ALASKA STATE LEG SLATURE
HOUSE LABOR AND COVMERCE STANDI NG COW TTEE
March 25, 2015
3:18 p. m

VEMBERS PRESENT

Representative Kurt O son, Chair
Represent ati ve Shel |l ey Hughes, Vice Chair
Representative Ji m Col ver

Representative Gabrielle LeDoux
Representative Cathy Tilton
Represent ati ve Andy Josephson
Representative Sam Kito

VEMBERS ABSENT
Representative M ke Chenault (alternate)
COW TTEE CALENDAR

HOUSE BI LL NO. 114

"An Act relating to the calculation and paynment of workers'
conpensation benefits in the case of per manent parti al
inmpairment; relating to the calculation and paynent of workers

conpensati on death benefits payable to a child of an enployee
where there is no surviving spouse; relating to the cal cul ation
and paynent of workers' conpensation death benefits for an
enpl oyee without a surviving spouse or child; relating to notice
of workers' conpensation death benefits; and providing for an
effective date."

- HEARD & HELD

HOUSE BI LL NO. 164

"An Act relating to insurance; relating to risk based capital

for donestic insurers and fraternal benefit societies, including
provisions related to insurers subject to risk based capital and
action level event requirenents; relating to review by the
director of insurance of an insurer's risk based capital plan

relating to confidentiality and sharing of certain information
submtted to the director of insurance for evaluating insurance
hol di ng conpani es, risk based capital, risk nanagenent, and own
risk and sol vency assessnents; clarifying provisions related to
ri sk based capital plans; relating to exenptions by the director
of insurance for certain donmestic and casualty insurers from
risk based capital requirenents; relating to insurance hol ding
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conpanies, including filing requirenments, divestiture, content
of st at enent s, and heari ngs; relating to regi stration
requirenents; relating to transactions wthin an insurance
hol ding conmpany system or transactions involving a donestic
insurer; relating to nmanagenent and exam nation of domestic
insurers that are part of an insurance holding conpany system
adding provisions relating to participation by the director of
insurance in a supervisory college; relating to civil and
crimnal penalties for violations of provisions related to
i nsurance holding conpanies; relating to provisions for risk
managenent and own risk and solvency assessnments; relating to
operating requirements for controlling insurance producers;
relating to producer-controlled insurers; adding and anending
definitions related to insurers; and providing for an effective
date."

- MOVED HB 164 QUT OF COW TTEE
PREVI QUS COW TTEE ACTI ON
BILL: HB 114

SHORT TITLE: WORKERS COVPENSATI ON: DEATH BENEFI TS
SPONSOR('s): REPRESENTATI VE(s) JOSEPHSON

02/ 18/ 15 (H READ THE FI RST TIME - REFERRALS
02/ 18/ 15 (H) L&C, FIN

03/ 25/ 15 (H) L&C AT 3:15 PM BARNES 124

BILL: HB 164

SHORT TITLE: | NSURANCE; RISK MG T: HOLDI NG COVPANI ES
SPONSOR(s): LABOR & COMVERCE

03/ 23/ 15 (H) READ THE FIRST TIME - REFERRALS

03/ 23/ 15 (H) L&C

03/ 23/ 15 (H) L&C WAI VED PUBLI C HEARI NG NOTI CE, RULE
23( A)

03/ 25/ 15 (H) L&C AT 3:15 PM BARNES 124

W TNESS REG STER

LEASA DAVI S, Ri sk Manger

Di vi sion of Ri sk Managenent

Depart ment of Adm nistration (DOA)

Juneau, Al aska

PCOSI TI ON STATEMENT: Testified and answered questions on HB 114.

LORI W NG HEI ER, Director
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Di vi sion of Insurance
Depart ment of Comrerce, Community, & Econom c Devel opnent ( DCCED)
Anchor age, Al aska, Al aska

POSI TI ON STATEMENT:  Testified and answered questions during the
di scussion of HB 114.

M CHAEL MONAGLE, Director

Central O fice

Di vision of Wrkers' Conpensation

Departnment of Labor & Workforce Devel opnent (DLWD)

Juneau, Al aska

POSI TI ON STATEMENT:  Testified and answered questions during the
di scussi on of HB 114.

MARI ANNE BURKE
Anchor age, Al aska
POSI TI ON STATEMENT: Testified during the discussion of HB 114.

LORI WNG HEI ER, Director

Di vision of |nsurance

Departnment of Commerce, Conmmunity, & Econom c Devel opnment ( DCCED)
Anchor age, Al aska, Al aska

POSI TI ON  STATEMENT: Presented a PowerPoint and answered
guestions di scussion of HB 164.

ACTI ON NARRATI VE
3:18:16 PM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Commttee neeting to order at 3:18 p.m Representatives Tilton

Kito, Colver, LeDoux, Josephson, and O son were present at the
call to order. Representative Hughes arrived as the neeting was
i n progress.

3:18: 37 PM

HB 114- WORKERS' COVPENSATI ON:  DEATH BENEFI TS

3:18:40 PM

CHAI R OLSON announced that the first order of business woul d be
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HOUSE BILL NO 114, "An Act relating to the calculation and
paynment of workers' conpensation benefits in the case of
permanent partial inpairnment; relating to the calculation and
paynent of workers' conpensation death benefits payable to a
child of an enployee where there is no surviving spouse;
relating to the cal culation and paynment of workers' conpensation
death benefits for an enployee w thout a surviving spouse or
child; relating to notice of workers' conpensation death
benefits; and providing for an effective date."

