provisions that did; the intention was
related particularly to sone of the pharnmaceutical conpanies and

others who had an interest in that cl ause, which the
[legislature] made relatively small. It allowed [guidance] for
the general day-to-day operations of all people that share that
i nformation. He said he has been working on an issue dealing

with treatnent of people who have substance abuse problens; [the
court] needs to know if a person has a prior conviction or prior
treatment relating to substance abuse to be able to adm nister
t he proper treatnent.

Number 2157

MR, LOHR surm sed that provisions dealing with crimnal justice
access would be different from those involving sharing of
information with other conpanies, and would be covered with a
subpoena and other provisions. [ The division] hasn't had a
problem getting necessary information for crimnal justice
purposes or for investigating insurance fraud in terns of
running into a privacy provision that <could wthstand an
adm ni strative subpoena from the division; however, he said that
question woul d be | ooked at.

REPRESENTATI VE ROKEBERG said if the court doesn't have to
subpoena the information, then he suspects that the defendant
would be required to supply it, so it would be consensual at
t hat point.

MR. LOHR said a subpoena is needed if soneone isn't cooperating,
but privacy provisions wouldn't wthstand efforts to obtain
i nformation. He said he could share with the commttee an
analysis done for the HB 211 privacy provisions, and the
proposed standard for GLBA state (indisc.) legislation to show
how [t he division] has conpared the two.

CHAI R MURKOWBKI i ndicated she is in favor of the suggestion.

Nunber 2157
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MR. LOHR said the privacy standards are stronger for health
i nformati on because the GLBA standard is geared toward banks and
securities firnms and not toward the insurance industry; there is
a much larger volune of health information, and typically this
information is nore sensitive when conpared to financia

i nformati on. There is greater sharing of information anong
banks, securities firns, and insurers who are now allowed to
affiliate. The privacy nodel, he exclainmed, is appropriate

because it preserves the insurance industry's ability to
transact insurance while also protecting consuner privacy.
There is broad support out there from industry, consumer groups,
and others, he explained, and there is a strong [belief] that
state regulation of insurance can work effectively to protect
consuners, while also allowing conpetition in this new
envi ronnent . Those need to be balanced in order to have a
successful approach.

CHAI R MURKOWSKI, going back to the financial information, said
[the division] outlined that the financial information can be
shared anong affiliates wthout restrictions. She asked if
sharing can be done anong nonaffiliates, and whether there are
restrictions.

MR, LOHR replied affirmatively.
Number 2085

REPRESENTATI VE HAYES asked how "affiliate"” is defined. And he
asked: If [the legislature] tries to tighten this, would this
restrict the [exchange] of information within the conmpany?

MR. LOHR responded that sharing of health information anong
affiliates is prohibited in regulation; however, sharing of
health information for purposes of neeting the custoners' needs
is not restricted. There are still some gaps that need to be
addressed, he said; for exanple, H PAA, the DHHS regul ati ons on
heal th, does not prohibit using that information for marketing

pur poses. It needs to be addressed, because there is no
restriction. Sonme states have experinmented with going too far
in restricting access; for exanple, in Hawaii |ast year there

was a major crisis when workers' conpensation information wasn't
avail able to those that needed access, and there were crimnal
penalties in effect for wusing the information for proper
busi ness purposes, nmainly for processing clains. This shut down
the workers' conpensation market until a special session of the
| egi sl ature convened to address it and conme up with a realistic
interim standard; it is possible to go overboard, he pointed
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out . It has to be a workable system where the reason the
custoner provides the information in the first place is able to
be sati sfi ed.

CHAIR MJURKOMNSKI said a definition of "financial information" is

not included in the text of the bill. She reiterated that M.
Campbell had said earlier that anything on an application that
i's not heal t h-rel at ed woul d be consi der ed fi nanci al
[information]. She said the information besides the health
information could be shared wthout affirmative consent for
those things strictly related to the health [aspect]. For

i nstance, just because it is related to nedical [information],
there are parts of that that could be shared and parts that
couldn't.

Number 1999

MR. LOHR responded affirmatively. Upon bei ng asked who deci des
whet her or not a person's gender is classified as financial or
health information, he deferred the question to Katie Canpbell.

