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SPONSOR SUBSTI TUTE FOR SENATE BI LL NO. 15
“"An Act relating to the tax on policy year premuns for life
i nsurance policies."

- MOVED SSSB 15 QUT OF COW TTEE

SENATE BILL NO. 107

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

for donestic insurers and fraternal benefit societies, including
provisions related to insurers subject to risk based capital and
action |evel 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; relating to evaluating
an insurance holding conpany and the acquisition of control of
or nerger with a donestic insurer; relating to risk based
capital, risk managenent, and own risk and solvency assessnents
of insurers; clarifying provisions related to risk based capital
plans; relating to exenptions by the director of insurance for
certain domestic and casualty insurers from risk based capital
requirenents; relating to insurance hol ding conpanies, including
filing requirenents, di vestiture, cont ent of st at enent s,
notifications, and heari ngs; relating to regi stration
requirenents of insurers; relating to transactions wthin an
i nsurance holding conmpany system or transactions involving a
donmestic insurer; relating to managenent and exam nation of
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domestic 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 by insurers and
i ndividuals; relating to provisions for risk managenent and own
ri sk and solvency assessnents by insurers; relating to operating
requirenents for controlling insurance producers; relating to
producer-controlled insurers; adding and anending definitions
related to insurers; and providing for an effective date."

- MOVED SB 107 QUT OF COW TTEE
PREVI QUS COW TTEE ACTI ON
BILL: SB 15

SHORT TITLE: LIFE | NSURANCE POLI CY PREM UM TAX
SPONSOR(s): SENATOR(s) COGHI LL

01/ 21/ 15 (S PREFI LE RELEASED 1/ 16/ 15

01/ 21/ 15 (S READ THE FI RST Tl ME - REFERRALS
01/ 21/ 15 (S) L&C, FIN

02/ 04/ 15 (S SPONSOR SUBSTI TUTE | NTRODUCED- REFERRAL S
02/ 04/ 15 (S) L&C, FIN

02/ 26/ 15 (S) L&C AT 1:30 PM BELTZ 105 (TSBI dg)
02/ 26/ 15 (S) Heard & Held

02/ 26/ 15 (S) M NUTE( L&C)

03/ 03/ 15 (S) L&C AT 1:30 PM BELTZ 105 (TSBI dg)
03/ 03/ 15 (S) Moved SSSB 15 Qut of Conmittee
03/ 03/ 15 (S) M NUTE( L&C)

03/ 04/ 15 (S) L&C RPT 3DP

03/ 04/ 15 (S) DP: G ESSEL, MEYER, STEVENS

03/ 23/ 15 (S) FIN AT 9: 00 AM SENATE FI NANCE 532
03/ 23/ 15 (S) Heard & Held

03/ 23/ 15 (S) M NUTE( FI N)

04/ 08/ 15 (S) FIN AT 1: 30 PM SENATE FI NANCE 532
04/ 08/ 15 (S Moved SSSB 15 Qut of Committee
04/ 08/ 15 (S) M NUTE( FI N)

04/ 09/ 15 (S) FIN RPT 3DP 2NR

04/ 09/ 15 (S) DP: Bl SHOP, DUNLEAVY, HOFFNVAN

04/ 09/ 15 (S) NR:  MACKI NNON, COLSON

04/ 15/ 15 (S) TRANSM TTED TO (H)

04/ 15/ 15 (S) VERSI ON:  SSSB 15

04/ 15/ 15 (H READ THE FI RST TI ME - REFERRALS
04/ 15/ 15 (H L&C

04/ 18/ 15 (H) L&C AT 9: 00 AM BARNES 124

BILL: SB 107
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SHORT TI TLE: | NSURANCE; RI SK M5 T; HOLDI NG COVPANI ES
SPONSOR(s): LABOR & COMMERCE

04/ 11/ 15 (S) READ THE FI RST TI ME - REFERRALS
04/ 11/ 15 (S) L&C

04/ 11/ 15 (S L&C AT 11: 00 AM BELTZ 105 (TSBI dg)
04/ 11/ 15 (S) Heard & Held

04/ 11/ 15 (S) M NUTE( L&C)

04/ 14/ 15 (S L&C AT 1:30 PM BELTZ 105 ( TSBI dg)
04/ 14/ 15 (S Schedul ed but Not Heard

04/ 16/ 15 (S) L&C AT 1:30 PM BELTZ 105 (TSBI dg)
04/ 16/ 15 (S) Moved SB 107 Qut of Conmmittee
04/ 16/ 15 (S) M NUTE( L&C)

04/ 17/ 15 (S) L&C RPT 3DP 1NR

04/ 17/ 15 (S) DP: COSTELLO 4 ESSEL, MEYER

04/ 17/ 15 (S) NR. STEVENS

04/ 18/ 15 (H) L&C AT 9: 00 AM BARNES 124

W TNESS REG STER

SENATOR JOHN COGHI LL

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Testified as the prinme sponsor of SB 15.