3:18: 49 PM

REPRESENTATI VE JOSEPHSON, speaking as sponsor of HB 114, stated
that the first thing HB 114 does is to increase the PP
[ permanent partial inpairnment] anount, which has not been
changed since 2000. The second part would offer a remedy for
the estates of workers who have been killed or died at the
wor kpl ace.

3:20: 21 PM

REPRESENTATI VE JOSEPHSON said this bill was about a policy cal
under the Alaska Suprene Court decision related to AS 23. 30,
Ranney v. Witewater Engineering, 122 P.3d 214 (Al aska 2005).
In the foregoing case, M. Ranney, was unmarried with a |ong-
time live-in boyfriend, Gary Stone and argued that she should
receive death benefits when M. Stone died. The Al aska Suprene
Court wunaninously ruled that she should not receive them It
held that the |egislature had undertaken some "line drawi ng” in
the workers' conpensation code. It noted that Ilegislators
frequently engage in line draw ng. He suggested that the
| egi slature needs to redraw sone of the |ines.

3:21: 29 PM

REPRESENTATI VE JOSEPHSON stated that HB 114 would ask the
| egislature to reconsider redrawing sonme of the |ines. He
related that nunerous single childless people live in Al aska.
He further stated that if a single person dies at the workplace
with no obvious third-party liability, for exanmple, if the
person falls off a |adder and dies, the remedy would be in Title
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[AS] 23. Although he said he was not a personal injury |awer,
he suggested if the |ladder had a bad rung and the person fell,
the state mght sue the manufacturer of the | adder. Typi cal |y,
wor kpl ace deaths are due to a generally unsafe workplace or
enpl oyee negligence and in instances in which an enployee dies
and is childless, AS 23 provides the estate with $10,000 for
funeral expenses and not hi ng nore.

3:22:38 PM
REPRESENTATI VE JOSEPHSON offered that the enployer mght be

subject to sonme occupational safety violations when a death
occurs, but there wouldn't be any incentive to inprove workplace

safety. In the specific case that led to himfiling this bill
an OSHA [Cccupational Safety and Health Adm nistration]
i nvestigation occurred. Overall, current law |l acks any renmedy

for single people who die in the workplace, and often people
post pone marriage or having children. He offered his view that
this issue needs reform In instances in which nothing
mal functions in the workplace or was tortuously manufactured,
such as a badly designed product that exploded, Al aska does not
allow the estate to sue for wongful death nor is there any
renedy other than the $10,000 funerary expenses previously
ment i oned.

3:24: 48 PM

REPRESENTATI VE JOSEPHSON referred to Section 1, which was an
uncodi fied provision that requests the Act be called the Abigai
Caudle Act, to reference an enployee who was killed in the
wor kpl ace in 2011. At the tinme, Ms. Caudle was working for an
el ectrical contractor at a mdtown Anchorage branch of Al aska
USA and she suffered an electric accident, fell, and died as a
result of those injuries.

REPRESENTATI VE JOSEPHSON stated that Section 2 would increase
the permanent partial inmpairnment (PPlI) rating, noting that the
PPI anobunt has not been increased from a whole body figure of
$177, 000. This | anguage would increase the rating to $255,584
to reflect today's figures. He said that a doctor could find a
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person suffered a partial permanent injury and if so, the system
has scales for this depending on the | oss.

3:26: 28 PM

REPRESENTATI VE JOSEPHSON said that Section 3 would provide
notice of death benefits so it is very clear to the estate of
the deceased what the renedies are, including that the estate
can hire an attorney, seek grief counseling, and other things an
enpl oyer shoul d provi de.

REPRESENTATI VE JOSEPHSON referred to Section 4, noting that

current law provides for funeral expenses. He provided details
of the progression of spendable weekly wages a w dow, w dower,
child, or <children wll receive ranging from zero to 100

percent, depending on the nunber of surviving famly mnenbers.
In response to Representative LeDoux he agreed this was current
statute. He continued, noting that an only child wthout a
surviving spouse woul d receive 100 percent of the benefits.

REPRESENTATI VE JOSEPHSON expressed concern that a teenager nmay
receive only a few nonths of financial assistance and funera

expenses if his/her parent died in the workplace, since the
support would end at either age 18 or 19 - he wasn't certain of
the age limt; however, under the bill paynents would continue
for five years. He characterized current |law as constituting a
| ack of generosity in the system He revi ewed paragraph (3) of
existing law, pertaining to a surviving spouse who renarries and
benefits are ceased after two years. Paragraph (4) [on page 3

lines 12-17] would increase the anmpunt from the $20,000 all owed
for people dependent on the person who died in the workpl ace,
such as an elderly parent or siblings, to the whol e body anount
of $177,000 or potentially $255,000 if the PPl is increased
under the bill.

3:32:49 PM
REPRESENTATI VE LEDOUX related her understanding that under

current law if the decedent was supporting relatives, they could
receive $20,000, but a child over 18 years of age would not
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receive anything unless they supported a grandchild, who could
recei ve benefits.