IVB. CAMPBELL pointed out that there are very specific
definitions in the regulations on what constitutes health
information in the NAIC nodel regulation. She said the
definition of health information says:

...any information or data except age or gender,
whet her oral or recorded in any form or nedium created
by or derived from a health care provider or the
consuner that relates to ... past or future physical
mental, |[behavioral] health, or <condition of the
i ndi vidual, provision of health care, or paynent for
the provision of health care.

CHAI R MURKOWBKI asked: And since that is in the NAI C nodel
[the legislature] doesn't have to incorporate it here? Is it
i ncor por at ed sonehow by reference?

MR LOHR replied that the proposed statutory standard is
consi st ent Wi th, but no | ess restrictive than, t hese
regul ati ons; t he heal t h i nformation definition couldn't
enconpass less than the NAIC nodel regulation. G ven the
confirmation of [Alaska' s] authority to do so, [the division]
will issue this set of regulations as the starting point for a
proposed regulation in Alaska, and wll then take public coment
on it.
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Nunber 1843

REPRESENTATI VE HALCRO asked what sone of the argunents are from
conpanies that want to protect the ability to share financial
i nformation.

MR. LOHR deferred the question to the conpanies thenselves;
however, he said the primary reason is that if the "other guy”
can do it and they can't, then they are at a conpetitive

di sadvant age. It is alittle scary what is on the Internet now
about any one of wus, if sonmeone is willing to pay sonething to
obtain it, and it is all done with unregul ated sources. In

addition, if national securities firms and banks are able to
collect information and market it, and if insurance conpanies
can't by regulation, then that is a conpetitive disadvantage in
this new field where nmergers, acquisitions, takeovers, and
intense conpetition are developing at a trenendous rate.
[ Conpani es] don't want to be on an unlevel playing field in
terms of marketing information about a custoner.

Nunber 1757

MR, LOHR went on to the third section, consuner protection. The
consuner protection provisions, he said, deal with the financia
institution's sales of insurance. This tal ks about banks and
related entities selling insurance to custoners. There are
extensi ve consuner protection provisions for insurance conpanies
already in place for processing clains and so forth.

MR LOHR said Sections 104 and 305 of G.BA provide 13 safe-
har bor provisions whereby, if states are operating wthin these
saf e- harbor provisions, the consuner protection provisions wll
be upheld and federal law will not be used to preenpt them
Federal banking regulators cannot preenpt insurance regulators
at the state level if they are operating within one or nore of

the 13 safe harbors. If they get beyond those safe-harbor
provi sions, then federal bank regulators can preenpt the state's
authority. He said he wunderstands that this expands the

applicability of consuner protections beyond depository
institutions as provided in GBA to all financial institutions

that may transact business in Al aska. There are four nmajor
areas  of protection related to |licensing that i ncl ude
m srepresentati on, di scl osure, "anti-tying," and the anti-

coercion provision.

Nunmber 1688
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MR, LOHR asked: Way should these be adopted for a financial
institution's sales of insurance? He answered that it is [the
provi sions] would provide inportant protections for Al askans who
may purchase insurance through a financial institution. | f
i nsurance conpanies are subject to followi ng consuner protection
rul es, banks should be subject to them when selling insurance;
it is a "functional regulation" wthin the G.BA schene of
regul ati on. It avoi ds possible federal preenption and
enforcenment of these protections in Al aska. Again, it makes a
strong synbolic statenent that state regulation can be effective
in protecting consuners, while also allowing the insurance
industry to remain conpetitive in a changing financial services
mar ket pl ace.

Nunber 1631

MR LOHR said there are two other G.BA-related provisions that
are extrenely inportant, so he went over them again. One
requires that a person with a felony conviction involving
di shonesty or breach of trust obtain consent from the director
before transacting insurance, which is required by the federal
violent crime control and protection Act, Title 18, Sections
10. 33 and 10. 44. The federal governnent basically said, "W're
not going to let anyone work in the business of insurance if
they've had a federal felony conviction dealing with dishonesty
or breach of trust." If a person wants to be in the insurance
business with one of those felonies, he or she nust obtain
perm ssion fromthe state director of insurance before doing so.