LORI W NG HEI ER, Director

Di vision of |nsurance

Depart ment of Commrerce, Community, & Econom c Devel opnent ( DCCED)
Anchor age, Al aska, Al aska

POSI TI ON STATEMENT:  Testified and answered questions during the
di scussi on of SB 15.

WESTON El LER, St aff

Senator M a Costello

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Testified on behalf of the prinme sponsor of
SB 107, the Senate Labor & Commerce Committee, Senator Ma
Costell o, Chair.

LORI W NG HEI ER, Director

Di vision of |nsurance

Depart ment of Comrerce, Community, & Econom c Devel opnent ( DCCED)
Anchor age, Al aska, Al aska

PCSI TI ON STATEMENT: Testified and answered questions during the
di scussi on of SB 107.
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ACTI ON NARRATI VE
9:11:45 AM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Commttee neeting to order at 9:11 a.m Representatives Kito,
Josephson, Tilton, Hughes, and O son were present at the call to
order. Representatives LeDoux and Colver arrived as the neeting
was in progress.

SB 15- LI FE | NSURANCE POLI CY PREM UM TAX

9:12: 09 AM

CHAI R OLSON announced that the first order of business would be
SPONSOR SUBSTI TUTE FOR SENATE BILL NO 15, "An Act relating to
the tax on policy year premuns for |ife insurance policies."

9:12:16 AM

SENATOR JOHN COGHILL, Al aska State Legislature, characterized
the bill as sinple in concept, but one with conplexities. He
said that SB 15 would reduce the premum taxes for single or

group life insurance polies from 0.1 percent to 0.08. In 1997,

one of his predecessors introduced the trust administration |aw
that created trusts in Al aska, which was unique. Pr evi ousl vy,

the insurance director nentioned offshore investnent issues, and
the concept was to attract to the United States that type of
i nvest nent . In 2010, Alaska had $208 million in investrment for
single or group life insurance as a result of its favorable
trust law, noting other states enacted simlar |aws, including
South Dakota, which has had the effect of reducing the
investnent in Alaska to $79 mllion. This bill was introduced
to attract additional investnent in Al aska.

9:14: 09 AM

SENATOR COGHI LL pointed out that one concern expressed was that
this is a "race to the bottom" which he acknowl edged was a
| egiti mate concern; however, he hoped to increase the investnent

in Al aska, which will inprove the workforce, attract investnent
to Alaska, and would bring a premum tax benefit. Al though the
state may | ose volune and |ose the tax value, if the volune was
increased, it wll also increase the tax value to Al aska. He

hoped this would bring the policy year premium for policies
exceeding $100,000 to a rate conpetitive to other states, in
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particul ar, South Dakot a. He explained that this would bring
Al aska's basic premium tax rate even with South Dakota's rate
He offered his belief that Alaska's trust adm nistration |aw was
attractive, but this will entice investors in Alaska. This bil
was brought to the sponsor by the trust admnistrators in
Al aska.

9:16: 19 AM

LORI WNG HEIER, Director, Division of Insurance, Departnent of
Commerce, Community, & Econom c Devel opnent (DCCED), stated that
SSSB 15 would reduce the premium tax from 0.10 to 0.08 on life
i nsurance policies exceeding $100, 000. She referred to a
spreadsheet in nenbers' packets entitled "Prepared by the
Di vision of Insurance at the request of Senator John Coghill for
SB 15." The amount of tax collected starts at $104 thousand and
if it was reduced to .08 it would be $84,000, which nakes a
di fference of about $20,000 on about 112 poli ces. She said the
tabl e goes through 2012 to highlight the nunber of polices and
the difference in the tax that would be collected at the 0.08
rate. She said South Dakota reported that when it reduced their

tax to 0.08 percent, in 2010 that 29 conpanies wote policies
over $100 million with $97 mllion in premumtaxes and in 2014,
Sout h Dakota collected $120 million in premum collected from 32

conpani es. She recapped that South Dakota did enjoy an increase
in volunme fromthe insurance industry.

