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Alaska National!
I N S U R A N C E  C O M P A N Y

A policy o f service and protection

A p r i l  6, 1983

Th e  H o n o r a b l e  W a l t  F u r ness, R e p r e s e n t a t i v e  

C h a i r  H o u s e

L a b o r  a n d  C o m m e r c e  C o m m i t t e e  

A l a s k a  S t a t e  S e n a t e  

P o u c h  Y

Juneau, Al a s k a  99811

Re: HB <‘308 An Act r e l a t i n g  to insurance.

D e a r  Hr. F u r n e s s :

T h i s  m e a s u r e  in its curre n t  form is v e r y  m u c h  o p p o s e d  by us. O n  the 

o t h e r  h an d ,  the a reas of o u r  serious c o n c e r n  ca n  be e a s i l y  r e m e d i e d  

by some ame> ients, in w h i c h  c a s e  the g e n e r a l  thrust of the bil l

w o u l d  b e  acceptable. v?,e, there f o r e,  u r g e  the C o m m i t t e e  to a dopt the

r e c o m m e n d e d  a m e n d m e n t s  if it intends to p r o c e e d  w i t h  this 

legi s l a t i o n .

B A C K G R O U N D

F o r  reasons, some  of w h i c h  m a y  be valid, the m u n i c i p a l  league, o r  at 

least several m u n i c i p a l i t i e s ,  have felt it d e s i r a b l e  to h ave 

s t a t u t o r y  a u t h o r i t y  to e s t a b l i s h  a m e a n s  of e x c h a n g i n g  i n s u r a n c e  

c o n t r a c t s  a mong t h em s e l v e s  as an a l t e r n a t i v e  to p u r c h a s i n g  i n s u r a n c e  

fro m c o m m e r c i a l  i n s u r a n c e  markets. At an e a r l y  s tage in the 

l e g i s l a t i v e  p r o c e s s  w h e n  the m u n i c i p a l i t y ' s  i n t e r e s t  in e s t a b l i s h i n g  

their o w n  insurance p r o g r a m  first b e c a m e  k n o w n  to us, we s u g g e s t e d

u s i n g  the r e c i p r o c a l  insu.vi a u t h o r i t y  a l r e a d y  gr a n t e d  in the 

I n s u r a n c e  Code. T h e y  have a c c e p t e d  this r e c o m m e n d a t i o n  and H o u s e  

Bill 3 0 8  is the result. U n f o r t u n a t e l y  in the d r a ft i n g ,  seve r a l  

s p e c i f i c  e x c e p t i o n s  f r o m  a p p r o p r i a t e  o b l i g a t i o n s  i m p os e d  o n  i ns u r e r s  

w e r e  c a r v e d  out for the m u n i c i p a l  rec i p r o c a l s,  and we b e l i e v e  such

is w h o l l y  inappropriate.

It is th e  p u r p o s e  of this l e t t e r  to i n d ic a t e  t h e s e  a r ea s  and to 

p o i n t  o u t  the r e s p o n s i b i l i t i e s  that e v e r y  o t h e r  i n s u r e r  c u r r e n t l y  

ha s  and ought *o h ave in c o n n e c t i o n  w i t h  s u s t a i n i n g  the workers' 

c o m p e n s a t i o n  s y s t e m  in this S tate w h i c h  e v e n  a m u n i c i p a l  r e c i p r o c a l  

should b e  requi r e d to support.

A S S I G N E D  RISK P OOL

[ A S 2 1 . 3 9 . 1 5 j  (a) - HB 308 P a g e  1, L ine 9 -10]
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Th e  p r o p o s e d  a m e n d m e n t  w o u l d  e x e m p t  all r e c i p r o c a l s  fror, h a v i n g  to 

p a r t i c i p a t e  in the c o n t r i b u t i o n s  to the a s s i g n e d  r i s k  pool.

C u r r e n t l y ,  al l  c o m m e r c i a l  in s u r e r s  w r i t i n g  workers' c o m p e n s a t i o n  in 

the S t a t e  of A l a s k a  are  r e q u i r e d  to pa y an a s s e s s m e n t  to supp o r t  the 

a s s i g n e d  r i s k  pool. The amount of the a s s e s s m e n t  is a p r o - r a t a  

c h a r g e  n e c e s s a r y  to c o v e r  the ex t e n t  to w h i c h  l o s s e s  and e x p e n s es  

e x c e e d  the p r e m i u m  c o l l e c t e d  in the pool. A s s e s s m e n t  b a s e d  on 

w o r k e r s '  c o m p e n s a t i o n  w r i t i n g s  by w or kers' c o m p e n s a t i o n  c a r r i e r s  is 

a l o g i c a l  w a y  to supp o r t  the pool s ince it s p r e a d s  the cost for 

s u p p o r t i n g  the u n d e s i r a b l e  risks a m o n g  all o t h e r  e m p l o y e r s  in the 

State. C u r r en t l y ,  any e m p l o y e r  i n s u r ed  in a c o m m e r c i a l  insurer, 

i n c l u d i n g  all m u n i c i p a l i t :es wh i c h  are i n s u r e d by c o m m e r c i a l

insurers, are p a y i n g  i n d i r e c t l y  the a s s e s s m e n t  to s u p p o r t  the 

a s s i g n e d  ris k  pool.

To th e  ext e n t  that a g roup of e m p l o y e r s  are e x e m p t e d  f r o m  h a v i n g  to 

p ay t h e i r  p r o - r a t a  share, the b u r d e n  falls on a s m a l l e r  p o p u l a t i o n  

w h o  m u s t  t h e n  pay a h i g h e r  assess me n t .  In effect, b y  e x e m p t i n g  the 

m u n i c i p a l  r e c i p r o c a l  f rom h a v i n g  to pay the a s s i g n e d  r i s k  pool, all 

o t h e r  e m p l o y e r s  ar e  g o i n g  to have to pa y  a s l i g h t l y  h i g h e r  

a s s e s s m e n t .

We f i n d  it t o t a l l y  i n e q u i t a b l e  and w i t h o u t  j u s t i f i c a t i o n  that the 

m u n i c i p a l i t i e s  as e m p l o y e r s  be r e l ie v e d  of any o b l i g a t i o n  w h i c h  any 

o t h e r  e m p l o y e r  is o b l i g a t e d  to pay as part of the cost of h i r i n g  

e m p l o y e e s  in this State,

f u r t h e r m o r e ,  b e c a u s e  of the w a y  the p r o v i s i o n  w a s  d r a f t e d ,  all 

r e c i p r o c a l s  a r e  exc l u d e d.  As drafted, this m e a n s  that the T i m b e r  

I n s u r a n c e  E x c h a n g e ,  w h i c h  is a p r i v a t e  c o m m e r c i a l  r e c i p r o c a l  i n s u r e r  

o w n e d  and o p e r a t e d  by the loggers, w o u l d  al s o  be e x e m p t e d  f rom

s u p p o r t i n g  the a s s i g n e d  r i s k  pool. I b e l i e v e  this w a s  no t  intended

but is the r e s u l t  o f  an e r r o r  in d r afting.

R E C O M M E N D ATION

S e c t i o n  i of the p r o p o s e d  b i l l  be s t r i c k e n  in its e n t i r e t y .

A L L O W A B L E  F U N D I N G

[ S e c t i o n  2 A S 2 1 . 7 5 . 0 5 0  (c) - HB # 3 0 8  P a g e  1, L i n e  15 - 21]

T his p r o v i s i o n  all o w s  only those r e c i p r o c a l s  w h i c h  ar e f o r m e d  by two 

or m o r e  m u n c i p a l i t i e s  to post a bon d  in lieu of o t h e r w i s e  a d m i s s i b l e  

a s s e t s  to c a p i t a l i z e  the r e ci p r o c a l  insurer. F r a n k l y ,  we b e l i e v e  

that pl a c e s  the m u n i c i p a l i t i e s  in the p o s i t i o n  of e s t a b l i s h i n g  an 

i n s u r a n c e  c o m p a n y  w i t h  little or none of the c a p i t a l  r e q u i r e m e n t s  

i m p o s e d  u p o n  any o t h e r  c o m m e r c i a l  i n s u r e r  and is to that d e g r e e  

i n e q u i ta b l e .  On the o t h e r  hand, we r e c o g n i z e  that m u n i c i p a l i t i e s
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h a v e  a c e r t a i n  f i n a n c i a l  c a p a b i l i t y  b e c a u s e  of t h e i r  tax i n g

a u t h o r i t y  w h i c h  o t h e r  c o m m e r c i a l  e m p l o y e r s  do n o t  have, and

th erefore, t h o u g h  we w o u l d  p r e f e r  no t to see the s t a t u t e s  d r a f t e d

w i t h  a u t h o r i t y  to p o s t  a bond in l ieu of cash, w i l l  not o bj e c t  to

the bil l  o n  that g r o u n d  alone.

