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ACTI ON NARRATI VE
TAPE 04-21, SIDE A

"#SB357
SB 357- 1 NSURANCE

CHAIR CON BUNDE called the Senate Labor and Commerce Standing
Commttee neeting to order at 1:30 p.m Present were Senators
Gary Stevens, Ral ph Seekins, Hollis French and Chair Con Bunde.
Senator Bettye Davis arrived at 1:40. The first order of
busi ness to cone before the commttee was SB 357.

CHAI R BUNDE expl ained that SB 357 is the insurance omni bus bill
that ensures state consistency with federal |aw and the National
Association of Insurance Conmm ssioners (NAIC) and contains
reforms to standards and guidelines. It updates procedures and
transactions within the Division of Insurance. He generally
sumari zed that it woul d:

Provide an electronic comunications opportunity
between the D vision of |Insurance, the public, the
industry and other regulators wth the goal of
pronoting efficiencies. It has provisions and changes
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for reinsurance, contains recommendations on |icensing
revisions that have been suggested by an NAIC
accreditation team It changes the liability for civi

damages when filing reports concerning fraudul ent acts
to a person involved in the prevention and detection
of fraudulent insurance acts. It contains provisions
that clarify that a Guaranty Fund deposit is required
for title insurance conpanies and it provides changes
to tax and late paynments to mmke penalties nore
consistent with the Departnent of Revenue’s statutes.

It includes penalties for surplus line brokers who
submt Jlate paynents on taxes. |In general, these
changes to Title 21 will pronote consistency between

Alaska and other states, pronote nore efficient
operations and provide better public protection.

M5. LINDA HALL, Director, Division of Insurance, Departnent of
Community & Econom c Devel opnent (DCED), said SB 357 deals with
changes to Title 21

The changes that we have proposed in this bill are, we
feel, necessary to keep Alaska statutes consistent
with sone federal law. There were a nunber of changes
to licensing several years ago to neet t he

requirenents of the G ammLeach-Bliley Act and wth
nodel acts and standards of the National Association
of Insurance Comm ssioners (NAIC).... Sonme of the
changes are a result of the accreditation process. W
are accredited by the NAIC. Sone are the result of an
industry task force and others are just reflective of
what we think are good business practices....

I have categorized what | think are the nost

significant changes into six categories. [Indisc.] W
t hought that was appropriate. W did, however, on the
other end in each of those sections include a $10, 000
penalty for wllful violation of these statutes.

[ 1 ndisc.]

M5. HALL explained that reinsurance is basically insurance for
i nsurance conpanies and if a non-admitted [to Alaska] insurer
takes over the insurance of a donestic insurer, the division
needs to be involved in that. That situation typically occurs
when the state has an insolvent insurer. Further, she expl ained
that there were changes for donestic seeding of insurers
requiring them to be licensed in the state where they are
domi ci | ed.
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SENATOR BETTYE DAVI S arrived at 1:40 p.m

M5. HALL stated that sections 12 and 13 deal with the |icensing
of a reinsurer and use |anguage taken from the NAIC nodel
regul ation. She explained that a nunber of years ago, a pool of
life insurers, Unicover, provided reinsurance for workers

conpensati on coverage, called a carve-out. It eventually
unravel ed and became insolvent. Qut of this situation, probably
the nost inportant activity that really canme to light for
regulators is when they realized life insurance conpanies were
reinsuring workers’ conpensation and weren't licensed to do
t hat .

Section 12 sought to provide sone assurances that the
state of domcile is aware that the reinsurer is
witing the workers’ conpensation |ine of business and
does not object.

M5. HALL explained that the financial statenents and anal yses of
life insurance conpanies are significantly different from the
financial statenments and anal yses of property casualty insurers.
NAIC is the regulatory joint body of regulators from each state.
They recently recognized this difference in financial analyses
by requiring an additional supplenental financial form that
could be done with just a letter. W re |ooking to make sure the
state of domicile of donestic conpanies in Alaska who currently
reinsure portions of their workers’ conpensation book of
busi ness is aware of that.