9:18: 20 AM

M5. WNGHEIER said this was submtted with an indeterm nate
fiscal note since it was not possible to determne the overall
effect of the revenue collected; however, she reported that in
2011, the difference was $88,000. She suggested that the anount

was fairly small in terms of the overall revenue for the
di vi si on.
9:19: 11 AM

REPRESENTATIVE KITO referred to the aforenmentioned table to
2011, to $443,280 for 105 polices, dropping to $112,535 and 105
pol i es. He asked for further clarification on the shift in
revenue since it seened like the division taxed the same nunber
of policies.

M5. W NG HEI ER answered that 2011 was an anonaly since the state

had two | arge polices over $300 mllion. |In fact, these are the
types of policies the insurance conpanies hope to attract. She
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referred to the total I|ife premum witten in 2011 for
$687, 043, 543 whi ch dropped in 2012 to $352, 786, 601.

9:21:10 AM

CHAIR OLSON related his understanding the Division of I|nsurance
supported the bill.

M5. W NG HElI ER answered yes; that the division does support the
bill.

9:21:28 AM

REPRESENTATI VE LEDOUX wondered whether the policies in question
were a finite nunmber of potential policies since the |anguage
referred to policies over $100,000 in prenum She asked the
reason that people would nove their policies to Al aska.

M5. W NG HEI ER answered that there was not a finite nunber, but
that life insurance is one tool in retirenent planning. She
said that the division has seen an increase in this tool being
used in financial planning, especially by young people who are
starting to look at their financial future. She offered her
belief that young people are buying bigger policies. Furt her,
she advised that people do not need to live in Alaska to take
advantage of this tax structure. The insurance brokers or
producers in the state could sell to people in the Lower 48, but
the state will collect the tax.

9:23:41 AM

REPRESENTATI VE LEDOUX asked whether these policies are used when
sonmeone dies or if the [policies] are cash values since people
use themfor retirenment planning.

M5. WNG HEIER answered these policies can be used as a
beneficiary for life estate planning purposes or they could have

a cash value that people could draw on, but it would just depend
on how it was structured with the broker.

9:24: 09 AM

CHAI R OLSON conmented that these policies are also used to cover
taxes after death on | arge estates.

M5. W NG HEI ER agreed that was correct.

HOUSE L&C COW TTEE - 6- April 18, 2015



9:24: 20 AM

REPRESENTATI VE HUGHES asked M. Wng-Heier to predict the
addi tional potential revenue the state m ght collect.

M5. WNG HEIER said she did not have an answer at this tine,
although the commttee requested it. Unfortunately her
financial staff was currently on |eave so she wasn't able to
access and conpile data to predict the overall effect of the
bill; however, the insurance agents and brokers believe this
change wi Il be beneficial.

9:26: 31 AM

REPRESENTATI VE HUGHES asked whether she was confident this
change will increase revenue.

M5. W NG HEI ER answered that she was optimnmstic. She said she
has spent tine with the sponsor and agents, who are confident it
will.

9:26: 56 AM

CHAIR OLSON, after first determning no one wished to testify,
cl osed public testinmony on SSSB 15.

9:27:12 AM

REPRESENTATI VE HUGHES noved to report SSSB 15 out of comittee
with individual recomendations and the acconpanying fiscal
not es. There being no objection, SSSB 15 was reported from the
House Labor and Commrerce Standing Commttee.

9:27.:35 AM

The conmttee took a brief at ease.

CHAI R OLSON recessed to a call of the Chair.

1:19: 41 PM

CHAI R OLSON reconvened t he commttee at 1:19 p. m
Representatives Tilton, Colver, Hughes, Josephson, LeDoux, and
A son were present when the neeting reconvened. Representati ve

Kito arrived as the neeting was in progress.

SB 107-1 NSURANCE; RI SK M5 T; HOLDI NG COVPANI ES
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1:19: 51 PM

CHAI R CLSON announced that the next order of business would be
SENATE BILL NO 107, "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;
relating to evaluating an insurance holding conpany and the
acquisition of control of or merger with a donestic insurer;
relating to risk based capital, risk managenent, and own risk
and solvency assessnents of insurers; clarifying provisions
related to risk based capital plans; relating to exenptions by
the director of insurance for certain donestic and casualty
insurers from risk based capital requirenents; relating to
i nsurance holding conpanies, including filing requirenents,
divestiture, content of statenents, notifications, and hearings;
relating to registration requirenents of insurers; relating to
transactions wthin an insurance holding conpany system or
transacti ons involving a donestic insurer; relating to
managenent and exam nation of donestic 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
by insurers and individuals; relating to provisions for risk
managenment and own risk and solvency assessnments by insurers;
relating to operating requirenments for controlling insurance
producers; relating to producer-controlled insurers; adding and
anending definitions related to insurers; and providing for an
effective date.”