O n  the o t h e r  h and, there are two a m e n d m e n t s  that n e e d  to be m a d e  to 

this s e c t i o n  in o r d e r  to l imit the a u t h o r i t y  to the s p e cific

c o n c e s s i o n s  i n t e n d e d  by t h e  legislature:

A. A r g u a b ly ,  a r e c i p r o c a l  c o u l d  be f o r m e d  by two or m o r e

m u n i c i p a l i t i e s  and t h e n  insure n o n - m u n i c i p a l i t i e s  as part of 

their b u s i n e s s  o p e r a t i o n s .  Such o u g h t  not to be p e r mi t t e d ,  

thus, I w o u l d  ui'ge the fol l ow i n g  r e c o m m e n d e d  a m e n d m e n t ;  and

B. The b o n d  s h o u l d  b e  p e r m i t t e d  o nly for the i n i t i a l  c a p i t a l  and 

not f o r  an y  of its r e s e r v e s  or surplus.

To mee t  t h e s e  p o in t s ,  I w o u l d  u r g e  the f o l l o w i n g  c h a n g e  in language:

" A  d o m e s t i c  r e c i p r o c a l  i n s u r e r  f o r m e d  u n d e r  this c h a p t e r  by 

and i n s u r i n g  o n l y , two or m o r e  m u n i c i p a l i t i e s  shall (1)

c o m p l y  w i t h  Tal of th i s  s e c t i o n  or p o s t  a b on d  for an 

a m o u n t  e q u a l  to the c a p i t a l  that w o u l d  be r e qu i r e d  of a 

d o m e s t i c  s t o c k  i n s u r e r  w r i t i n g  the same l i n e s  of i n s u r a n c e  

fo r  w h i c h  the r e c i p r o c a l  i n s u r e r  seeks to be au t h o r i z e d,  

an d  (2) m a i n t a i n  a surplus in a d m i t t e d  a s s e t s  of $ 2 5 0 , 0 0 0

o r  a s u r p l u s  s u f f i c i e n t  to o p e r a t e  the r e c i p r o c a l  insur e r

fo r  one year, w h i c h e v e r  is g r e a t e r . "  [E m p h a s i s on l a ng u a g e  

to be a d d e d . ]

E X E M P T I O N  O F  P U B L I C  U T I L I T I E S  F R O M  G U A R A N T E E  A S S O C I A T I O N .

[ S e ction 5 A S 2 1 . 8 0 . 1 8 0  (5) - Pag e  2, L i n e  6 and S e c t i o n  6

A S 2 1 . 8 0 . 180 (6) - P ag e  2, Line 1 A . ]

T h e s e  s e c t i o n s  dea l  w i t h  the G u a r a n t e e  A s s o c i a t i o n ,  w h i c h  is a 

f a c i l i t y  e s t a b l i s h e d  by A l a s k a n  la w  to p r o t e c t  w o r k e r s  w h o s e  

e m p loyei ha s a c q u i r e d  workers' c o m p e n s a t i o n  i n s u r a n c e  f r o m  an 

i n s u r an c e  f a c i l i t y  w h i c h  u l t i m a t e l y  b e c o m e s  insolvent. The 

p r o t e c t i o n  is p r o v i d e d  through the G u a r a n t e e  A s s o c i a t i o n ' s  a b i l i t y  

to ass e s s  all o t h e r  w o r k e r s '  c o m p e n s a t i o n  i n s u r e r s  d o i n g  b u s i n e s s  in 

the State p r o - r a t a  to t h e i r  workers' c o m p e n s a t i o n  i n s u r a n c e  w r i t i n g s  

to p r o v i d e  the f unds n e c e s s a r y  to pa y  the c l a i m s  of the i n solvent 

insurer.

T h e  are two s e c t i o n s  in that law r ef e r r e d  to in the b i l l  define:

A. W h i c h  i n s u r e r s  are p r o t e c t e d  by the I n s o l v e n c y  F u n d  and,

B. W h i c h  i n s u r e r s  m ust c o n t r i b u t e  to the a s s e s s m e n t  in the e vent 

a n o t h e r  i n s u r e r  b e c o m e s  insolvent.
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W e  p o i n t e d  o u t  to the Sen a t e  L a b o r  and C o m m e r c e  C o m m i t t e e  that 

e i t h e r  the m u n i c i p a l  i n s u r e r  m u s t  be i n c l u d e d  b o t h  as a c o n t r i b u t o r  

to the a s s e s s m e n t  and be p r o t e c t e d  by the G u a r a n t e e  A s s o c i a t i o n  or 

e x c l u d e d  f rom b o t h  of those. Th e  L a b o r  and C o m m e r c e  C o m m i t t e e  

ag r e e d  and e l e c t e d  to exc?.ude the m u n i c i p a l i t y  f r o m  b o t h  the 

a s s e s s a b i l i t y  a n d  c o v e r a g e  p r o v i s i o n s  of the G u a r a n t e e  A s s o c i a t i o n .  

W e  s u p p o r t  t h e i r  c h o i c e  in this regard, h o w e v e r ,  in c r e a t i n g  the 

e x c l u s i o n  f r o m  the a p p l i c a t i o n  of the G u a r a n t e e  A s s o c i a t i o n  for 

r e c i p r o c a l s  f o r m e d  by m u n i c i p a l i t i e s  the y  a d d e d  r e c i p r o c a l s  formed 

by p u b l i c  u ti l i t i e s .

W e  a b s o l u t e l y  o p p o s e  the e x c l u s i o n  of a r e c i p r o c a l  for m e d  by any 

c o m m e r c i a l  e n t e r p r i s e  fro m  the o b l i g a t i o n  i m p o s e d  u p o n  any o t h e r  

c o m m e r c i a l  i n s u r e r  d o i n g  b u s i n e s s  in the State. T h e r e  is n o  r e a s o n  

wh y  a b u s i n e s s  w h i c h  is o p e r a t i n g  in this S t a t e  o w n ed  by 

s t o c k h o l d e r s  w h o  h a v e  formed a c o m p a n y  for profit, sh o u l d  be 

e x c l u d e d  from s h a r i n g  in the o b l i g a t i o n s  that all o t h e r  c o r p o r a t i o n s  

formed for p r o f i t  ar e o b l i g a t e d  to suppor t .  A l l  the insu r e d  

e m p l o y e r s  of a n y  o t h e r  c o m m e r c i a l  i n s u r e r  i n d i r e c t l y  c o n t r i b u t e  to 

the G u a r a n t e e  A s s o c i a t i o n  a s s e s s m e n t  b y  v i r t u e  of that cost b e i n g  

loaded int o  t h e i r  premium. It c r e a t e s  a l a c k  of c o m p e t i t i v e  p a r i t y  

w h e n  a r e c i p r o c a l  can b e  formed by a s p e c i a l l y  d e f i n e d  g r o u p  and be 

e x c l u d e d  from h a v i n g  to s hare in that cost.

R E C O M M E N D A T I O N

W e  w o u l d  p r o p o s e  tl.3t the l a n g u a g e  "or p u b l i c  u t i l i t e s "  be s t r i c k e n  

from b o t h  line 6 and line 14 of p a g e  2 of the bill.

A s  a f u r t h e r  m a t t e r  of clarity, on l ine 5 and line 14 the l an g u a g e  

should b e  m o d i f i e d  so that it r e a d s  as follows:

" R e c i p r o c a l  i n s u e r  for m e d  by and i n s u r i n g  o nly m u n i c i p a l i t i e s . "

W e  w o u l d  a p p r e c i a t e  y o u r  f a i o r a b l e  c o n s i d e r a t i o n  of these 

r e c o m m e n d a t i o n s .

RB/krl



A l a s k a  M a fm n a l
I N S U R A N C E  C O M P A N Y

A policy o f service ar.dprotection

M a r c h  22, 1 98 3

Th e  H o n o r a b l e  D i c k  E l i a s o n ,  S e n a t o r  

A l a s k a  S t a t e  S e n a t e  

P o u c h  Y

J u n e a u ,  A?i.aska 9 9 8 1 1

A t t n :  S h e i l a  P e t e r s o n ,  L e g i s l a t i v e  A n a ^ l y s t  .

