


t o  K e v i n  K. B r u c e  
C o m m i t t e e  A i d e

d a t e : F e b r u a r y  23, 19 8 2

FILE NO:

f r o m . D o n  K o c h

TELEPHONE NO: 4 6 5 - 2 5 7 7

SUBJECT: C S S B  116 (Jud) W o r k  D r a f t
C h i e f  o f  M a r k e t  S u r v e i l l a n c e  
D i v i s i o n  o f  I n s u r a n c e

W e  h a v e  r e v i e w e d  the p r o p o s e d  c o m m i t t e e  s u b s t i t u t e  and fi n d  
t h a t  i t  is a m u c h  b e t t e r  d r a f t  t h a n  the o r i g i n a l .  I t  is 
s t r u c t u r e d  in a m o r e  l o g i c a l  way. A l l  the s e c t i o n s  a n d  
i n t e n t  o f  the o r i g i n a l  h a v e  b e e n  r e t a i n e d .  W e  l i k e  it.

T h e r e  are a few m i n o r  c h a n g e s  t h a t  w e  w o u l d  s u g g e s t .
They a r e :

O n  p a g e  7, li n e  28, c h a n g e  "$150" to "$250".

O n  p a g e  18, li n e  17, c h a n g e  "1982" to "1983".

O n  p a g e  20, li n e  5, c h a n g e  "1982" to "1983".

T h a n k  you.

0 2 - 0 0 1 A (R e v .1 0 /7 9 )
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Senate
Committee on judiciary

601 West Fifth, Suite 315 
Anchorage, Alaska 99501 

274-1042

Pouch V 
State Capitol 

Juneau, Alaska 99811

September 22, 1981

Mr. Don Koch 
Division of Insurance 
Pouch D
Juneau, Alaska 99811 

Dear Mr. Koch:

As you may remember, you testified before the Senate Judiciary Committee 
on May 6, 1981 regarding SB116. At that time the Committee tabled action 
on the bill until language could be drafted which satisfied the 
Committee.

My files indicate that I forwarded the attached draft substitute to your 
office for comment on May 26, 1981. Frankly, I can't remember if you 
responded or not, the final weeks being what they are. At any rate, I 
would like you to examine and comment on the draft at this time.

On another subject, I sat in on the testimony you recently provided the 
House Labor and Commerce Committee regarding mandatory auto liability 
insurance. I would appreciate receiving the same information on the 
subject that you provided the House committee. Senator Rodey is 
interested in the area although we recognize some of the problems with 
this approach.

I appreciate your assistance in these matters.

Sincer&ly^

-'Jj  V'
/  -----------------------------------
Kevin JO. Bruce 
Committee Aid
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M E M O R A N D U M

TO: Senator Bennett 
Senator Hohman 
Senator Parr 
Senator Ray

FROM: Senator Rodey

DATE: M a y  26, 1981

SUBJECT: CSSIi 116 "An A c t  re lating to the creation of the
A l a s k a  Life and Disabi l i t y  Insurance Gua ranty 
Association; changing Rule 62(a), Rules of Civil 
Procedure, by providing for an automatic stay of 
60 days in a liquidation, rehabilitation, or 
conservation  proceeding; and p roviding for an 
effective date."

Please find attached a proposed substitute for SB 116 and a 
memo from L e g i s l a t i v e  Affairs discussin g the committee s u b­
stitute .

I would appreciate your comments on this draft.

PMR/ods 
Attach m e n t



Official Business Pouch VJudiciary Committee s ta te  Capitol
Juneau, Alaska 99811

T O : D o n  K o c h
D i v i s i o n  of I n s u r a n c e

FROM: K e v i n  B r u c e
C o m m i t t e e  Aide

DATE: M a y  26, 1981

SUBJECT: C S S B  116 "An A c t  r e l a t i n g  to the cre ation of the
A l a s k a  L i f e  and D i s a b i l i t y  Insurance G u a r a n t y  
A s s o c i a t i o n ;  c h a n g i n g  R u l e  62(a), Rules of Civil 
Procedur e, by p r o v i d i n g  for an automatic stay of 
60 days in a l i q u idation, reh abilitation, or 
c o n s e r v a t i o n  p roceeding ; and p r o v iding  for an 
e f f e c t i v e  date."

P l e a s e  f i n d  a t t a c h e d  a p r o p o s e d  substi t u t e  for SB 116 and a 
m e m o  d i s c u s s i n g  same. I w o u l d  a p p r e c i a t e  your comments on 
t h i s .

K K B / o d s
A t t a c h m e n t



J u d i c i a r y  Hearing of 5/6/81 

SB 116

Ray: Page 4, line 20, they g u a r a ntee to give b a c k  the m o n e y  w i t h
the approv al of the director, all of this is w i t h  the approval of 
the director. Why?

Koch: The director w o u l d  appr ove the m e t h o d  b y  w h i c h  the m o n e y
goes back, w h e t h e r  it w o u l d  b e  v i a  a guarantee, an assumption...

Ray: That  isn't w h a t  y o u ' r e  saying. Y ou're just s a yi ng w i t h  the
approval of the director. In other words, he makes the d e t e r m i n a­
tion w h e t h e r  y o u  are going to pay it b a c k  or not. H e  can say that 
"Well, I approve that or I don't approve that." W h a t  I'm saying 
is that if you can be a little m o r e  concise and say, "in a m a n n e r  
a p p r o v e d  b y  the director", or someth ing like that.

Kock: I w o u l d  have no p r o b l e m  w i t h  that.

Ray: That's w h a t  y o u  should do because, otherwise, y o u  are just
g iving the director the right, w i t h  the approval of the director, 
to m a k e  the determination, that's fine; y o u  either p a y  it or you 
don't. Y o u  should change that to "in a m a n n e r  approved by the 
director ." Do you agree, Charlie?

Parr: It makes no difference.

Koch: It may be clearer; I don't think a p r o blem w o u l d  occur
w i t h  this, but I can see your point and I think the language could 
be a little clearer, as you suggest.

T h e r e  are two minor problems, or errors, on page 7. Li ne 19 
refers to health insurance. The term of art in the insurance code 
is "disability", so that should be changed from "health" to 
"disability". One line 26, the s u b s e c t i o n  (a) identifier has b e e n  
left out, the small letter (a) has bee n left out.

Rodey: V7e will correct both of those. Are there other questions
from members of the committee? Sena tor Parr.

Parr: T a x  offset....I u n d e r s t o o d  y o u  to say, Mr. Koch, that this
is optiona l in the model  law. Mr. Thomas, in his letter to the 
chairman, said that the Natio nal A s s o c i a t i o n  of Insurance Compani es 
...led the National A s s o c i a t i o n  of Insurance Commis s i o n e r s  to 
conclude that a tax offset was justified. Is there a d ifferen ce 
of o p i n i o n  here?

Koch: As a matter of fact, on that sheet I gave y o u  the v e r y
last p a r a gra ph states the NAIC's position.

Parr: Mr. Thomas appare n t l y  m i s u n d e r s t o o d  that b e c a u s e  he says
that they concluded it was justified.



Koch: The NAIC's p o s i t i o n  w as that they say they n e i t h e r  endorse
n o r  r e ject the tax credit concept.

Parr: E s s e n t i a l l y  w h a t  h a p p e n s ,  if I u n d e r s t a n d  it c o r r e c t l y ,
is t h a t  t h e  t a x  o f f s e t  is g i v e n  to p e o p l e  of the s t a t e  t h r o u g h
their tax monies or i n s u r i n g ........ if w e  don't do a tax offset,
then the p eople w h o  own the shares in the insurance companies 
........... Is that correct?

Koch: Yes.

Ray: Page 19, p r o h i b i t i n g  a d v e r t i s i n g  of insurance sales. A r e
y o u  saying that they can't, if they put in an a dv ertising member, 
Joe Blow's Insurance, as a m e m b e r  of the A laska  Life  and D i a b i l i t y  
Insurance Guaranty Association. is that prohibitive?

v  ,Te s .

( E x p l a n a t i o n  f r o m  K e n n e t h  M o o r e )

Ray: The last, line, "This does n o t  app ly to the A l a s k a  Life and
D i s a b i l i t y  Insurance G u a ranty A s s o c i a t i o n . "  That doesn't  make 
sense since you refer to it all the w a y  through.

Rodey: T h e  chair will take a lo ok at the language and see if we
can arrive at something that Senator R a y  finds a lictle m o r e  
readable.

Ray: I'm going to vot e against the b i l l  anyway.

Parr: We do have this, you said, for casualty companies already. 
Wh a t ' s  the deal w i t h  them on the p r e m i u m  tax offset?

Koch: T h e r e  is no p r e m i u m  tax offset for the casualty companies.
The disti n c t i o n  that is m a d e  is that typically any casualty 
c o m pany writes its policies on a one-year basis, so they have a 
w a y  they can recover their losses just by loading their premiums.

Parr: T h a t ' s  subject, o f  course, t h r o u g h  the d i r e c t o r ' s  a p p r o v a l ,
I guess.

Koch: Yes, that's, correct. The thing is, w i t h  a life and d i s­
abi lity company, they gener a l l y  w r i t e  policies for a m u c h  longer 
term and c n't change the rates that way, parti cularly in a life 
policy. . .so they w o u l d  not be in any position to cover their 
e x p e n s e s .

Rodey: W h a t  I want to do is lay SB 116 on the desk for a meeting,
have a chance to make  some language changes. It is a complex bill 
and have other members take a look at it. I know we haven't had 
a great deal of time.



Parr: I w o u l d  like to a m e n d  it to include this offset.
It doesn't seem to b e  just to r e q u i r e  the shareholders of 
companies A, B, and C to spend their m o n e y  unless c o m p a n y  D 
goes in it, too. T h e y  are still going to have some a d m i n i s t r a t i v e  
costs to bear, but they w o u l d  then b e  able to r e cover that. If 
w e  w a n t  to decide as a m a t t e r  of state p olicy that w e  w a n t  to 
guara n t e e  people against that k i n d  of loss, then we ought to pay 
for it out of state funds.

Rodey: Is there any o b j e c t i o n  to that language w h i c h  the d e p a r t­
men t  has included in every m e m b e r ' s  packet? If not, then w e  w i l l  
include that w i t h  the draft.
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LEGISLATIVE AFFAIRS AGENCY

POUCH Y - STATE CAPITOL 

JUNEAU, ALASKA 998 M

907-465-3800

M E M O R A N D U M May 25, 1981

SUBJECT: CSSB 116 (Judiciary)

TO: Senate J udiciary Cominittee
Attn: Kevin Bruce

FROM: Thomas P . Sofo
Legislative GJunsel

After our discussion last week, I reviewed the CS for SB 116 
(Judiciary) w i t h  the >cal of attempting to improve its o r g a n i­
zation and the consistency of its language. After the revisor 
and I actually got into ti e bill beyond your requested a m e n d­
m e n t s , we found much more to do than we had originally thought. 
We do not believe that our efforts have resulted in any sub­
stantive change to this legislation but would recommend that 
the Division of Insurance have an opportunity to r eview this 
in order to confirm our belief. Much of our time was spent 
trying to group the powers and duties of the association, 
the board, and the director in a more logical order with 
contiguous placement of related powers and duties. Since 
this bill did not originate with this office we were 
complete ly unfamiliar with its content which resulted in 
more time being spent on this than is typically the case.

