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DEPARTMENT OF COMMEIKE & ECONJMIC 1>FVF1.0P>IFAT
DIVISINGF INSRANGE 1+ POUCH 0 1UNEAU 96811

January 20, 1976

The House of Representatives
Commerce Committee
Juneau, Alaska

\

Dear Ladies and Gentlemen:

On Wednesday, January 21, 1 will discuss with you HB 582
"An act relating to regulation of insurance and providing
for an effective date™.

This bill deals with several subjects all of which are
technical changes 1in the Insurance Code but very necessary
to the proper regulation of 1iInsurance.

provides for a charge of $10-00_-to 90vef the_post
nt icxounfj an._.wdPij ~prtificate of authority. Currently
we charge $10.00 to cOver th"8"Co"st™r"ltsuing routine doc-
uments, however, no charge 1is made for the 1issuing of the
amended certificate of authority. This 1is a frequent de-
mand wupon the Division and it is appropriate that the cost
be wholly or partially reimbursed by the carriers seeking the
certi ficate.

N Se&fcUmiL>har)gps—thft f_apltfll and surplus requirements .for
f J jroTfc-iing pf insurance carriers; ungeV current law the
carrier must have IT riTInTmurn™alllOun*t of capital plus an add-
itional minimum amount of surplus before the State will 1issue
a license to do business. The capital and surplus are
fund? ui.nd.rh adifl finannla.l ctahi] Ify_tl. t ,JD0 licles which
the car.rd.er.. i.s.s.ufs. These funds are the buffer which pre-
vent 1insovency 1in the event premiums charged are 1insufficient
to cover losses and operating expenses. The capital and surplus
requirements were established when the code was enacted 1in 1966
and have not been changed since that time. The .8ctual increases
arp cpf fnrth ijL_.thA_hiTf, hQWFiVpr- t.hsv are As senfffft |[ITTOTITIg
that of I1:he cuy,rftnt-_r*>Qn-jHeniont For example, a property ari'<l.
casualty Tosurer multiple lines, that is all Ilines of insurance
except life and title, under current law may obtain a license
with $400,000.00 capital and $200,000.00 surplus. We recommend
increasing these limits to $750,000.00 capital and $750,000.00
surplus for a total of 1,500,000.00. These requirements are
within rafloffi i“"p rPreatly,ted-reaufrement5 for
capital and surplus fry Qthgjr states =
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lection i/is a grandfather and nrtmlnign. Under
its terms carriers aTrfeadyTTcensed as domestic 1insurers in
this state which have adequate capital under current Jlaw but
would have 1inadequate capital or surplus under the new law

are permitted to continue under the old requirements but are
prohibited from adding new lines of insurance or from paying
for distributing dividends to policyholders or stockholders
until they have acquired sufficent capital and surplus to meet
the new requirements.

sectiON _4>witt gij~rdrh  DilreCtnr. aAtAtOrity tQHK&ﬂUN&my£Qﬁﬁjgﬂ
carriers, that 1is carriers authorized to do business in this
STatTljut domiciled in other states, to post deposit., g.f cash

or .se.cur.iities iIn amounts not less than $390 ,000.00. Currently
tKe law provides that foreign carriers need post a fixed sum

of $200,000.00 and that requirement is met if the filing of the
deposit 1is made 1in their own state. This latter described law
has prohibited the Director from exercising rights which would
have protected the policyholders in the State of Alaska fronm
loss by reason of the insolvency of a foreign carrier. It is
imperative that the Director of Insurance have authority to
require deposits be lodged in the State of Alaska where the
Director finds it necessary for the protection of policyholders.

Section 5/adds two new definitions of insurance. Currently the
Insurance Code provides for separately licensing a company and
separately licensing agents and brokers, depending upon the Kkinds
of insurance which the agent and broker or the company chooses

to market. There are two Kkinds of 1insurance which presently

do not fall within the existing definitions and yet are either
currently being sold or which very*-Jikely will be sold in the
neaf")future. Those insurances aré&”mortgage guarantee 1iInsurance
arifclpgal PXFfiP_nsft~Ths H. Ig UppfWfrTJTelT» »% FigTpillIft the
marketing of these kinds of insurance by providing proper definitions
and establishing separate license requirements therefore. The
amendments in Section 5 will accomplish this purpose.

SecUonpmo.dlfies tilfi-dafinition of~dnmeijtir. insurer fnr .nurnnsps
oFjJHTcTpTeii” L. Chapter 21 deals with tne investment by a dom-
esrFcTTiisurer . The definition 1is altered to include those carriers
which write more business in the State of Alaska than 1iIn the

state of domicile and where the Alaska premiums exceed 33% of

all of that carriers premiums. ThjN.,,"adai,te..,ad.-tlr.e.1"Ses the _.sit-
E?tion,pf c§r{j?rsrqhoarerlicensed outside the State of Alaska

ut come i.ntothe State Tor purposes of selling 1insurance with'-
Ou i n g with the more rigid laws to which the genuine

domestic 1is subject”
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$ectioft.,7.xadds to the definition of adjustor, by deleting the
term from the exclusion sentence,the marine average adjustor
and the employee of a general agent.

attempts to #mlo™-a.. 1”yB#ih]b.-In. tax. Insurance
rfa nonadmitted ma "ket, that 1is with carriers not
authorized to do business 1iIn this state, 1is arranged through
specially licensed brokers called surplus lines brokers.
Since the carriers are not regulated by this Division the tax
can only be collected from the surplus lines broker and is
called a surplus lines tax. The tax is equal to 3% of gross
premiums. The law excludes the operation of the surplus lines
law, including the tux law, with respect to insurance of aircraft
owned or operated by manufacturers of aircraft. | am advised that
this has its history in a law enacted 1in the State of Washington
for the benefit of Boeing Aircraft. The same considerations do
not apply in the State of Alaska and there is no reason why
aircraft operators ought to be allowed to lease aircraft from
manufacturers in order to avoid the application of surplus lines
tax. I am advised that the amounts involved are probably close
to $10,000.00 overall.

is made necessary by the inclusion of the definitions
of mcrrt"Ejage guarantee insurance and legal expense iInsurance
which 1is provided for earlier 1in the Dbill. It is not appropriate
that Section 21.36.190, the fictitious group rating law, be made
applicable to these new lines of 1insurance. Thus as the new
definitions are created i1t 1is necessary to also provide for
Exclusions from the application of the fictitious group rating
aw.

I trust that you will find this explanation helpful In your
understanding of the bill. ITf 1 can provide further information
please feel free to call upon me.

Yours corcuwrll

Rt nard L. Block
Di rector
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