D e a r  D ick:

S h e i l a  w a s  k i n d  e n o u g h  to s e n d  m e  a w o r k i n g  d r a f t  o f  C S S B  66 (L&C) 

w h i c h  is m a r k e d  " S o f o  3 - 1 4 - 8 3 . "  S h o r t l y  a f t e r  r e c e i v i n g  U i s  draft, 

I w a s  c a l l e d  b y  W e s  C o y n e r ,  w h o  i n d i c a t e d  t h a t  t h e r e  w e r e  some

m i s t a k e s  m a d e  in t he  d r a f t i n g ;  and, in fact, n u m e r o u s  p o r t i o n s  of

t hat w o r k i n g  d r a f t  a r e  n o t  i n t e n d e d  to  be i n c l u d e d .  Tee c h a n g e s  

w h i c h  I w a s  g i v e n  a r e  as f o l l o w s :

A. F r o m  l i n e  10 s t r i k e  "AS 2 3 . 3 0 . 0 7 5  ( b ) "

B. F r o m  l i n e  16 s t r i k e  "AS 2 3 . 3 0 . 0 7 5  (b) by the s tate or a

p o l i t i c a l  s u b d i v i s i o n "  a n d  i n s e r t  i n s t e a d  "by a 

m u n i c i p a l i t y "

C. F r o m  p a g e  1, l i n e  28 to p a g e  2, l i n e  2 s t r i k e  all o f  the

d e f i n i t i o n  a n d  i n s t e a d  i n s e r t  " m u n i c i p a l i t y  is d e f i n e d  as 

p r o v i d e d  i n  A S  2 9 . 7 8 , 0 1 0  (8 ) "

D. F r o m  na.'je 2, l i n e  5 s t r i k e  "or p o l i c i t a l  s u b d i v i s i o n  o f  the 

s t a t e ,  p u b l i c  u t i l i t i e s , "  a n d  i n s e r t  in line 5 "a 

m u n i c i p a l i t y  o f "  so that lin e  5 r e a d s "  r e c i p r o c a l  i n s u r e r  

f o r m e d  by a m u n i c i p a l i t y  o f  the s t a t e  ...".

E. S t r i k e  all  o f  S e c t i o n  6.

F. S t r i k e  all o f  S e c t i o n  7.

t
M y  c o m m e n t s  d e a l  w i t h  th e  b i l l  as m o d i f i e d .

B A S I C  TilRUST O F  T H E  B I L L

T h e  b i l l  s e e m s  to p e r m i t  m u n i c i p a l i t i e s  t o  f o r m  a r e c i p r o c a l  i n s u r e r  

an d  c h a n g e s  the R e c i p r o c a l  L a w  to p e r m i t  two or m or e ,  as o p p o s e d  to

25 or m o r e  p e r s o n s ,  t o  f o r m  a r e c i p r o c a l  i ns u r e r .  T h e s e  b a s i s

p o l i c y  c h a n g e s  a r e  a c c e p t a b l e .
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The b i l l  g o e s  f u r t h e r ,  h o w e v e r ,  and m a k e s  t h r e e  o t h e r  c h a n g e s  w h i c h

I f i n d  o b j e c t i o n a b l e  in v a r i o u s  d e g r e e s .

1. A l l o w i n g  the c a p i t a l  a n d  s u r p l u s  to b e  s a t i s f i e d  w i t h  a b o n d .  

E v e r y  o t h e r  i n s u r i n g  e n t i t y  in the S t a t e  o f  A l a s k a  is r e q u i r e d  

to p o s t  c a s h  o r  o t h e r  a d m i t t e d  a s s e t s  in o r d e r  to do b u s i n e s s  in 

th e  S t a t e .  T h e  r e a s o n ,  o f  c o u r s e ,  is th a t  o n l y  c a s h  a n d

i m m e d i a t e l y  l i q u i d a b l e  a s s e t s  c a n  be m a d e  a v a i l a b l e  to p a y  

c l a i m s  to the e x t e n t  c l a i m s  a n d  e x p e n s e  e x c e e d  p r e m i u m s .  To

p e r m i t  t h e  r e q u i r e m e n t  to be m e t  w i t h  a b on d ,  is to w o r k  a n

u t m o s t  h a r d s h i p  o n  c l a i m a n t s  a n d  c r e d i t o r s  i n  the e v en t  t he

p r e m i u m s  a r e  n o t  a d e q u a t e  to m e e t  e x p e n s e s  f o r  o p e r a t i o n s  an d

claims,

It s h o u l d  b e  n o t e d  t h a t  t h e r e  is a l r e a d y  a s i g n i f i c a n t  a d v a n t a g e  

a f f o r d e d  e n t i t i e s  u t i l i z i n g  this n e w  s t a t u t e  s i n c e  any  o t h e r  

c a r r i e r  w r i t i n g  w o r k e r s '  c o m p e n s a t i o n  o n l y  i n  t h e  S t a t e  o f

A l a s k a ,  m u s t  h a v e  $ 2 5 0 , 0 0 0  m o r e  in a s s e t s  t h a n  is reqi ired o f  

th e  m u n i c i p a l  r e c i p r o c a l .  To c o m p o u n d  the p r o b l e m ,  b y  a l l o w i n g  

this m i n i m a l  c a p i t a l  a n d  s u r p l u s  to b e  put u p  in the f o r m  o f  a 

b o n d  a s  o p p o s e d  to a d m i t t e d  a s s e t s ,  p e r m i t s  b o t h  a n  u n r e a s o n a b l y  

u n f a i r  l e v e l  o f  c o m p e t i t i o n  a m o n g  i n s u r e r s  a n d  s u b j e c t s  the

c l a i m a n t  to q u e s t i o n a b l e  p r o t e c t i o n  f o r  t h e i r  r i g h t s  u n d e r  the 

W o r k e r s '  C o m p e n s a t i o n  Act.

2. S e c t i o n  5 a t t e m p t s  to e x e m p t  a m u n i c i p a l  r e c i p r o c a l  f rom its

o b l i g a t i o n s  to p a y  a n  a s s e s s m e n t  to fund a n  i n s o l v e n c y  by an 

i n s u r a n c e  c a r r i e r  f o r m e d  u n d e r  e x i s t i n g  laws. T h e r e  i n v  be s o m e  

a r g u m e n t  to be m a d e  fo r  e x c l u d i n g  t h e m  f r o m  the o b l i g a t i o n  to

p a y  a s s e s s m e n t s  o f  t h e  G u a r a n t e e  A s s o c i a t i o n ,  b u t  o n l y  if the 

c o m p a n i o n  p r o v i s i o n  w h i c h  is that th e  c l a i m s  o f  a n  i n s o l v e n t  

m u n i c i p a l  r e c i p r o c a l  i re n o t  c o v e r e d  by  th e  G u a r a n t e e  

A s s o c i a t i o n ,  is a l s o  i n c l u d e d .

N o t e  t h a t  y o u r  v >rk d r i  e x c l u d e s  the r e c i p r o c a l  f r o m  A S  

S e c t i o n  2 1 . 8 0 . 1 8 0  (6) (A), o M u s t  P a y  a n  A s s e s s m e n t  for an

I n s o l v e n c y )  b u t  d o e s  n o t  e x c l u d e  t h e m  f r o m  A S  2 1 . 8 0 . 1 8 0  (5) (A) 

( W h o ' s  I n s o l v e n c y  M u s t  Be P r o t e c t e d  By T h e  G u a r a n t e e

A s s o c i a t i o n . )  It is m y  p o s i t i o n  t hat t he  m u n i c i p a l  r e c i p r o c a l  

m u s t  b e  i n c l u d e d  as p a r t  o f  the G u a r a n t e e  A s s o c i a t i o n  b o t h  as to 

a s s e s s a b i l i t y  a n d  c o v e r a g e ,  o r  e x c l u d e d  f r o m  the G u a r a n t e e  

A s s o c i a t i o n  b o t h  as to a s s e s s a b i l i t y  a n d  c o v e r a g e .  B e c a u s e  o f  

the h i g h l y  p o l i t i c a l  n a t u r e  o f  s u c h  a p r o g r a m  a n d  .because I d o  

n o t  b e l i e v e  t h a t  the m i n i m u m  c r i t e r i a  f o r  f o r m i n g  a m u n i c i p a l  

r e c i p r o c a l  p r o v i d e s  a d e q u a t e  p r o t e c t i o n  f o r  t h e  l o n g  t e r m  gi*owth 

a n d  s t a b i l i t y  o f  s u c h  a n  o r g a n i z a t i o n ,  I w o u l d  e l e c t  to h a v e  

t h e m  n o t  i n c l u d e d  in the G u a r a n t e e  A s s o c i a t i o n  a n d  e x e m p t  t h e m  

f r o m  a s s e s s m e n t .