REPRESENTATI VE JOSEPHSON answered vyes. He referred to the
| anguage in [paragraph] (4), stating that a son who was 18 and a
hal f years old could receive an additional 6 nonths in benefits,
but the person's grandchild, as a dependent could receive nore
as a percentage of the deceased's spendable weekly wages. I n
response to Representative LeDoux, he answered that existing |aw
[imted the support to $20,000. He surm sed the theory was that
the nuclear famly gets less inportant outside the ring of [the
i mredi ate famly such as] parents or children

3:35:15 PM

REPRESENTATI VE LEDOUX expressed concern since nany parents
currently support their children through coll ege.

REPRESENTATI VE JOSEPHSON said this bill would allow for an
extension. He referred to [page 3, line 25] to proposed Section
5, which would extend the death benefits paid to a child to age
24 to allow death benefits to continue and not stop at age 19

and it would continue as a fraction of the spendable weekly
al l onance, presumably to get the child of the deceased through
col | ege.

3:36: 27 PM

REPRESENTATI VE JOSEPHSON directed attention to a final scenario,
which brings M. Burke to Juneau. He indicated the deceased
wor ker was single wthout any dependents. This bill proposes
the estate would receive half of the whole body allowance in
death benefits, which is approximately half of the $177,000
[PPI] wunder current law or $88, 000. He directed attention to
the fiscal note inpact due to changes in the PPlI, he said. He
acknowl edged that Chair O son has his own bill related to PPI,
whi ch has not been increased since 2000 and should be adjusted
to reflect the 2015 val ue.

3:38: 01 PM
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CHAI R OLSON commented that the fiscal note was significant.

REPRESENTATI VE JOSEPHSON said he also had questions about the
fiscal note.

3:38:29 PM

REPRESENTATI VE JOSEPHSON referred to [paragraph] (6), and
guestioned differentiating between the estate of the single
person with or w thout children. He suggested that the figures
used were half the anount available under the nodified
[ paragraph] (4), or half of $177,000. Proposed Section 5 would
adj ust the anount based on the Consuner Price Index (CPl). He
offered his belief that the benefits of passing HB 114 is that
that it inprove workplace safety, although it would be difficult
to quantify; and it would reflect the PPlI; and fundanentally
woul d confirm that just because a person is single and dies in
the workplace doesn't mean the individual's estate is not due
any settl enent.

3:41: 08 PM

CHAI R OLSON asked whether the fiscal note applies only to state
enpl oyees.

LEASA DAVI S, Division of R sk Managenent, Departnment  of
Adm ni stration (DOA) answered yes; stating that the fiscal note
was based on the AWCB [ Al aska Wrkers' Conpensation Board] data
for the past five years. She related her cal culation, based on
the PPl [permanent partial inpairment ratings] benefit payout
mul tiplied by 45, 000. She said she reviewed the claim history
and reported that one person died in the line of duty wthout
leaving a famly or dependents and the death benefit anmount was
aver aged over five years.

3:42: 20 PM

CHAIR OLSON asked whether the private sector would have nore
fatalities than the state.
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M5. DAVIS answered that nore fatalities happen with certain
i ndustries, such as high risk occupations, including public
safety or those individuals who fly as part of their job duties.

3:42: 51 PM

REPRESENTATI VE LEDOUX asked for further clarification on the
fiscal note. She asked whether these changes would cost the
state $291 nmillion.

M5. DAVIS explained that she inadvertently |isted whole nunbers
of $291,632 for six nonths and $583,263 for a full vyear. She
apol ogi zed for the error.

3:43: 31 PM

REPRESENTATI VE KITO directed attention to the fourth paragraph
of the fiscal note analysis that indicated the bill could result
in a yearly average increase of $23,585. 40. He questioned this
figure since there has only been one instance in the past five
years. He asked for further clarification on the basis for the
$291, 000 and $500, 000 projections.

M5. DAVI S explained the fornula she used to arrive at the fiscal

note figures. The fiscal note was based on the annual PPI
[ permanent partial inpairnment] payout over five years nultiplied
by the increase of the percentage of 44 percent. She al so

reviewed the six percent second injury fund anount and records
to discover only one individual died due to an on the job
fatality wi thout any dependents. She averaged the foregoing
deat h benefits over five years.

3:45: 06 PM

REPRESENTATI VE KI TO asked whet her npbst of the increased costs in
the fiscal note were due to the consuner price index (CPl)
i ncrease.

M5. DAVIS answered that she did not include the CPlI since the

state is entering a deflationary period so the future figures
are unknown. She explained that the bulk of costs are due to
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the actual PPl rate increase itself since the departnment sees a
| arge nunber of PPl ratings for state enpl oyees.

REPRESENTATI VE KITO related his understanding that it was based
on the historic catch up costs.

3:45:43 PM

REPRESENTATI VE CCOLVER related his understanding that the state
entity is self-insured. He asked whether there was any type of
rei nsurance or unbrella policy for these kinds of clains.

M5. DAVIS answered no. She stated that the state was conpletely
sel f-insured.

REPRESENTATI VE COLVER suggested that in his experience nost
government entities have another |evel of insurance as well as
rei nsurance.

CHAIR OLSON suggested that he was referring to liability
insurance, and this bill relates to workers' conpensation, which
has an excl usive renedy.

