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HOUSE BI LL NO. 429

"An Act relating to certain licenses for the sale of tobacco
products; relating to tobacco taxes and sales and cigarette tax
st anps; relating to provisions nmaking certain cigarettes
contraband and subject to seizure and forfeiture; relating to
certain crimes, penalties, and interest concerning tobacco taxes
and sales; relating to notification regarding a cigarette
manuf acturer's nonconpliance with the tobacco product Master
Settlenment Agreenent or related statutory provisions and to
confiscation of the affected cigarettes; and providing for an
effective date."

- MOVED CSHB 429(L&C) OQUT OF COW TTEE

HOUSE BI LL NO 246

"An Act relating to confidentiality of records and to cease and
desi st orders of the division of insurance, to insurance conpany
i nvest nent s, to unauthorized insurers, to surplus lines
insurance, to health insurance, to life insurance, to annuity
i nsurance, to consuner credit insurance, to title insurance, and
to hospital and nedical service corporations; and providing for
an effective date."

- MOVED CSHB 246(L&C) OUT OF COW TTEE

HOUSE BI LL NO. 66
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"An Act relating to pesticide wuse; and providing for an
effective date.”
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W TNESS REG STER

NEI L SLOTNI CK, Deputy Conm ssi oner

O fice of the Conm ssioner

Depart ment of Revenue

PO Box 110405

Juneau, Al aska 99811-0405

POSI TI ON STATEMENT: During the hearing on HB 429, he discussed
a formula to elimnate any additional conpetitive advantage
bei ng provided by the discount.
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M KE ELERDI NG

Nort hern Sal es Conpany of Al aska

PO Box 8112

Ket chi kan, Al aska

POSI TI ON STATEMENT:  During hearing on HB 429, testified that he
was not opposed to stanping itself, however, he expressed the
need to pass an unfair trade practices |law before requiring

st anpi ng.

BOBBY SCOIT, Vice President

Jan's Distributing, Inc.

1807 W 47th Avenue

Anchor age, Al aska 99517- 3164

POSI TI ON STATEMENT: During hearing on HB 429, testified that
the governor's fiscal notes don't address any of the actual
problenms with regard to curbing the black narket sale of
cigarettes.

BOB GALOSI CH, Vice President

Whol esal e Qperati ons

Al aska Conmerci al Conpany;

Qperator, Frontier Expediters

(No address provi ded)

POSI TI ON STATEMENT: Testified in opposition to HB 429.

JOHANNA BALES, Revenue Auditor

Tax Division

Depart ment of Revenue

550 W 7th Ave., Suite 500

Anchor age, AK 99501

POSI TI ON STATEMENT: Answered questions with regard to HB 429.

BOB LOHR, Director

Di vi sion of |nsurance

Departnent of Community & Econom c Devel opnent
3601 C Street, Suite 1324

Anchor age, Al aska 99503-5948

PCSI TI ON STATEMENT: Presented HB 246.

KATI E CAMPBELL, Actuary L/H

Di vision of |nsurance

Department of Comrunity & Econom c Devel opnent
PO Box 110805

Juneau, Al aska 99811-0805
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POSI TI ON  STATEMENT: Answered questions during hearing on HB
246.

ACTI ON NARRATI VE

TAPE 02-57, SIDE A
Nunmber 0001

CHAIR LISA MJRKOMSKI called the House Labor and Commerce
St andi ng Comm ttee neeting to or der at 3:25 p. m
Representatives Mirkowski, Halcro, Meyer, Crawford, and Hayes
were present at the call to order. Representatives Kott and
Rokeberg arrived as the neeting was in progress.

HB 429- TOBACCO TAXATI ON;, LI CENSI NG

CHAI R MURKOWSKI announced that the first order of business would
be HOUSE BILL NO 429, "An Act relating to certain |icenses for
the sale of tobacco products; relating to tobacco taxes and
sales and cigarette tax stanps; relating to provisions making
certain cigarettes contraband and subject to seizure and
forfeiture; relating to certain crines, penalties, and interest
concerning tobacco taxes and sales; relating to notification
regarding a cigarette manufacturer's nonconpliance wth the
t obacco product Master Settlenment Agreenent or related statutory
provisions and to confiscation of the affected cigarettes; and
providing for an effective date."

CHAIR MURKOWBKI rem nded the conmttee that sone tine ago the
commttee heard the Departnent of Revenue's introduction of HB
429 and sone limted public testinony. Since that tine, the
committee has received a couple of anmendnents. She infornmed the
commttee that she has been working with the departnment as well
as M ke Elerding, who had expressed concerned with regard to how
the stanping procedure would take place in Al aska. There was
concern that | ocal Al askan distributors would be at a
conpetitive di sadvant age wth t hose | ar ge out-of-state
busi nesses who already perform tax stanping. She said that
there was the hope that sonething could be worked out that would
allow the departnent to elimnate/limt the anount of cigarette
contraband while allowi ng snall Al askan busi nesses to conpete.

Nunber 0238
NEI L SLOTNI CK, Deputy Comm ssioner, Ofice of the Comm ssioner,

Depart nent of Revenue, informed the commttee that t he
departnment did consider M. Elerding's proposal that the
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stanping be required to take place in Al aska. However, M.
Sl otni ck suggested that the aforenentioned requirenent not be
pur sued because he bel i eves t here woul d be serious
constitutional problens. Requiring the stanmping to take place
in Al aska would excl ude an interstate busi ness from
participating in Al aska trade. The U.S. Suprenme Court is chary
of allowing states to use their tax code to create a conpetitive
advantage for in-state businesses versus out-of-state interstate
busi nesses. Furthernore, M. Slotnick said he believes it would
create difficulties for certain retailers who have done all they
can to work with Alaska and conply with our tax. Mreover, such
a requirenment wouldn't address the conpetitive advantage the
| ar ge whol esal ers woul d have. M. Slotnick noted his agreenent
with M. Elerding that there is an econony of scale in stanping
t hese cigarettes.

MR  SLOTNICK remnded the comrmittee that in the origina
| egi sl ation he had proposed a split discount rate in which the
di stributor who stanps the cigarettes would keep a small portion
of the tax in order to conpensate that distributor for their
costs. That split discount rate was in recognition of the
af orenenti oned econom es of scale. In discussions with M.
Elerding, M. Elerding proposed a three-tiered discount rate.
M. Slotnick said that the goal was to nmake stanping neutral so
that the cost per cigarette so that everyone's cost per
cigarette was approximately the sane regardless of the size of

t he whol esal er. The discount worked out to be about eight-
tenths of a cent per cigarette per stanping for nobst of the
whol esal ers. The proposal was that for $1 mllion or less in

stanps, a 3 percent discount would be given. For all purchases
of stanps between $1 mllion to $2 mllion there would be a 2
percent discount. Above $2 million but not nore than $5 mllion
there is only a .5 percent discount. St anp purchases above $5
mllion don't receive a discount. This is the best fornula that
could be developed to elimnate any additional conpetitive
advant age bei ng provi ded by the discount.

Number 0563

CHAIR MURKOWBKI requested that M. Slotnick provide her wth
sone idea as to [which wholesalers] fall where [in regard to the

anount of stanps purchased]. She asked if there would be any
whol esaler that would purchase over $5 mnmllion and which
whol esalers would fall into the category that receives the 3

percent discount.
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VR SLOTNI CK answered that he <could only say, due to
confidentiality, that there would be whol esalers that would fal
in both categories.

CHAI R MURKOWSKI asked if it would be the Wal-Mart and Costco
type stores that would have volunes over $5 mllion. She said
that she was trying to understand whether there would be a | ocal
Al askan distributor that would fall in the over $5 mllion
cat egory.

MR. SLOTNICK indicated that the big box whol esal ers do represent
the | argest category and those big box whol esal ers have told the
departnment that they probably will be stanping in the state,
al t hough there has been no firm conm tnent.

MR. SLOTNICK, in response to Representative Meyer, answered that
this legislation only addresses cigarettes because the stanp was
too difficult to place on the other tobacco products. There is
no state that requires a stanp on other forns of tobacco because
there is no automation available to stanp those products. The
| egislature has made a policy decision that i ndi vi dual
inmportation of other tobacco products wthout the stanp
liability is acceptable.