W' re certainly not looking to nake a statute change
that puts our donmestic conpanies at a di sadvantage. ..
When the workers’ conpensation is a property casualty
line, we want to make sure they are aware so they do
the additional analysis that's required of a property
casualty carrier

M5. HALL explained further that:

The other two reinsurance sections, sections 47 and
48, require a filing approval by the director of the
rei nsurance agreenents. W have had several inquiries
about this item and it is ny intent to work wth
industry in changing the |anguage. W would make the
requirenent to file with the director. W would not
necessarily think we would have to approve the conpany
i nsurance agreenent and ... to nmake the reinsurance
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agreenents confidential. They are proprietary; they
are the financial terns on which an insurance conpany
purchases their insurance and we do think that’s
appropri ate.

In some past financial exam nations, there have been
difficulties [1n] obt ai ni ng si gned rei nsurance
agreenents. W are wlling to mke the changes
necessary to address the concerns of industry, but we
also need to neet the needs of our financia
exam ners. So, we would like to make sure that we do
have the authority to obtain signed copies of the
rei nsurance agreenents. The reinsurance is part of the
financial examnation to determne the l|evel of risk
an insurance conpany can afford. So, I woul d
anticipate bringing sone changes in |anguage for your
consi derati on.

CHAI R BUNDE asked when he coul d antici pate those changes.

M5. HALL replied that she had the |anguage today. She would
bring it to himfor review She continued her expl anation:

The fourth section that has mjor changes is
licensing. Over the years, we have tried to nake
Alaska |icensing consistent with the rest of the

country. There are sonme federal regulations that
require us to nmake certain provisions so that we are
reciprocal with other states. W have attenpted to do
that — [it] allows our resident |icensees to be able
to obtain licenses in other areas as well as allows
non-residents to do busi ness here.

Changes briefly — we will add crop insurance, not that
we have a lot of that, and surety |icenses that
currently are not |I|icensed sections. They are just
included in the property casualty licenses. W are

proposing to elimnate trainee licenses so that we are
consistent with national regulations. There are very
few trainee licenses today and we feel it’'s better for
soneone to study to becone licensed before they start
dealing with the public.

W have renoved sone | anguage that could inpose sone
barriers for what we call limted lines license, bai

bonds and — I'’m drawing a total blank. Then we have
statutory language that said they must. Their sole
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purpose is to be appointed by an insurance conpany.
It’s a burden that we don’t think is appropriate
t oday.

W have sone sections that delete additional
experience requirenents that are inconsistent wth
federal regulations that would put sone of our
| i censees at a disadvantage with other states and we
are also requiring that surplus |ines brokers be
| i censed as producers before they can becone a surplus
lines broker. These changes, again, are basically
consistent with the National Producer Model Licensing
Act and to bring Alaska into conpliance with that.

This section is surplus lines. In the sumer of 2003,
we had an industry task force that met three timnes
with the Division of Insurance staff to |ook at our
statutes and our regulations. That's the practice of
surplus lines business. Surplus lines business — we
have two kinds of insurance placenents. One is called
admtted insurance conpanies. W regulate them we
have to approve their rates. W approve their fornms;
they junp through all the hoops to be considered
admtted insurers. W have another group of insurance
conpanies who for various reasons choose to do
business on a non-admtted basis in not only our
state, but in many states. These are called surplus
| ines conpanies. It doesn’t mean that they are of |ess
value or of less financial stability; it just neans
t hey have chosen to operate differently.

Because the business of insurance is so protected for
our consuners, there are special statutes and
regulations that tell how that business nust be
conducted. There are particular disclosures that are
gi ven; the business just operates sonmewhat differently
than the traditional insurance nmarket that nost people
are aware of.

The producer group that nmet this summer wth division
staff eval uated how Al aska works and this included not
only Alaskan surplus lines brokers, we also had people
cone to these neetings from Seattle where a |ot of
Al aska business is witten. So, we had a fairly broad,
| felt, representation of industry to |ook at how we
do business, how efficiently we work.