MR. LOHR said as he understands it, federal |aw cannot create
state authority directly, and it wll take state discussion as
to whether that provision should be inplenented. [ The division]
is seeking explicit state authority to carry out that
requi renent of federal law, to be able to nmake a decision on
convicted felons on a case-by-case basis after reviewng the
person's record. He said [the division] would be considering
the degree of rehabilitation, the sensitivity of the position
that the person woul d be occupying, and whether there are others
in that firmwho are willing to nonitor the person's activities.
When asked what [the division] currently does, M. Lohr stated
that [the division] does inplenent the federal provision;
however, there is sonme doubt that if it were challenged on it,
[the division] would have requisite state authority, so [the
division] is trying to "backpedal" to cover that aspect.
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MR, LOHR said it would renove barriers in current law to allow
for electronic submssion of fingerprints since the technol ogy
exi sts and the hard copy approach creates substantial del ays.

Number 1550

CHAI R MURKOWSKI pointed out that the bill carries a zero fisca
note. She then asked if the division is capable of dealing with
el ectronic [fingerprint] subm ssions.

MR. LOHR expressed that [the division] is not set up with the
software; however, it is anticipated that because of the strong
national interest, "heavy lifting" of that will be done at the
nat i onal | evel , allowing a «centralized approach toward
el ectronic processing. At this time, he said, there are only 14
states that use fingerprints as a basis for |icensing insurance
applicants, and [the division] isn't sure how other [states]
manage, because [fingerprints] have proven to be an inportant
el enent in consuner protection in Al aska. [ The division] has
kept sonme crooks out of the business of insurance by using them
If there is a fiscal inpact, he explained, he believed it would
be deserved, because there needs to be a nationally consistent
technol ogi cal approach toward fingerprinting in order to have
all of the states submitting this information electronically to
a central repository.

CHAI R MJURKOASKI surmsed that the cost of going through the
fingerprinting process is included in the [applicant's] fees.

MR. LOHR concurred.
Nunber 1478

MR LOHR referred to a handout entitled "Recommended Amendnents
to HB 184," which includes anendnents stemm ng from the feedback

received [from various groups]. The first amendnent [under
"Producer Licensing consistent with NAIC Mddel" in the handout]
addresses changes in producer licensing by adding an additiona

exenption fromlicensure for enployees of an insurer who perform
adm ni strative, managerial, or clerical functions, that are only
indirectly related to the transaction of insurance. [ The
division] is essentially not trying to require that custoner
service representatives be licensed as agents when helping a
custoner by updating information to the custoner's file and so
forth.

Number 1387
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MR. LOHR turned his attention to the second amendnent under
"Producer Licensing,"” which read:

Al'l ow paynment of conpensation without a license as
| ong as no transaction of insurance takes place.

MR LOHR said it would allow paynment of conpensation wthout a
license as long as no transaction of insurance takes place. It
woul d hel p ensure that Al aska neets the reciprocity requirenments
by giving the director the option to require surplus-line
brokers to maintain a bond. Currently the surplus-lines bond is
required of any licensee, and is a provision that would Ilikely
be considered discrimnatory against nonresi dents as an
additional Ilicensing requirenent. If the division had the
authority to make a deci sion about requiring the bond or not, it
woul d enable [the division] to be truly reciprocal wth other
st ates.

CHAI R MURKOWABKI asked for an exanpl e.

M5. BRUNETTE expl ai ned that for people who may be licensed on an
i ndi vi dual basis to represent an agency, there 1is the
opportunity to share a commssion with the agency even though
the agency is not directly transacting business. Wen asked why
a person would want to share the conpensation, M. Brunette
replied that it 1is typically [laid out] in the enploynent
arrangenent. For exanple, as part of an enploynent arrangenent,
the enployer mght say that the enployee could share insurance
under the enployer's nane, but the enployee would have to share
a comm ssion with the enployer for each piece of business sold.

REPRESENTATI VE ROKEBERG asked for verification that [the
division] only licenses people, not agencies.