3. For s e m e  r e a s o n  al l  r e c i p r o c a l s  a r e  e x e m p t e d  f r o m  a s s e s s m e n t  to

fund t h e  a s s i g n e d  r i s k  p o o l.  I b e l i e v e  t h a t  d r a f t i n g  S e c t i o n  1

to e x c l u d e  a l l  r e c i p r o c a l s  w a s a n  i n a d v e r t a n t  e r r o r  o n  the par t  

o f  t h e  d r a f t e r s  s i n c e  t h e r e  a r e  c o m m e r c i a l  w o r k e r s '  c o m p e n s a t i o n
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r e c i p r o c a l s  in t h i s  S t a t e  that c e r t a i n l y  s h o u l d  n o t  b e  e x e m p t e d  f r o m  

the a s s i g n e d  r i s k  p ool. The m o r e  p e r t i n e n t  i s s u e  is s h o u l d  the 

m u n i c i p a l  r e c i p r o c a l  be e x e m p t e d  from  p a y i n g  a s s e s s m e n t s  f o r  the 

a s s i g n e d  r i s k  p o o l .  On thi s  point, I r e s t a t e  a p o r t i o n  o f  m y

J a n u a r y  21, 1983, l e t t e r  to R e p r e s e n t a t i v e  R i c k  U e h l i n g  o n  a s i m i l a r  

s u b j e c t .  -<•

I T  IS I M P O R T A N T  T O  M A I N T A I N  A  P R E M I U M  B A S I S  

N E C E S S A R Y  T O  P R O V I D E  S U P P O R T  F O R  S Y S T E M  O B L I G A T I O N S

T h e r e  a r e  s e v e r a l  c o m p o n e n t s  to the c o m p l e t e  w o r k e r s '  c o m p e n s a t i o n  

s y s t e m  w h i c h  a r e  f u n d e d  by' a s s e s s m e n t  o f  i n s u r a n c e  c o m p a n i e s , ,  and 

t h o s e  a s s e s s m e n t s  a r e  a f u n c t i o n  o f  the p r e m i u m s  w r i t t e n .  It wa s  

r e c o g n i z e d  t h a t  s i n c e  all e m p l o y e r s  w e r e  r e q u i r e d  t o  p u r c h a s e  

i n s u r a n c e ,  a s s e s s i n g  i n s u r a n c e  c o m p a n i e s  b a s e d  o n  t h e i r  p r o - r a t a  

w r i t i n g s  o f  w o r k e r s *  c o m p e n s a t i o n  i n s u r a n c e  w a s  a n  e q u i t a b l e  a n d  

e f f i c i e n t  m e a n s  f o r  f u n d i n g  c o l l a t e r a l  a s p e c t s  o f  t h e  w o r k e r s '  

c o m p e n s a t i o n  s y s t e m .  If s i g n i f i c a n t  s h a r e s  o f  p r e m i u m  w e r e  allov/ed 

to " e s c a p e "  the s y s t e m  b e c a u s e  i n s u r a n c e  p o o l s  w e r e  a l l o w e d  to e x i s t  

u n d e r  the s h a m  n a m e  o f  " g r o u p  s e l f - i n s u r a n c e " ,  t h e n  t h e  s s e ss m e n t  

b a s e  w o u l d  b e  r e d u c e d  p l a c i n g  a l a r g e r  b u r d e n  o n  t h o s e  '.mployers 

r e m a i n i n g  i n s u r e d  t h r o u g h  t r a d i t i o n a l  i n s u r a n c e  m a r  ts a n d 

r e l i e v i n g  o t h e r  e m p l o y e r s  o f  t h e i r  o b l i g a t i o n  to p a y  t h e i r  fair 

s h a r e  of t h e s e  c o l l a t e r a l  p r o g r a m  co s t s .

It is, o f  c o u r s e ,  t r u e  that a t r u l y  s e l f - i n s u r e d  e m p l o y e r  d oes 

e s c a p e  s o m e  o f  t h e s e  o b l i g a t i o n s ,  a n d in o t h e r  s t a t e s  t h e r e  h a s  b e e n  

a t e n d e n c y  to r e q u i r e  the t r u l y  s e l f - i n s u r e d  e m p l o y e r  to be 

s u b j e c t e d  to a s s e s s m e n t  to the s a m e  e x t e n t  t h e y  w o u l d  b e  h a d  the y 

b e e n  i n s u r e d  t h r o u g h  a n  i n s u r a n c e  c o m p a n y .  T h o u g h  t h a t  is n o t  the 

c u r r e n t  S t a t e  o f  A l a s k a  la w  w i t h  r e s p e c t  to t r u e  s e l f - i n s u r e d  

e m p l o y e r s ,  the p r o b l e m  s h o u l d  n o t  be e x a c e r b a t e d  b y  a l l o w i n g  the 

f i c t i o n  o f  g r o u p  s e l f - i n s u r a n c e  to p e r m i t  s u b s t a n t i a l  a d d i t i o n a l  

p r e m i u m  to b e  r e m o v e d  f r o m  the p r e m i u m  b ase.

Som e o f  t h e s e  c o l l a t e r a l  p r o g r a m s  are:

A s s i g n e d  R i s k  Pool

S i n c e  i n s u r a n c e  is r e q u i r e d  to be c a r r i e d  by a l l  e m p l o y e r s ,  bu t  

i n s u r a n c e  c o m p a n i e s  a r e  not l e g a l l y  o b l i g a t e d  to p r o v i d e  i n s u r a n c e  

to a p a r t i c u l a r  e m p l o y e r ,  it w a s  n e c e s s a r y  to c r e a t e  a m e c h a n i s m  for 

p o o r  r i s k s ,  or  r i s k s  that u n d e r w r i t e r s  c h o s e  n o t  to w r i t e  

v o l u n t a r i l y ,  to o b t a i n  t h e i r  w o r k e r s '  c o m p e n s a t i o n  i n s u r a n c e .  In 

A l a s k a  an a s s i g n e d  r i s k  pool h a s  b e e n  e s t a b l i s h e d ,  a n d  a n y  e m p l o y e r  

w h o  c a n n o t  o b t a i n  t h e i r  i n s u r a n c e  t h r o u g h  n e g o t i a t i o n  with' a n  

i n s u r a n c e  c o m p a n y  m a y  o b t a i n  t h e i r  i n s u r a n c e  f r o m  t h e  a s s i g n e d  r i s k  

pool at s t a n d a r d  r a t e s . Th e  n e t  cos t  o f  o p e r a t i n g  t h e  a s s i g n e d  r i s k  

porl, that  is, th e  a m o u n t  bv w h i c h  l o s s e s  f r o m  p o o l  r i s k s  e x c e e d  

p r e m i u m  f r o m  p o o l  r i s k s ,  is p a i d  b y  a s s e s s m e n t  o f  a l l  o t h e r  

i n s u r a n c e  c o m p a n i e s  p r o - r a t a  to t h e i r  w r i t i n g s  o f  w o r k e r s '  

c o m p e n s a t i o n  i n s u r a n c e .  In sho r t ,  the c o s t  o f  u n d e r w r i t i n g  p ool 

r i s k s  is b o r n e  by t h e  w o r k e r s '  c o m p e n s a t i o n  s y s t e m .
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I v e r y  m u c h  a p p r e c i a t e  y o u r  a l l o w i n g  m e  a n  o p p o r t u n i t y  to c o m m e n t  on 

y o u r  w o r k  d r a f t  an d  h o p e  tha t  m y  c o m m e n t s  a r e  a v a l u e  to you.

Y o u r s  c o r d i a l l y ,

R i c h a r d  L. B l o c k  

P r e s i d e n t

R B / k r l



DEPARTMENT OF COMMERCE A 
ECONOMIC DEVELOPMENT

DIVISION OF INSURANCE

March 23, 1983

PO U C H D
JUNEA U. A LA S K A  99811  
PHONE: 465-2515

BILL SHEFFIELD, GOVERNOR

Honorable Richard I. Eliason 

Chairman
Committee on Labor and Commerce 

Alaska State Senate 

Pouch V
Juneau, Alaska 99811 

Dear Senator Eliason:

RE: Positioi- Paper SB 66

The Administration has carefully reviewed the ramifications of SB 66 and 
concludes that the public would best be served by a committee substitute 

that deletes the content of the current bill and replaces it w*th the 
enclosed changes which are similar to those forwarded to you on March 1, 

1983.