T A S :1jb

Enclosure
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Section 13. C redits for A ssessm ents Paid (Tax O ffsets)-OPT IONAL. „ ,  .
07

(1) A member insurer may offse t against its (prem ium , franchise orincom e) tax  lia b ility  (or 
liab ilitie s) to th is state an assessment described in Section~9(8)'to the exten t o f 20% o f 
the amount o f such assessment fo r each o f the five calendar years fo llow ing the year in 
which such assessment was paid. In the event a member insurer should cease doing 
business, a ll uncredited assessments may be credited against its (premium, franchise, 
or income) tax lia b ility  (or liab ilities) fo r the year i t  ceases doing business.

oTtfc)
(2) Any sums acquired by refund , pursuant to Section-9(6), from the Association which 

have theretofore been w ritten o ff by con tribu ting insurers and o ffse t against (premium, 
franchise or income) taxes as provided in subsection (1) above, and are no t then needed 
fo r purposes o f th is A ct, shall be paid by the Association to the Commissioner and by 
him deposited w ith the state treasurer for cred it to the general fund o f this state.

Comment: Subsec t ion (1) prov ides an ofCnet against fu tu re  p rem ium , franchise o r income taxes o f  assess­
men ts , over a five year period. The ro le o f  the ce r t i f ica te  o f  co n t r ib u t io n  in the app l ica t ion o f  the cred it , 
proposed in earlier draf ts , has been removed w ith  the v iew to  m in im iz in g  the indu s try 's  federa l tax, a rc*ull 
th a t  may ob ta in  i f  the po ss ib i l i ty  o f  such c red it  is no t v iewed as an adm it ted  asset. The t im ing  o f  the cred it  
is dependent on the year the assessment is paid. I t  also a l low s the member insurer to se lect the app l icab le 
tax (prem ium , franchise or income) against which the c red it  may be applied and i t  perm its member insurers 
going o u t  o f  business to make use o f  the c red i t  in the ir f inal year o f  operat ions.

The NA IC  model in so lvency guaran ty  b i l l  for property and casua lty  insurance provides, in section "6, that 
rates " sha l l inc lude amoun ts  su f f ic ien t  to  recoup a sum uquall to the amoun ts  paid to the Assoc ia i a. . . . "
I t  is obv ious that l i fe  insurance p rem iums , and p rem iums fo r certa in forms o f health insurance, canno t bo 
changed on ex is t ing po licyho lders . T itus , recoupment is v i r tu a l ly  una t ta inab le  through ex is t ing  po l icy  pre­
m ium  rates ant' bu i ld ing  such assessments in to rates for fu tu re  po licyho lde rs  is no t on ly  impract ica l b u t  
un fa ir  to al l po licyho lde rs . The on ly  su i ta b le  and practica l m e thod o f  recoupment avai lab le to companies 
w r it ing  l i fe  and health insurance lies in o f fse ts  against p rem ium or o the r taxes on such companies. The method 
suggested in th is  sect ion is no t o n ly  equ i tab le  to  the compan ies invo lved b u t  also reduces the impact on state 
revenue b y  the partia l o f fse t over a period o f  years. To the  ex te n t  the recovery from the inso lvent company 
exceeds the tax c red it  received , the sta te wou ld  be the u l t im a te  benef ic ia ry . Such equ i tab le  t rea tment o f  ( 
assessment for tax purposes wou ld  have add i t iona l posit ive e f fec ts :  (1) the s ta te leg is la ture wou ld  have an 
add i t iona l incent ive for prov id ing adequate funds for insurance department personnel and adm in is tra t ion , 
and (2) part ic ipa t ion  in the econom ic loss wou ld  be shared , to  some degree, by the general pub l ic  ra ther 
than so le ly  by  insureds, thus m in im iz ing  what m igh t o the rw ise  he a pena lty  on th r i f t  and savings. I t  may 
be advisab le in some ju r isd ic t ion s  to  prov ide u cross-reference to the prem ium or o the r tax s ta tu te s  t ' avo id 
quest ions o f  con f l ic t ing  s ta tu to ry  provis ions.
Some s la te s  allow this credit and others do not. Accordingly, th is suction is optional, and tho NA IC neither 
endorses nor re jects tho tax cred it concept. Kuch sta to will wish to consider this provision in the l ight of its 
own regulatory experience.

Copyright 1977 N IA R S/N A IC



Guaranty Funds — Life and Health
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Section 13. C redits for A ssessm ents Paid (TaxO ffsets)-OPTIONAL. «. f  ,
(1) A member insurer may offse t against its (premium, franchise oy'income) tax lia b ility  (or 

liab ilities) to this state an assessment described in Sectiorr-9(8)'to the extent o f 20% o f 
the amount o f such assessment fo r each o f the five calendar years fo llow ing the year in 
which such assessment was paid. In the event a member insurer should cease doing 
business, a ll uncredited assessments may be credited against its (premium, franchise, 
or income) tax lia b ility  (or liab ilities) fo r the year i t  ceases doing business.

o7G(c;
(2) Any sums acquired by refund , pursuant to Section-9(6), from the Association which 

have theretofore been w ritten o ff by contributing insurers and offse t against (premium, 
franchise or income) taxes as provided in subsection (1) above, and are not then needed 
fo r purposes o f th is Act, shall be paid by the Association to the Commissioner and by 
him deposited w ith the state treasurer for cred it to the general fund o f this state.

Comment:  Subsect ion (1) prov ides an o f f se t  against fu tu re  prem ium , franchise o r income taxes o f  assess­
men ts , over a l ive  year period . The ro le o f  the ce rt i f ica te  o f  co n t r ib u t io n  in the app l ica t ion o f  the cred it , 
proposed in earl ier d-afts, has been removed w ith  the view to  m in im iz ing  the in d u s t r y ’s federal tax , a result 
tha t may ob ta in  i f  the po ss ib i l i ty  o f  such cred it  is not v iewed as an adm it ted  asset. The t im ing o f  the cred it 
is dependent on the year the assessment is paid. I t  also a l low s the member insurer to se lect the app licab le 
tax (prem ium , franchise or income) against wh ich the c red it  may be applied and i t  perm its member insurers 
go ing o u t  o f  business to make use o f  the c red i t  in the ir f inal year o f  operat ions.

The N A IC  model in so lvency guaranty b i l l  for property and ca sua l ly  insurance prov ides , in sect ion 16, that 
rates "sha l l  in c lude amounts  su f f ic ien t  to  recoup a sum equa l to the amoun ts  paid to the Assoc ia t ion . . . . "  
I t  is obv ious tha t l i fe  insurance p rem iums , and prem iums for certa in forms o f  health insurance, canno t be 
changed on ex is t ing  po licyho lde rs . Thus, recoupment is v i r tu a l ly  una t ta inab le  through ex ist ing po l icy  pre­
m ium  rates and bu i ld ing such assessments in to rates for fu tu re  po l icyho lde rs  is not on ly  impract ica l b u t  
un fa ir  to all po licyho lde rs . The on ly  su i tub le  and practica l method o f  recoupmen t ava i lab le to companies 
w r it ing  l i fe  and health insurance- lies in o ffse ts  against p rem ium  or o th e r  taxes on such companies. The method 
suggested in th is  sect ion is no t on ly  equ i tab le  to the companies invo lved b u t  also reduces the impact on sta te 
revenue b y  the partia l o f f se t  over a period o f  years. To the ex ten t the recovery from the insolvent company 
exceeds the tax c red it  rece ived , the s ta te wou ld  be the u l t im a te  bene f ic ia ry . Such equ i tab le  t rea tm en t o f  
assessment for tax purposes wou ld  have add i t iona l posit ive e f fec ts : (1) the sta te leg is la ture wou ld  have an 
add i t iona l incen t ive for p rov id ing adequate funds for insurance depa r tm en t personnel and adm in is tra t ion , 
and (2) part ic ipa t ion in the econom ic loss wou ld  be shared , to some degree, b y  the general pub l ic  ra ther 
than so le ly  b y  insureds, th u s  m in im iz ing  what might o therw ise be a pena lty  on th r i f t  and savings. I t  may 
be adv isab le in some ju r i sd ic t io n s  to prov ide a cross-reference to the p rem ium  or o the r tax s ta tu te s  to  avo id 
ques t ions o f  con f l ic t in g  s ta tu to ry  provis ions.
Some sta tes allow this cred it and others do not. Accordingly, this section is optional, and tho NA IC  neither 
endorses nor re jects the tux credit concept. Euch state will wish to consider th is provision in the l ight of i ts 
own regulatory experience.

'C o p y r ig h t  1977 N IA R S /N A IC
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Section 13. C redits fo r A ssessm ents Paid (Tax O ffse ts)-O PT IO NAL . __  ,  .
07p(£-^zK3)

(1) A member insurer may offse t against its (premium , franchise or'income) tax lia b ility  (or 
liab ilitie s) to th is state an assessment described in Sectiorr-9(8) "to the extent o f 20% o f 
the amount o f such assessment fo r each o f the five calendar years fo llow ing the year in 
which such assessment was paid. In the event a member insurer should cease doing 
business, a ll uncred ited assessments may be cred ited against its (premium, franchise, 
or income) tax lia b ility  (or liab ilities) fo r the year i t  ceases doing businecc

07(2) Any sums acquired by refund , pursuant to Section~9(6>, from the jc ia tion  which 
have theretofore been w ritten o ff by contributing insurers and o ffse t against (premium, 
franchise or income) taxes as provided in subsection (1) above, and are not then needed 
for purposes o f th is A ct, shall be paid by the Association t> • the Commissioner and by 
him deposited w ith  the state treasurer for cred it to the general fund o f th is state.

Comment:  Subsect ion (1) provides an o f f se t  against fu tu re  p rem ium , franchise or income taxes o f  assess­
men ts , over a f ive year period . The ro le o f  the ce r t i f ica te  o f  co n t r ib u t io n  in the applicat ion o f  the cred it , 
proposed in earl ier dra f ts , has been removed w ith  the v iew  to m in im iz in g  the in d u s t r y ’s federal tax , a resu lt 
tha t  may ob ta in  i f  the po ss ib i l i t y  o f  such c red it  is not v iewed as an adm it te d  asset. The t im ing o f  the cred it 
is dependent on the yea r the assessment is paid. I t  also a l low s the member insurer to select the applicab le 
tax (prem ium , franchise o r  income) against wh ich the c red i t  m ay  be applied and it perm its member insurers 
going o u t  o f  business to  make use o f  the c red i t  in their f ina l year o f  operat ions.