Nunmber 1285

M5. BRUNETTE said [the division] currently license both, but if
the agency has nultiple people enployed, it would need to obtain
the agency license. If it is a one-enployee situation, it is an
opti onal provision allowing people to share conmm ssions.
Anot her exanpl e, she said, would be a referral business where an
agent is put into a situation in which he or she can't place the
business directly, but may know soneone who can, and the
business is referred on. The person receiving the business
could share the comm ssion for the referral.
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REPRESENTATI VE HAYES asked how this differs from a broker.

M5. BRUNETTE said [Alaska] calls people "producers,” but there
is a distinction as to whether a person is an agent [or a
br oker] . An agent is a person who actually represents the
i nsurance conpany and its products; a broker is a person who
represents a particular client for his or her needs.

Nunber 1196

REPRESENTATI VE HALCRO asked if the first [recomrended anmendnent]
relates to an enployee who answers the phone and is giving out
i nformati on about different product |ines.

MR. BRUNETTE said that section specifically addresses salaried
enpl oyees.

MR. LOHR said he doesn't believe a receptionist could be in the
busi ness of assisting an insurance transaction wi thout a |license
under law, so that person wouldn't be a candidate for this
shared arrangenent. Typically, he said, it is people "higher on
the food chain" who want a "piece of the action"” for what their
fol ks are doing. It is contenplated to do this kind of thing,
but wouldn't involve an wunlicensed person involved in the
shari ng.

Nunmber 1085

MR, LOHR said he envisioned that the receptionist would be
updati ng existing customer information and so forth. The mnute
he or she tries to match insurance needs with conpany products,
however, the person is going to be in trouble with [the
division] if the person doesn't possess a |license.

VR. LOHR said wunder the consunmer protections [from the

reconmended anendnent s] , t he definition of fi nanci al
institutions is being clarified to exclude insurers and include
credit unions, which he said are two technical changes. There

is one redundant privacy provision in the consumer protection
section, which wuld already be covered by the privacy
provi sions elsewhere in the bill, so [the division] would
purpose to elimnate it. It would rmake a technical correction
to the anendnents nade to the donestic violence anti-
discrimnation provision to nake it consistent wth the
| egislative intent at the tinme that the provision was adopted.
If [the division] didn't make this change, he thought it would
be a substantive change in the law, [the division] is not
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intending a substantive change there, he said, but would rather
keep the intent of an agreenent to obtain passage of donestic
vi ol ence provisions in insurance. He said it has to do wth
where the word "only" appears in the sentence.

CHAIR MJRKOWBKI referred to the definition of financi al
institution. She asked if it mrrors the definition of
financial institution in HB 106 by adding in the credit unions
and excluding insurers.

MR LOHR replied that [the division] would have to |ook at the
provi sion to be certain.

Number 0906

REPRESENTATI VE ROKEBERG asked what portions of the bill [the
| egi sl ature] needs to pass this year.

MR. LOHR responded that the privacy provision would be high on
the list, because July 1 is the deadline to have provisions in
effect. If it is not in effect by then, there is a risk of
federal preenption of sone state authority wth respect to
I nsur ance. The second deadline, he said, is Novenber 2002 for

[enactment] of the producer 1icensing provisions. This date
will be three years following the congressional enactnent of
GLBA. If there are not 29 jurisdictions reciprocal by that

date, NARAB would be forned. The sooner Alaska can get in line
with where the industry is going, the better.

REPRESENTATI VE ROKEBERG asked if [the division] pr oposes
adopting the NAIC regulations by reference and having them
publ i shed under the Adm nistrative Procedure Act (APA) before
July 1.

MR. LOHR answered affirmatively for the privacy provisions. He
said [the division] should have included the authority to go
ahead and begin a regulatory process pending consideration of
the bill as part of the recomrended anmendnents.

Nunmber 0824
REPRESENTATI VE ROKEBERG said [the committee] could adopt [the

provi sions] by reference in statute, which he said is not a w se
thing to do.
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CHAIR MURKOWSKI said she is trying to understand the need to
rush the privacy provision. [ Federal regulators] have given a
short lead tinme on this, she enphasized.