Number 0798

M KE ELERDI NG, Northern Sal es Conpany of Alaska, noted that the
commttee packet should include his witten testinony. House
Bill 429 seeks to create a tax stanp for cigarettes in Al aska
Currently, only four states, including Al aska, don't have sone
form of tax stanping. Alaska is also anmong the mnority of
states that doesn't have an unfair trade practices |aw. M.

Elerding inforned the conmttee that his concern with HB 429 is
related to the wunfair trade practices used by a nunber of
nationally recognized chain stores in Alaska. These stores are
selling cigarettes at or below cost. Basically, these stores
are using cigarettes as a loss "leader" to attract shoppers.
Furthernore, ©predatory pricing practices nake it extrenely
difficult for Al aska-based distributors to nake a profit on the
products sol d. For every $1 profit [distributors] make on
cigarettes, the State of Alaska makes a profit of $14.29. The
whol esale list price to the large grocers in Juneau is $14.29.
M. Elerding directed the commttee to a chart in the commttee
packet entitled, "Juneau, Alaska - April 2002 Wholesale List
Price $39.12." He explained that of the $39.12 wholesale Iist
price for a [carton of cigarettes], $26.81 represents the
[whol esal er's] cost to the manufacturer, which amounts to 68
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percent. The state receives $10 [per carton], which anobunts to
26 percent. The City & Borough of Juneau's excise tax is $1.61

[ per carton], which is 4 percent. He noted that the Cty &
Bor ough of Juneau and the Municipality of Anchorage are the only
two areas that charge an excise tax for cigarettes. The

whol esale distributor profit for Northern Sales Conpany of
Alaska is $.70 [per carton], which is 2 percent. M. Elerding
said that although he isn't making a |lot of nobney on cigarettes,
there is at |least one nationally recognized store in Juneau that
is selling cigarettes in Juneau below their cost. Wth stanping
there will be additional costs. Therefore, it's going to be
difficult for Northern Sales Conpany of Alaska to continue in
the cigarette business if the state doesn't develop an unfair
trade practices |aw M. Elerding wasn't opposed to stanping
in and of itself, but the wunfair trade practices law is
necessary before inplementing a law requiring state whol esale
distributors to stanp cigarettes before selling them in the
state.

Nunber 1032

REPRESENTATI VE MEYER asked whether it's a fairly comon practice
to have loss l|leaders to get people in the store in the hopes
that I oss is made up on other itens.

MR. ELERDI NG agreed with the prem se suggested by Representative
Meyer . However, when it beconmes a predatory practice it tends
to drive conpetitors out of business and seens illegal
Furthernore, M. Elerding didn't believe it is in anyone's best
interest to continue to sell <cigarettes below cost to the
detrinment of |ocal wholesalers. M. Elerding inforned the
commttee that there is only one manufacturer that nakes
stanpi ng equi pnent, and this manufacturer isn't currently doing
busi ness in Al aska. Thi s stanping equi pnment manufacturer can't
guote hima price for the stanping equi pnent and presently, this
manuf acturer has no plans to establish maintenance for this
equi pnent . M. Elerding pointed out that |[Northern Sales
Conmpany of Al aska] sells about 350,000 cartons of cigarettes a
year, and therefore if there is a problem with the stanping
equi pnent, there would need to be an imediate fix to the
equi pnent . M. Elerding expressed the need for HB 429 to be
coupled with assurances that [a conmpany] in Al aska would be able
to purchase the equipnent to actually perform the stanping in
the state and recei ve mai ntenance for that equi pnent.

Nunber 1140

HOUSE L& C COW TTEE -7- April 15, 2002



REPRESENTATI VE ROKEBERG expressed concern with M. Elerding' s
corment that Alaska doesn't have an wunfair trade practices
statute. Representative Rokeberg said there is an unfair trade
practices statute and surm sed that perhaps [M. El erding neant]
that Alaska's statute doesn't speak to predatory pricing.
Representative Rokeberg related his assunption that Costco and
Wal - Mart, due to their purchasing power, are able to obtain

cigarettes at a |ower cost-to-goods-sold pricing. Ther ef or e,
t hose businesses would still nake a profit although they could
sell the cigarettes below what [Northern Sales Conpany of
Al aska] could in Juneau or Anchorage. Represent ati ve Rokeberg

asked if other states would consider such situations a predatory
practi ce.

MR. ELERDI NG explained that everyone, whether it's [Northern
Sal es Conpany of Alaska] or Costco, purchasing [from the major
tobacco manufacturer] for the sanme exact invoice price.
Therefore, when one sels cigarettes at cost or below cost,
that's the sane as the raw cost fromthe nmanufacturers invoice.

REPRESENTATI VE ROKEBERG remarked that he found it interesting
that there is a set wholesale price on a national basis.

MR. ELERDING interjected that it's also interesting that every
time Phillip Mrris raises its prices so do RJ Reynolds and
Brown Wl lianmson. The prices are exactly the sane for the mjor
br ands.

REPRESENTATI VE ROKEBERG asked if the freight on board (FOB) is
at a mpjor distribution point.

MR. ELERDI NG answered that the FOB is the (indisc.) warehouse
out of Seattle. There is only one bonded warehouse in Al aska
and it's located i n Anchorage.

CHAIR MJRKOWBKI returned to the proposal for a four-tiered
appr oach.

MR. ELERDI NG said that he |iked the approach, which he worked on
with M. Slotnick. In further response to Chair Murkowski, M.
El erding agreed that the [four-tiered approach] would help |evel
the playing field sonmewhat for in-state distributors.

Number 1364

BOBBY SCOIT, Vice President, Jan's Distributing, Inc., testified
via tel econference. He noted his agreement with M. El erding.
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M. Scott turned to the governor's fiscal notes, which do not
address or target any of the actual problens with regard to

curbing the black market sale of cigarettes. He expressed
interest in obtaining statistics on that matter. Furt her nore

the $14.29 profit the state receives is "very real" as is the
additional costs the distributors would incur. Mor eover, he

inquired as to who would be in change of enforcenment of
stanpi ng, which will probably be another cost to the taxpayers.

CHAIR MJURKOABKI recalled from the initial testinony that the
state doesn't have very accurate nunmbers with regard to seized
contraband material. She asked if the tiered approach hel ps M.
Scott's business in ternms of conpeting wth [out-of-state]
conpani es.

MR. SCOIT answered, "QOther than having to add on extra enpl oyees
to run them it mght." He agreed that it's better than the
alternative of no discount.

Nunber 1484

REPRESENTATI VE ROKEBERG poi nted out that M. Scott had indicated
in his witten testinony, included in the commttee packet, that
a stanping nachine costs about $25,000. That cost didn't
include freight fees and the required naintenance agreenent.
Representati ve Rokeberg inquired as to how many people would be
required to operate the stanping nachine.

MR, SCOIT explained that a representative of RJ Reynolds
provided him with exanples of [the nunber of enployees] other
states have used. The RJ Reynolds representative specified that
at a mninum three people are required to operate the stanping
machi ne.

REPRESENTATI VE ROKEBERG inquired as to how often the stanping
machi ne would have to be run in order to deal with M. Scott's
vol une of busi ness.

MR. SCOIT replied that he couldn't answer that question.

REPRESENTATI VE ROKEBERG related, "I think it relates to this
i ssue about the anendnment we have and you spoke to that. Wsat's
that going to generate and see if you can either basically try
to recoup your costs by the discount anmount because ... this
sounds like a private fiscal note, this bill, versus what we can
do to soften the blow to these people.™
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Nunmber 1569

BOB GALOCSICH, Vice President, Wolesale Operations, Al aska
Comrerci al Conpany; Operator, Frontier Expediters, testified via
t el econf erence. He informed the commttee that Frontier
Expediters is a DBA (ph) and the wholesale arm of the Al aska
Comrerci al Conpany. The whol esale arm of the business enploys
about 17 people. M. Glosich said that he couldn't provide the
commttee with good nunbers for cigarette sells in 2001 because
the conpany didn't sell cigarettes for nine nonths of 2001 due
to the nmunicipal tax issue. However, M. Galosich estinated
that in 2002 sales and distributions to its 24 [Alaska
Conmer ci al Conpany] stores will be approximately $20 mllion, of
whi ch about half is from tobacco products. An inventory of
about $400,000 is maintained, including the $10 state tax in
Anchor age. M. @Glosich said that he was adamantly opposed to
HB 429 as witten because it adversely inpacts snmall tobacco
whol esal ers.