REPRESENTATI VE COLVER said he was seeking a way to reduce the
state's exposure.

3:46: 52 PM

LORI WNG HEIER, Director, D vision of Insurance, Departnent of
Commerce, Comunity & Econonmi c Devel opnent (DCCED), said that
according to the National Council on Conpensation |Insurance - a
statistical rating organization that sets rates in Al aska - the
bill could possibly have a 4 percent inpact on rates.

3:47:51 PM

M5. WNGHEIER, in response to Representative Colver, agreed
self-insured entities frequently have a stop-loss or excess
wor kers' conpensation policy, typically in excess of $500,000 or
$1 mllion, which is comon for |large enployers. Furt her,
| arger enployers often do not have policies because of the high
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cost. If entities don't purchase the insurance, the division
refers to the anount as the "burn |ayer." Basically, if
entities do not exceed the costs very often, it is frequently
better to save the [insurance fees] and use the noney for clains
expenses. She offered her belief that was what the state
deci ded to do.

3:48: 34 PM

CHAIR OLSON conmmented that if HB 114 were to pass, the bulk of
the clainms would fall under private policyholders rather than on
t he state.

M5. WNG HEI ER added that nost |arge enployers nay have snal
clains of $20,000 to $100,000 with an occasional |arge claimdue
to a significant injury or fatality.

3:49: 13 PM
REPRESENTATI VE COLVER asked for the average fatality rate.

M5. W NG HElI ER deferred to the Division of Wrkers' Conpensation
to respond.

3:49: 53 PM

M CHAEL MONAGLE, Director, Central Ofice, Division of Wrkers'
Conpensat i on, Departnment of Labor & W rkforce Devel opnent
(DLWD), responded to an earlier question, noting that a child
dependent was a child up to age of 19, with an additional four

nore years if they were attending college. In addition, he read
a portion of the definition of "child" in existing |law [under AS
23.30.395 (8)] as follows, " ... are wholly dependent upon the
deceased enployee ...." Thus the death benefits can continue
beyond the age of 19 if the child is dependent on the deceased
enpl oyee. He clarified that the benefit was not limted to

grandchi |l dren, grandparents, or parents.

3:51:13 PM
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REPRESENTATI VE LEDOUX related a scenario in which the decedent
died while a child was a sophonore in high school, went to
coll ege, but decides to go to nedical school. She asked whet her
t he workers' conpensation would cover it.

MR. MONAGLE answered no, since it says the first four years of

college and the statute doesn't anticipate graduate school. He
read additional |anguage for the definition of "child" which
read, " are wholly dependent upon the deceased enpl oyee and

i ncapable of self-support by reason of nental or physical
disability, [and persons of any age while they are attending the
first four years of vocational school, trade school, or college,
and persons of any age while they are attending high school;"].
In response to Representative Josephson, he offered the citation
for the definition as AS 23.30.395 (7).

3:52:39 PM

REPRESENTATI VE HUGHES asked for nore of a foundation since she
was not famliar wth workers' conpensation. She recalled that
the rates for the private sector mght increase by 4 percent
She suggested that was an autonmatic paynent, but she understood
that the surviving famly nenbers often file | awsuits.

MR. MONAGLE answered that it depends. He informed nmenbers that
wor kers' conpensation is an exclusive liability, in fact, you
cannot bring a separate action against enployers even if they
are negligent; however, there is a third-party exposure, for
exanple, if a rung of a |adder or other machinery was defective.
Since the exclusive liability does not extend to the third
party, a lawsuit could be filed. However, workers' conpensation
| aw provides for an offset so the survivor would not receive the
full death benefit plus the full third-party recovery since the
enpl oyer would be allowed to reduce their benefit paynents.

3:54: 27 PM

REPRESENTATI VE JOSEPHSON asked whether the third-party recovery
was fromthe second injury fund.
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MR. MONAGLE answered no. He explained a separate provision in

law allows an enployer to offset any third-party recovery. He
explained that the second injury fund was established through
assessnments against enployer indemity benefits. The second

injury fund would be used in instances in which an enployer
hires a person with a qualifying preexisting condition and the
enpl oyee has a subsequent workplace injury made worse by the

pre-existing condition. If an enployer hires an enployee,
knowi ng the enployee has had a lot of back injuries, but the
enpl oyee is subsequently injured, the fund wll reinburse the

enpl oyer for the indemity benefit paynents so long as it neets
all the requirenents for second injury fund reinbursenent.

3:55:23 PM
MARI ANNE BURKE began her testinony, as foll ows:

You have no idea what |'ve gone through to this point.
This is bittersweet - to talk to you - |I'm excited

but |I'm saddened for the reason | stand before you

My daughter [Abigail Caudle] was killed in the
wor kpl ace and no value at all - zero - was given for
her life. When you talk about different noney and
stuff in the workplace environnent - there was nothing
given for her life, but the funeral costs. That's it
- because she had no dependents. There is no
liability to the enployer. Not hi ng happened to the
enpl oyers what soever because of "no fault" insurance.
Not hi ng happens. If there 1is any payout, the
i nsurance pays it - and I'll get to that in a mnute.
| just want to enphasize those two points before |
start.