SENATE L& C COWM TTEE -7- March 9, 2004



The changes that | would highlight for you in this

particular section — one would allow that for the
pl acenent of health insurance in the surplus lines
arena, if we had a health insurance crisis. The
criteria, and t here are sone fairly strict

stipulations in that section, but the basic criteria
[is] we have to find it in the public interest. This
was done at the suggestion of the Washington Surplus
Li nes Brokers. A nunber of years ago, there was a |ot
of publicity when Washington literally had [indisc.]
surplus lines markets lines for coverage. If you can't
find coverage in the traditional market, you go to the
surplus lines market. They suggested we nmake this
statutory provision that should we ever get into a
crisis situation, it would allow us some flexibility.

CHAI R BUNDE asked her how she would define a health insurance
crisis.

M5. HALL answer ed:

We don’t define it in statute, but we talk about in

the public's interest. If we had no insurance
conpanies that were willing to wite health insurance
here... It can’'t be done for conpetitive reasons, it

can't be done for pricing reasons; it truly would be
when we found a real need in our market. Typically,
surplus lines placenents are done after there’'s a
diligent search. In the traditional market, coverage
is not available or at l|east not on the sanme terns.
That’s the only way that coverage can be placed in a
surplus |ines market.

CHAI R BUNDE inserted, “There is very likely a premum for those
prem uns.”

M5. HALL affirned:

Yes, there is. They typically are nobre expensive....
Basically - the health insurance exanple - if there
were no or maybe one health insurer left in the state,
and | would hate to think we’d get there, but we don’t

know what wi |l happen going forward. If there were no
i nsurance conpanies or maybe one that refused to take
your business, we still have the ACH A [Al aska

Conpr ehensive Health Insurance Association] high-risk
pool. But, it would allow the Division of Insurance to
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make provisions for a conpany that did not today have
a certificate of authority to do business in our
state, but that was a stable conpany, that we had
their financial statenents that we reviewed their
rates. W could allow them to do business in that
ci rcunst ance.

SENATOR FRENCH asked if it was the lack of a certificate of
authority that classified themas a surplus line.

M5. HALL replied that is correct. She continued her expl anation:

Section 32 requires sonme changes in the docunents that

are provided. Today, in our statutory |anguage, we
have requirenents to produce docunents from the
surplus lines of a broker to the insured that are

practically inpossible to neet. It asks for everything
that would be in the policy from every exclusion to
every condition; and it’s very difficult to do that in
any effective way. W do feel that the insured is
entitled to a docunent that outlines all the materi al
parts of an insurance policy it needs and we do
specify in the proposed statute the pieces that would
have to be there. Wen we nane the subject of
i nsurance, the insurance conpany, the premum and
mat eri al exclusions coverage |imtations, we think the
insured certainly have a right to have that
information prior to purchase of the insurance policy.

There is also a provision currently in statute that a
policy is not binding and does not have to be paid for
until the insured gets the notices that are required
under the surplus lines statute and notices of what
t hose coverages are.

The other section | would |ike to point out is section
33, which places responsibility on a producing broker
as well as the surplus lines broker for notice to the

consuner of a surplus |lines placenent. There s
statutory |language that requires the insured to be
notified of the fact and we’ve all becone faniliar

wi th...solvencies and the Guaranty Fund. It has a nuch
di fferent neaning today. There is a requirenent on any
surplus lines policy that there is a stanp and type 10
print. So it's a particular size that’s on every
policy and notice is to be given to every insured that
surplus lines polices are not subject to the Guaranty
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Fund. So, that is another difference, Senator French

with the surplus |lines coverages. They do not have the
protection of the Guaranty Association. So, this
notice requirenent requires the producer, as well as
the surplus lines broker, to give that notice to the
consurrer.

CHAI R BUNDE asked her to differentiate between surplus |ines and
reinsurance. “In essence, wouldn’t ny conpany basically go to
surplus lines to reinsure?”’

M5. HALL repli ed:

No, reinsurance conpanies actually can be admtted
i nsurance conpanies in their state of domcile wth a
certificate of authority. Sonme of them are from
countries other than the United States. Those are
called aliens — in case we wanted to know that. W are
the domestic conpany if they are in your state. A
conpany that is domciled in another state is called a
foreign insurer and if they are in another country,
they are an alien insurer. Mny of the reinsurance
conpanies are domciled in European countries. So, the
reinsurance is the insurance conpanies’ insurance.
They wite your $1,000 policy. They retain — |’ m using
really general figures — they retain $100 of that risk
and they reinsure the other $900. That reinsurance
counts as part of the financial [indisc.].