MR. GALOSICH said that [snall tobacco whol esal ers] operate on
thin margins for conpetitive reasons. Alaska is one of
approximately 17 states that do not have a mninmum sell |aw.
This legislation would cause a substantial increase in operating
costs for the wholesaler and that would continue to place [the
small tobacco wholesalers] at a conpetitive disadvantage.
Al t hough the discount structure would help, one nust Kkeep in
mnd that in Al aska no one has stanping machi nes and no one has
ever done stanping. Therefore, there is the conbination of an
investnment, a learning curve, additional people costs, and air
rate that's going to contribute to costs in the beginning. M.
Gal osich related his belief that no one has had enough tine to
study exactly what the inpact would be other than to say that it
woul d be a negative inpact on business. Furthernore, the state
has been unable to quantify the amount of |ost revenue due to
contraband cigarette sales. M. Galosich remarked that getting
contraband cigarettes in Alaska is difficult. "Do the existing
vol unmes justify the burden on the snall businessnen in Al aska,
don't think at this point that they do," he concl uded.

Nunber 1746
CHAI R MURKOASKI returned to M. Scott's questions. Wth regard
to the contraband, Chair Mirkowski related that there doesn't

seem to be anything firm in ternms of what the Departnent of
Revenue m ght expect to recover from any contraband.
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MR. SCOIT specified that he wanted to know why the departnent
has such a sense of urgency with the inplenentation of this tax
st anp. M. Scott rem nded the commttee that he also inquired
as to who would enforce this.

MR. SLOTNI CK deferred to Johanna Bal es. However, he said that
the departnent cannot quantify the anmpunt of contraband
cigarettes comng into the state, although there is know edge
that it does happen due to M. Bales' work. M. Slotnick
related the hope that the contraband is small, but Hawaii, which
is also renote, becane a quick target for inmporters of untaxed
cigarettes. Hawaii's stanp law significantly reduced the
cont raband. M. Slotnick specified that the goal [with HB 429]
is to perform reasonable enforcenent action; the departnent
doesn't want the state to be an attractive target for the
inmporters of untaxed cigarettes. Wth regard to enforcenent,
M. Slotnick infornmed the commttee that [the departnent] would
need at |east two additional positions to help enforce this |aw.
Moreover, the departnment will cross-train with |aw enforcenent
and investigative officials who are in the field, which wll
include Village Public Safety Oficers (VPSOs), troopers, city
poli ce, i nvestigators, depart nment i nvestigators, and the
Department of Health & Social Services. Additionally, M.
Slotnick expected that the public would report sightings of
unst anped ci garettes.

REPRESENTATI VE MEYER related his understanding then that this
stanp woul d ensure that the state tobacco tax is being paid. He
asked if there is a way in which the cities of Juneau and
Anchorage could also ensure that they receive their tax as well,
or will those cities need their own stanp.

MR. SLOTNICK answered that he believes the cities would need
their own stanp.

Nunmber 1908

JOHANNA BALES, Revenue Auditor, Tax D vision, Departnent of
Revenue, testified via tel econference. Ms. Bales said that the
only city she knew of that had its own [cigarette] stanp is New
York City. Al the other states feel that the cities would have
to have a stanp designating that the tax is paid. One of the
problenms with cities having their own stanp is that [the
departnment] has confidentiality statutes that don't allow it to
share information with the municipalities.
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REPRESENTATI VE ROKEBERG inquired as to the percent increase in
revenue Hawaii experienced after inplenmenting the [tobacco] tax.

MR. SLOTNI CK answered that when the stanp was inposed, Hawaili
experienced a 25 percent increase in revenue collection.

M5. BALES, in response to M. Slotnick, specified that the
cigarette tax in Hawaii increased from about $.60 to $1.00 a
pack. Al t hough She pointed out that it's difficult to decipher
the amount of total revenue Hawaii saw, Hawaii's collection
increased from $4 million a nonth before the stamp to $6.5
mllion a nmonth in revenue [after inplenentation of the stanp].

REPRESENTATI VE ROKEBERG asked if the discounts in the anendnent
woul d be sufficient to cover the costs of applying the stanps.

M5. BALES pointed out that [the departnent] has seen a 22
percent reduction in reported taxable cigarettes once Al aska's
tax rates increased. [ The department] believes that is the
result of a conbination of people who have stopped snoking or
cut back and bootl eggi ng. Wthout a stanp, it's inpossible for
the departnent to determne what nmakes up the 22 percent.
However, for every 1 percent increase, after inplenenting the

stanp, [the state] wll receive $400,000 nore in revenue each
year. A 10 percent increase would ampbunt to an additional $4
mllion in revenue.

MR. SLOTNI CK added that although this [discount proposal] won't
cover all the distributor's costs, it narrows it to less than
$.01 per cigarette. M. Slotnick related the belief that the
distributors will experience an increase in revenue if there is,
in fact, an increase in taxable sales. M. Sl ot ni ck
acknow edged that the discount rate could be changed so that it
covers all the distributor's costs, but it would result in a
much higher fiscal note. Furthernore, M. Slotnick reiterated
his belief that the distributors will experience an increase in
sales with the passage of HB 429 and thus the [discount
anendnent] i s generous.

Nunber 2072
REPRESENTATI VE ROKEBERG surmnm sed then that M. Slotnick believes

[under HB 429] sales would increase, and therefore the increased
cost would be offset with the discount and the increased sales.
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MR. SLOTNICK responded, "I'm not sure I'mwlling to go quite
that far. | don't know whether they will, in fact, offset all
of their costs, but at |east there's no conpetitive advantage."

REPRESENTATI VE ROKEBERG envi si oned Wal - Mart or Costco doing this
with a stanp machi ne outside of the state, and perhaps doing so
cheaper.

MR. SLOTNI CK said that the departnent expects there to be sone
out - of -state stanping. He reiterated that [sone of the |arger
distributors] have indicated a high probability that they wll
stanp in the state. Sone of the smaller whol esal ers who operate
out of Seattle and ship to renote comunities wll probably
stanp out of state.

CHAIR MJRKOWSKI informed the commttee that Mark Johnson,
Department of Health & Social Services, is present to answer any
addi tional questions regarding the tobacco enforcenent aspect of
this. There were no questions of M. Johnson.

Nunber 2173

MR. ELERDING related that since the arrival of the national box
stores in Anchorage, the volune of cartons that nove through the

bonded warehouse has steadily declined. Therefore, in M.
Elerding's opinion, the majority of the stanping by the I|arger
stores will be perforned outside of Al aska.

CHAI R MURKOABKI , determning there to be no one else to testify,
cl osed public testinony.

Nunber 2215

REPRESENTATI VE MEYER comented that he is having difficulty
getting excited about HB 429. Even with the anendnents,
[stanping] could still hurt the small business wholesalers in

Al aska. He related that he wasn't convinced that Al aska has a
[ tobacco] bootl eggi ng probl em

CHAIR MJURKOWBKI said that was her concern when the commttee

first heard the bill. However, the proposal being discussed as
the four-tiered system addresses the conpetitive disadvantage
and levels the playing field a bit. She recogni zed

Representative Meyer's concern to be in regard to whether it's
necessary to have a stanping operation in this state. She said
the state doesn't want to be a target for contraband and she
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questioned whether that would be the case if Alaska is one of
the last states to nonitor [cigarette contraband].

REPRESENTATI VE MEYER recalled an earlier point with regard to
the difficulties of having a stanping nachine in Al aska. The
only state that would be simlarly situated would be Hawaii,
which has a larger population base that could fix a broken
st anpi ng machi ne.

TAPE 02-57, SIDE B

REPRESENTATI VE MEYER expressed concern that there could be sone
other inherent risks that could hurt the small businesses other
than the vol une.

Number 2331

REPRESENTATI VE HAYES noved that the commttee adopt Anmendnent 1,
whi ch reads as foll ows:

Page 7, lines 23-27:

Delete: "For the first $1,000,000 in denom nated
val ue of stanps purchased by a licensee under this
section in the sanme calendar year is equal to one
percent of the denom nated values of the additional
st anps. "

Page 7, line 31, follow ng "AS 43.50. 500-43.50. 700. ":
| nsert: "The discount under this subsection is

equal to the sum of the anpbunts cal culated using the
foll ow ng percentages of denom nated value of stanps
purchased by a |licensee under this section in a
cal endar year

(1) $1,000,000 or less, three percent;

(2) the anpbunt that is nmore than $1, 000, 000,
but not nore than $2, 000, 000, two percent;

(3) the anpbunt this is nmore than $2, 000, 000,
but not nore than $5, 000,000, 0.5 percent;

(4) the anmount that is over $5,000,000, zero
percent.”