SB 66 would allow two or more municipalities to pool their workers' 
compensation liabilities in a self-insured pool. The terms "self- 
insured pool" and "group self-insured" are anomalous terms. Self- 

insurance for two or more entities is insurance. The insurance code 
would normally apply to such situations. The bill as written, however, 

does not treat the combination of municipalities as an insurer. It 
would be more consistent with the general approach of the insurance code 
to treat this combination of municipalities the same as other combina­

tions of other entities.

We recommend that SB 66 be replaced with a CS that would continue the 

regulation of insurers (group self-insurers) in the insurance code and 

apply the requirements for formation of an insurer to a group of muni­
cipalities. The requirements that would apply to municipalities, as 

well as public utilities, can be reasonably eased in view of the nature . 

of those entities. The recommended easing would incorporate four changes. 

These are:

1. Reduction of the financial requirements for municipalities by 
permitting the use of a bond in lieu of cash surplus and by 

reducing the amount of operational surplus necessary;
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2. Removal of any assigned risk liabilities that might otherwise 
accrue to an insurer formed by a group of municipalities or 

public utilities;

3. Reduction of the number of entities required to form a re­
ciprocal insurer; and,

4. Removal of any liabilities in the Alaska Guaranty Association 
for insolvencies of other insurers if the insurer formed by a 

group of municipalities or public utilities is an assessable 

reciprocal insurer.

We believe that this is a reasonable stance which provides adequate 

public protection for claimants and policyholders.

(X
truly yours,

Richard A. Lyon 
Commissioner

RAL/cw#2113

Enclosure

cc: Art Peterson
• Department of Law
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A s s i g n e d  R i s k  P o o l

S i n c e  i n s u r a n c e  is r e q u i r e d  t o  b e  c a r r i e d  b y  a l l  e m p l o y e r s ,  b u t  

i n s u r a n c e  c o m p a n i e s  a r e  n o t  l e g a l l y  o b l i g a t e d  to p r o v i d e  i n s u r a n c e  

to a p a r t i c u l a r  e m p l o y e r , - i t  w a s  n e c e s s a r y  t o  c r e a t e  a m e c h a n i s m  f or  

p o o r  r i s k s ,  o r  r i s k s  t h a t  u n d e r w r i t e r s  c h o s e  n o t  to w r i t e  

v o l u n t a r i l y ,  to o b t a i n  t h e i r  w o r k e r s '  c o m p e n s a t i o n  i n s u r a n c e .  In 

A l a s k a  a n  a s s i g n e d  r i s k  p o o l  h a s  b e e n  e s t a b l i s h e d ,  a n d  a n y  e m p l o y e r  

w h o  c a n n o t  o b t a i n  t h e i r  i n s u r a n c e  t h r o u g h  n e g o t i a t i o n  w i t h  a n  

i n s u r a n c e  c o m p a n y  m a y  o b t a i n  t h e i r  i n s u r a n c e  f r o m  t h e  a s s i g n e d  r i s k  

poo l a t  s t a n d a r d  r a t e s . The n e t  c o s t  o f  o p e r a t i n g  t h e  a s s i g n e d  r i s k  

pool, t h a t  is, t h e  a m o u n t  by w h i c h  l o s s e s  f r o m  p o o l  J i s k s  e x c e e d  

p r e m i u m  f r o m  p o o l  r i s k s ,  is p a i d  b y _ a s s e s s m e n t  o f  al l o t h e r  

i n s u r a n c e  c o m p a n i e s  p r o - r a t a  to t h e i r  w r i t i n g s  o  ̂ u o r  ers 

c o m p e n s a t i o n  i n s u r a n c e .  In s h o r t ,  t h e  c o s t  o f  u n d e r w r i t i n g  po o l  

r i s k s  is b o r n e  by t h e  w o r k e r s '  c o m p e n s a t i o n  s y s t e m .
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N o c e  t h a t  y o u r  w o r k  d r a f t  e x c l u d e s  th e  r e c i p r o c a l  f r o m  AS

S e c t i o n  2 1 . 8 0 . 1 8 0  (6) (A), (Wh o  M o t t  P a y  a n  ^ “ s" e n t  foC 
I n s o l v e n c y )  b u t  d o e s  n o t  e x c l u d e  t h e m  f r o m  A S  2 1 . 8 0 . 1 8 0  (.5) ( A )

‘ (W h o ' s  I n s o l v e n c y  M u s t  Be P r o t e c t e d  By _ T h e  g r a n t e e

0  ~  U  A s s o c i a t i o n . )  It is m y  p o s i t i o n  t h a t  t h e  m u n i c i p a l  r e c i p r o c a l

O  2  ^  V -  m u s t  b e  i n c l u d e d  as p a r t  o f  the G u a r a n t e e  A s s o c i a t i o n  b o t h  as to

—  O  O  C  a s s e s s a b i l i t y  a n d  c o v e r a g e ,  o r  e x c l u d e d  - f r o m  t h e  G u a r a n t e e

C f l X  5  2  A s s o c i a t i o n  b o t h  as to a s s e s s a b i l i t y  a n d  c o v e r a 8J* °do
O  tP  t h e  h i g h l y  p o l i t i c a l  n a t u r e  o f  s u c h  a p r o g r a m  a n d  .because I

^  C  £  n o t  b e l i e v e  t h a t  the m i n i m u m  c r i t e r i a  fo r  f o r m i n g  a m u n i c i p a lJ  ( J  r Q  r e c i p r o c a l  p r o v i d e s  a d e q u a t e  p r o t e c t i o n  f o r  t h e  J°"8
_ J d  . M  O  a n d  s t a b i l i t y  o f  s u c h  a n  o r g a n i z a t i o n ,  I w o u l d  e l e c  , to  h

/ Q  t h e m  n o t  i n c l u d e d  i n  t h e  G u a r a n t e e  A s s o c i a t i o n  a n d  e x e m p t

f r o m  a s s e s s m e n t .
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House Labor and Commerce C o m m i tt ee  
Alaska State Legislature 
Pouch V
Juneau, Alaska 99811 

Dear Co mmittee  Members;

The purpose of this letter is to explain  our support lor 
HB 308 and provide you with ba ck g ro u nd  information regarding 
the insurance program our a s s oc i at i on  provides its members.

In 1979, jhe Alaska Rural Elect ri c Coop e ra t iv e A ss oc iation 
applied to the Workers' C o m p e n s a t i o n  Board for a sel f-i ns ur ance 
ce rt if icate for our member utilities. The c e rtifica te  was 
issued effective Janua ry  1, 1980, and was renewed for a year 
ef fe ct iv e January 1, 1981. Our pr og ra m has been completely 
successful in meetin g its oblig a t io ns  to the employees of its 
participants and in saving the partic ipants subst antial sums 
of money in insurance costs. Other associations, including 
the Municipal League, expressed interest in adopting group 
se lf-ins ur an ce programs mo d el ed  after ours.

At the beginning of 1982, our c er t i f i c a t e  was renewed for 
only a few months, and we were told that the Board was 
"revie wing the si tu ation." In February 1982, Ms. Jacqu el in e 
M cClintock of the Department of Labor requested an Attorney 
Ge neral's opinion re ga rd in g the legal status of group self- 
insurance programs in Alaska. In April, the Attorney  General's 
opinion declared that since group self- in s u ra n ce  is not 
sp ecific al ly  menti oned in the A l as ka  statutes and it is in 
some other jurisdictions, it can be interpreted that group 
se lf -i ns urance  is not aut horized in this state.

Based on this opinion from the At t or ne y  General, the Workers' 
C om p ensatio n Board terminated our ce rt ificat e effective 
September 30, 1982. We appealed this action to the Superior 
Court, and we were successful in obtaini ng  a stay of the 
Board action pending appeal. At the present time we are self- 
insured as a g r o u p  by order of the Superior Court.

DEMOCRACY IN ACTION



House Labor and Commerce C om mi t te e  
April 15, 1983 
Page Two

In principle, what our p r o g ra m does, is to buy a g r ou p  i n s u r­
ance policy with a large deductible, and the deductible 
amount is shared w it hi n  the group. Our retained risk on 
wor ke r' s com p en s at i on  claims is $20 0,000 per occurrence.
A bove that level, we are insured by an excess insurance 
company. Corroon  & Bl a ck / D a w s o n  & Company is our broker and 
has be en  since the b eg i nn in g of our program. Each year they 
c al cu late what the comme r ci a l insurance prem i um  would be for 
each of our members, including the individual experi en ce  m o d i­
fication for each member. Our Board of Directors then d e t e r­
mines  what discount, if any, will be allowed to the p a r t i c­
ipants for that year. Discounts in our progr am  have been: 
1980-0, 1981-10%, 1982-15%, 1983-15%.