The NA IC  mode l in so lvency  guaran ty  b i l l  for property and ca sua l ty  insurance prov ides, in sect ion 1G, that 
ra tes "sha ll in c lud e  am oun ts  su f f ic ien t  to  recoup a sum equa l to  the am oun ts  paid to the Assoc ia t ion . . . . "  
I t  is obv ious tha t l i fe  insurance p rem ium s , and p rem ium s for certa in fo rm s o f  health insurance, cannot be 
changed on ex is t ing po l icyho lde rs . Thus, recoupment is v i r tu a l ly  un a t ta in ab le  through ex is t ing po licy pre­
m ium  rates and bu i ld in g  such assessments in to  ra les fo r fu tu re  po l icyho lde rs  is no t on ly  impract ica l bu t  
un fa ir  to all po l icyho lde rs . The on ly  su i tab le  and practica l me thod  o f  recoupmen t avai lab le to companies 
w r it ing  l i f e  and health insurance lies in o f fse ts  against p rem ium  or o the r taxes on such companies. The method 
suggested in th is  sect ion is not on ly  eq u i ta b le  to the companies invo lved b u t  also reduces the impact on state 
revenue b y  the partia l o f f se t  over a period o f  years. To the ex te n t  the recovery  from the inso lvent company 
exceeds the tax c red it  rece ived , the sta te wou ld  be the u l t im a te  bene f ic ia ry . Such equ i tab le  t rea tment o f  
assessment for tax purposes wou ld  have add i t iona l posit ive e f fec ts :  (1) the sta te leg is la ture w ou ld  have an 
add i t iona l incen t ive fo r prov id ing adequate funds for insurance depa r tm en t personnel and adm in is t ra t ion , 
and (2) pa r t ic ipa t ion in the econom ic loss wou ld  be shared, to  some degree, by  the general pub l ic  ra ther 
than sole ly by  insureds , thus  m in im iz ing  what m ight o therw ise be a pena lty  on th r i f t  and savings. I t  may 
be advisab le in some ju r i sd ic t io n s  to  prov ide a cross-reference to  the p rem ium  or o the r tax s ta tu te s  to  avoid 
ques t ions o f  co n f l ic t in g  s ta tu to r y  prov is ions.
Some sta tes al low this cred it nnd o th trs  do not. Accordingly, th is  section is optinnul, and the NA IC neither 
endorses nor re jects the tax cred it concept. Each sta te wil l wish to consider this provudon in the light of its 
own regulatory experience.

.■Yloiici KcgUiSt:CR Ssrv itc  — August 1977
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Section 13. C redits for A ssessm ents Pa id  (Tax O ffsets)-OPT IONAL.  \
0 7 p ( f i- J ( zK 3 )

(1) A member insurer may offse t against its (premium, franchise oy'income) tax lia b ility  (or 
liab ilitie s) to  th is state an assessment described in Section-9(8)'to the extent o f 20% o f 
the amount o f  such assessment fo r each o f the five calendar years fo llow ing the year in 
which such assessment was paid, In the event a member in s ire r  should cease doing 
business, a ll uncred ited assessments may be credited against is (premium, franchise, 
or income) tax  lia b ility  (or liab ilities) fo r the year i t  ceases doing business.

(2) Any sums acquired by refund , pursuant to Section~9(6), from the Association which 
have theretofore been w ritten o f f  by contributing insurers and o ffse t against (premium, 
franchise or income) taxes as provided in subsection (1) above, and are not then needed 
for purposes o f th is Act, shall be paid by the Association to the Commissioner and by 
him deposited w ith the state treasurer fo r cred it to  the general fund o f th is state.

Comment: Subsec t ion  (1) prov ides an o f f se t  against fu tu re  p .em ium , franchise o r income taxes o f  assess­
men ts , over a five y ea r  per icd . The role o f  the cert i f ica te o f  co n t r ib u t io n  in the app l ica t ion o f  the cred it ,  
proposed in earl ier d ra f ts , hr.s been removed w ith  the v iew to  m in im iz ing  the in d u s t r y ’s federa l tax , a resu lt 
tha t  may ob ta in  i f  the  po ss ib i l i ty  o f  such c red it  is no t v iewed as an adm it ted  asset. The t im ing  o f  the cred it  
is dependent on the year the assessment is paid. I t  also a l low s the member insure r to se lect the app l icab le  
tax Ip rem ium , fram.hiso or income) against which the cred it  m ay  be applied and i t  perm its member insurers 
going ou t  o f  business to  make use o f  the c red i t  in the ir f inal yea r o f  operat ions.

The NA IC  mode l ir .so lvency guaran ty  t i l l  for property  and ca sua l ty  insurance prov ides , in sect ion 16, that 
rates “ shall in c lude amoun ts  s u f f ic ie n t  * j  recoup a sum equa l to the am oun ts  paid to the Assoc ia t ion . . . .”  
I t  is obv ious  that l i f e  insurance p rem iums , and p rem iums for certa in forms o f  hea lth  insurance, canno t be 
changed on ex is t ing po licyho lde rs . Thus, recoupmen t is v i r tu a l ly  un a t ta in ab le  through ex is t ing po l icy  pre­
m ium  rates and bu i ld in g  such assessments into rates for fu tu re  po l icyho lde rs  is not on ly  impract ica l bu t  
un fa ir  'o  al l po licyho lde rs . The on ly  su i ta b le  and practical method o f  recoupmen t ava i lab le to companies 
w r it ing  l i fe  and he'’1'1' 'asurancc l ies in o f fse ts  against prem ium or o the r taxes on such companies. The method 
suggested in tK a  sec t ion  :s no t o n ly  equ i tab le  to the companies invo lved  b u t  also reduces the impact on sta te 
revenue b y  the part ia l o f f se t  over a period o f  years. To the ex ten t  the recovery from  the inso lvent company  
exceeds the tax c r e d i t  received , the sta te wou ld  be the u l t im a te  bene f ic ia ry . Such equ i tab le  t rea tm en t o f  
assessment fo r tax purposes wou ld  have add i t iona l posit ive ef fec ts : (1) the state leeis’.a ture wou ld  have an 
add i t iona l incent ive fo r p rov id ing adequate funds for insurance depa r tm en t personnel and adm in is t ra t ion , 
and (2) pa r t ic ipa t ion  in the econom ic loss wou ld  be shared, to some degree, b y  the general pu b l ic  ra ther 
than so le ly  b y  insureds , thus  m in im iz ing  wha t m igh t o therw ise be a pena lty  on th r i f t  and savings. I t  may 
be adv isab le in some ju r i sd ic t io n s  to  prov ide a cross-reference to the p rem ium  or o th e r  tax s ta tu te s  to  avo id 
ques t ions o f  co n f l ic t in g  ta tu to ry  provis ions.
Sorry* sta tes allow th is  credit and others do not. Accordingly, this section is optional, and the NA IC neither 
endorses nor rejects the tax cred it concept. Each s ta te will wish to consider th is  provision in tho l ight of its 
own regulatory experience.

‘ Copyright 1977  N IA R S/N A IC
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Section 13. C redits for A ssessm ents Paid (Tax O ffsets)-OPT IONAL. __  . . . . . .
o7p(fi-K2X3j

(1) A member insurer may o ffse t against its (premium, franchise income) tax lia b ility  (or
liab ilitie s) to th is state an assessment described in Section-9(8) to the exten t o f 20% of
the amount o f such assessment fo r each o f the five calendar years fo llow ing the year in 
which such assessment was paid. In the event a member insurer should cease doing 
business, all uncredited assessments may be credited against its (premium, franchise, 
or income) tax lia b ility  (or liab ilities) for ;he year it  ceases do ing business.07C I L )

(2) Any sums acquired by refund, pursuant to Section-9(6), from  the Association which
have theretofore been w ritten o ff by contributing insurers and o ffse t against (premium,
franchise or income) taxes as provided in subsection (1) above, and are not then needed 
fo r purposes o f th is Act, shall be paid by the Association to the Commissioner and by 
him deposited w ith the state treasurer fo r cred it to the general fund o f this state.

Com m ent: S ub sec tion  (1) p rovides an o ffse t against fu tu re  p rem ium , franch ise o r income taxes o f assess­
m en ts , over a five yea i period . The ro le  o f  the ce rt if ic a te  o f  co n tr ib u t io n  in the app lica tion  o f the cred it, 
proposed in ea rlie r d ra f t . , has been removed w ith  the view  to  m in im iz in g  the in d u s try ’s federa l tax , a re su lt 
th a t m ay o b ta in  i f  the p o ss ib ility  o f  such c red it is no t v iew ed as an adm itte d  asset. The tim ing  o f th e  c red it 
is dependen t on the year the assessment is paid . I t  also a llow s the m em ber in su re r to  se lec t the app licab le  
tax (p rem ium , franch ise o r incom e) against which the c red it m ay he app lied and it  perm its m em ber insurers 
go ing ou t o f  bu siness to  m ake use o f the c red it in th e ir fin a l y e a r o f operations.

The N A IC  m odel in so lven cy  guaran ty b il l fo r p roperty  and ca su a lty  in surance p rov ides , in section  16, tha t 
ra tes " sh a ll in c lud e  am oun ts su ff ic ie n t to  recoup a sum  equa l to  the am oun ts paid to  the A ssoc ia tio n . . . .”  
I t  is o b v io u s th a t l ife  in surance p rem ium s, and p rem ium s fo r certa in  form s o f hea lth  insurance, canno t be 
changed on ex is tin g  po licyho lde rs . Thus, recoupm en t is v ir tu a lly  un a tta in ab le  th rough ex is tin g  p o lic y  pre­
m ium  rates and b u ild in g  such assessments in to  rates fo r fu tu re  p o lic yho ld e rs  is no t on ly  im p rac tica l b u t 
u n fa ir to  nil po licyho lde rs . The o n ly  su ita b le  and p ractica l m ethod o f recoupm en t ava ilab le  to com panies 
w r it in g  life  and hea lth  insurance lie s in o ffse ts against p rem ium  o r o th e r taxes on such com panies The m ethod 
suggested in th is  sec tio n  is no t o n ly  eq u ita b le  to  the com panies in vo lved  b u t also reduces the im pact on sta te 
revenue by the p a rtia l o ffse t over a period o f  years. To  the e x te n t th e  reco very  from  the in so lven t com pany 
exceeds tn«. tax  c re d it rece ived , the sta te  w ou ld  be the u lt im a te  b en e fic ia ry . Such e q u ita b le  trea tm en t o f 
assessment fo r tax purposes w ou ld  have ad d itio n a l po sitive e ffec ts : (1) the sta te  leg is la tu re  w ou ld  have an 
ad d itio n a l in cen tive  fo r p rov id ing adequate funds fo r in surance depa rtm en t personnel and adm in is tra tio n , 
and (2) p a rtic ip a tio n  in the econom ic loss w ou ld  be shared , to som e degree, b y  the general p u b lic  ra ther 
than so le ly  b y  in su reds, th u s  m in im iz in g  what m i^ ..t o the rw ise be a pena lty  on th r if t  and savings. I t  may 
be adv isab le  in som e ju r is d ic t io n s  to  p rov ide n cross-reference to  the p rem ium  or o th e r tax s ta tu te s  to  avo id 
question s o f  co n f lic t in g  s ta tu to ry  p rovisions.
Some s la te s  allow th is cred it and others do not. Accordingly, th is section is optional, and the NA IC  neither 
endorses nor re jects tho tax cred it concept. Each s la te  w ill w ish to consider th is  provis'on in the lig h t of its  
own regu la tory experience.
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HA ND  D EL I V E R E D

The H o no ra ble Patrick Rodey 
Chairman, J u d i c ia r y Co mm it te e 
A l as ka  State Senate 
Pouch V, State Ca pit ol Bldg.
Juneau, Alaska 99811

Re: SB 116

Dear Senator Rodey:

This letter is w r i t t en  concern in g Senate Bill 116, 
on behalf of the Ame ri ca n Council of Life Insurance, a trade 
a ss oc i at i on  of major life insurance companies. I am very 
s orry that I will not be able to attend the scheduled 
heari ng on this bill on Friday the 1st of May, since I will 
be out of State. Ironically, I was able to attend the 
C o m m it t ee 's  hearing on two previous oc ca si on s when the bill 
was schedu.1 ■'d and the Com. ittee was unable to get to it.