There bei ng no objection, Arendnent 1 was adopt ed.
REPRESENTATI VE HAYES related his belief that it's probably safe
to assune that Al aska has sone bootl eg contraband because Al aska

is one of only four states that doesn't know Amendnent 1
pl aces a safeguard in the bill, which Representative Hayes said
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made him nore confortable. Wth regard to the concerns that
this st anpi ng machi ne coul dn't be fixed in Al aska,
Representative Hayes said he believes there are plenty of good
mechanics in the state who could probably fix it.

Nunber 2238

REPRESENTATI VE HALCRO noved to report HB 429 as anended out of
commttee with individual recomendations and the acconpanying
fiscal note. There being no objection, CSHB 429(L&0) was
reported fromthe House Labor and Comrerce Standing Committee.

HB 246- OMNI BUS | NSURANCE BI LL

CHAI R MURKOWSKI announced that the next order of business would
be HOUSE BILL NO 246, "An Act relating to confidentiality of
records and to cease and desist orders of the division of
i nsurance, to insurance conpany investnents, to wunauthorized
insurers, to surplus lines insurance, to health insurance, to
life insurance, to annuity insurance, to consuner credit
insurance, to title insurance, and to hospital and nedical
service corporations; and providing for an effective date.”
[ The commttee's discussion was directed at Version 22-LS0743\J,
Ford, 2/20/02.]

Nunber 2193

BOB LOHR, Director, Dyvision of Insurance, Departnment of
Community & Economc Devel opnent (DCED), specified that in
[ Version 22-1LS0743\J, Ford, 2/20/02] there are two substantive
i ssues and sone m scel | aneous provisions. The bill contains a
nunber of confidentiality provisions, which would basically
require the Division of Insurance to protect the confidentiality
of insurance exam nation work papers in order to increase the

W llingness of insurers to share confidential information wth
the division during the exam nation process. Currently, the
division has the authority to conpel the production of
docunents, but at tines the insurer will argue that production
to the division risks access to those docunments by third party
litigators. The current protection in statute is sonmewhat

limted; the director has the authority to nmke docunents
confidential when it is in the public interest and can do so for
as long as necessary to protect the confidentiality. The
statute basically provides for a situational standard that's
designed to be sonewhat tenporary. This [legislation] would
make [confidentiality] automatic wth respect to certain
categories of docunents. M. Lohr enphasized that this change
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is inportant so that Alaska wll remain accredited by the
Nat i onal Associ ation of Insurance Comm ssioners (NAIC), neaning
that Al aska neets the mninmum national standards for financial
regul ation  of I nsurance  conpani es. Furt her nor e, [this
| egislation] would nmake it possible for the division to share
confidential information with federal and state regulators and
to receive docunents that other states and the NAIC have
gat hered about insurance conpanies. M. Lohr informed the
commttee that the Washington State insurance conm ssioner wl|
not share investigative files wth Alaska's Division of

| nsurance under the current <confidentiality standards. He
expl ained that Washington State wants a confidentiality
agreenent on a case-by-case basis. Furthernore, Washi ngton

State wants an agreenent that is at |east as protective as their
| aw. Washi ngton State wants to avoid someone going to another
jurisdiction, such as Al aska, and seek production of docunents
under that jurisdiction's public records act when those
docunents weren't available directly from the insurance
regul ators in Washington State.

Nunmber 2068

CHAIR  MJURKOWEKI recalled the credit scoring legislation
i ntroduced by Representative Crawford and the question regarding
whet her aspects or insurers’ records would be considered
confidential. She asked if the aforenentioned would be an
exanpl e of the confidentiality provisions being discussed now.

MR LOHR replied no and pointed out that the provisions
inplicated by Representative Crawford's bill deal wth rate
maki ng. Wthin the rate-making statute there is a provision
specifying that once the division has concluded action on a
requested rate, all of the supporting docunents related to that
rate request becone public. Therefore, in order for an insurer
to get a credit scoring nodel approved, the insurer would have
to be willing for that nodel to becone public. That provi sion
woul dn't be inpacted by HB 246.

Number 2011
MR LOHR returned to [Version J] and the Miltiple Enployer

Vel fare Arrangenments (MEWA), which consists of a group of
enpl oyers that form a pool to provide health insurance to their

enpl oyees. The division would like to encourage the fornmation
of financially sound MEWAs. Furthernore, Alaska wants to
attract additional responsible insurers and sound alternative
health insurance arrangenents to the state. He noted that
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conpetition in this area is desirable. However, the current |aw
requires MEWAs to obtain a certificate of authority as a health
insurer and thus requires the MEWA to nmaintain approxi mately $2
mllion of capital and surplus and file financial statenents
that would be regulatory overkill, in M. Lohr's opinion. M.
Lohr pointed out that [Version J] establishes capital surplus,
reserve standards, financial reporting, et cetera that are nore
appropriate to the structure and type of business in which a
MEWA engages.

MR. LOHR turned to the mscell aneous provisions of [Version J].
He noted that he has chosen only three exanples of those
provi sions. One of the provisions would establish fees for late
paynent of premium taxes in order to encourage the tinely
paynment of premum taxes, which are general fund revenues.
Anot her provision would establish an annual fee to operate as a
joint insurance arrangenent (JIA) in order to offset the
division's cost of enforcing the provisions of AS 21.76. M .
Lohr explained that JIAs aren't regulated as insurance entities
under state |aw. However, in order to preserve the conpetitive
playing field, each of the JIAs have frequently requested that
the division be the "conpetitive gatekeeper." The division
incurs an expense for doing the aforenentioned and if those
expenses aren't covered by fees paid by the JIAs, then the
expenses would be recovered through the fees to the division

from the |icensees. However, the division doesn't feel that
it's appropriate to cross subsidize JIA activities out of
licensing fees. Anot her provision would establish mninmm

attachnment points consistent with NAIC s nodel |aw for stop-loss
insurance policies that are purchased by enployers to self-
insure their health insurance plans. These mnimunms will help
elimnate health insurance policies sold as stop-loss insurance
in order to avoid conpliance wth health insurance |aws,
i ncluding guaranty issue, federal portability requirenents, and

benefit mandates. M. Lohr related his belief that this
l egislation isn't controversial because the text of this
| egi sl ation has been "shopped" to all interested parties of
which the division is aware. The division hasn't received

substantial opposition and thus wouldn't predict controversy
with regard to the provisions of the |egislation.

REPRESENTATI VE CRAWORD requested explanation of attachnent
points and retention limts.

Nunber 1827
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KATI E CAMPBELL, Actuary L/H, D vision of Insurance, Departnent

of Community & Economic Devel opnent, expl ai ned that an
attachment point is the point at which the insurance would
actually Kkick in. Therefore, an enployer who wanted to self-
insure their health insurance benefits while protecting

thenmsel ves from large clainms or excessive nunbers of clains
[woul d use] the attachnment point. M. Canpbell pointed out that
a small enployer who wants to self-insure can't purchase a stop-
loss policy with a retention of |ess than $10,000 per claim
Therefore, the enployer would have to take the risk for any
amount bel ow $10,000, on an individual claim Ms. Canpbel |
explained that if the [attachnment point] is |ow enough that al

the risk is on the insurance conmpany [that is] health insurance

instead of stop-loss insurance. Stop-l1 oss insurance policies
aren't subject to health insurance laws and thus the enployer
woul dn't have credible coverage. A stop-loss policy isn't

heal t h i nsurance, she specified.

MR. LOHR surm sed that a self-insured party isn't subject to the
i nsurance code in the way that an insurer would be. Therefore,
if a self-insured party can elimnate all risk to itself by
virtue of a high deductible and a |low attachnent point, the
self-insured is [risk free] and still isn't treated as an
i nsurer.

REPRESENTATI VE ROKEBERG directed attention to page 12, line 25,
which specifies the regulated type institutions. "W're not
tal king about a self-insured here,"” he asked.

M5. CAMPBELL explained that insurance conpanies actually wite
the stop-loss policy, and therefore it's insurance, but not
heal th i nsurance. The [stop-loss insurance] is simlar to
enployer liability in which the enployer purchases a stop-|oss
policy to cover any losses incurred in their health plan over
the [specified] dollar anount.