3:57:07 PM

M5. BURKE continued her testinony, as foll ows:
My daughter was the second child of four children, two
boys and two girls. Her sister and she would play

dolls grow ng up. She enjoyed soccer, basketball,
babysitting, day care - she worked at Honme Depot. She
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vol unteered at ChangePoint church doing lighting for
all of their services for three years. She hel ped
with the youth group at ChangePoi nt.

M5. BURKE paused to show phot ographs of her daughter.
M5. BURKE continued. She said:

My daughter was a new apprentice with Raven Electric
so she was not with the unions. The private sector is
not as "up" as the wunions are sonetines. She was
[indisc.] with a live wre. They were working on an
open junction box in a bank renpdel job taking down

l'ights. The journeyman did not turn off the circuit
breaker or lock and tag as he was supposed to. Thi s
was because he wasn't planning on doing that |ighting

t hat night. Usually he would bring tenporary lights,
but he wasn't planning on doing that work that night

so they wused the lights that were there and just
turned off light swtches. Abi gail had an inadequate
non-contact tester. It did not clanp onto the wre;
it just went near the wire so it did not sense the
live wire. She tried it twice. It showed green, safe
or to go. And she touched the live wire; got | ocked
up. Her coworkers tried to get her off the | adder.
They couldn't. They finally kicked the | adder real
hard and she fell off to the floor. She went into
sei zures. The others told that about 440 volts that
went through her body. She [indisc.] defibrillator
and she was taken to the hospital. She was 26 years
old and she died on June 21, 2011. | cannot tell you
how much we mss Abigail [indisc.]. Her sister does

not have a sister anynore. Her brothers do not have a
sister that they had anynore to talk with and be
support with. Thank you.

3:59:32 PM
M5. BURKE said that about three nonths after her daughter's

death she called nunerous |awers, but none would represent her
since her daughter's death fell wunder workers' conpensation.
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She said the |awers she contacted informed her they would not
win the case and that simlar cases had been taken to the Al aska
Suprene Court and the plaintiff did not prevail. In fact, she
couldn't even get any |lawer to take the case pro bono. Two
years after her daughter's death she began fighting - by herself
- for death benefits for her daughter She could not sue the
enpl oyer, she said, due to House Bill 323 that passed the
| egislature in 2004. Since her daughter's death was a work
rel ated death she also could not file a civil lawsuit or obtain
any type of justice. Subsequently, the |egislature considered
House Bill 303, which would have all owed wongful death cases to
be filed civilly, but that bill did not pass, in part, since it
was opposed by the business sector.

4:00: 49 PM

M5. BURKE declared that workers' conpensation |aws give zero
value to people like her daughter, a single worker wthout any
dependents, except for funeral costs. Al t hough the enployer
[ Raven Electric] received five citations from OSHA [the US
Depar t ment of Labor, Cccupat i onal Saf ety and Heal t h
Adm nistration], in which four violations were determned to
contribute to her daughter's death, the conpany only paid
$11,000 to OSHA In fact, OSHA advised her that after three
years the enployer's slate wll be wped clean. She was
astoni shed at this outcone since her daughter's death
constituted gross negligence by the enployer. As the sponsor
said earlier, the Abigail Caudle Act would update the val ue of
an enployee's life by increasing the PPl [permanent parti al
i mpai rment] anount to $256,000, noting the PPl has not been
adjusted in 15 years.

4:01:41 PM

M5. BURKE stated that if the PPl figures were updated all of the

people who are injured wll receive conpensation based on
today's wages. Survivors of workers killed on the job would
receive sonething, describing her feelings as hollow feelings
since nothing was given for her daughter's life. She
recomended the statute of limtations should be raised from one
year to four years. She reported that California has a four-
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year statute of limtation in wongful deaths, and even though
she recogni zes that this bill pertains to workers' conpensation,
the statute of Ilimtation still needs to be raised to four
years. She explained that two years passes by quickly during a
period of grief when losing a |loved one and one year was sinply
insufficient.

4:02: 47 PM

M5. BURKE said that this issue is a bipartisan issue and
al though she her political affiliation is Republican, a
Denocrat, Representative Josephson, stepped up to help her. She
stressed that this issue adversely affects famlies. She urged
the legislature to pass HB 114. Even though the bill my need
additional work and businesses don't want to pay nore for
wor kers' conpensation, perhaps businesses could elect to provide
a life insurance policy for their enployees or require themto
obtain Ilife insurance. Most inportantly, wunder current |aw,
enpl oyers can avoid purchasing safety equipnent since they are
not held accountable and lawsuits can't be filed against them
She felt it was crucial that the law recognizes that every
person has val ue. She said one problem wth workers'
conpensation was due to "no fault"™ insurance, which she
characterized as being a nationw de problem

4:04: 23 PM

CHAIR OLSON stated that having an exclusive renedy neans that
wor kers' conpensation will pay inmediately, whether or not the
claimis perceived as legitimate and it could be controverted if
i ssues ari se.