The idea of a gu a r an ty  assoc i at i on  made up of 
ad mi t te d  insurers wr it in g  the same kinds of insurance is 
g e ne rally a sound one The concept has been carefully 
w o r k e d  o u t  by t h e  N a t i o n a l  A s s o c i a t i o n  of I n s u r a n c e  
Com mis si on ers, and the leg is la tion that you have before you 
is la rgely modelle d upon their model act. The Director of 
Insurance or his re pr es entati ve  will un d ou b t e d l y  provide the 
C o mm ittee a sect io n by secti on  analysis of the legislation 
and an expla n at i on  of the way the gua ra nt y as soc i at io n  will 
work, so I will not repeat that information. However, there 
is one important point in which the a dm i ni st r at i on ' s draft 
l eg is la ti o n div e r ge s from the model legi ^tion of the NAIC. 
The NAIC draft has, in its Se ct ion 13, a p r ov is ion whereby 
amounts: which the life insurance c o mpani es  are assessed in 
order to pay, through the g ua ranty association, the benefits 
c on tr ac ted for in po li c ie s with an insolvent co mp a n y can be
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recouped by the insurance companies by o ff s et t i n g  such 
amount s aga i ns t  taxes oth erwise due the state. We believe 
that the tax offset pr o vi si on is essential, and that its 
d el e ti on  from this draft legislation is unfair.

The g uara nt y associ at io n is b a s i ca l ly  a device  to 
provide a p u b l i c  service by prot ec ti ng ce rt ain Al a sk an s  from 
losses that they would suffer because they or persons who 
nave named them as be neficiar ie s have co n tr a c t e d  with a 
company that then fails. Be cause the in surance companies 
have the exper ti se  to acjust, settle, and a dministe r b e n e­
fits for the kinds of insurance that they sell, it is noi 
unjust to ask them to help by p ro vi ding those services.
However, the Committee should be careful to analyze who 
should, and can, pay for the cost of pr ov i di n g the benefits. 
With the tax offset provided in the NAIC model, the cost is 
spread to the people of the state as a whole. With no
offset, the cost is spread to future p ur ch asers of insurance
from the remaining solvent, and p resumabl y better managed, 
i n s u r a n c e  c o m p a n i e s ,  or, and m o r e  l i k e l y ,  to t h o s e
companies' s h a r e h o l d e r s ,

In the case of casualty insurance, a gua ranty 
a ss oc iation as sessment can be recouped rathei. q u i c k l y  by
building the assessment into the rate base. The reason that
it can be done quickly is that most c asualty  and pro perty 
insurance policies are for one year, and rate increases can 
t h e r e f o r e  be p a s s e d  a l o n g  v/ithout m u c h  d e l a y .  Li fe
insurance policies, on the other band, are not subject to
rate increases during their term, except as the contract may 
original ly  have provided. Thus, in order to pass the cost 
of the ass essments  along, rate increases would have to be 
built into new policies only and recouped over some fairly 
e xt e ns iv e future time. Because life in surance co mpanies 
generally write at the same prem i um  rate nationwide, because 
the pol i ci e s have such an ex te nsive .life, and because life 
insurar :e insolvencies are relatively unusual and are one 
time occurrences, building such items into a rate base is 
impracticable. Therefore, unlike the pro p er ty  casualty 
c o m p a n i e s ,  w h o  w i l l  n o r m a l l y  r e c o u p  t h e i r  a s s e s s m e n t s  
promptly, the life insurance companies generally, again as a 
pr actical matter, will have to swallow the loss, which of 
course is then a loss only to the companies' shareholders.

I believe it was co ns iderat io n such as this that 
led the National Ass oc iation of Insurance C o m m is s io n er s to 
conclude that a tax offset was justified.
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The p r e m i u m  tax paid by insur an ce  companies in 
A l a s k a  is "in lieu" of co rporate income and other similar 
taxes. Of course, in recent years, ma n y  taxes have been 
repealed. The insurance co mp anies have not asked that the 
p r e mi um  tax be repealed. I am not aware of the agg regate 
amount of mo ne y raised by the p r e m i u m  tax, but relative to 
the state budget, it is ce rtainly no'; significant. C o n v e r­
satio n wi th  Director Moore has led me to believe  that his 
co nc er n is not with loss of revenue or burden of these 
fai rl y rare insolvencies upon the p e o pl e  of the state, but 
is rather that the pres en ce of a tax o ffset  would take away 
a cost incentive for the co mpanies to attempt to identify 
and report to the director in an impending or threatened 
insolvencies. Put another way, the as se ss m en t s would be 
used as threatened puni shments for failing to an tic ipate or 
so me h ow  ass is t in prevent in g the failu re  of a business 
competitor. While the companies are ce r ta i nl y  willi ng  to 
c oo p er at e  fully in protec ti ng  A l a s k a  ci t iz en s  from the 
i n d i v i d u a l  i m p a c t s  of a c o m p a n y  i n s o l v e n c y ,  o n c e  th at  
insol ve nc y has been recognized by the direc to r and declared 
by a c o u r t  of c o m p e t e n t  j u r i s d i c t i o n ,  t h e y  feel  v e r y  
st ro ng ly that it is inappropriate for them to be called upon 
to "blow the whistle" cn a competitor company which they 
su spect may be financia lly weak, altho ug h it has not yet 
been adjudged insolvent. If the co mp a n y reported turned out 
not to be insolvent, the companies at te mp ti n g to cooperate 
with the dir ector would be concerned about allegations they 
had P a n d e r e d  the credit of the subject  company. Further, 
if the solvent companies worked together to call attention 
to weak companies, there are various s c en ar io s that can be 
imagined wh e re b y their activity could be c on si de red a n t i­
competitive. While there is p r e s e n t l y  in place federal 
leg islati on  which exempts the business of insurance from 
the anti- t r us t statutes, the insurance industry is very much 
aware that this exemption is under constan t scrutiny. While 
I ce r tainly  cannot represent to have taken a poll among life 
insurance companies on the question, one has to wonder 
wh et he r the companies would consider  it in their best 
int erest to try to anticipate, report on, or work in concert 
wit h regard to fi na ncially weak companies, even if they knew 
they would have to share the cost of the failure. Again, we 
wou ld submit that such co ns iderati on s su pp ort a concept of a 
gu ar a nt y  associ at io n limited in its function to protecting 
A l a s ka n  c itizens  from insolvencies once they have been 
cl early identified by appropriate authority. Thus, a tax 
off set is both justified and equitable to all concerned.



Be ca u se  of the Council's very grave c o nc er n  about 
the absence of a tax offset provision, it is o p p os e d to the 
p a s s ag e  of SB 116 unle ss amended to add that provision.

Again, I am very sorry that I am not going to be in 
town at the time this bill is heard. I fear that my c o n­
cerns, w h i c h  are being dict at ed  the ev en ing befo re I leave 
town, and w h i c h  will not even be read by me before being 
sig ne d by one of my partners o n  my behalf, will seem 
s t ri de nt or unreasonable. I would mu ch  prefer to have the 
o p p o r t u n i t y  to di sc us s the bill and our co nc erns wit h it, 
wit h the di re c to r present, in front of the full Committee. 
If it is p o s s i b l e  to do so, co ns i st e nt  with any commitments 
that have been made concerning moving the bill out of Senate 
Judiciary, I would  greatly  ap preciat e the bill being held 
until that o p po r t u n i t y  exists.

I w a n t  to t h a n k  y o u  and the m e m b e r s  of the 
Co mmittee for cons id er in g these comments.

Th e  H o n o r a b l e  P a t r i c k  R o d e y
A p r i l  30, 1 9 8 1
P a g e  Four
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C A L L  TO O R D E R

L E G I S L A T I O N  B E F O R E  COMMITTEE:

SB 287 " A n  A c t  r eq ui r i n g  that e v i d e n c e  of m o t o r  vehicle 
l i a b i l i t y  i ns ur an ce  b e  f u r n i s h e d  to the 
D e p a r t m e n t  of P u b l i c  S a f e t y  w h e n  v e h i c l e  
r e g i s t r a t i o n  is m a d e  or renewed; a nd providing 
f o r  a n  effective date."

S c h e d u l e d  Te st i mo ny :

S e n a t o r  M i k e  C o l l e t t a

M i k e  T homas
A m e r i c a n  I n s u r a n c e  A s s o c i a t i o n

D o n  K o c h
S t a t e  of Alas ka
D i v i s i o n  of In su ra nc e

B i l l  B r o w n
D e p a r t m e n t  of P u b l i c  S a f e t y  
D i v i s i o n  of M o to r V e h i c l e s

L E G I S L A T I O N  B E F O R E  C O M M I T T E E :

SB 116  ̂ "An A c t  relating to the c r e a t i o n  o f  the Alaska
/  L i f e  and D i s a b i l i t y  I n s u r a n c e  G u a r a n t y

A s s o c i a t i o n ;  c h a n g i n g  R u l e  62(a), Rules of 
a T j j j } '  \ C i v i l  Procedure b y  p r o v i d i n g  for a n  automatic

^  J r  $ s t a y  o f  60 days in a liquidation, rehabilitation, 
^ s / \ y  or co ns er v a t i o n  p r o c ee di ng ; and p r o v i d i n g  for an

e f f e c t i v e  date."
A

S c h e d u l e d  Te st im o ny :

D o n  Koch, D i v i s i o n  of I n s u r a n c e

A D J O U R N



C iv il  R u les 62
Rule 62. Stay o f  Proceedings to Enforce a Judg­

ment.

(a) Automatic Stay—Exceptions. Except as to judgments 
entered on default or by consent or on confession, and except 
as stated herein, no execution shall issue upon a judgment nor 
shall proceedings be taken for its enforcement until the expira­
tion of 10 days after its entry. Unless otherwise ordered by 
the court, an interlocutory or final judgment in an action for 
an injunction or in a receivership action shall not be stayed 
during the period after its entry and until an appeal is taken 
or during the pendency of an appeal. The provisions of sub­
division (c) of this rule govern the suspending, modifying, re­
storing, or granting of an injunction during the pendency of 
an appeal or proceedings for review.

(b) Stay on Motion for New Trial or for Judgment. In its
discretion and on such conditions for the security of the ad­
verse party as are proper, the court may stay the execution 
of or any proceedings to enforce a judgment pending the dis­
position of a motion for a new trial or to alter or amend a 
judgment made pursuant to Rule 59, or of a motion for relief 
from a judgment or order made pursuant to Rule 60, or of a 
motion for judgment in accordance with a motion for a di­
rected verdict made pursuant to Rule 50, or of a motion for 
amendment to the findings or for additional findings made 
pursuant to Rule 52 (b).