REPRESENTATI VE ROKEBERG i nquired as to how a MEWA would issue a
stop-1 oss insurance policy.

M5. CAMPBELL clarified that [a MEWA] would have to purchase a
stop-1oss insurance policy. She related that the goal was to
cover anyone who could have a license to wite an insurance
policy. Therefore, any stop-loss policy issued by anyone who
has a license to wite insurance is subject to the sane
standard, including the NEWAS. She agreed with Representative
Rokeberg that the self-insured can't be covered under the
Enpl oyee Retirenment and I ncome Security Act of 1974 (ERI SA).
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Number 1609

CHAI R MURKOWASKI turned attention to the sectional analysis [done
by the Division of Insurance] and the definition of the health
care insurance plan [found in Section 36 of Version J on page

14]. The sectional analysis says, "The unintended consequence
is that individual short-term nedical coverage nust conply wth
health benefit mandates.™ The sectional analysis goes on to
say, "This section anends the definition of health care
insurance plan in order to exclude short-term individual health
coverage from the benefit rmandates.” She asked iif the

af orenenti oned nmeans that under [Version J individual short-term
medi cal coverage] wouldn't be required to carry coverage for
prostrate screening and breast cancer screening.

M5. CAMPBELL replied yes and explained that this federa
definition wasn't translated into our |aws accurately. The
intent was that it shouldn't apply to individual short-term
medi cal coverage, such as a three-nonth period when an
individual is between coverage. There are sone insurers who
actually want to market such short-term coverage.

Nunmber 1526

CHAIR MURKOWBKI surm sed then that [Version J] is consistent
with the Health Insurance Portability and Accountability Act
(HI PAA) .

MR. LOHR agreed, adding that H PAA conpliance is an inportant
el emrent in keeping the federal governnment "off our back."

CHAI R MJURKOABKI rel ated her understanding then that [Version J]
only takes on two policy issues: the confidentiality conponents
and the MEWA regul ati ons.

MR, LOHR replied yes and added that there are other potentially
controversial provisions such as the possibility that JIAs m ght

believe paying any fee at all is inappropriate and thus oppose
it. Currently, there is an exenption under the surplus Ilines
taxation law for aircraft regularly engaged in interstate
comer ce. This legislation proposes to change the |anguage to

refer to "primarily engaged".

CHAI R MURKOASKI inquired as to whether "primarily engaged” has
been defi ned.
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MR, LOHR answered that it isn't defined in this |egislation and
it may be an appropriate subject for regulation. The division
wanted to clarify the statute before taking on the regulatory
effort.

Nunber 1428

REPRESENTATI VE ROKEBERG directed attention to Section 35 on page
14 and inquired as to why that | anguage was i ncl uded.

M5. CAMPBELL explained that the insurance conpanies interpreted
the original provision to nean that they didn't have to provide
at least $1,500 [of coverage]. Therefore, this |anguage nerely
clarifies the original intent that a health care insurer can't
provi de | ess than $1,500 per year. This was discovered when the
di vision reviewed the contracts.

REPRESENTATI VE ROKEBERG recalled the debate on this matter
revolving around why if soneone didn't wuse all their benefit
that they would have to lose their benefit or why would the
i nsurer have to pay nore if the $1,500 wasn't used.

CHAIR MJRKOWSKI related her wunderstanding that the insurance
conpanies interpreted the |anguage to nmean that they weren't
required to provide anything unless it was up to $1, 500.

M5. CAMPBELL indicated that the original |anguage "up to $1, 500"
created the problem The |anguage in [Version J] specifies that
an [insurer] has to provide up to $1,500 of benefit.

REPRESENTATI VE ROKEBERG asked if the language in [Version J]
says that.

MS. CAMPBELL said, "So they have to provide at |east $1,500 for
a covered person.”

REPRESENTATI VE ROKEBERG inquired as to a situation in which the
person doesn't want to spend $1, 500.

CHAI R MURKOABKI said that the |anguage doesn't seemto allow for
[ coverage] of less [than $1,500].

Number 1256
REPRESENTATI VE ROKEBERG turned to Section 41 and interpreted

that section as adding MEWAs to the Al aska Conprehensive Health
| nsurance Associ ation (ACH A).
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MR. LOHR agreed with Representative Rokeberg's interpretation.
He added that the division is trying to broaden the base of
i ncl usi on.

CHAIR MURKOWBKI returned to the current |anguage relating to
di abet es education and pointed out that it says, "coverage for
the cost of diabetes training or education is limted to $1,500
for a covered person in a year."

M5. CAMPBELL explained that the insurance conpanies were
interpreting the existing |language as allowng them to provide
benefits up to $3,000. In other words, the existing |anguage
seened to cap the benefit.

CHAI R MURKOWBKI recalled that the intent was not to put in place
an unlimted requirenent that an insurer had to provide diabetes

education and training at an unrestricted anount. Ther ef or e,
the $1,500 was a conprom se. If the insurer wanted to provide
nore  coverage, the existing |anguage was construed as

restraining.
Nunber 1146

MR LOHR offered the follow ng |anguage: "The health care
insurer shall provide benefits not to exceed $1,500 and nmay
provi de benefits in excess of this amunt."”

V5. CAMPBELL agreed that the aforenentioned |anguage m ght get
to the problem Ms. Canpbell pointed out that other benefit
mandates such as wth alcohol and drug abuse and those
established |limts haven't been interpreted to nean that if
soneone didn't use it, the benefit still had to be paid.

REPRESENTATI VE ROKEBERG renarked that the |anguage [in Section
35] isn't clear to the average person.

M5. CAMPBELL suggested that the |anguage [in Section 35] could
refer to "coverage" rather than "benefits".

CHAIR MJRKOWBKI agreed that the change to "coverage" seens
appropri ate.

M5. CAVMPBELL interjected that the term"limted" in the existing
statute seened to cause the problem

Number 1022
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REPRESENTATI VE = ROKEBERG npved that the conmttee adopt
conceptual Anendnent 1, as follows:

Page 14, |ine 10,
Del ete "benefits"
I nsert "coverage"

There being no objection, conceptual Amendnent 1 was adopted.

CHAI R MURKOWBKI noted that the comm ttee packet includes severa
anmendnents [to Version J] and asked whether M. Lohr cared to
speak to them

MR. LOHR pointed out that the |legislation seens to have an error
in which "small" and "large" are reversed and thus there is the
need to anend that. The change from "large"” to "small" confirns
the lower retention limts for a smaller entity. It doesn't
make sense to have stricter standards for the large entity than
for the small entity. For actuarial purposes, the smaller
entity needs additional sidebars. The sanme anmendnent inserts a
section that references AS 21.07, the codified Patients' Bill of
Ri ght s, and AS 21.18.080-21.18. 086, the health reserving
st andar ds. The addition of these references were included to
ensure that the provisions in the case of hospital nedical
service corporations, of which Blue Cross is an exanple, [were
i ncl uded] . He informed the committee that the Blue OCross
statute includes a provision that other provisions of the code
don't apply to them unless explicitly |isted. Al t hough Bl ue
Cross has treated the aforenentioned provisions as if they
apply, a strict reading of the code wouldn't apply them as a
matter of |aw.

Nunmber 0810

REPRESENTATI VE HAYES noved that the commttee adopt Anmendnent 2,
whi ch reads as foll ows:

Page 13, line 1
replace "large" with "small"

Page 13, line 8
replace "small" with "| arge"

Page 29, |ine 27
I nsert new bill section to read:
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*Sec. . AS 21.87.340 is anended by adding a
new par agraphs to read:
(22) AS 21.07;
(23) AS 21.18.080-21.18.086

There bei ng no objection, Amendnent 2 was adopt ed.
Number 0772

REPRESENTATI VE KOIT noved to adopt CSHB 246, Version 22-
LS0743\J, Ford, 2/20/02, as the working docunent. There being
no objection, Version J was before the commttee.

The <conmittee then proceeded to restate the notions for
conceptual Anmendnent 1 and Anmendnent 2, which were adopted again
wi t hout obj ection.

Nunmber 0708

REPRESENTATI VE ROKEBERG noved that the conmttee adopt Anendnent
3 [22-LS8004\ A.5, Ford, 4/4/02], which can be found at the end
of this section of m nutes.

REPRESENTATI VE KOTT obj ected for di scussion purposes.