We have an active safety pro gr a m for our members which is 
paid for as a coat of our se lf -insura nc e program. Claims are 
administered on a pr ofessio na l basis for us by Scott W etzel  
Services. After paying expenses and claims (including reserves 
for claims not yet paid), we have finished each year with a 
su bs tantial surplus which is held in trust for our members.
This money is retained in the program for a few years in 
order to make sure we have an adequate reserve on hand, but 
these savings will be paid back to our members. The ultimate 
b e n e fi c ia r ie s of our prog ra m  are the electric consumers.

We must have a legislative resolution of our uncertain status 
this year. We began this session by seeking leg islation to 
specific al ly  au thorize g r o u p  self-insurance. This proposal 
was v i go r ou s ly  opposed by portions of the insurance industry.
The Senate Labor and Commerc e Co mm it tee fashioned a compromis e
which was later introduced as HB 308.

Th e c o m p r o m i s e  b a s i c a l l y  p ro vi de s:

(1) We will give up our status as a self-insured gr o up  and 
become a reciprocal iosurer. This will require us to 
e st a bl is h and m a i nt a in  reserves of $1,125,000 and place 
us under regul at ion of the Division of Insurance.

(2) The reciprocal insurer statutes would be amended to make 
it possible for us to qu al ify as a reciprocal, and
reciprocals would be relieved of inappropriate cost
factors to which they are now subjected.

Section 1 exempts re ciprocals from participating in the assigned 
risk pool.. By its very nature a reciprocal is a mutual e n t e r­
prise which only serves its members. It is inappropriate 
that reciprocals should be forced to help provide insurance to 
the high risk busi ne s s es  in other industries.



House Labor and Commer ce  C o m m i t t e e  
A pr il  15, 1983 
Page  Three

Sections 2 and 4 deal only with r e ciproca ls  est ab li shed by 
m unicip al it ies, so I will make no co mment on them.

S ection 3 reduces the number of pa r ti c i p a n t s  required to 
estab lish a recip r oc a l from 25 ,o 2. This is e sp ecially  
important to us beca u se  there are only 14 ele ct ri c c o o p e r a­
tives in Alaska.

Sections 5 and 6 exempt a ss e ss ab l e re ci p ro c al s or ga ni ze d by 
m u ni c i p a l i t i e s  or pu bl ic  utilities from pa r ti c i p a t i o n  in the 
insurance compan y g u a r a n t e e  fund. The pu rp ose of the fund is 
to protect policy holders  agains t loss in case of financial 
failure by an ins urance company. The financial r es po n si b il i ty  
of an assessa bl e recip ro c al  is g u ar a n t e e d  by its participants.

The fund could only b e  called upon to pay the claims for such 
a reciprocal in the event of b a n k r u p t c y  of all of its 
particip ants. Section 5 ex em pt s these re ci procals from the 
ben efits"  of the fund, and Se ct io n 6 exempts them from the 

costs of the fund.

We  think this is a reaso na bl e compromise, and we give it our 
full support. Please give this bill a "do pass" re c om me n da t io n  
and help g^' it enacted.

The  only change we reco mmend is the c o rr e ct i on  of a printing 
error on page 2, line 15. Only the co mma should be underlined, 
not the word Alaska.

S i n c e r e l y ,

D a vi d H u t c h e n s  
E x e c u t i v e  Di re c t o r
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I n t r o d u c e d :  3 / 3 0 / 8 3
R e f e r r e d :  L a b o r  & C o m m e r c e

B Y  T H E  L A B O R  A N D
1 I N  T H E  H O U S E  C O M M E R C E  C O M M I T T E E

2 H O U S E  B I L L  NO. 308

3 IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

4 T H I R T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N

5 A  B I L L

6 F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to i n s u r a n c e . "

7 B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

8 * S e c t i o n  1. AS 2 1 . 3 9 . 1 5 5 ( a )  is a m e n d e d  to read:

9 (a) T h e  d i r e c t o r  m a y  r e q u i r e  c a r r i e r s ,  e x c e p t  a r e c i p r o c a l
</! G,/Pe>L*/>

10 i n s u r e r  f o r m e d  u n d e r  A S  21.75, as a c o n d i t i o n  of w r i t i n g  a lin e  of

11 i n s u r a n c e  d e a l i n g  w i t h  w o r k e r s '  c o m p e n s a t i o n ,  to p a r t i c i p a t e  i n  a n

12 a s s i g n e d  r i s k  p o o l  if t h e  d i r e c t o r  finds tha t  m a n d a t o r y  c a r r i e r  par-

13 t i c i p a t i o n  is in the p u b l i c  i n t e r e s t .

14 * Sec. 2. A S  2 1 . 7 5 . 0 5 0  is a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i jn to read:

15 (c) A  d o m e s t i c  r e c i p r o c a l  i n s u r e r  f o r m e d  u n d e r  t his c h a p t e r  b y

16 two o r  m o r e  m u n i c i p a l i t i e s  s h a l l  (1) c o m p l y  w i t h  (a) o f  this s e c t i o n

17 or pos t  a b o n d  fo r  an a m o u n t  e q u a l  to th e  c a p i t a l  t hat w o u l d  be re-

18 q u i r e d  of a d o m e s t i c  s t o c k  i n s u r e r  w r i t i n g  the s a m e  l ines of i n s u r a n c e

19 fo r  w h i c h  t h e r e c i p r o c a l  i n s u r e r  s ee k s  to be a u t h o r i z e d ,  a n d  (2)

20 m a i n t a i n  a s u r p l u s  of $ 2 5 0 , 0 0 0  o r  a s u r p l u s  s u f f i c i e n t  to o p e r a t e  t h e

21 r e c i p r o c a l  i n s u r e r  for one ye a r ,  w h i c h e v e r  is g r e a t e r .

22 * Sec. 3. A S  2 1 . 7 5 . 0 6 0 ( a )  is a m e n d e d  to read:

23 (a) T w o  [ T W E N T Y - F I V E ]  o r  m o r e  p e r s o n s  d o m i c i l e d  in t his s t a t e

24 m a y  o r g a n i z e  a d o m e s t i c  r e c i p r o c a l  i n s u r e r  a n d  m a k e  a p p l i c a t i o n  to the

25 d i r e c t o r  f o r  a c e r t i f i c a t e  o f  a u t h o r i t y  to t r a n s a c t  i n su r a n c e .

26 * Sec. 4. A S  2 1 . 7 5  is a m e n d e d  by a d d i n g  a n e w  s e c t i o n  to read:

27 Sec. 2 1 .7 5 . 3 4 0 .  D E F I N I T I O N S .  I n  t his c h a p t e r  " m u n i c i p a l i t y "

?3 m e a n s  a p o l i t i c a l  s u b d i v i s i o n  i n c o r p o r a t e d  u n d e r  the laws of t h e  s t a t e

29 that is a h o m e  rule o r  g e n e r a l  l a w  city, a h o m e  r u l e  o r  g e n e r a l  la w
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b o r o u g h ,  o r  a u n i f i e d  m u n i c i p a l i t y .