(c) Injunction Pending Appeal or Review. When an appeal 
is taken or review sought from an interlocutory or final judg­
ment or order or ision granting, dissolving or denying an 
injunction, the couru in its discretion may suspend, modify, 
restore or grant an injunction during the pendency of the ap­
peal or the proceedings for review upon such terms as to bond 
or otherwise as it considers proper for the security of the 
rights of the adverse party.

(d) Stay Upon Appeal or Proceedings for Review. When 
an appeal is taken or review sought the appellant or petitioner 
by giving a supersedeas bond may obtain a stay subject to the 
exceptions contained Li subdivision (a) of this rule. The bond
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Se na te  Bill 116

S ec t i o n by S ec ti o n  C o m m e n t a r y

S ec tio n 1. AS 21.21.050(7)

A S  21.21 is the c h a pt er  in the insurance code dealing w i t h  investments 

of ins ura nce  compan ies . .050 deals with, li mit ati ons  by kinds of i n ve s t­

m e n t  to p r o v i d e  f or  d i v e r s i t y  in the i n v e st me n t  p o r t f o l i o  of an insurer. 

This  c ha n g e  adds notes and o t h e r  ev id en c e  of ind ebtedness of the Alaska 

Life and D i s a b i l i t y  Insurance Gua r a nt y A s s o c i a t i o n  (ALDIGA) to the 

m i s c e l l a n e o u s  c ate go ry  of investments w h i c h  are limited to 10% of as­

sets .

S ec t i o n  2. A s  21.21.250(c)

AS  21 . 2 1. 25 0  defi nes  m i sc e l l a ne ou s  investments and is changed b y  adding 

notes and o t h e r  e vi d en c e  of indebtedness of the ALDIGA.

S ec t i o n  3.

Se ctio n 21.79. 010 . PURPOSE.

T he  basic p u rpos e of this model act is to p r o t e c t  p o l i c y h o l d e r s ,  i n­

sureds , b e n e f i c ia ri e s ,  annuit ant s, payees and assignees a g ain st losses, 

b o t h  in terms of paying claims and continuing co verage, w hich  might 

o t h e r w i s e  o c c u r  due to an impa irm ent  or i nso lve ncy  of an insurer.

U n l i ke  the p r o p e r t y  and l iability situatio ns,  life and a n n u i t y  contracts 

in p a r t i c u l a r  are l on g- ter m arr angements for  s ecurity. An insured may 

b e  of impaired hea lth  or an ad van ced  age so as to be u na b l e  to obtain 

n ew  and e qu i v a l en t c o ve ra g e  f r o m  other insurers. The p a y m en t of cash 

va lue s alone does not a de q u a t e ly  mee t suc h needs. Thus, it is essential 

that c o v e r a g e  be c ontinued. In like m ann er,  an insured m ay  be unable to 

o b t a i n  new health insurance or at least he m a y  lose p r o t e c t i o n  for prior 

i l 1 n e s s e s .

S ec t i o n 21.79.020. SCOPE.

This s e ctio n outlines what  the bill does and does not cover. Basically, 

it covers those pol ic i e s  of life, dis abi lit y, and a n n uit ies  w ri t t e n  by 

insurers w hic h have s ub mi tte d to regul ati on in this State. Policies of . 

n on a d m i t t e d  insurers are not covered. Th e term "di sab ili ty"  a l s o  in­

cludes "acci den t and hea lth," "sickness and a c c iden t" and more.

S u b se c t i o n  (b)(1) is d ire cte d toward v a ri a b l e  po li ci e s  and contracts. 

Th at  p o r t i o n  of the co nt ra c t  w h e r e  the risk is bor ne by the p ol i c y h o l d e r  

is excluded. However, the obligations of the insurer f or m o r ta li ty  and 

e x p e n s e  g uar a n t ee s are covered.



S u b s e c t i o n  (b)(2) exc ludes ded uc ti b l e s  f ro m  coverage.

C
S u bs e c t i o n  (b)(3) exempts the r e i ns u r a n ce  business of the impaired or 

i n s o l v e nt  insur er o t h e r than rei ns ur an c e  for which as sum pt io n c e r t i f i­

cates are used.

S u b s e c t i o n  (b)(4) excludes Blue Cross. The logic to this is that Blue 

Cross is a n o n p ro fi t  he a l t h  care provi der . It m a rk e t s  prep aid  health 

c a r e  through p a r t i c i p a n t  p r ov ide rs who in e f f e c t  g u a r a n t e e  the d e li ve ry  

Jx the c o n t r a ct ed  s ervice. The financial s t r u c t u r e  of Blue Cross is 

s uc h  that they can not  be ex pec ted  to p a r t i c i p a t e  in insolvencies of 

p r o f i t  making c orp ora tio ns.

Some  additional l imitations on the s c ope  are found e l s e w h e re  in the act. 

F or  example, A L D I G A assumes no li a b i l it y c onc ern ing  p oli cie s of n o n re si­

dents issued by  a f o r e i g n  or alien insure r or f o r  pol ici es of residents 

issued by a f or e i g n  o r  alien insurer, if such in su re r is d o m i ci le d in a 

s t a t e  having a c o m p a r a b l e  act (See S ect ion  .060). T hese  limitations are 

not f ound in the s co pe section, s inc e it p rov ide s e x cl u s i o n  fro m the 

en ti r e act and not jus t portions of it.

S ecti on 21.79.030. CO NSTRUCTION.

This s ect ion  calls f o r  liberal constr uct ion .

S ecti on 21.79.0 40.  CR EA T I O N  OF THE A S SOC IAT ION .

Su bs ec t i o n  (a) creates three accounts, f or  both a d m i n i s tr at io n  and 

a s se s s m e n t  p ur po ses , the d i s a b i l i t y  insur anc e account, the life insur­

anc e  a ccount, and the a nn ui t y  account. These three ca tegories of c o v e r­

age  are s i g n i f i c a n t l y  d iffe ren t, so that p e rso ns p r o tec ted  by virtue of 

on e a c co un t  should not be required to p ay  for the p r o te c t i o n  afforded 

pe rson s pr ot e c t e d by the other accounts.

S u p p l e m e n t a r y  con tra cts  are cover ed u n d e r  the acco unt  in wh ich  the basic 

p o l i c y  is covered for purpos es o' assessment. For example, settl eme nt 

op tion s u n d e r  a life ins ura nce  c o n tr ac t w ould be cove red  under the life 

in su ra n c e  account.

Se ctio n 21.79.050. B OARD  OF GOVERNORS.

Su bs ec t i o n  (a) p rov id e s  that the numbe r and term of the members of the 

Board of Gove rno rs shall be dete rmi ned  in the plan of operation. To 

av oid  pro blems in in itially selecting the boa rd,  this sect ion  includes a 

p r o v i s i o n  for a start- up mee t i n g , which shall be called by the Di rector 

of Insurance. To d e t e r m i n e  voting rights at the o rga nizational meeting, 

each m e m b e r  insurer w ould have one vote. T he r e a f t e r  the plan of o pe ra­

tion will e st ab lis h the voting p ro ce d u r es , bylaws, etc., g o v ern ing  the 

c on d u c t of ALDIGA.



Se ctio n 2 1. 79. 060 . POWERS A N D  DUTIES OF THE A S SOCI ATI ON.

S u bs ec ti o n s  (a)-(f) c o ns t i t u t e  the heart of this mooel act. These 

s u b s e c t i o n s  detail the duties of th^ <ssociation by d i st i n g u i sh in g:

(1) betw een  t hose insurers w ho s e  •' ip-aired" stat us is att ri bu t a b le  to a 

f indi ng by t’̂e D i r e c t o r  p r i o r  to an o rder  of liqui dat ien , and those 

w h o s e  " i n s o l ve nt "  is a t t r i b u t a b l e  to such orders; and, (2) b e twe en 

i n s o l v e n t  d o me st i c  insurers and i nsolvent f or ei gn  or a lien insurers.

P ri or  to an o r d e r  of liq uid at io n ,  r eh a b i l i t a t i o n  or c o n s e r v a t io n,  A L D I G A 

has no liab ili ty.  However, upon a finding by  the D i r e c t o r  that the 

i ns u r e r  is impaired u n d e r  (a), A L D I GA  is a ut ho r i z e d  to g u a r a n te e,  as­

sume, or  re in su r e  or c a u s e  to be gu ara nte ed,  a ssu med , or reinsured, the 

c o v e r e d p oli ci es  of the impaired insurer to assess m e m b e r  insurers the 

amou nts  n e c e s s a r y  to e f f e c t u a t e  this activity. A L D I G A  w oul d p r e s u m a b l y  

d o  so in those si tua ti on s  w h e r e  e arly  a s s es sme nts  w ou ld  p re v en t  a more 

c o s t l y  i n s o l v e n c y  later, such as l iqu id at i o n .  ALDIGA, as a condi tio n of 

its a ss i s t a n ce , m a y  n e g ot ia t e  a ny  r eq uir eme nts  or sa feg ua rd s  it deems 

n e c e s s a r y  so lonq as they are ap proved by the D i r e c t o r  and are a cce pte d 

b y  the impaired insur er and do not impair the contractual obligati ons  to 

the p o li cy h o l d e r s ,  insureds, and b en e f i c ia ri es .  In the a b sen ce of any 

c o u r t  order, be f o r e  any nego tia tio ns b e c o m e  final the impaired insurer's 

a c c e p t a n c e  of the terms of A L DI G A  is necessary. T hr oug h this a pproach, 

a m e c h a n i s m  is p rov id ed  for e arl y action by A L D I G A  b e f o r e  the s i t ua ti on  

f u r t h e r  de te ri o r a t es . The p o l ic yh o l d e r , insured, and ben ef ic i a r i es  are 

p r o t e c t e d ,  claims are paid and co verages c on ti nu e d ,  for example, through 

re ha bi l i t a ti ng  the impaired insurers, or r ein sur inq  the p olicies e l s e­

where. Fur th e r m o re , the s ta tut ory  l a n g u a ge  is highl y fle xible as to 

w h a t  techniques the a s s o c i a t i o n  may e mp l o y  so as to be able to m ee t a 

v a r i e t y  of situat ion s.

U n d e r  (b) and (c), if the insurer acquires its i nsol ven cy status as a 

r es u l t  of a final o rde r of liqu ida tio n, r e h a b i l i t a t i o n  or c o nse rva tio n, 

the a s so c i a t i o n  shall, rath er than may, g u ar a n t e e ,  a s s u m e ; rei nsure or 

c a u s e  to be g u a r a n t e ed , as sum ed,  or rei/,sured, the covered p olicies of 

the insolvent insurer and to assur e p a y me nt  of contractual obligations.