MR. LOHR explained that Anendnent 3 addresses the property
casualty guaranty fund, which is set up as a backstopping
mechanismto protect the consuner. \Wen a consuner purchases an
i nsurance policy, the consuner wants to know that the prem um
dollars paid to the conpany will be used to provide the clains
coverage prom sed. If the conpany goes under, this nechanism
ensures that all other conpanies participate in a guaranty fund
designed to pay clains against insolvent conpanies. M. Lohr
said this works very well because it provides a |level of
insurance to the insurance system "Every conpany that is
participating in a line of insurance is required, as a condition
of that access to that market, to agree to pay its pro rata
share on clains based on its market share in that Iine of
i nsurance,” he explained. It's very inportant that this
anmendnment be in place, he said.

MR. LOHR specified that Amendnent 3 would change the nechani sm
of calculating the assessnent. Currently, the assessnent is
done at the end of the year in which the insolvency occurs. For
exanple, if a conpany becane insolvent August 15, 2001, at the
end of 2001 the assessnment would be based on the market share of
each conpany in the workers' conpensation or property casualty
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market in Alaska for that year only. This legislation would
provi de that one year later there would be an adjustnent of that
assessnment based on the market share that occurred during the
subsequent year [of insolvency]. He explained that it intends
to address the current situation in which a new entrant into the
mar ket during the year [of another conpany's insolvency] would
bear no assessnent for the failure of the other conpany.
However, the new entrant nmay inherit a lot of business due to
the failure of the other conmpany and thus there wouldn't be a
| evel playing field in that market at that tine. Based on a
recal cul ati on of that assessnment one year later, the new entrant
would pay its fair share based on its market share at the tine
of the insolvency of the other conpany. In response to
Representative Rokeberg, the new entrant wuld have its
assessnent calculated one year subsequent to the prior
assessnent. M. Lohr comrented that this [amendnent] would
establish a level playing field that wouldn't allow the new
entrant to enter the market for free. Furthernore, this would
result in a proportionately |ower assessnent to each of the
other players in the market and thus the total market doesn't
change but rather is reallocated. M. Lohr noted that this
proposal has been submitted to the board of directors of the
guaranty fund, which he understood had no opposition to this
concept .

REPRESENTATI VE KOIT asked if [Amendnent 3] would be the new
Secti on 50.

MR LOHR answered in the affirmati ve.
Nunmber 0288

REPRESENTATI VE RCOKEBERG asked if the board of the guaranty
association has representatives from each of the firns
participating in the association.

MR. LOHR related his belief that the nenbers of the board of the
guaranty association represent the largest insurers in the
mar ket . Furthernore, he said he believes that the voting is
wei ghted proportional to the nenber's market share. He noted
that he has heard no opposition fromthis board and the |anguage
was submitted to this board. He nentioned that he received e-
mail confirmation from the board's staff that the board was
confortable with the | anguage.

REPRESENTATI VE KOTT w t hdrew hi s objection.
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Therefore, Anmendnent 3 was adopt ed.
Number 0130

REPRESENTATI VE MEYER noved that the commttee adopt Anmendnent 4,
whi ch reads as foll ows:

Page 5, line 19:
Insert new bill section to read:
*Sec. . AS 21.09.200(a) is anended to read:

(a) Each authorized insurer shall annually,
before March 2, file with the director or his designhee
a full and true statenment of its financial condition,
transactions, and affairs as of the precedi ng Decenber
31. The reporting format for a given year is the nost
recently approved National Association of Insurance
Comm ssioners' annual financial statenent blank form
and i nstructions, suppl enent ed for addi ti onal
information as required by the director. The director
may require the statenent to be filed on electronic
media. The statement shall be verified by the oath of
the insurer's president or Vi ce- presi dent, and
secretary, or, if a reciprocal insurer, by oath of the
attorney-in-fact or its like officers if a corporation
unless verification is waived by the director of
i nsur ance. The filing locations will be published by
the director at |east annually.

Page 5, line 24:
Insert new bill sections to read:
*Sec. . AS 21.09.200(e) is anended to read:

(e) An insurer shall pay to the division
$100 for each day the insurer fails to file the annual
statenent in the formand location required and within
the time established in (a) of this section. The
authority of the insurer to enter into new obligations
or issue new or renewal policies of insurance in this
state may be suspended by the director if the annual
statenent has not been filed by March 1.

*Sec. . AS 21.09.205(b) is anended to read:

(b) A quarterly financial statenment, if
required, is due 45 [60] days after the end of the
quarter to which it applies.

Page 8, line 15:
Insert new bill section to read:
*Sec. . AS 21.27.330(b) is anended to read:
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(b) If a licensee that is a firm transacts
business at nore than one place of business [IN TH'S
STATE], the licensee shall pay a |license fee for each
pl ace of busi ness.

CHAI R MURKOWABKI obj ected for the purpose of discussion.

MR. LOHR explained that that the anendnent would allow the
director of the Division of Insurance to del egate responsibility
to receive these annual statenents. Furthernore, it would allow
the division to indicate the location of the filing annually.
This would typically be done in the annual statenent of
instructions that the division already publishes for insurance

conpani es. The anendnent also deals with the location of the
filing and anmends the deadline for filing from 60 days to 45
days after the end of the quarter. Therefore, an insurance

conpany has a nonth-and-a-half to submt the requirenment, which
he said he believes to be consistent with NAIC s standards for
quarterly reports.

TAPE 02-58, SIDE A

MR. LOHR continued by pointing out that Anmendnent 4 inserts a
new section that deletes the language "in this state". He
explained that [the |anguage was deleted] because it has been
argued by an outside nonresident applicant for a license that
this | anguage neans that those not l|ocated in Al aska don't have
to pay this license fee. However, the division feels that a
nonr esi dent applicant should pay their fair share, he said.

REPRESENTATI VE MEYER asked if these are conceptual anmendnents.
CHAI R MJURKOWBKI said that the drafter can work out the sections.
Number 0069

REPRESENTATI VE RCOKEBERG turned to the last portion of Anendnent
4, which inserts a new bill section on page 8, line 15. He
guestioned the drafting.

MR. LOHR, in response to Representative Rokeberg, explained that
the argunent is that if a [nonresident] applicant doesn't intend
to open an office in Al aska, those applicants shouldn't pay any

fee at all for nultiple places of business.

REPRESENTATI VE ROKEBERG poi nted out that the current |anguage is
nore anbi guous because it says "the licensee shall pay a license
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fee for each place of business" regardless of the state. He

reconmended | eaving the |anguage "in this state” in the bill and
i ncluding | anguage that specifies that if the |licensee doesn't
have a premise in the state, the licensee is still required to

purchase a |icense.

CHAIR MURKOABKI asked if the language read "If a l|icensee that
is a firmtransacts business at nore than one place of business,
the licensee shall pay a license fee for each place of business
inthis state.” woul d address Representati ve Rokeberg's concern.

REPRESENTATI VE ROKEBERG said that the |anguage could state, "A
business that has no premises in the state still nust pay a
licensing fee."

MR. LOHR said he considered Representative Rokeberg' s suggestion
as a friendly anmendnent.

REPRESENTATI VE ROKEBERG noved that the conmittee adopt an
anendnent to Anendnent 4 that would result in the new section to
be inserted on page 8, line 15, to read as follows: "If a
licensee that is a firm transacts business at nore than one
pl ace of business, the |licensee shall pay a |icense fee for each

pl ace of business in this state. |[If a licensee does not have a
pl ace of business in this state, he is still required to pay a
i cense fee."

REPRESENTATI VE MEYER noted his acceptance of that anendnent to
Amendnent 4.

MR. LOHR said that the person that should be consulted is the
director of the Division of [Occupational] Licensing and the
| i censi ng supervisor who suggested the anmendnent. He offered to
consult with the [licensing supervisor] and hold that portion of
t he anmendnent until the next commttee of referral.

Number 0394

REPRESENTATI VE ROKEBERG poi nted out that the anendnent could be
concept ual

CHAI R MJRKOWBKI said that she wasn't sure she understood because
she thought that one would pay a license fee based on the
| ocations, although it has been determ ned that there m ght not
be | ocations within Al aska.
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MR. LOHR recomended deleting from Amendnment 4, the follow ng
| anguage:

Page 8, line 15:
Insert new bill section to read:
*Sec. . AS 21.27.330(b) is anended to read:
(b) If a licensee that is a firm transacts
business at nore than one place of business [IN TH' S
STATE], the licensee shall pay a license fee for each
pl ace of busi ness.