1: 20: 14 PM

VESTON EI LER, Staff, Senator Ma Costello, Al aska State
Legi slature, on behalf of the Senate Labor & Commerce Conmitt ee,
Senator M a Costello, Chair, explained that SB 107 would update
Al aska's insurance statutes to conply with national standards
and maintain the accreditation of the Division of |nsurance,
Department of  Commerce, Community & Econom c Devel opnent

( DCCED . The provisions in the bill would bring Al aska's
insurance laws in line with federal |aw and national industry
best practices. The provisions in the bill have been thoroughly
vetted by the departnment, stakeholders, industry, and this
commttee [passed out the conmpanion bill, HB 164 on 3/25/15].
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He deferred to the Division of Insurance to answer technical
guestions and the inportance to the division.

1:21: 23 PM

LORI WNG HEIER, Director, Division of I|nsurance, Departnent of
Commerce, Comunity, & Econonic Devel opnent (DCCED), provided a
brief section-by-section analysis of SB 107. She stated that
Section 1 pertained to risk-based capital and would adopt the
nodel |aw 315 and anendnents to nodel law 312 [adopted by the
National Association of Insurance Conmm ssioners (NAIC). She
stated that risk-based capital considers the solvency of the
i nsurance conpany, taking into account what they are doing for
underwiting, investnents, and neasuring against the ratio. She
directed attention to the first six pages of the bill related to
AS 21.14, which references risk-based capital plan and the
regul atory control events to neasure whether the conpany is

solvent or not, and if not, the Division of Insurance will step
in for |liquidation. She directed attention to Section 2,
beginning on page 8, to Section 20, which relates to the
i nsurance hol ding conpani es. This would make anendnents to
nodel |aw 440 [passed by the National Association of Insurance
Comm ssioners (NAIC), in particular, as the state considers
hol di ng conpanies as an "unbrella” would allow the division to
identify other conpanies within the unbrella. She expl ai ned

that currently the division can see the insurance conpany that
is domciled in Alaska, but with these changes, the division
will be able to identify the other entities wthin the holding
conpani es to determ ne whet her the conpani es are subsidizi ng one
another or what the interactions are, including their financials
and identify any problens that may inpact the insurer doing
busi ness in Al aska.

1: 24: 01 PM

M5. WNG HElI ER renmarked that the insurance holding conpany was
t he biggest part of this bill, through Section 46. She directed
attention to Section 46, related to ORSA [Om Risk and Sol vency
Assessnent]. She said this provision would be new to the state,
which places the onus on insurers to file a risk managenent
report or an ORSA to identify relevant risks, not previously
identified for the division outside of a normal financial
exam nati on

CHAI R OLSON added that this bill would incorporate the Nationa

Association of Insurance Conm ssioners (NAIC) nodel law to
ensure that all states are in |ine.
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1: 25: 09 PM

M5. WNG HEl ER acknowl edged that everything in this bill was
based on the NAIC nodel law, with a small portion of the bill
consisting of technical drafting changes nade to conport to the
| egislature's drafting style. She said the last section of the
bill, Section 47 would anmend provisions related to insurance
producer agents, admnistration, and brokers. She directed
attention to page 29, which would renove the requirenent to send
certified mail, and adds insurance producers instead of
licensees, since the division would not have |icensees. In
response to Representative Hughes, she directed attention to
page 23, Section 46, AS 21.23.030, which was a new provision
related to Owm R sk and Solvency Assessnent (ORSA) Summary
Repor t based on the National Associ ation  of | nsur ance
Comm ssi oners (NAIC) nodel | aw

M5. WNGHEIER reiterated that Section 47 would provide an
update to producer agents since the state did away wth
| icensees who are now insurance producers, to be in conpliance
with NAIC nodel. She directed attention to page 32, Sections 49
and 50, which would wupdate the definition of "controlled
insurer” to be in conpliance with NAIC nodel |[aw Finally,
Section 51 made technical changes, she said.

1:27:11 PM

REPRESENTATI VE JOSEPHSON recalled that parts of the bill that
menbers had concerns with in the House conmpanion bill [HB 164]
were relative to discovery and confidentiality. He asked

whet her those provisions were stripped from SB 107.