IVB. BURKE offered his belief, shared by the workers'
conpensation staff she spoke to, that when a death occurs in the
wor kpl ace it should cease to be a workers' conpensation case
This was especially true in instances in which enployers are
negligent, which was the case in her daughter's death since the
enpl oyees did not lock and tag, the enployees did not
communi cate, and the enployer failed to do a nunber of things it
shoul d have done. In fact, Abigail was a new apprentice, brand
new, trusting her journeynen that she was safe, she said. Her
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daughter's journeymen weren't even in the room when the
el ectrical accident occurred. In closing she enphasized that
when deaths occur, the matter should not fall wunder workers'
conpensation to allow for justice. She thanked nenbers for
allowing her to testify.

[HB 114 was hel d over.]
4: 06: 23 PM
The commttee took a brief at-ease.

HB 164- | NSURANCE;, RI SK MG T; HOLDI NG COVPANI ES

4:07:16 PM

CHAI R OLSON announced that the final order of business would be
HOUSE BILL NO 164, "An Act relating to insurance; relating to
risk based capital for donmestic insurers and fraternal benefit
societies, including provisions related to insurers subject to
ri sk based capital and action level event requirenents; relating
to review by the director of insurance of an insurer's risk
based capital plan; relating to confidentiality and sharing of
certain information submtted to the director of insurance for
eval uating insurance hol ding conpanies, risk based capital, risk
managenent, and own risk and solvency assessnents; clarifying
provisions related to risk based capital plans; relating to
exenptions by the director of insurance for certain donestic and
casualty insurers fromrisk based capital requirenents; relating
to insurance holding conpanies, including filing requirenents,
divestiture, content of statenments, and hearings; relating to
registration requirenents; relating to transactions wthin an
i nsurance holding conmpany system or transactions involving a
donmestic insurer; relating to managenent and exam nation of
donmestic insurers that are part of an insurance hol ding conpany
system adding provisions relating to participation by the
director of insurance in a supervisory college; relating to
civil and crimnal penalties for violations of provisions
related to insurance holding conpanies; relating to provisions
for risk managenment and own risk and solvency assessnents;
relating to operating requirenments for controlling insurance
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producers; relating to producer-controlled insurers; adding and
amending definitions related to insurers; and providing for an
effective date."

4:07:50 PM
The commttee took an at-ease from4:07 p.m to 4:12 p. m
4:12:21 PM

LORI WNG HEIER, Director, Division of I|nsurance, Departnent of
Commerce, Conmunity, & Econom c Devel opnent (DCCED), began her
Power Point on HB 164, related to insurance. She stated that the
mssion of the Dvision of |Insurance is to regulate the
i nsurance industry to protect Al askan consumers [slide 1].

4:13:48 PM

M5. WNG HEI ER stated that individual state governnents are the
primary regulators of insurance. In Alaska, the state regul ates
seven donestic insurance conpanies, including Alaska Vision,
Sunder| and |nsurance Services, Inc., Alaska Tinber Insurance
Exchange that are domiciled in Al aska. The division regul ates
close to 1,100 foreign insurance conpani es.

CHAIR OLSON interjected that foreign insurance conpanies does
not mean outside the country, but outside Al aska.

M5. W NG HEI ER agr eed. She naned a few major foreign insurance
conpanies, including State Farm Geico, Safeco, Prenera, and
Aetna qualify but they are not domiciled in the state. She
indicated it was due to the way these conpanies are
i ncor por at ed. The ones [HB 164 woul d address] under discussion
today are those domciled within the state.

M5. WNG HEI ER said that in 1945, Congress passed the MCarran-
Ferguson Act (15 U S C 1011 - 1015 which exenpted: the
busi ness of insurance from nost federal regulation, and to this
date insurance has been regulated by states, and state-based
regul ati on works [slide 3].
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M5. WNG HEIER said that the act provided that, " ... [n]o Act
of Congress shall be construed to invalidate, inpair, or
supersede any |law by any State for the purpose of regulating the
busi ness of insurance ...." However, in 2010, Congress passed
Dodd- Frank with a provision establishing the federal insurance
of fice. Al though it was currently set up as a non-regul atory
agency, it is poised to step in and take over state-based
regul ation. She acknow edged that this wasn't sonething that is
bei ng addressed every day; however, the division is very much
aware of its existence and the authorization it could hold over
the states with federal regulation of insurance. Agai n, state-
based regul ati on has been very successful for over 100 years.

4:15:55 PM

M5. WNGHEIER directed attention to slide 4, stating that
during the 2007-2009 financial <crisis which hit hard the
financial services industry of which insurance is a part, the
i nsurance industry was held as a shining exanple of what worked.
The | ndependent Insurance Agents & Brokers of America (I1ABA)
agreed stating in a 2011 letter to the FIO "Even during the
nmost tunul tuous of tines, state insurance regulators ensure that
insurers are solvent, that clains are paid, and that consumers
are protected. The |1 ABA remains dedicated to preserving state
i nsurance regulation." She said that this statenent was
powerful enough that the federal Governnent Accountability
Ofice put it inits 2013 report to Congress.

4:16:53 PM

M5. WNGHEIER directed attention to slide 5, stating the
Nat i onal Association of Insurance Comm ssioners (NAIC) is the
U S. standard setting and regulatory support organization
created and governed by the chief insurance regulators fromthe
50 states, the District of Colunbia and five U S. territories

Through the NAIC, state insurance regulators establish standards
and best practices, of the protocols of the insurance conpanies,
the producers, the brokers, and the adjustors. Through peer
review, the division nonitors conpani es, brokers, and oursel ves,
she sai d.
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M5. WNG HEIER acknow edged while nmuch of the business of
insurance is local in nature due to differences of risk and
other factors particular to a local area, the elected or
appointed state governnent officials who oversee the regulation
of insurance conpanies and producers in their respective
jurisdiction - the nenbers of the NAIC recognize that there
often is a need for national standards and uniformty.