CHAI R BUNDE said that the committee | ooked forward to working on
a CS that would incorporate the changes she wants in about two
weeks.

#

"#SB350
SB 350-4 DAM POCL JO NT ACTI ON AGENCY

CHAI R CON BUNDE announced SB 350 to be up for consideration.

SENATOR GARY STEVENS, sponsor, noved to adopt CSSB 350(L&C),
version \D, for discussion purposes. There were no objections
and it was so ordered.

SENATOR GARY STEVENS explained that CSSB 350(L&C) allows the
Four - Dam Pool Power Agency to refinance a substantial |oan that
they have owed to AIDEA [Alaska Industrial Developnent and
Export Authority] returning about $73 million to the state,
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which the Legislature could use or redirect AIDEA to use. It
al so provides several technical corrections in support of this
financing that have been requested by bond counsel. It supports
refunding noney to consuners by lowering their interest rates
and al so enhances the options available to the Four-Dam Power
Agency concerning Interties and other activities.

MR. THOMAS LOVAS, Chief Executive Oficer, Four-Dam Pool Power
Agency, said SB 350 is supported by the five comunities that
participate in it - the Gty of Kodiak and its environs, the
Val dez Copper Valley Basin area and the Cities of Ketchikan,
Pet er sburg and Wangel | .

These communities all banded together, as you recall
in the year 2000 and forned the Four-Dam Pool Power
Agency with the intent that it would be a priority
provided by the Legislature to acquire the four
hydr oel ectric projects previously owed by the State
of Al aska. The fi nanci ng of t hat parti cul ar
transaction was with the loan fromthe State of Al aska
through the auspices of the Alaska Industrial
Devel opnent and Export Authority. It provided for a
mul tiple year’s financing vehicle for the acquisition.
The funds were a cash transaction from Al DEA, which
was transferred ultimately over into the Power Cost
Equal i zation Program At this point in tinme, the
utilities and the agency representing the utilities
have paid down a portion of that debt; the interest
rate is at about 6.5 percent. Wiat we have found in
the past year of operation is that the history of our
organi zati on and our structure is such that we can now
consider alternative forns of financing including the
ability to actually form a bond sale of the tax-exenpt
note [indisc.] to offset that high cost note wth
Al DEA. W understand that the structure of the agency
was established as a tax-exenpt authority for its
purposes in providing public power for the communities
and the nmenbers and we would like to nove forward on
t he process.

The technical corrections we have requested to the
enabling legislation in the formation of the pool do a
couple of things. It provides a technical correction
to ensure our ability to issue tax-exenpt debt on
behalf of these comunities and their citizens; it
also includes a clarification of our ability to use
the project as an effective security for a nortgage
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note or any other vehicle that we would ultimtely
come up with under a refinancing alternative. It also
insures that the projects will remain in the service
of the communities when they are assigned as security
for this debt.

As Senator Stevens indicated, the |legislation does
provide a potential significant savings to the
communities on a lower interest rate as well as
bringing in a significant amount of noney into the
hands of AIDEA in the refinancing of that particular
not e.

| mght nention, also, that the Four-Dam Pool Power
Agency passed a resolution in its Decenber neeting
supporting the concept of refinancing using these
types of tax-exenpt bonds and we appreciate your
consideration of the technical anmendnents to help that
prom se conme true. That clarifies, | hope, the intent
of the legislation. | believe it’'s a very beneficial
pi ece of legislation that works for the benefit of all
residents of the State of Al aska, as well as providing
for the needs of the Four-Dam Pool Power Agency. Thank
you very much

CHAIR BUNDE commented that refinancing costs noney, in his
experience, and asked him why this nethod of financing wasn’t
chosen initially.