M5. WNG HEIER answered yes; that the word "privileged" was
removed from SB 107. She referred to a neno from the Departnent
of Law in nenbers' packets [from Daniel W] kerson dated Apri
15, 2015] explaining what privileges are still left in AS 21.06
that would extend to insurers as to confidential provisions.

1:28: 08 PM
REPRESENTATI VE JOSEPHSON asked whether anything in the bil
woul d alter current |aw. He appreciated knowi ng that the neno

was in nenbers' packets. He asked whether that was the best
source to answer his question.
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M5. WNG HEIER offered her belief that it will. She related her
understanding that the concern did not relate to the
confidentiality, but wth the word, "privilege." The word
"privilege" has been renoved fromthe bill.

1: 28: 40 PM

CHAIR OLSON directed attention to the neno from Dani el D ckinson
to Lori Wng-Heir, Director of the D vision of Insurance, dated
April 15, 2015.

[ The committee did not take an at-ease but took a nonent to
revi ew t he docunent. ]

1: 30: 26 PM

MR, EILER, in response to Chair dson, stated that conmments
nmenti oned by Representative Josephson and other nenbers of the
| egi sl ature were addressed in SB 107.

1: 30: 45 PM

REPRESENTATI VE LEDOUX asked for a page reference for AS
21. 06. 060.

VB. W NG HEI ER answered that AS 21.06. 060 relates to
confidentiality. She was not certain if that provision was in
the bill, but the foregoing statute describes the protections
granted to information and records designated as confidential or
not available for public inspection by the director, [which also
extends to electronic data], or basically the docunents the
division holds confidential related to docunents collected for
exam nation of certificates for the transaction of insurance in
Al aska.

CHAIR OLSON suggested that copies of AS 21.06.060 were being
di stributed to nmenbers.

1: 31: 31 PM
REPRESENTATI VE LEDOUX asked for a nonent to revi ew a docunent.
1:32: 01 PM

REPRESENTATI VE LEDOUX directed attention to AS 21.06.060(9g),
whi ch read, as foll ows:
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(g) The director may withhold information or records
from public inspection for as long as the director
finds the withholding is

(1) necessary to protect a person against
unwarranted injury; or

(2) in the public interest.

REPRESENTATI VE LEDOUX asked for exanples of the types of
information that wouldn't be considered confidential under any
of the aforenentioned provisions, but wuld be considered

confidential under this "catch all" |anguage.

1:32:45 PM

M5. WNGHEIER replied that in the new "ORSA" [Owm Risk and
Sol vency Assessnent], Chapter 23, insurers wll be asked to
provide information on any nergers and acquisitions. However,
in the normal course of business [insurers] will not want their
conpetitors to have access to any nerger or acquisition
information the conpanies are considering. The insurers would

ask the division to keep that information confidential until the
mergers or acquisitions were made public, she said. Thus, this
would be information withheld from the public, but would be
declared in the reporting to the division.

1: 33: 36 PM

CHAIR OLSON asked whether that was a result of the American
International Goup [AIG.

M5. W NG HEI ER answered yes.
1:33: 50 PM

REPRESENTATI VE JOSEPHSON referred to paragraph (2) of the
aforenmentioned April 15, 2015, neno from the Departnent of Law
to the Division of Insurance, which suggests there would be a
presunption of confidentiality that could be overcone; however,
he acknow edged that this is conplicated. He asked for a
predi ction of when this mght reach the House floor for a vote.

CHAI R OLSON suggested that it would likely be today or tonorrow.
He offered to set up an appointnment for Ms. Wng-Heier to neet
wi t h nenbers.

M5. W NG HElI ER advised the aforenentioned provision [paragraph
(2)] in AS 21.06.060 is existing law and SB 107 does not make
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any changes to those provisions. She stated this [|anguage
nmerely clarifies what remains in statute since the provision
related to "privilege" was not added to SB 107.

1: 36: 12 PM

CHAIR OLSON, after first determning no one wished to testify,
cl osed public testinony on SB 107.

1: 36: 26 PM

REPRESENTATI VE HUGHES noved to report SB 107 out of comittee
with individual recomendations and the acconpanying fiscal
not e. There being no objection, SB 107 was reported from the
House Labor and Commrerce Standi ng Comrittee.

1:36:46 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Labor and Commerce Standing Commttee neeting was adjourned at
1:36 p. m
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