MR. LOHR added that he didn't want to overstate the case, and he
didn't believe that if [A aska's] privacy provisions were not in
effect then, [the division's] authority to enforce privacy
provi sions would be preenpted; rather, there is a conparison
done between [Alaska's] privacy regulations and those of the
federal agencies. If Alaska's are found to be l|less protective
of privacy, then sone other preenptive provisions would go into
effect; however, he said it wuld take three years before
[ Alaska] would be at risk for being preenpted. The goal from
i ndustry, he explained, has been to know what the rules are
going to be in advance and to hopefully have a consistent
national system For exanple, [the division] has issued an
order clarifying that [Al aska] does not intend to enforce the
federal privacy rules at the state |level before a date certain,
because [the division] wants to nmke it clear what privacy
provi si ons apply.

Nunmber 0646

CHAIR MURKOWSKI nentioned that it specifically states in the
letter from the governor [dated March 9, 2001] that these need
to be adopted and enforced by July 1 or [Alaska] risks |osing
the authority to enforce the state consumer protection
st andar ds. [ The state] doesn't want to risk losing the
authority to do any of this, but [the commttee] needs to know
if this is "drop dead" date or if it is an "it would really be
nice if we were there by then" date.

MR. LOHR said he would clarify this in witing, but he believed
it to be sonme of both. The consuner protection provisions that
the [governor's] letter references are not the entire schene of

privacy, and t hese are not al | unfair-claimpractice
regul ations; rather, they are a specific subset of that set out
in federal law, which [the division] wll provide for the

[commttee].

REPRESENTATI VE ROKEBERG said the committee mght want to
consider a statutory sunset date if open-ended authority is
given to [the division] to undertake the project, for there to
be a review at an appropriate tine.

Nunmber 0535
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JOHN GEORGE, Lobbyist, National Association of Independent
Insurers (NAIl); American Famly Life Assurance Conpany of
Col umbus (AFLAC); and the Anmerican Council of Life Insurance
(ACLI), said the three conpani es have diverging opinions. "W
have been working with the division and there is a lot of
agreenent, but there are still sone areas that "we" are working
on and finalizing. The first section of the bill, the licensing
section, and sone of the anmendnents were suggestions by [ NAII
AFLAC, and ACLI]. In the privacy section, however, there is
great divergence, he said.

MR, CGEORGE stated that there are sone advantages to the consuner
and to the insurance conpany to disclosing financial
information, and there are some efficiencies, for exanple,
passing on information that results in a 2 percent interest rate
break on a credit card because a person is part of a preferred
group or getting the platinum card instead of the regular card
and so forth.

Number 0354

MR, CGEORGE said direct deposit is another exanple, or if a
person wanted a direct billing to his or her bank account to pay
an insurance premum those are the kinds of things that are
devel oping now, and there is a great opportunity to devel op nore
i f [ conpani es] can share m nimal amounts  of fi nanci al
i nformation. He pointed out that buying group health insurance
is cheaper than buying individual [insurance], because it is
easier to market. Sharing information that is protected in
certain ways allows for sonme efficiencies and benefits.

MR. GEORCGE explained that when buying an insurance conpany, the
buyer is going to want to know what the "book of business” is.
That information can't be disclosed, he explained, because only

sone of these people have opted in. There are a lot of
different things that financial information is wused for
including reinsurance with affiliates and nonaffiliates. Ri ght

now, information is being shared and one doesn't know about it,
but under GLBA every financial institution is going to have to
[disclose] that information, and the consunmer gets to decide if

he or she wants to opt out. Under G.BA the custoner will get a
notice saying what the information will be used for, and if
there is a change to what is going to be done wth it, the
[conpany] has to notify the custoner. The protection under

[ ABA] is greater than what is there today.
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MR. GEORGE referred to the consuner protection section of the
bill. There has been nuch discussion between the ACLI and the
di vision about this, he expressed, and the preference would be
that it not be in [the bill]; however, the division has been
working with "us" to cone up with |anguage that works, and "we"
are not going to object to it. The NAIC is working on a nodel
wi th standardi zation as its ultimte goal

Nunmber 0018

CHAI R MURKOWSKI pointed out that M. George had said that there
was sone divergence anong his clients on the privacy issue;
however, the coments that he nmade were pretty nmuch in favor of
t he opt-out provision through GLBA

TAPE 01-48, SIDE A

MR. GEORGE said the divergence is regarding whether this bill
ought to include nedical health information or not. But
everyone is in line with the opt-out standard as opposed to an
opt in for financial information.