MR. LOVAS replied that he became enployed by the agency about a
year and a half ago, but his understanding is that various
mechani sns were | ooked at then, but the agency didn’'t have any
hi story and the nost expedient form of acquiring financing was
t he note through Al DEA

MR. BOB LERESCHE, Financial Advisor, Four-Dam Pool Power Agency,
agreed and said the agency had no credit when it was first
formed and these bonds have been very costly, if not inpossible,
to issue. He pointed out that when AIDEA did this financing, the
interest rate of 6.5 percent was good for «credit of this
quality. “Times have changed and the agency can get a better
deal for their ratepayers and at the sane tinme return $73
mllion cash to Al DEA.”

CHAI R BUNDE asked when the Four-Dam Pool conmmunities issue debt,

will the full faith and credit of the State of Al aska still be
the ulti mate backer of those bonds.
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MR. LERESCHE replied, “No, there wll be no state credit
backi ng, what soever, of these bonds.”

SENATOR HOLLI'S FRENCH asked what the likely new interest rate
woul d be on financing of this nature.

MR. LOVAS replied that interest rates could potentially go as
|l ow as 5 percent, maybe |less. Two things woul d be necessary, one
woul d be to obtain an appropriate credit rating froma registrar
of a grading agency of credit and the other would be to | ook at
potentially insuring the bonds with a relatively nodest fee.

W believe in the range of 4.8 or 5.0 percent is a
reasonabl e expectation for us, if we can nove forward
i mredi ately and act in the markets within a very short
period of tine.

SENATOR FRENCH asked if this would be a nortgage or a bond.

MR. LERESCHE replied, “It’'s a bond, but it mght well include a
nortgage as part of the credit.”

SENATOR FRENCH specul ated that was the hitch - that ownership of
the pool could fall into hands outside the state, if it couldn’t
nmeet its obligations.

MR. LERESCHE repli ed:

| guess theoretically so. However, when you issue a
bond in the open market as the agency is intending to
do, nobody wants to own the project. It’s just nostly
really a psychol ogical crutch to nake them think they
really have control over these people if they don't
pay them | mght point out as well that the current
Al DEA |l oan includes a nortgage just as we contenplate
attaching to the new bond.

SENATOR FRENCH queri ed:

If you were to refinance the total anmount at 5
percent, what would that do for the debt service? How
much would it go down and what do you expect that
would do, if you ve calculated it to the average
homeowner’ s el ectric bill?

MR. LOVAS replied:
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SENATOR FRENCH asked what current debt service costs per annum

VR.

W’ ve estimated as nmuch as an annual savings of
bet ween $800,000 to $1,500,000 depending on certain
inplications of the use of the tax-exenpt debt. There
are sonme conplications having to do with securities
| aws on how the tax-exenpt debt could ultimtely be
applied anong t he muni ci palities ver sus t he
cooperatives and it affects the total net savings
we're likely to see. In any case, it’s going to be at
| east that m ni nrum sum t hen.

| haven’'t quite neasured it all the way down to the
rat epayer, frankly, because |I'’m looking at it fromthe
agencies’ point of view — a whol esale power sale. W
don't sell retail. W sell as wholesale at the G&T for
power delivered to the utilities for resale to their
ultimate custoners. The inpact can vary depending on
what the retail rate of each of ny nenbers is. But, in
any case, that reduces the debt service cost rather
significantly by about upwards of $1.5 million and it
would have a multiple percentage reduction in our
whol esal e power rate.

LOVAS replied that the debt service now is about

mllion per year.

$6.5

CHAI R BUNDE t hanked them for their testinony and said there were

no further

and that he would hold it for a tine.

#

2:15 — 2:20 — at ease
"tSB323

SB 323- WORKERS COVPENSATI ON_AND CONTRACTORS

CHAI R CON BUNDE announced SB 323 to be up for consideration.

comments to conme before the commttee on SB 350 today

SENATOR RALPH SEEKI NS, sponsor, said he felt the same way about
a contractor’s responsibility now as he did when he first
the bill drafted. Wen a honeowner hires a professiona

perform work,

they shouldn’t have to rise to the sanme |evel
prof essional responsibility as a project owner. A contractor
the business of building honmes, who hires subcontractors to
fram ng, plunbing and electrical work, should bear that [evel

had

to
of
in
do
of
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responsibility because of their professional capabilities. That
is why honeowners are deliberately left out of the bill

MR. PH L EIDE, Counsel to the State Chanber of Comrerce, offered
to answer questions on the bill along with his colleague, Jack
MIller, both fromthe firmof Eide, MIller & Pate.