* Sec. 5. A S  2 1 . 8 0 . 1 8 0 ( 5 )  is a m e n d e d  to read:

(5) " i n s o l v e n t  i n s u r e r "  m e a n s  an  i n s u r e r

(A) a u t h o r i z e d  to t r a n s a c t  i n s u r a n c e  in thi s  state,

e x c e p t  an a s s e s s a b l e  r e c i p r o c a l  i n s u r e r  f o r m e d  b y  m u n i c i p a l i t i e s  

•o r -iwh -l-irg— the  M e d i c a l  I n d e m n i t y  C o r p o r a t i o n  of A l a s k a ^  

a n d  the H e a l t h  C a r e  P r o v i d e r s  J o i n t  U n d e r w r i t i n g  A s s o c i a t i o n  

e s t a b l i s h e d  u n d e r  A S  2 1 . 8 8 . 0 1 0  - 2 1 . 8 8 . 9 00 ,  e i t h e r  at the t ime 

the p o l i c y  w a s  i s s u e d  o r  w h e n  the i n s u r e d  e v e n t  o c c u r r e d ,  and

* Sec. 6. A S  2 1 . 8 0 . 1 8 0 ( 6 )  is a m e n d e d  to read:

(6) " m e m b e r  i n s u r e r "  m e a n s  a person, e x c e p t  an a s s e s s a b l e  

r e c i p r o c a l  i n s u r e r  form e d  by m u n i c i p a l i t i e s  or p u b l i c  u t i l i t i e s ,  the 

M e d i c a l  I n d e m n i t y  C o r p o r a t i o n  of A l a s k a ,  and the H e a l t h  Care P r o v i d e r s  

J o i n t  U n d e r w r i t i n g  A s s o c i a t i o n  e s t a b l i s h e d  u n d e r  AS 2 1 . 8 3 . 0 1 0  - 21.-

88.900, who

(B) d e t e r m i n e d  to be  i n s o l v e n t  b y  a c ourt of c o m p e t e n t

j u r i s d i c t i o n ;

(A) w r i t e s  any k i n d  o f  i n s u r a n c e to w h i c h  A S  21,. 80.- 

> 0 1 0  - 2 1 . 8 0 . 1 9 0  a p p l y  u n d e r  A S  2 1 .80.020 i n c l u d i n g  the e x c h a n g e  

^ o f  r e c i p r o c a l  o r  i n t e r - i n s u r a n c e  c o n t r a c t s ,  a n d

(B) is l i c e n s e d  to t r a n s a c t  i n s u r a n c e  in this state;

HB 308 - 2 -



H o n o r a b l e  W a l t  Furna ce , C h a i r m a n  
L a b o r  and  C o m me r ce  C o m m i t t e e  
Ho use of R e p r e s e n t a t i v e s  
P ou ch  V
Juneau, Alaska, 99811

Re: H o u s e  Bill 308

D e a r  R e p r e s e n t a t i v e  Furnace,

It has come to m y  att-ention that there .is some 
m i s u n d e r s t a n d i n g  c o n c e r n i n g  h o w  the w o r k e r s ' c o m p e n s a t i o n  
a s s i gn e d risk pool o p er a t e s  in this State, and 
p ar ti cu la r ly ,  h o w  '“he o p e r a t i o n  di ff e r s fr o m  the o p e r a t i o n  
of the a u to m o b i l e  a s s i g n e d  ri s k plan.

The a ut o mo b il e a s s i g n e d  risk pl an  operat es  as a m e c h a n i s m  
for a s s i g n i n g  , in rotation, to all ca r ri e rs  w r i t i n g  
au to m o b i l e  insurance, those risks w h i c h  cann ot o b t a i n  auto 
insurance  in the v o l u n t a r y  market. The c a r r i e r  that 
r ec e i v e s  the a s s i g n m e n t  charges and keeps the p r e m i u m  due 
in respe ct  of that p o l i c y  and pays the claims a r i s i n g  out of 
that policy. The carr i er  to w h i c h  that ri s k is a s s i g n e d  
lives w i t h  the fo r tu ne s  of the p a r t i c u l a r  risks  a s s i g n e d  to 
it.

On the other hand, the workers' c o m p e n s a t i o n  a s s i g n e d  ris k 
pool opera te s as a sep a ra t e i n s u r in g  f a c i l it y  that takes the 
p r e m i u m  from all r is ks u s i n g  the fac il i ty  and pays all 
claims ari s in g  out of those risks. The f a c i l i t y  is o p e r a t e d  
by the National C o u n c i l  on C o m p e n s a t i o n  Insur ance, an 
insurance i n d u s t r y  f u nd ed  and m a n a g e d  r a t i n g  and s t a t i s t i c a l  
bureau. T he day to day h a n d l i n g  of the a d m i n i s t r a t i v e  
functions-, such a s ' p o l i c y  issuance, c l a i m  h a n d l i n g ,  audit, 
collection, etc. is h a n d l e d  b y  some of the c a r r ie r s in this 
state on a c on tract basis. The carrie rs  d o i n g  that w o r k  
have solicited the ri g ht  to p r o v i d e  that s e rv i ce  at a fee.
No carrier is o b l i g a t e d  to se rv ice work er s' c o m p e n s a t i o n  
a s s ig ne d  risk policies.

At the end of the year, the net di f fe r e n c e  b'.tween cl ai ms  
and expense on the one ha nd  and p r e m i u m s  on. the other, pai d 
and re c e iv e d by the po o l are charge d or p a i d  p r o - r a t a  to all 
insurers w r i t i n g  worker s'  c o m p e n s a t i o n  in the State.

It can thus be seen that a r e c i p r o c a l  in su r er  s e e k i n g  to 
prov i de  its a d m i n i s t r a t i v e  fa c il i ti e s only to its m e m b e r s ,  
is not, by v i r tu e  of p a r t i c i p a t i n g  in the work er s' 
c om p ensatio n a s s i g ne d risk poo l o b l i g a t e d  to do m o r e  than 
pay its p ro-ra ta  share of the net  re sul ts in the pool.

It remains our firm p o s i t i o n  that the r e c i p r o c a l  i n s u r e r s  
w r i t i n g  workers' c o m p e n s a t i o n  s h ou ld  share in the n e t  cost



of the pool in the same w a y  as do all other ca rr i er s  doing 
b u s i n e s s  in this state.

T h a n k  y ou  f o r  the o p p o r t u n i t y  to clar if y  this point.
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Re: H B  308

D e a r  R e p r e s e n t a t i v e  F u r na ce :

Th is  l e t t e r  is s u b m i t t e d  on beh al f of the 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 .

T h e  b a s i c  j u s t i f i c a t i o n  f o r  r e g u l a t i o n  of th e 
i n s u r a n c e  i n d u s t r y  is to p r o t e c t  b u y e r s  of i n s u r a n c e  and 
i n j u r e d  p a r t i e s  a g a i n s t  the i n s o l v e n c y  or i n c o m p e t e n c y  of 
i n s u r e r s ,  and to a s s u r e  t ha t b e n e f i t s  will  be  t h er e w h e n  
t h e y  a r e  n e e d e d .  T h u s ,  c a p i t a l i z a t i o n  r e q u i r e m e n t s ,  
g u a r a n t y  a s s o c i a t i o n s  and  the li ke  are p r o v i d e d  as m e a n s  of 
p r o t e c t i n g  t h o s e  w h o  r e l y  on the insu ran ce , and a s s i g n e d  
r i s k  p o o l s  ar e  s et  up  to be s u r e  that the i n s u r a n c e  is 
a v a i l a b l e  to al l w h o  ne ed  it.

The c o s t s  of t h e s e  p r o t e c t i v e  m e a s u r e s  are u l t i­
m a t e l y  b or ne  by the i n s u r a n c e - b u y i n g  pu b l i c ,  as they  are 
p a s s e d  along by i n s u r e r s  as c o s t s  of d oi ng b u s i n e s s .

W h e n  it is s u g g e s t e d  that these s a f e t y  m e a s u r e s  
s h o u l d  not a p p l y  to c e r t a i n  i n s u r e r s ,  we ha ve  to ask, f irs t 
w h e t h e r  the i n s u r e d s  and c l a i m a n t s  d i r e c t l y  i n v o l v e d  are 
a d e q u a t e l y  p r o t e c t e d ;  an d  se c o n d ,  w h e t h e r  the b i l l  is fair 
to the o t h e r  c o m p a n i e s ,  and t h e i r  c us t o m e r s ,  w h o  p a y  for the 
g u a r a n t y  a s s o c i a t i o n ,  a s s i g n e d  ri s k pool, etc.

The a s s i g n e d  r is k p o o l  for w o r k e r s ’ c o m p e n s a t i o n  
d o e s  not r e q u i r e  that p a r t i c i p a t i n g  in su r e r s  take on i n d i­
vi d u a l  i n s u r e d s  as t h e i r  o w n  i n s u r e d s .  T h e r e  is a s e r v i c i n g  
c a r r i e r  for the pool, and the r e s i d u a l  cost of the p oo l (the 
a m o u n t  not p i c k e d  up in p r e m i u m  c h a r ge s)  is a s s e s s e d  to the
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o t h e r  in sur er s. I a m  n o t  s u r e  w h a t ,  if any, a s s e s s m e n t s  
h a v e  b e e n  m a d e  in r e c e n t  y e a r s ?  the d i r e c t o r  of i n s u r a n c e  
w o u l d  know. G i v e n  t h a t  r e c i p r o c a l s  are no t a s k e d  to take 
a s s i g n e d  ri s k i n s u r e d s  as m e m b e r s ,  o r eve n to s e r v i c e  them, 
we m u s t  ask w h a t  s o c i a l  p o l i c y  is b e i n g  s e r v e d  by e x e m p t i n g  
o n e  f o r m  of i n s u r e r  f r o m  th e c o n t i n g e n t  l i a b i l i t y  of the 
p o o l ' s  ex p en se .