It sho ul d be noted that the duties of A L DI G A  v a r y  with  the kind of 

insurer. If it is a d o m e s t i c insurer then all the cove red  policies must 

b e  c o n tin ued  and the contract ual  o bl igat ion s met (See (b)). However, if 

the i nsolvent insurer is a foreign or alien insurer, c ontractual o b l i­

gat i o n s w h i c h  apply to residents of the S ta t e  must  be paid or co nt in u e d  

if they a re  not covered by a s i m i l a r  law in such insurer's d o mi c i l ia ry  

j ur is di c t i o n .  (See (c) and ( d ))

S u b s e c t i o n  (d) avoids d up l i c a t i o n  of c o v e ra ge  by prov idi ng that the 

a s s o c i a t i o n  shall have no lia bil ity  f or  any covered p o li cy  of a foreign 

o r  alien insurer do m i c i l ed  in the State having s i m i la r  p r o t e c t i o n  by 

s ta t u t e  or regulation. If ev ery  state adopts the model act, each s ta te  

a s s o c i a t i o n  w ou ld pr o t e c t  only covered policies of d om e s t i c  insurers.



S u bs e c t io ns  (e) and (f) relate to the i mp os i t i o n  of p o l i c y  and c ont rac t 

liens, m o r a t o r i u m s ,  etc. These are devices w hi ch  hav e bee n used in the 

p a s t  in c on n e c t i o n  with the con tin ua ti o n  of th e insolvent insurers' 

c ov era ge.  Since, by d ef i n iti on,  the assets of the in solvent insurer 

w e r e  not a d e q u a t e  to s u p po rt  its contractual o bl ig a t i on s,  liens were 

used to reduce his obliga tio ns to a level w h e r e  the assets wo uld  be 

ad e q u at e.  However, in the past there was no means to infuse additional 

fund s w he re needed to m a k e  w h ole  p o l i c y ow ne r s ,  insurers and b e n e f i­

ciari es . The p ur p o s e  of the model act is to p r o v i d e  agains t losses due 

to i ns ol ven t insurers by pr o m p t  f u l fi ll m e n t  of the i nsolvent insurer's 

co nt ra ctu al o b l i gat ion s. To the extent that liens and m or a t o r i u m s  are 

s a nc t i o n e d ,  the model act retreats from  this p r inc ipl e. Of course, in 

si tu at i o n s  p r i o r  to a c ourt order there m a y  be some qu est io n w h e t h er  a 

lien or m o r a t o r i u m  could be legall y imposed so as to impair the contrac 

tual obl ig a t i o n s of the insurer even in the a b s e n c e  of the spe cif ic 

p r ov i s i o n s  of this act.

On the one hand, it can be argued that if liens or m or a t o r i u m s  cannot be 

used there will be a run on the assets of the impaired company. In the 

p as t  this seems to have been true. However, unl ik e the past, the p e r­

fo r m a n c e  of the insurer's contractual o ul i gat ion s would be g ua r a n t e e d  

u n d e r  this act.

Also, the s t a n d ar d n o n f o r fe it u r e  laws p r o v id e  that an insurer in its 

p ol i c i e s  shall reserv e the right to d e f e r  the p a y m e nt  of cash values for 

a peri od of six m o n t h s  after demand thereof wi th  s u r r e n d e r  of the policy. 

Si mil arl y, it is common to require an insurer to rese rve  for  a period of 

s ix  mon ths  the right to d ef er the gra n t in g of any p o l i c y  loan (other 

than to pay premi ums ). For these various reasons, the model act does 

no t e n c o u r a g e  use of these liens and m o r a t o ri um s in o r d i na ry  situations.

On the o ther hand, in periods of severe l iq ui d i t y  pro ble ms and economic 

s tr ess , perhaps of even c a tas tro phi c p r o p o r t i o ns , such devices may 

b e c o m e  e ssential. While the model bill c o n c e n tr at e s  oil the pro te c t i o n  

of those to w ho m  the impaired insurer has a contractual obligation, the 

impact of assess men ts on the p ol icy hol der s of assess ed companies is also 

an impor tan t co nsi d e r a ti on ,  such as the s i g n if i c a n t  sales of d e p ress ed 

v a lu e  assets in a tight m on e y  market. Co ns eq u e n tl y,  S ubs e c t io n (e) 

a ut h o r i z e s  A L DI GA  to cause to be imposed liens and m o r a t o ri um s or other 

s i m i l a r  means.

1. If the court finds that the amounts a ss e s s a b l e  are less than

w h a t  is needed, or that the ec on om i c  or financial conditions

as they af f e c t m e m b e r  insureds are s u f f i c i e n t l y  a dv ers e to 

re nd e r  the use of such tools in the public interest; and,

2. The court approves the use of a s p e c i f i c  lien, mor ato riu m,

etc.



This pro vid es a hig hly  f l e x i b l e  m e c h a n i s m  wh il e,  at the same  time, it 

avoids impairing the contractual o bl i gat ion s of the impaired insu rer  as 

a r o uti ne m a n n e r  u n de r o rd i n a r y  e con omi c and financial con dit ion s. The 

p r o v i s i o n  a l s o  recognizes that w h i l e  contractual rights of p o l i cyo wne rs 

m a y  not c o n s t i t u t i o n a l l y  be impaired, wh e n  the i n so lv en t  insures o b l i g a­

tion u nde r the co nt ra c t  as assumed by a n o t h er  insurer, the p o l i c y o w n e r  

has two options. The p o l i c y o w n e r  m a y  ac c e p t the n ew  c on tr ac t with such 

liens or m or a t o r iu ms  as p e r mit ted  by the court, o r  accepts such pro rata 

p a y m e n t  as is a v ai l a b l e  fr o m  the State of the in s o l ve nt  insurer.

F ur t h e r m or e,  to p r ov id e  added f l e x i b il it y in a t e m p o r a r y  s i t uat ion , such 

as a run on assets, S u bs e c t i o n  (f) p r o v i d e s  for t e m p o r a r y  m o r at or ium s or 

liens on p a y m e n t  of cash values and p o l i c y  loans, b u t  not on the p ay me n t  

o f o th e r  benef its , wi t h  the court's a pproval.

S u bs e c t i o n  (g) permits the D i r e c to r to a ss um e  th e duties of A L D I G A  if 

t h e y  fail to exe rci se t heir a u th or it y  u n d e r  the act w i t h i n  a r ea son abl e 

p er io d of time.

S ub s e c t i o n  (h) permits the D ir e ct o r  to requ est  A L D I G A  m e m b e r  a s s i st an ce  

w i t h  impaired or insolvent insurer issues.

S u bs e c t i o n  (i), to ena bl e  A L D I G A  to p r ot e c t  its i nterest and the best 

interests of the p ol i c y h o l d e r s  in the han dling of an i mpai rme nt or 

inso lvency, p rovides that A LD I G A  shall have sta n d i n g to a p p e a r  in a 

c o u r t  with j u r i s d i c t i o n  over an ins olvent insurer and s uc h s tanding will 

ex te n d  to any matte rs c once rni ng the duties of ALDIGA.

S u b se c t i o n  (j) pr ovi des  for a ss ig n m e n t  of rights of a b e n e f i c i a r y  of 

be nef it s under this act. It also e s ta bl ish es s u b r o g a t i o n  rights for 

A L D I G A  and pr ovi des  that ALDIGA's right to assets of the insolvent 

in s u r er  is the same as any other person ent i t l e d to benefits u nd er this 

act.

Su bs ec t i o n  (k) places a limit on the l ia bi lit y of A LD I G A  as respects a 

s i ng 1 e 1 i f e .

S ub s e c ti on  (1) allows ALDI GA to con tract, s ue  or be sued, b o r r o w  money, 

e m pl o y  p ers on s,  negotia te,  act as a d ome st ic  life or d i s a b i l i t y  insurer

and take legal action to avoid p aym ent  of imp rop er claim s.

S ec tio n 21 .79.07C. A SS ESS MEN TS.

S ub s e c t i o n  (b) out lines di ffe ren t a s s e s s m e n t  m e thod s for a ssessments 

needed to c o v e r  f orei gn or alien insurers and for a s se ss me nt s  needed to 

c o v e r  dom e s t i c insurers. When a f or eig n or alien i ns u r e r  is impaired or

insolvent, the m e m b e r  insurers will be a s s e s s ed  on the basis of the

p re mi um s  they w ri te  in the State. This c o r re sp on d s  to the a sso cia tio n's  

li ab il i t y  w h i c h is limited to covered po lic ie s of residents w h e n  the 

p ol ic ie s  are issued by a f ore ign  or a lie n insurer. W hen a do mestic



insu rer  is impaired or insolvent, the total a m o u n t to be ass ess ed will 

be allo cat ed to each st ate  in w h ich  the impaired or insol ven t insurer 

was a ut h o r i ze d at any time to transact ins ura nce  in the p r o p o r t i o n  that 

the impaired or i nsolvent insurer p r e m i u m  income in each s t ate  for che 

last c a l e n d a r  y e a r  preceding the a sse s s m en t in which it had premiu m 

income bears to its total pr em i u m  income in su c h  c a l e n d a r  year. The 

a m ou nt  a l l o ca te d to each s ta te will then be as ses sed  to the m e m b e r  

insurers in the p r o p o r t i o n  that the mem ber's p re mi u m  income f ro m  such 

S t a t e  f or the c al e n d a r y e a r  prece din g the a ss es s m e n t  bears to all p r e­

mi u m  income of m e m b e r  insurers from that State in the cal e n d ar  y e a r  

pr ec ed i n g  the ass ess men t. Thus, in making the pro ration it is n e c e s­

s a r y  to look to the p r e m i u m  income of the impaired o r  insolvent insurer 

in the last y e a r  it a ct u a l l y  received such income, b ut  in det erm ini ng 

each c ompany's as ses sment, the as s o ci at i o n  w o u l d  look to the last c a l e n­

da r  y e a r  pre ceding the assessment. In any case, ass ess men ts would be 

m a d e  s e p a r a t e l y  for each accoun t and the a mou nt  a sse sse d f r o m  each 

a cc o u n t  will be in the p ro po rt i o n  that the total pr emiums of the im­

pai re d  o r i nsolvent insurer bea r to the pr emi ums  of the impaired or 

in s o l ve nt  insurer from the kind of ins ura nce  in the account.

F o r  example, if a total as ses sm en t  of $ 1 0 0 , 0 0 0  is needed for the d i s­

abi li t y  in surance ac count, and the do mes tic  imp aired or insol ven t in­

su r e r  received 50%  of its p re mi u m  from s tate X, then 50 % of $ 1 00 , 0 0 0  or 

$ 5 0 , 0 0 0  will be allocated to state X. M e m b e r  insurers receiving p remi um 

income fro m s t at e X will then be as sessed in p r o p o r t i o n  to their share 

of that state's market, as reflected in p re mi u m  income. For example, if 

m e m b e r  insurers receive $ 3 0 , 00 0 , 0 0 0  in p re m i u m  from s t a t e  X and a cer- 

ta'.i m e m b e r  received $ 3, 00 0 , 0 0 0  of that amount, then 3/30 of the $ 50 , 00 0  

a s s e s s m e n t  will come from  this company, that is, the c om p a n y  will be 

as se s s e d  $ 5 , 0 0 0  (3/30 = 1/10 and 1/10 of $ 5 0 , 0 0 0  is $5,000).

This a ss es s m e n t s y s te m should be r ela tiv ely  s i mp le  to administer. More

impor tan tly , it provides a base broad enough to meet  f ai rl y  large d e­

mands on the as soc iation. Equally important, s i n ce  it reflects the 

m a r k e t  s h ar e of each m e m b e r  in the s tate c on sid ere d, it is- an e q u i ta b l e  

me t h o d of a pp or tio nin g the bur den  of the a s ses sme nts .