MR. LOHR said that the division can deal wth the enforcenent
i ssue through current statute, if necessary.

Nunmber 0543

REPRESENTATI VE ROKEBERG wi thdrew his anmendnent to Anendnent 4
and then noved to delete from Amendnent 4, the follow ng
| anguage:

Page 8, line 15:
Insert new bill section to read:
*Sec. . AS 21.27.330(b) is anended to read:
(b) If a licensee that is a firm transacts
business at nore than one place of business [IN TH' S
STATE], the licensee shall pay a license fee for each
pl ace of business.

There being no objection, the anendnent to Anmendnment 4 was
adopt ed.

CHAI R MURKOWBKI wi t hdrew her objection to Anendnment 4, and there
bei ng no other objection, Anendnent 4 [as anended] was adopt ed.

Nunber 0597

REPRESENTATI VE ROKEBERG remarked that the July 1, 2002
effective date seened wunusual. For exanple, the omibus
insurance bill had different effective dates for different
sections.

MR. LOHR said that he didn't believe the changes would require
substantive retooling by the insurers. Therefore, a uniform
effective date [seens appropriate].
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REPRESENTATI VE ROKEBERG turned to the MEWA regul ati ons and asked
if M. Lohr believes [this legislation] has |essened the burden
of entering in this market versus the current situation.

MR. LOHR answered, "Mst definitely."”

REPRESENTATI VE ROKEBERG requested an exanple of the anount of
noney that [an insurer] has to put forth for their solvency
provi si ons upon operation.

M5. CAMPBELL directed the comrmittee to the bottom of page 21,
which specifies that $200,000 nust be deposited wth the
director to cover insolvency. The |anguage also requires a
witten plan of operation and the insurer also has to submt
financial statenments to assure stop-loss coverage.

MR. LOHR pointed out that the current insolvency requirenment for
i nsurance conpanies is $2 mllion.

REPRESENTATI VE ROKEBERG asked if there is a provision that woul d
allow the noney to be released once the plan reached a certain
size with a certain bal ance sheet.

MR LOHR informed the commttee that the capital surplus
requi renent for an insurance conpany is a perpetual requirenent.
These requirenents are typically maintained on an interstate
basis. A multi-state insurance conpany isn't required to have a

separate dedicated capital surplus reserve for Al aska. The
i nsurance conpany is allowed to invest the aforenentioned
[capital surplus revenue]. The capital surplus requirenment is

mai ntained for the life of the conpany.

REPRESENTATI VE ROKEBERG asked whether the noney would be
deposited with the directors of insurance in the various states.

M5. CAMPBELL explained that the $200,000 requirenent is an
initial requirenent occurring when the [conpany] qualifies to
become a MEWA. The requirenment is certified and recomrended by
a qualified actuary. Ms. Canpbell pointed out that this
$200,000 is what the [insurer] is actually holding, no
additional noney is being given to the director; there is nerely
an initial deposit during startup.

Number 0863
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REPRESENTATI VE ROKEBERG presumed that [the insurer] could dip
into the [$200,000] fund at a certain point or the director
woul d all ow themthe use of that noney.

MR. LOHR noted that question has conme up after the Septenber
11t h tragedy. The conpany nust maintain the mninmum capital
surplus requirenent in order to be in good standing. A conpany
seeking a lower level of reserve would have to speak with the
regul at or. M. Lohr informed the conmttee that M. d over
shoul d be available to discuss reserving requirenents.

REPRESENTATI VE ROKEBERG turned to page 23, paragraph (5) [of
Version J] and inquired as to what that's about.

M5. CAMPBELL answered that ERISA requires that MEWAs hold

fidelity bonds. In further response to Representative Rokeberg,
Ms. Canpbell said that the fidelity bonds have to do with the
sol vency aspects. Unlike a health insurance conpany, these

MEWAs aren't covered under the guaranty fund and thus there are
sone additional requirenents.

Number 1007

MR. LOHR noted that there have been some MEWA wannabes which
have clainmed that they are exenpt from federal |aw because they

are state regulated and vice versa. In these situations, these
[ conpanies] can be turning premum into personal inconme and
never pay a claim It takes vigilant review and coordination

anong state regulators to deal with these. M. Lohr said that
he wasn't sure that [the division] has been able to docunment any
at this tinme, although there have been sone that are located in
ot her states and have witten sone business in Alaska. This |aw
woul d assist in [enforcenent].

MR. LOHR, in response to Representative Rokeberg, said that the
division has had communications with the MEWA formng in
Fai r banks. At this time, that MEWA has been informed that it
must conply wth the full-blown requirenents of being an
i nsurance conpany. The division has also advised this MEWA of
HB 246.

REPRESENTATI VE ROKEBERG surm sed then that w thout the passage
of this legislation, the MEWA formng in Fairbanks would be put
out of business.

MR. LOHR agreed that without this legislation, the requirenents
woul d be burdensone.
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Number 1164

REPRESENTATI VE MEYER noved to report CSHB 246, Version 22-
LS0743\J, Ford, 2/20/02, as anended out of comittee wth
i ndi vidual recommendations and the acconpanying zero fiscal
note. There being no objection, CSHB 246(L&C) was reported from
t he House Labor and Comrerce Standing Committee.

The follow ng is Arendnent 3:

Page , line

Insert new bill sections to read:

"* Sec. . AS 21.80.060 is anmended to read:

Sec. 21.80.060. Powers and duties of the

association. (a) The association
(1) is obligated to pay covered clains

existing before the order of liquidation and arising
within 30 days after the order of liquidation, or

before the policy expiration date if |less than 30 days
after the order of liquidation, or before the insured
repl aces the policy or causes its cancellation if the
insured does so within 30 days after the order of
|l iquidation, but this obligation includes only that
amount of each covered claim that is less than
$500, 000, except that a covered claim for return of
unearned premium may not exceed $10,000 for each
policy, and except that the association shall pay the

full amount of any covered claim arising out of a
wor kers' conpensation policy; the association is not
obl i gat ed

(A to a policyholder or claimant in an
anount in excess of the obligation of the insolvent
insurer under the policy from which the claim arises;

or

(B) to pay a claim filed wth the
association after the final date set by the court for
the filing of clainms against the |iquidator or

recei ver of an insolvent insurer;

(2) is considered the insurer to the extent
of its obligation on the covered clains and to that
extent has all rights, duties, and obligations of the
insolvent insurer as if the insurer had not becone
i nsol vent ;

(3) shall allocate clains paid and expenses
incurred anong the three accounts separately, and
assess nmenber insurers separately for each account
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anounts necessary to pay the obligation of the
associ ation under (1) of this subsection subsequent to
an insolvency, the expenses of handling covered clains
subsequent to an insolvency, and other expenses
aut hori zed by this chapter; under this paragraph,

(A) the assessnents of each nenber insurer
must initially be based on a uniform percentage, as
determ ned by the association, of [IN THE PROPORTI ON
THAT] the net direct witten premuns of each [THE]
nmenber insurer for the last year for which annual
statenents have been filed [CALENDAR YEAR PRECEDI NG
THE ASSESSMENT] on the kinds of insurance in the
account; this initial assessnent shall be adjusted by
appl ying the sane uniform percentage as initially used
to each nenber insurer's net direct witten prem uns
for the calendar year followng the year in which the
initial assessnent was issued; any difference between
the initial assessnent anount and the adjusted
assessnent anount allocated to a nenber insurer shall
be levied against or credited back to the nenber
insurer, as appropriate, by the association; the
association shall calculate and issue all appropriate
|l evies and credits as soon as practical after all
nmenber insurers have filed their annual statenents for
the calendar year followwing the year in which the
initial assessnment was issued [ BEARS TO THE NET DI RECT
WRITTEN PREMUVMS OF ALL MEMBER |INSURERS FOR THE
CALENDAR YEAR PRECEDI NG THE ASSESSMENT ON THE KI NDS OF
| NSURANCE | N THE ACCOUNT; EACH MEMBER | NSURER SHALL BE
NOTI FIED OF THE ASSESSMENT NOT LATER THAN 30 DAYS
BEFORE | T | S DUE];