REPRESENTATI VE ROKEBERG asked M. Ceorge if he would prefer not
to have Section 44 and the other provision in the bill, to not
have it be G.BA-oriented or required.

MR  CGEORGE clarified that he has three <clients and he
[ personal | y] doesn't have an opinion. The financial protections
are absolutely needed. One client of his has said from the
outset that it supports the NAIC nodel, which includes the
health and financial information regulations; other clients
woul d prefer to go with just the financial information. He said
he presents it to the commttee as factual. Life 1insurance
conpanies, he explained, have a different philosophy than
property casualty; for exanple, property casualty deals wth
medical or health information much differently than a Ilife
insurance or a health insurance conpany would deal with health
information. The conpany adjusting workers' conpensation clains
would like to be able to access health insurance information
from other sources so the claim can be properly adjusted to
avoi d fraud. For instance, in the case of a person who has
filed 27 slip-and-fall <clains against grocery stores, that
information would be wuseful, although health insurers really
have a different use for that infornmation.

MR. GEORGE, upon being asked if his clients have objections to
the NAIC nodel regulations, replied that NAIl supports the NAIC
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nodel on privacy, and his other two clients would suggest a
di fferent standard.

Nunmber 0239

REPRESENTATI VE ROKEBERG said this is what troubles him about
adopting [regulation] by reference, because it basically gives
the division the authority to take up those regul ati ons.

MR, GEORCGE remarked that these are policy decisions for the
| egi sl ature to nake.

REPRESENTATI VE ROKEBERG said it would be helpful if M. George
could glean out the problem areas in the regulations so the
commttee could address them in statute and give direction to
t he divi sion.

Number 0338

MR. CECRCGE responded that it is primarily in the health
information [section]. [H's three clients] agree that there is
going to be sonething on financial informtion. There is a

Nat i onal Conference of Insurance Legislators (NCIL) nodel, which
deals sonewhat differently with health, he said; that is a
greater standard than G.BA, but |ess than the NAI C nodel.

Nunber 0420

SHELDON W NTERS, Lobbyist, State Farm Insurance, said State Farm
has sonme concerns with the bill, primarily with the privacy
section, and has been in contact with the division. [State

Farn] is hopeful it can be worked out, he said, and he would
like to reserve the opportunity to conme back before the
| egislature if that doesn't happen.

MR. W NTERS expounded that there are a couple of word changes
that seem technical, but which have sonme significant nmeaning in
t he producer |icensing section.

REPRESENTATI VE MEYER asked if the privacy question is too
restrictive or not restrictive enough.

Number 0549
MR. WNTERS said in a "nutshell" State Farm does not support the

NAI C nodel that is proposed in this bill. [State Farn] takes a
different look at how the state ought to enact the regul ations
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that are required by G.BA In Section 44, instead of setting
the NAIC nodel as the floor, set GLBA as the floor because that
is what [the state] is trying to conply with by July 1, 2001.
As long as the division is given the authority from the
| egislature to enact regulations that are consistent wth, but
no less restrictive than G.BA, [the state] has acconplished "to
the extent of a drop-dead deadline, that problem™

MR. WNTERS said essentially that gives all interested parties
the ability to sit down in the regulatory process and express
concerns and work through that. It also gives the division the
opportunity to adopt the NAIC provision if it feels that it is
the requirenent, but it also allows flexibility. The privacy
regul ations are dynamc, and the NAIC is considering amendnents
to its nodel. M. GCeorge had stated in his testinony to the

committee that there is an NCIL nodel, and State Farm s concern
is that if through this legislative process the NAIC nodel sets
this mnimm requirenent, it basically ties everybody's hands;
if it turns out that it is not a working nodel, next year the
only way to change it would be to cone to the |egislature again,
i nstead of working through the division.