4:17:41 PM

M5. WNG HEIER said the NAIC, working with regul ators, pronotes
national standards, uniformty, reciprocity, and consistency at
the national |evel through the developnent of nodel |aws and
regul ati ons.

M5. WNG HEI ER said nmuch of the work of the NAIC is conducted
through its commttees, task forces, wor ki ng  groups, or

subgr oups. Alaska sits on two subcommttees: Property and
Casual ty Insurance, and Market Regulation and Consumer Affairs
C&D) commttee, and 14 task forces, 3 Iliaison conmttees,
including the Anerican Indian and Alaska Native Liaison
Comm ttee, which she chairs; and numerous working groups. The
committee level is where the discussion nost likely begins in

t he considerati on of a new nodel | aw.

M5. WNGHEIER said the NAIC nenbers dedicate significant to
educating consunmers and the industry to support a nodel that has
been adopted by the nenbership. Mdel |aws are developed by

drafting procedures that entail a rigorous process providing
notice and opportunity for consumer groups and industry to
coment . She said they take years to develop to the point at

whi ch they are presented to groups such as this conmttee.

M5. W NG HEIER said that both the parent commttee, such as the
Property and Casualty Commttee, Finance Conmittee, or the
Health Committee, with oversight for the subject area of a nodel
law and the entire nenbership of the NAIC nust adopt any
proposed nodel law by a two-thirds majority vote. The state in
nost cases is not required to adopt the nodel |aw except in the
ci rcunstances such as the one today, which is the adoption of
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the NAIC financial regulation standards & accreditation program
[slide 6].

4:20: 07 PM
VB. WNGHEIER said the mnmssion of the NAICs financial

regul ati on standards & accreditation programis to establish and
mai ntain state regulator standards to pronbte sound insurance

conpany financial solvency regulation [slide 7]. Al t hough it
seens sinple, but the state has seven donestic and 1,100 foreign
i nsurance conpanies it nonitors. The Department of Commerce,

Community & Economic Developnment is a rather small departnent
and with that many insurers, the state needs to be able to rely
on its counterparts in other states to ensure that the insurance
conmpani es who are coming to Alaska to sell insurance to Al askans
neet a certain standard of financial solvency. In turn, other
i nsurance conmi ssioners or directors nust be able to trust that
i nsurance conpanies who are domciled in Al aska doing business
in the Lower 48 are also to financially solvent. Lastly, but
equally inportant is consuner protection because an insurance
conpany nust be financially solvent to neet its contractual
policy obligations to pay clains in the event of a loss to pay
cl ai ns.

4:21:39 PM

M5. WNG HEIER directed attention to slide 8, and said that the
accreditation program provides a process whereby solvency
regul ations of nulti-state insurance conpanies can be enhanced
and adequately nonitored. As nentioned earlier, it is inportant
for a small state that the insurance conpani es domciled here or
those operating here but domiciled in another state are being
adequately regulated for financial solvency by the domciliary
state.

4:22:16 PM
M5. WNG HElI ER said that Al askan consuners could be negatively
i npacted as conpani es may decide not to operate in Al aska due to

the duplicative exam nation costs incurred by operating in a
non-accredi ted state. Thus, if Alaska loses its accreditation
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and conpanies had to bear the expense of having every state
conducting an exam nation of their financial records and could
not accept theirs, they could elect to not to be domciled in
Al aska, which would reduce the nunber of insurers, a reduction
in enploynent and in premumtaxes paid to the state.

4:23:04 PM

CHAI R OLSON asked how nmuch income the division generates each
year .

V. W NG- HEI ER answer ed t hat t he di vi si on gener at es
approximately $55 million plus $7 million in fees collected from
producers in the insurance conpanies. In further response to a
guestion, she said last year the division's budget was $7.5
mllion and that the division is receipt-supported by the fees
coll ected frominsurance conpani es.

4:23:48 PM

M5. WNG HEIER stated the accreditation was for a five year
peri od. One of the key conponents of the financial solvency
regul ation accreditation review will be a determ nation by the
NAI C accreditation review team that the state has the necessary
solvency laws and regul ations to protect consumers and guarantee
funds [slide 9]. She reported that the division was due for an
interim audit in June 2015. She feared the division will not
pass, which was why HB 164 is inportant.

4:24:43 PM

M5. WNG HEIER felt responsible for three provisions in HB 164
that should have been addressed two or three years ago, but she
was not certain why the division did not request the changes.
She referred to pages 2-8 to AS 21.14, related to risk based
capital in the bill. Basically, this |anguage woul d change the
nmet hod of neasuring the mninmm anmount of capital appropriate
for an insurer to support its overall business operations in
consideration of its size and risk profile. Capital provides a
cushion to an insurer against insolvency and RBC will limt the
anount of risk a conmpany can take. Thus these provisions all
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pertain to sol vency. She said this should have been effective
January 1, 2015. She acknowl edged ot her provisions should have
been effective on January 2014 and January 2016.