(B) on an annual basis, the association
shall determne if funding is required for any of the
three accounts; based on this determnation, the
associ ation shall, during Novenber of each year, issue
initial assessnents as nay be necessary to cover the
proj ected reasonable costs of clains and expenses to
adm nister the association for the follow ng year; the
association shall use the services of an independent
actuary to assist the association to eval uate and make
the projection; an initial assessnent may be nmde at
any other tine if the association determ nes funding
IS necessary, except that a nmenber insurer may not be
assessed initial assessnents [IN ANY YEAR] on any
account in an anount greater than two percent of the
menber insurer's net direct witten premuns for the
appli cabl e cal endar year [PRECEDI NG THE ASSESSMENT ON
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THE KI NDS OF | NSURANCE I N THE ACCOUNT] ;

(O the association may pay clains in any
order that it determ nes reasonable, including the
paynment of clainms as they are received from clai mants
or in groups or categories of clainms; however, if the
maxi num assessnent, together wth the other assets of
the association in any account, does not provide in
any one year in any account an anpunt sufficient to
make all necessary paynents from that account, the
funds available shall be prorated, and the unpaid
portion shall be paid as soon thereafter as funds
becone avail abl e;

(D) the association may defer, in whole or
in part, an assessnent of any nenber insurer if the
assessnent would endanger the ability of the nenber
i nsurer to ful fill t he insurer's contractua
obligations or cause the nenber insurer's financial
statenent to reflect anmounts of capital or surplus
less than the mnimum anmounts required for a
certificate of authority by any jurisdiction in which

the nenber i nsurer is authorized to transact
i nsurance; however, during the period of defernent,
the nmenber i nsurer may  not pay dividends to

sharehol ders or policyholders; a deferred assessnent
may only be paid when the paynent does not reduce
capital or surplus below mninuns required by law, a
menber insurer who pays a larger assessnment as a
result of a defernment given to another nenber insurer
shall receive a refund when the defernment ends or, at
the election of the nmenber insurer, receive a credit
agai nst future assessnents;

(E) each nenber insurer may set off against
an assessnent authorized paynents nade on covered
clains and expenses incurred in the paynent of these
clains by the nenber insurer if they are chargeable to
the account for which the assessnent is nade;

(4) shal | investigate clains brought
agai nst the association, adjust, conprom se, settle,
and pay covered <clainse to the extent of the
association's obligation, and deny all other clains,
and may review settlenents, releases, and judgnents to
which the insolvent insurer or its insureds were
parties to determne the extent to which settlenents,
rel eases, and judgnents nay be properly contested;

(5) may, subject to AS 21.89.100, appoint,
substitute, or direct |egal counsel retained under an
i nsurance policy for the defense of a covered claim
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(6) shal | handle clainms through its
enpl oyees or through one or nore insurers or other
per sons desi gnat ed as servi cing facilities; a
servicing facility shall operate and maintain its
principal office in this state unless the use of a
servicing facility located outside of the state would
result in operating cost savings of at least 10
percent and would not result in nmaterial delay in
cl aim paynents; designation of a servicing facility is
subj ect to the approval of the director, but
desi gnati on nay be declined by a nmenber insurer;

(7) shall reinburse each servicing facility
for obligations of the association paid by the
facility and for expenses incurred by the facility
while handling clains on behalf of the association and
shall pay the other expenses of the association
aut hori zed by this chapter.

(b) The association may

(1) enploy or retain those persons
necessary to handl e clainms and perform other duties of
t he associ ation;

(2) borrow funds necessary to effect the
purposes of this chapter in accord with the plan of
operati on;

(3) sue or be sued;

(4) negoti ate and becone a party to those
contracts that are necessary to carry out the purposes
of this chapter;

(5) perform all other acts necessary or
proper to carry out the purposes of this chapter;

(6) retain anpunts excess of clains,
expenses, credits, and other liabilities in any
account to be applied to reduce future assessnents in
that account, except that, if, in any vyear, the
association determnes that significant funds in
excess of projected clains, expenses, credits, and
other liabilities exist in an account, the association
shal | return anmounts to policyhol ders, t hr ough
procedures established by the association, whereby the
associ ation reinburses nenber insurers for providing
uni form credits against rates and prem uns charged for
all policies applicable to the account issued during
the next calendar year [REFUND TO THE MEMBER | NSURERS
IN PROPORTION TO THE CONTRIBUTION OF EACH MEMBER
| NSURER TO THAT ACCOUNT THAT AMOUNT BY WH CH THE
ASSETS OF THE ACCOUNT EXCEED THE LIABILITIES IF, AT
THE END OF ANY CALENDAR YEAR, THE BOARD OF GOVERNORS
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FINDS THAT THE ASSETS OF THE ASSCCIATION IN ANY
ACCOUNT EXCEED THE LIABILITIES OF THAT ACCOUNT AS
ESTI MATED BY THE BOARD OF GOVERNORS FOR THE COM NG
YEAR] .
* Sec. . AS 21.80.070(c) is anended to read:
(c) The plan of operation nust

(1) establish the procedures whereby all
the powers and duties of the association under
AS 21.80.060 will be perforned;

(2) establish procedures for handling
assets of the association, including procedures for
handling assets received from the estate of an
i nsol vent insurer;

(3) establish the anount and nethod of
rei nbursing nenbers of the board of governors under
AS 21.80. 050;

(4) establish procedures by which clains
may be filed with the association and establish
acceptable forns of proof of covered clains; notice of
claims to the receiver or liquidator of the insolvent
insurer is considered notice to the association or its
agent, and a list of these clains shall be
periodically submtted to the association or simlar
organi zation in another state by the receiver or
| i qui dat or;

(5) establish regular places and tinmes for
neeti ngs of the board of governors;

(6) establish procedures for records to be
kept of all financial transactions of the association,
its agents, and the board of governors;

(7) provide that any nenber insurer
aggrieved by a final action or decision of the
association may appeal to the director within 30 days
after the action or decision;

(8) establish the procedures whereby
sel ections of the board of governors will be submtted
to the director;

(9) provide for a nenber insurer serving on
the board of governors to appoint an individual to
represent the nenber insurer on the board, including

appoi nt nent of an alternate or substitute
representative for the appointed person;
(10) contain addi ti onal provi si ons

necessary or proper for the execution of the powers
and duties of the association;

(11) establish procedures whereby the
associ ation shall, concurrent wth nmeking any initial
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assessnent s for t he fol |l owi ng year under
AS 21.80.060(a)(3)(B), determne uniform surcharge
percentages that nay be applied by nenber insurers to
all policies related to an account;

(12) establish procedures whereby the
associ ation shall determ ne surcharge percentages
related to an account so that adjusted assessnments
match, as closely as possible, the anpbunts that would
be collected by nenber insurers, in the aggregate, if
the surcharge percentages were applied to all new and
renewal policies issued by nenber insurers during the
applicable 12-nonth period; any estinmated or actual
difference between the aggregate assessnent and
maxi mum all owable surcharge anobunts related to an
account shall be taken into account by the association
in determ ning future surcharge percentages.

* Sec. . AS 21.80.140 is anended to read:
Sec. 21. 80. 140. Recognition of assessnents in
surcharge rates. The rates and prem uns charged for
insurance policies to which this chapter applies nay
i nclude surcharge rates [AMOUNTS] sufficient to offset
the adjusted assessnents [ASSESSMENT] nade under this
chapter and paid to the association by [THE] nenber
insurers [INSURER LESS AMOUNTS RETURNED TO THE MEMBER
| NSURER BY THE ASSOCI ATION], and these surcharge rates
may not be considered excessive because they contain
an anount reasonably calculated to offset the full
anounted of adjusted assessnents paid by [THE] nenber

i nsurers. The association shall notify the director
of each surcharge percentage determned by the
association, and this surcharge percentage shall be

the maxi num surcharge rate that nay be applied by
nmenber insurers related to the assessnent, except that
a menber insurer nmay neke application to the director

to apply a higher surcharge rate [INSURER]. The
anount charged on a policy shall be shown separate
from the premum for coverage on the policy. [A

RATI NG ORGANI ZATI ON MAY MAKE A PROVISION IN ITS RATE
FILING TO RECOVER AN ASSESSMENT UNDER THI S CHAPTER FOR
THE ORGANI ZATION' S MEMBER AND SUBSCRI BER | NSURERS. |
The surcharge rate [ASSESSMENT CHARCGE] is not
considered a premium and is not subject to the prem um
tax i nposed under AS 21.09.210."

The commttee took an at-ease from5:23 p.m to 5:24 p.m
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ADJ OQURNMVENT

There being no further business before the commttee, the House
Labor and Commerce Standing Conmittee neeting was adjourned at
5:20 p.m
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