CHAIR BUNDE pointed out that E-mail from M. Jack Mller
di scussed how the chain of responsibility from project owner
t hrough subcontractor would occur.

As | read this, it expands the obligation for workers

conpensation up to the project owner and the people
below them that nmy or my not have workers

conpensation, but the buck stops at the top. That’'s if
| understand it correctly.

MR. JACK M LLER, Counsel to the State Chanber of Comrerce, said
that is a correct interpretation and this bill does not affect
the state statute that requires conpanies to get workers

conpensati on i nsurance.

TAPE 04-21, SIDE B

MR MLLER said that is a npot point in relation to this
| egi sl ati on.

M5. MARY SHI ELDS, Ceneral Manager, Northwest Technical Services,
said that she supports SB 323. She stated:

Workers’ conpensation, as we all know, was established
to cover workplace injuries without the need of an
enployee to file in court for just nedical and wage
conpensation occurred at the job site. This has
enabl ed enpl oyees and enployers to be assured that if
the enployee was injured on the job, the enployee
woul d not be abandoned and we would not end up wth
court cases. However, the increased use of contract
enpl oyees in the workplace has left an opening for
addi ti onal recoveri es, whi ch I bel i eve IS
i nappropriate except in t he nost egr egi ous
ci rcunst ances.

Nor t hwest Techni cal Services is a provider of
personnel to a large variety of conpanies in the State
of Al aska. It s our responsibility to assure
appropriate workers’ conpensation coverage 1S in

SENATE L& C COWM TTEE -15- March 9, 2004



place. It should not also be our responsibility to
cover tort liability lawsuits in the event an enpl oyee
should seek action against a client based on a
wor kplace injury, as workers’ conpensation coverage
should extend up the line to the client conpany, as
wel | .

While there nay rest a need in this law to establish
an exception for deliberate negligence action or
inaction in maintaining a safe workplace environnent
by a company, this is a necessary bill and needs to
nove forward. | thank you, M. Chairman, and the
menbers of the commttee for your tine.

CHAI R BUNDE asked if anyone else in Juneau wanted to testify on
SB 323. There was no response and he asked the wll of the
conmittee.

SENATOR SEEKINS noved to pass SB 323 from committee wth
i ndi vi dual recomrendati ons and attached fi scal note.

SENATOR FRENCH objected and said that he thought the |ast
coorment from M. MIller pointed out that this bill would do
nothing to increase the anount of workers’ conpensation coverage
or expand the obligation to procure it and it takes away a
workers’ right to sue a project owner for unsafe conditions. *“I
think that’s a bad exchange and for that reason |I’'m opposed to
that idea.”

SENATOR SEEKI NS count er ed:

It doesn’t change anything that is there now, but if
you look at the last part, if they fail to do so...
and a contractor or subcontractor does not have the
requi red insurance, a claimwould be covered under the
project owner’'s policy — extending the obligation for
payi ng workers’ conpensation benefits for an extended
worker to the project owner, contractors and his
subcontractors. That’s the intent of the bill and I
think it gives significant benefit to those people who
are on the job.

CHAIR BUNDE asked for a roll call vote. Senators Gary Stevens,
Ral ph Seekins and Chair Con Bunde voted yea; Senator Bettye
Davis and Hollis French voted nay; and SB 323 passed from
committee.

#
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"#SB350

SB 350-4 DAM POCL JO NT ACTI ON AGENCY

CHAIR CON BUNDE announced SB 350 to be back before the
commi ttee.

SENATOR RALPH SEEKINS noved to pass CSSB 350(L&C), version D,
from commttee wth individual recomendations and attached
fiscal note.

SENATOR HOLLIS FRENCH asked if it had another conmmttee of
referral.

CHAIR BUNDE confirned that it went to Finance. He asked for a
roll call vote. Senators Hollis French, Bettye Davis, Gary
St evens, Ral ph Seekins and Chair Con Bunde voted yea; and CSSB
350(L&C) noved from commttee. There being no further business
to cone before the conmttee, Chair Bunde adjourned the neeting
at 2:30 p.m

#
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