4:25:38 PM

REPRESENTATI VE LEDOUX rel ated her understanding that in order to
be accredited the |egislature nmust pass HB 164.

M5. W NG HEI ER answered yes.
4:25:52 PM

REPRESENTATI VE LEDOUX surmised that if the state 1is not
accredited all sorts of problens happen.

M5. W NG HEI ER answered yes.

CHAIR OLSON acknow edged that was the reason HB 164 is being
fast-tracked.

4:26: 04 PM

M5. WNG HEIER said the risk-based capital provides the cushion
to protect solvency. The risk-based capital conpares risk based
on a ration of the risk to capital. This neans the division
knows the conpany has enough capital for wunderwiting, other
investnments to ensure clainms can be paid when Al askan consuners
submt the claimns.

4:26:36 PM

M5. WNGHEIER directed attention to slide 11, to insurance
hol di ng conpanies, on pages 8-16 of the bill, which nust be
effective in 2016 in order for the state to pass accreditation

Referring back to the financial crisis in the Lower 48, many
peopl e probably heard of AIG [American International G oup],
whi ch was a hol di ng conpany. She said what brought down Al G was
not its insurance operations, but aircraft |easing and other
investnments that AIG had nade. The foregoing provisions would
allow the state to review other operations insurance conpanies
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have and not allow them to invest insurance dollars in other
oper ati ons. She added that this |anguage does require other
reporting mechanisns, but that she essentially described what
t he hol di ng conpany provisions of this bill would acconplish.

4:27:42 PM

CHAI R OLSON asked whether the financial crisis was also due to
subst andard nort gages.

M5. W NG HEI ER answered yes.

4:27:51 PM

M5. WNGHEIER directed attention to slide 12, to R sk
Managenent and Om Risk Solvency Assessnent (ORSA). She

described this as enterprise risk managenent that would require
i nsurance conpanies to report to the state on confidential

investnments, as well as their risk managenent framework, to
allow the state to see the how the conpanies are judging
t hensel ves. Al t hough these provisions are not yet in the NAIC
[ Nati onal Association of Insurance Conm ssioners] nodel |[aw,

they have been proposed and the division anticipates these
provisions wll be adopted this fall.

4:28:41 PM

M5. WNGHEIER stated that the controlling insurance producer
provi sions should have been effective on January 1, 2014.
Basically, these provisions would provide additional guidelines
for businesses between the controlled insurers and controlling
producers necessary for fiduciary and oversight reasons, for
exanpl e, when an insurance producer owns the insurance conpany
[slide 13].

4:29:07 PM

M5. W NG HEI ER suggested that this bill needs to pass this year
since the provisions nust be in place by January 2016.
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CHAI R OLSON conmented that the director has only been on the job
for alittle over one year, approximtely 15 nonths.

4:30: 01 PM

REPRESENTATI VE LEDOUX directed attention to Section 1 of the
bill and asked whether maritime policies were indemity policies
and if they will be included in the bill.

M5. WNGHEIER answered vyes; for donestic conpanies, but
generally speaking maritine insurance falls under surplus I|ines
pl acement, typically offered through LI oyds of London.

4:30:56 PM

CHAIR COLSON conmented that he did not believe any donestic
insurer wites maritinme coverages for at |east 15 years.

REPRESENTATI VE LEDOUX asked whether Al aska National |nsurance
offers it.

CHAIR OLSON offered his belief the |last one was Pacific Murine
Underwriting Managers Ltd.

4:31:16 PM

M5. W NG HEI ER said sonme incidental policies may be witten, but
it was not their main line of business for any of the foregoing
conpani es.

CHAI R OLSON acknow edged that Al aska National Insurance wites
sone incidental coverage, and Longshorenmen and Harbor Wrkers
coverage, but he did not believe they offered offshore unless it
woul d be workers' conpensation for people working on the oil
pl at f or ns.

M5. WNG HEl ER suggested that Sunderland |nsurance Services,
Inc. may wite sone.

CHAI R OLSON sai d he stands corrected.
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4:31:45 PM

REPRESENTATI VE HUGHES asked how nuch business insurance
conpani es domciled in Al aska provide outside Al aska.

M5. W NG HEl ER answered that Sunderland Insurance Services does
some, but Al aska National Insurance probably does the npbst and
operates in ldaho, California, Louisiana, and are likely |ooking
to expand. She suggested that the others are content to be in
Al aska.

4:32:44 PM

REPRESENTATI VE HUGHES noted that obvious this is needed sooner
rather than later. She asked whether anything in the bill that
was not related for accreditation.

M5. W NG HEI ER answered no; that the bill was limted strictly
to accreditation and financial solvency for donmestic insurance
conpani es in Al aska.

4:34:36 PM

CHAIR OLSON, after first determning no one wshed to testify,
cl osed public testinony on HB 164.

4:35: 00 PM

REPRESENTATI VE HUGHES noved to report HB 164 out of committee
with individual recomendations and the acconpanying fiscal
not es. There being no objection, HB 164 was reported from the
House Labor and Commerce Standing Commttee.

4:36: 00 PM

ADJ OURNNMENT

There being no further business before the commttee, the House

Labor and Commerce Standing Conmttee neeting was adjourned at
4:36 p. m
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