Nunmber 0688

CHAI R MJURKOWBKI said she appreciates the comments and encour ages
M. Wnters to work with the division. She added that the
commttee will not be noving the bill today, because there is
still a lot of work that has to be done. If the bill is still
being considered by the commttee, she said, and if the input
[M. Wnter] provides [to the division] isn't being considered,
she encourages himto conme back and testify.

Number 0719

STEVE CONN, Executive Director, Alaska Public Interest Research
G oup (AKPIRG, via teleconference, explained that the group is
a statew de consunmer group that has been in the state for over
25 years. He said he would explain why every consuner group
including AKPIRG both nationally and locally, believes that
opt-in should be required in situations involving disclosure of
financial or health information. Let the consuner make the
choice, he enphasized, because we all know from personal
experience from daily mailings that opt-out is often no choice
at all.

Nunmber 0851
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MR CONN clarified that opt-in nmeans sharing information not
only with third parties, but also within the institutional
famly or affiliates. He said he hopes the new situation and
the new danger 1is understood. The d ass-Steagall Act was
repealed by G.BA when the stock narket was a |ot higher and
everyone was feeling flush. The reason the barriers were broken
dowmn from the corporate side, he expressed, was quite sinple.
The banks want to share the information with the insurance
conpanies, wth brokerage firnms, and with the snmall-loan and
often predatory |oan conpanies funded by banks. They are all
one big famly, and this is what they want to do. They want to
determ ne from whose custoner base to proceed.

MR CONN said it is in [the conpanies'] interest to merge and
share information, but it isn't in the consuners' interest.
Many consuners, particularly elderly ones, do not know that
i nsurance and brokerage products are not federally insured.

MR. CONN enphasized that Alaska's constitution has a privacy
section that is explicit. He thinks Al askan consuners believe
that their privacy is not dead. [ Al askans] want the capability
to opt in, and if there is an inportant subject that nust be
shared between entities, then certainly the corporation that is
taking the business can do [the consuner] the service of
reachi ng out and asking whether it can share information, either
health or financial information.

MR. CONN said he disagrees with those who suggest that there is
a small anount of financial information; in the insurance realm
for exanple, he personally deals with his house, cars, and a
nunber of things. [ The company] has a long-term [rel ationship]
with him and he said he has a reliable insurance agent; he
doesn't want that agent sharing his information with a corporate
partner or to a third-party affiliate nerely to increase
business. He said he doesn't think being strong in the area of
opting in will throw [Alaska] out of conpliance. He said the
conpliance has nore to do with Iicensing and reciprocity.

Nunmber 1008

MR. CONN said there is the constant theme song that if insurance
doesn't like what is happening, is it mght go el sewhere, but he

doubts whether that is true. He |ooks to the l|egislature, he
enphasi zed, not to the Division of I|Insurance, which has been so
rel uct ant to share this legislation wth the consuner
organi zations until being asked by a commttee. He asked the

| awmakers to stand up for the right to privacy, as was done with
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the patients' bill of rights, and press for opt-in rather than
opt-out at every turn, both in HB 184 and in HB 106.

CHAI R MURKOWBKI indicated that the bill would be held over and
that she would be lIooking to M. Lohr for notice regarding when
the bill could be reschedul ed.

Number 1115

REPRESENTATI VE HAYES asked if [the commttee] is going to try to
get this bill through both chanbers, or just parts of it.

CHAI R MURKOWBKI said [SB 138, the conpanion bill] was heard in
Senat e Labor and Commerce Standing Commttee in one hearing.

MR. LOHR agreed and said it will be up again tonmorrow [in the
Senate] and he thought there mght be a conmttee substitute
(CS) offered at that tine. He said [the division] would be
happy to provide the text of the anendnments as soon as they are
back from M. Ford. He nentioned that the consultation wth
i ndustry woul d hopefully happen on Fri day.

[HB 184 was held over.]
ADJ QURNVENT
There being no further business before the commttee, the House

Labor and Commerce Standing Conmittee neeting was adjourned at
5:15 p.m
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