The m a x i m u m  a ss es sm e n t  p er  y e a r  may be var ied  f rom S t a te  to S tate  d e­

pending  on the size of the base and the c o n c e nt r a t i o n  of the b usiness. 

The two pe rc en t  m a x i m u m  should prod .ee  an a d e q u a te  amount, w hi le  at the 

sa me  time, not impose an undue strain in any g iv e n  y e a r  on the assesse d 

c o m pan ies  and t heir p o l i c y h o l d e r s . In order to p r e v e n t  fu rt he r  f i n a n­

cial di ffi c u l t ie s caused by an assessment, S ub se c t i on  (g) permit s a b a t e­

men t  of a sse ssments when financial d iff icu lti es m i g h t  result.

S ub se c ti o n  (h) p rov ide s some limitation on the amounts w hic h can be 

a ss ess ed in any g iv en  year. If these limits are reached, to fulfill its 

r es po ns i b i l it ie s ,  A LDI GA  is e mpowered to b o r r o w  funds w hi ch later can be 

reoaid out of future a s s e s s m e i t s .



S u bj e c t i o n  (j) provides th at  a m e m b e r  insure r m a y  co nsider, in its 

p r e m i u m  rates and di v i de nd s  scale, an a mo u n t  r e a s o n a b l y  ne ce ss a r y  to 

m e e t  its a ss es sm e n t  obiicjations. This m ak es  it c l e a r  that the cost can 

b e  u l t i m a t e l y  passed on i:o the po li c y o w ne rs , t hat is, to persons who 

e n jo y  the p r o t e c t i o n  pro vid ed by the act.

S u b se c t i o n  (k) pro vides that AI.DIGA shall issue to a ss e ss e d  insurers 

c er t i f i c a t e s  of c o n t r i b ut io n  in the a mo un t  levied. The cert ifi cat es may 

be carr ied  by an insure r in its annual s t a t e m e n t  as an asset in such 

form, a m ou nt  and period as may be app roved by the Director. By p e r­

mit t i n g the c om p a n y  to c arr y these cer tif ica tes  as an asset, to the 

e x te n t  of their e stimated value, the impact on m e m b e r  insurers will be 

lessened.

S ec tio n 21.79. 080 . PLAN OF OPERATION.

T he  NAIC has adop ted  a model p la n of o pe r a t i o n  which is a v a i l a b l e  in our 

o f f ic e  sh oul d you  wish  to have a copy of same. It is a nt i c ipa ted  that 

A LD IGA , up on  p a s s a g e  of this act, would s u b s t a n t i a l l y  adopt the p r o v i­

sions c o n t ai ne d  in this model pla n of o peration.

Se c t i on  2 1.79.090. POWERS AND DUTIES OF THE DIRECTOR.

S u bs e c t i o n  (b) requires that the Di re c t o r  g i v e  no tic e of an impair men t 

to thq, impaired insurer, and h enc e to its s t o c k h o l d e r s , and s e r v e  a 

d em a n d  that i m p air men t be made good. If the c om p a n y  and stock hol der s 

fail to raise the n e c e s s a r y  funds, this will be a f a c t o r  bearing upon 

the s t o c kh old ers ' owne rsh ip rights under S ect ion  110(d).

S u b s ec t i o n  (d) pr ovi des  that the D i r e c t or  shall be a p p o i nt ed  liquidator 

o r  rehabil itator of a d omestic insurer and c o n s e r v a t o r  of a forei gn or 

a li e n  insurer being liquidated or re habilitated. Req uiring the Insur­

anc e  D i r e c t o r  to be the receiver, it is n ec e s s a r y  to obtain the benefits 

of a " r ec ipr oca l" s ta te  u nder  the U ni f o r m  Insurers L i q u i d a t i o n  Act, 

w h i c h  Ala ska  adop ted  in 1966. See AS 21.78 .02 0, .030, .130-.200 and 

. 33 0(2 )-( 13) .

P ro c eed ing s for the l iqu idation, r eha bil ita tio n, or c o n s e r v a t i o n  of 

insurers p re se n t  several diff icu lti es w m ' c h  the U ni f o r m  Insurer's 

L iq u i d a t i o n  Act seeks to solve. Briefly, the d i ff i cu lt i e s  have two 

s ou rc es .  First, in so m e  states the liquid ato r, r e h a b il i t a t o r  or a n­

ci l la r y  r ec ei v e r  m a y  be a person unf am i l i a r with ins ura nce  regulation. 

In e f f ic ie n t  a d m i n i s t r a t i o n  of the p r o c eedi ngs  m a y  r e s u l t

Second, the laws of m o r e  than one s ta te m a y  be appli ed to the p r o­

ceed in g s  p a r t i c u l a r l y  regarding ow nership of assets and pr efe ren ces  for 

pa ym en t .  The result is c on fu sio n and inequity in the col le ct i o n  and 

d i s t r i b u t i o n  of the assets. The U n ifo rm Insurers Liq ui da t i o n Act meets 

the first s ou r c e  of p rob lem s by desi gna tin g the insurance D i re ct o r  as 

the re ce i v e r  of a d ome st i c  insurer or the a n c i l l a r y  r ec ei ve r of a foreign



insurer. To so lve  t he  p r o b l e m  of m u l t i p l e  lav/s and m a r s h a l l in g of 

assets, the U n i f o r m  A c t  gives the r ece i v e r  title to the assets. The 

a n c i l l a r y  r e c ei ve r  is then required to f or wa r a  all assets to the re­

ceiver. The U n i f o r m  A ct  al so  details laws u nde r which pre fer enc es and 

the d i s t r i b u t i o n  of assets will be determined.

In drafti ng this model g u a r an t e e  bill, the NAI C m a d e  p a r t i c u l a r  effort 

to the ext ent  p o s s ib le ,  to avoid d isr upt ing  S t a te  l iq ui d a t i on  and re­

ha b i l i t a t i o n  of law*.

S ecti on 2 1.7 9.1 00.  P REV E N T IO N OF INSOLVENCIES.

This s ec ti o n  b a s i c a l l y  est abl ish es a d i a l o g u e  b etw een  the D i r e ct or  and 

A LDIG A, con ce r n i n g imp ai r m e n t  and i nso l v en cy  issues. It also enables 

A L D I G A  t o cau se an e x am i n a t i o n  of a s usp ect  insurer, w h i c h  is the p ri­

ma r y  tool in d e t e r m in in g  financial status.

S ec tio n 21.79. 110 . M I S C E L L A N E O U S  PROVISIONS.

S ub s e c t i o n  (b) requires that the records be kept of the negotiations and 

actions by the ass ociation. A LD I G A  sh ou ld  be held p u b l i c l y  a c co un t a b l e 

f or  its actions. On the o th er hand, e f f e ct i v e  handling of the reha­

bil i ta t i o n  or liq uid ati on effo rt requires m i n i m u m  publicity. Thus, such 

records will be ma d e  pub l i c  only a fte r the liq uid at io n ,  r eh a bil ita tio n 

o r  c on s e r v a t i o n  procee din g is terminated, the i mpa irm ent  or insolve ncy  

is terminated or there is a p ri or order by a c ou rt  of co m p e t en t j u r i s­

diction.

Since this act imposes o bl iga tio n upon the a s s o c i a t i o n  to c ontinue 

c o v e ra g e  for p o li c y h o l de rs  of insolvent insurers, the assets of the 

in s o l ve nt  insu rer  o u g h t  to be used, to the ext en t avail abl e, f or  the 

p u r p o s e  of con ti nu i n g  such coverage. Sub se ct i o n  (c) is d esi gne d to 

a c co m p l i s h  this purpose.

S ub s e c t i o n  (dl, in c o n j u n c t i o n  with Secti on .090(bl, is intended to 

p r e ve n t  tho s h a r e ho ld e r s  of an impaired insurer fr om  sitting back and 

doing nothing and then reaping the b en efi t of funds put up by the 

asso ci at i o n .  These s t o c k ho ld e r s  should not ob tai n a m o r e  adv antageous 

p o si t i o n  than they w o u l d  h ave occupied in the a b s e n c e  of this act. The 

c ou r t  is em p o w e re d to mod ify  and d is t r i b u t e  the o w n ers hip  rights of 

impaired insurers in an o r d e r  to do equit y as b etw een  the interested 

p a r t i e s .

Su bse ct io n  (e) is des igned to recapture e xc e s s i v e  di vid end  payments to 

af fil ia te s  that exe rci sed  control over the inso lve nt insurer. The NAIC 

Model Holding C om p an y  R egul ato ry Act which has b ee n adopte d in Alaska, 

in large me as ur e ,  pre vents im proper d i s t r i b u t i o n  of divid end s by an 

insu rer  to its holding company, s i nce  e x t r a or d i n a r y  d ividends are s u b­

ject to the p r i o r  approval of the D irector, and o r d i n ar y  di vidends are 

re quired to be reported to the Director. If, h owever, di v i d en ds  are



paid u n d e r  c i rc um st a n c e s  that the insurer sho uld  h a v e  r e c e n t l y  known 

that su ch  p a y m e n t  co uld  rea so na b l y  be e xpe cte d to a f f e ct  its a bi lit y to 

p e r f o r m  its contractual o b l i g at io n  to its p o l i c y h o l d e r s ,  the holding 

c o m p a ny  and af fil ia te s s h ou l d  be required to repay suc h di vi d e n ds  s u b­

je c t  to c e r t a i n r ea s o n a bl e limitations.

S ec t i o n 21.79.1 20.  E XA MIN ATI ON OF THE A S S O C I A T I O N ,  A N N U A L  REPORT.

This s e cti on enables the D i r ec to r  to e x a m in e ALDIGA. A L D I G A  m u s t  also  

p r o v i d e  an annual report.

S ec t i o n 21.79.130. TAX EXEMPTIONS.

A L DI G A  is tax exe m p t except for real p r o p e r t y  taxes. A L DI G A  is not a 

p r o f i t  m a ki n g  o rg a n i z ati on,  rather, it is a g u a r a n t e e  m e c h a n i s m  thus its 

tax exe mp t status.

S ecti on 21.79.140. IMMUNITY.

A L D I G A  will be engag ed in some ver y se ns i t i v e issues w h e n  p e rfo rmi ng its 

duties u n d e r this act. The immunity provides p r o t e c t i o n  w hi le p e r­

formin g these duties.

S ec tio n 21.79.150. STAY OF PROCEEDINGS.

See Section 5.

Section 21,79.900. DEFINITIONS.

This act covers " i nso lve nt insurers" w hi ch  are di fi n e d  to include an 

in so lv e n t  insurer u nde r an order of liq uid ati on issued by a court of 

c o m p e t en t  jur is di ct i o n . An "impaired insurer" is an insurer deemed by

the D i r e ct or  to be unable, or p ot e n t i a l l y  unable, to fulfill its con­

tractual obli gat ion s.

This model bill enables an ass oci ati on to b e c o m e  in volved to the actual 

c ou r t  order as noted in Section .060. The findi ng by the Dir ect or that 

an insurer is impaired, even though not s u bje ct to a court pro cee din g, 

serves as a triggering m e c h a n i s m  enabling the a s s o c i a t i o n  to function.

S ub se ct i o n  10 defines "resident" f or  the purposes of d et e rmi nin g on 

w h o se  be hal f the a s s o c i at io n may become liable u n d e r  S e ctio n .060, if a

f or e i g n  or alien insurer becomes insolvent.

Sect ion  4. Sectio n 21.36.035. PROHIBI TED  A D V E R T I S E M E N T  IN INSURANCE 

SALES.

This s ec ti o n  makes it a p r ohi bit ed unfair trade p r a c t i c e  for any per so n 

to m a k e  use, in any mann er,  of the pro te c t i o n aff or d e d  by this act to 

aid him in the sal e of insurance. This would extend to a person with



an interest in a p ol i c y  w h o  uses the p r es e n c e  of A L D I G A  to s up po r t  the 

v a lu e  of the p o l ic y  as collateral in a loan t ran sa ct i o n ,  w hic h action 

w ou l d  be p ro h ibi ted . The legiti mat e f unc tio n of ad ver tis ing  the e xi s­

tence of the a ct by the g u a r an t e e  ass oc ia ti o n  and the Dir ector, c on du c t  

w h i ch  w oul d be p a r t i c u l a r l y  de si r a b l e  in not ify ing  p oli cy ho ld e r s  of a 

c o m pa n y  found to be insolvent, or by insurers in pub l i c  se r v i c e in­

stituti ona l a dv e r t i se me n t s ,  w oul d be permitted. E n f o r c e m en t and p e n a l­

ties f o r  v i o l at i o n  o F the secti on are fo und  in the U n f a i r  Trade Prac­

tices Act (AS 21.36).

S ecti on 5. A M E N D I N G  CIVIL RULE 62(c).

Sectio n 2 1 . 7 9 . 1 5 0  pro vid es for an aut oma tic  stay of 60 days in actions 

involving the l i qui dat ion , re hab i l i ta ti on  o r  c o n s e rv a t i o n  of an in­

so l v e n t  insurer.

0

i



:: ■ ’- j ; - '•;

JIBS J M
T H E  L E GI SL A TU RE  O F  T H E  STATE O F  A L A S K A  

T W E L F T H  L EG I SL A T U R E

FISCAL NOTF

REQUEST
Bill/Resolution No. SB-116_____________________________________________________________
Title An act r^ H ng t 0 A l a s k a  Life and.Disability-Guarant.y f l ^ o c i a t ionReouested bv S &v er no r .Date 2-b-81

I I . F ISCAL DETA IL 
Agency Affected Di vi s i o n  o f  In surance

Program Category A ffected P u b l i c  P r n f p r t in n
BRU, Program, or Subprogram(s) Affected D i v i s i o n  n f  In s u r a n c e
(Note: I f  more than one budget component is affected, separate line-item amounts and funding for each 

component in the analysis section.)
EXPENDITURES (Thousands o f  Dollars)

FY 81 FY 82 FY 83 FY 84 FY .85 . FY 8 6
100 PERSONAL SERVICES . 0- 0 0 0 0 . ... 0
?on TRAVEL . . ■• n 0 0 0 0 , 0300 CONTRACTUAL n 0 0 0 0 0
400 COMMODITIES . .Q_______ 0 0 0 0 0300 EQUIPMENT 0 0 0 0 0 0
600 LAND & STRUCTURES n _ . (] 0 0 0 0oOr- GRANTS. CLAIMS. ETC. ,n . 0 0 0 0 0

TOTAL
..Q 0 0 0 0 0 ,,

FUNDING (Thousands o f  Dollars)

GENERAL FUND 0 n n 0 0 0

FEDERAL  FUNDS 0

OTHER (Specifv Fund Source) 0
•

1

POSITIONS 

FULL T IME 0

PART T IME 0

TEMPORARY 0

I I I .  ANALYSIS (See Fiscal Note Preparation Instructions, Section II I)

IV. DATE 2-6-81 .PREPARED BY - Kenneth- C, JJoore ~ — L ^ 1 AGENCY •'Qffln.crce & E co no m i c  D e v T l o p m e iit
r f r i f r n sura nce

Original: Legislative Finance PHONE
cc: Budget and Management

Prime Sponsor (First Legislator Named)

33-001 (Rev. 12/80



o r  C O U N S E L  
M e .  M O N A G L E
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W I L L IA M  G. R U D D Y
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M I C H A E L  T. T H O M A S
J A M E S  r . C L A R K
P A U ' M. H O F F M A N
J  P  T A N G E N
D E B O R A H  A. H O L B R O O K
D. E L I Z A B E T H  C U A D R A
H A R O L D  E . S N O W .  J R .
P A M E L A  L .  F I N L E Y
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2 0 0  N B A  B U I L D I N G  

P O S T  O F F I C E  B O X  1211 
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P H O N E  1907) 5 8 6 - 3 3 * 0  

C A B L E :  R O M E A  
T E L E X :  0 9 9 - * 5 - 7 / 6

R o b e r t s o n , M o n a g l e , E a s t a u g h  &  B r a d l e y

A P R O F E S S I O N A L  C O R P O R A T I O N

A t t o r n e y s  a t  L a w

P O S T  O F F I C E  B O X  1211 
J U N E A U .  A L A S K A  9 9 6 0 2

R O B E R T  B  B A K E R  
L E R O Y  J .  B A R K E R  

L. G . B E R R Y  
C .  R . R I C H  

W M .  R O N A L D  H U L E N  
C A R L  W. W I N N E R

A N C H O R A G E  O F F I C E
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A N C H O R A G E .  A L A S K A  995 10  
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F e b r u a r y  17, 1981

Hon. P a t r i c k  Ecaey, C ha i r
J u d i ci a ry
P ou c h V
Juneau, A l a s k a  99811

FEE! l 8

VED
1981

Re: Senate Bill No. 116

P l ea s e n o t i f y  the u nd e rs i g n e d  of any hearings  
in re ga rd  to the above ca p ti on ed matter. 

Sincerely, 

ROBERTSON, MONAGLE, EA S TA U G H  & BR A DL E Y 
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Alaska State Legislature
WSfQ8S3m!&mSf8S&' *

Official Business
Senate

Judiciary Committee Pouch V 
State Capitol 

Juneau, Alaska 99811

M a y  19, 1981

Mr. M i c h a e l  T. T h om as  
R o b e r t s o n ,  Monagle, E s t a u g h  

&  B r a d l e y  
A t t o r n e y s  at L a w  
P. 0. B o x  1211 
Juneau, A l a s k a  99802

D e a r  Mike:

T h a n k  y o u  for y o u r  r e c e n t  l e t t e r  c o n c e r n i n g  SB 116. T h e  
J u d i c i a r y  C o m m i t t e e  c o n d u c t e d  h e a r i n g s  on this legislation, 
b u t  no a ct io n w a s  taken.

A  c o m m i t t e e  s u b s t i t u t e  is n o w  b e i n g  p r e p a r e d  to a d d r e s s  some 
of the issues r a i s e d  in committee, and I. w i l l  h a v e  m y  staff 
c o n t a c t  you w h e n  a f u t u r e  h e a r i n g  date is scheduled.

Sincerely,

S e n a t o r  P a t r i c k  M. R o d e y  
C h a i r m a n

P M R/ od s
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M. E . M O N A G L E

R .  E .  R O B E R T S O N  (1085-1901)r. O. EASTAUGH
J .  B . B R A D L E Y
W I L L IA M  G . R U D D Y
L B .  J A C O B S O N
M I C H A E L  T. T H O M A S
J A M E S  F. C L A R K
R A U L  M. H O F F M A N
J . P . T A N G E N
O. E L I Z A B E T H  C U A D R A
H A R O L D  E . S N O W .  J R .
P A M E L A  L. F I N L E Y

J U N E A U  O F F IC E
210 F E R R Y  WAY, 21P F L O O R  

P O S T  O F F I C E  B O X  1211 
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P H 0 N E I 9 0 7 )  506-33-40 

C A B L E :  R O M E A  
T E L E X .  0 9 9 - 4 5 - 3 7 6

R o b e r t s o n , M o n a g l e , E a s t a u g h  8c B r a d l e y

A  P R O F E S S I O N A L  C O R P O R A T I O N

A t t o r n e y s  a t  L a w

P O S T  O F F I C E  B O X  1211 
J U N E A U  A L A S K A  9 9 8 0 2

R O B E R T  B . B A K E R  
L E R O Y  J .  B A R K E R  

L . G .  B E R R Y  
C .  P .  R I C H  

C A R . .  VW. W I N N E R

A N C H O R A G E  O F F I C E
601 W E S T  F I F T H ,  S U I T E  510 

A L A S K A  M U T U A L  3 A N K  B L O G .  
P O S T  O F F I C E  B O X  6 79  

A N C H O R A G E .  A L A S K A  995 10  
P H O N E  (90*0  2 7 7 -6 6 9 3  

C A B L E :  R O M E A  
TELEX ' .  0 9 0 - 2 6 - 4 0 6

\ 8

Se na t or  P a tr i ck  Rodey
Chairman, S en a te  J u d i c i a r y  C o mm it te e
P o u c h  V
Juneau, A l a s k a  99811 

Dear S e na t or  Rodey:

I feel I owe an ap ol og y to y ou  and to tho m e m b e r s  of 
y ou r  committee. Y o u  and yo ur  staff have bee i u n fa il i n g l y  
c ou r te ou s in no tify in g m e  of u pcoming  hear in gs  on  bills 
r e la ti ng to the in s ur an ce  industry, something w h i c h  I have 
gr e at l y appreciated. Recen tl y you had a hea ri n g on  SB 116, a 
bill on w h i c h  I h ad  w r i t t e n  a letter on beh al f of the 
A m e r i c a n  Co u nc i l of Life In su rance and had r eq u es te d to br 
p r e s e n t  w h e n  it w a s  heard. I got due notice of the hearing, 
b u t  then on  the d a y  of the he aring g ot  my se lf  e nt a ng l ed  in 
an ot h er  procee d i ng  w h i c h  w e n t  straight through from the 
m o r n i n g  and w h i c h  I was una bl e to w a l k  out of.

I kn o w  from d i s cu s si on s  I have had since, that D i re ct or 
M oore was, as I w o u l d  ha ve  expected, mor e than fair in 
p re s en t i n g  the a lt e rnativ es  w i t h  regard to the gu ar anty 
a s s o c i a t i o n  bill, and I a pp reciate  the fact that the c o mmittee  
fully co nsi d er ed  the m e ri ts  of the co uncil's pos ition, even 
thou gh I m y s t e r i o u s l y  did not show up.

I r e gr et  not  ha vi ng  bee n there. I treat le gi slative 
h ea ri ng s as p r e- e mp t in g o th er ma tt e rs  wh en e ve r  it is at all 
p o s si bl e  to do  so. I d id  not w a n t  you to think that the 
m a t t e r  was n o t  im p o rt an t  to me, or that I did n et  appr ec ia te 
your care in he ar i ng  o ut  the affect ed  parties to le gi sla tion 
be fo r e your committee.

M TT/ke
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