Th e b i l l  a l s o  e x e m p t s  s o m e  r e c i p r o c a l s ,  t h o s e  w h o  
i s s u e  a s s e s s a b l e  p o l i c i e s ,  f r o m  the G u a r a n t y  A s s o c i a t i o n ,  
( S e c t i o n s  5 and 6). T o  the e x t e n t  th at  f i n a n c i a l  r e q u i r e­
m e n t s  are  l e s s e n e d  (as in S e c t i o n  2 of the b i ll , r e l a t i n g  to 
m u n i c i p a l  r e c i p r o c a l s ) ,  t h e y  s h o u l d  p r o b a b l y  n o t  be i n c l u d e d  
in th e G u a r a n t y  A s s o c i a t i o n ,  s i n c e  that w o u l d  u n f a i r l y  
b u r d e n  o t h e r  m e m b e r s  w h o  h a v e  h ad  to g u a r d  a g a i n s t  i n s o l­
v e n c y  by m e e t i n g  m o r e  s t r i n g e n t  c a p i t a l i z a t i o n  s t a n d a r d s .  
I r o n i c a l l y ,  by r e c o g n i z i n g  t h a t  a s s e s s a b l e  r e c i p r o c a l s  are 
s o m e w h a t  b e t t e r  a b l e  to s t a n d  on t h e i r  own t h a n  n o n - a s s e s s -  
a b l e  r e c i p r o c a l s ,  the b i l l  p u t s  o n l y  t hos e w h o  ar e m o r e  
l i k e l y  to ha v e s o l v e n c y  p r o b l e m s  on the ba cks  o f  the s o l v e n t  
i n s u r e r s .  P e r p h a p s  a s e p a r a t e  s o l v e n c y  m e c h a n i s m  for s e l f­
i n s u r e d s  and a n y  o t h e r s ,  li ke  the  p r o p o s e d  m u n i c i p a l  r e c i p­
r o c a l s ,  w h o  h a v e  l e s s e r  f i n a n c i a l  s t a n d a r d s  s h o u l d  be 
c o n s i d e r e d .

It m a y  be th a t the s p e c i a l  r e l a t i o n s h i p  of the 
L e g i s l a t u r e  t o  t h e  m u n i c i p a l i t i e s ,  a n d  t h e i r  u l t i m a t e  
g u a r a n t e e s  of s o l v e n c y  by t a x a t i o n  or state a p p r o p r i a t i o n ,  
m a k e s  it p o s s i b l e  to a l l o w  s o m e w h a t  l o w e r  f i n a n c i a l  r e q u i r e­
m e n t s  for m u n i c i p a l  r e c i p r o c a l s ,  as is do n e in th is  bill. 
W e  d o  not b e l i e v e  it is fa i r fo r t h e m  to be e x e m p t e d  as w e l l  
f r o m  c a r r y i n g  t h e  o t h e r  n o r m a l  b u r d e n s  of i n s u r a n c e  in this 
st a te , h o w e v e r ,  w h e r e  the r e s u l t  w o u l d  be to i n c r e a s e  the
b u r d e n  on ot her i n s u r e d s .  W e  a l s o  s u g g e s t  that, w h a t e v e r
a r g u m e n t s  e x i s t  to c r e a t e  s p e c i a l  e x c e p t i o n s  f o r  m u n i c i p a l i­
t i e s ,  t h e y  d o  n o t  a p p l y  to  c o m m e r c i a l  o r g a n i z a t i o n s ,
i n c l u d i n g  p u b l i c  u t i l i t i e s .  It is a li ttl e d i f f i c u l t  to see
w h e r e  the line is n e x t  to be d r a w n  - do c e r t i f i c a t e d  air 
c a r r i e r s  o c c u p y  the s a m e  k i n d  of f a v o r e d  p o s i t i o n ?

Th e  p o l i c i e s  b e h i n d  the i m p o s i t i o n  of t h e s e  b u r d e n s  
are  w e l l  t h o u g h t  out, and the m e c h a n i s m s  h a v e  g e n e r a l l y  
w o r k e d  well. A n y  e x c e p t i o n  to t h e m  sh o ul d s t a n d  on s t r o n g
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p o l i c y  g r o u n d s  arid be fair to o t h e r  insureds in this state, 
and we su gg es t  that Se ct i on s  1, 5 and 6 of this bill do not 
m e e t  those standards.

T h an k  you for the chanc e to com me n t on this bill.

MTT./pl
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T E S T I M O N Y  H O U S E  B I L L  308

T h e  A R E C A  i n s u r a n c e  p r o g r a m  w a s  f o r m e d  to i n s u r e  m e m b e r  R E A ' s  
fo r G e n e r a l  L i a b i l i t y ,  A u t o  L i a b i l i t y ,  W o r k e r ' s  C o m p e n s a t i o n  a n d  
a l s o  to  d e v e l o p  b r o a d e r  c o v e r a g e s  a nd  s t a b i l i z e  p r i c i n g  of  t h e i r  
i n s u r a n c e  c o v e r a g e s .

T h e  i n s u r a n c e  c o s t  is l i m i t e d  t o r e i n s u r a n c e  c o s t  p l u s  c l a i m s  
a n d  loss  p r e v e n t i o n  s e r v i c e s .  T h i s  e l i m i n a t e s  th e  R E A ' s  h a v i n g  
to p u r c h a s e  i n s u r a n c e  fr o m a c a r r i e r  at  c o s t  p l u s  i n s u r a n c e  
c o m p a n y  p ro fi t.

I n s u r a n c e  C o m p a n i e s  w i l l  l os e p r o f i t  an d  t h e r e f o r e  w i l l  be 
o p p o s e d  to f o r m a t i o n  o f  su c h R e c i p r o c a l  i n s u r a n c e  c o m p a n i e s .

S i n c e  th e r e c i p r o c a l  i n s u r e r s  w i l l  b e n o n  p r o f i t  s u c h  c s A R E C A ,  
the s a v i n g s  w i l l  u l t i m a t e l y  b e  p a s s e d  o n to c o n s u m e r s  in the 
f o r m  o f  l o w e r  a n d  o r  m o r e  s t a b l e  u t i l i t y  rates.

W h i l e  w e  s y m p a t h i z e  w i t h  t h e i n s u r a n c e  c a r r i e r  f o r l os s of 
p r o f i t  w e  feel th e  p u b l i c  i n t e r e s t  is b e s t  s e r v e d  b y  a l l o w i n g  
p u b l i c  u t i l i t i e s  to f o r m  a R e c i p r o c a l  i n s u r a n c e  c o m p a n y

B y  p a r t i c i p a t i o n  in t he  A s s i g n e d  R i s k  Pool, a s m a l l  r e c i p r o c a l  
su c h as A R E C A  w o u l d  b e  r e d u c i n g  t h e i r  s u r p l u s  w i t h  no  g r e a t  
b e n e f i t  to the  p r o f i t  s t r u c t u r e  of  s t a n d a r d  c a r r i e r ' s .
It w o u l d  a p p e a r ,  t h e r e f o r e ,  to be an i n s i g n i f i c a n t  and  m i n i m a l  
b e n e f i t  for  th e l a r g e  p a r t i c i p a t i n g  c a r r i e r  b u t  at th e  sa me  t im e 
a s i g n i f i c a n t  a n d  u n n e c e s s a r y  e x p o s u r e  to the r e c i p r o c a l  
in s ur or . W e  m u s t  r e m e m b e r ,  ag ai n,  t ha t in the  c a s e  of A R E C A  
w h i c h  is c o m p r i s e d  of o n l y  13 n o n - p r o f i t  RE A' s,  th e p a s s a g e  of 
H o u s e  B i l l  308 in its p r e s e n t  f o r m  w i l l  p r o v i d e  c o s t  s a v i n g s  to 
a p p r o x i m a t e l y  10 0 , 0 0 0  c o n s u m e r s .

Y o u  m a y  h e a r  t e s t i m o n y  f r o m  i n s u r a n c e  c o m p a n i e s  w h o  w a n t  this 
b i l l  c h a n g e d  to r e q u i r e  p a r t i c i p a t i o n  in the w o r k m e n s  
c o m p e n s a t i o n  a s s i g n e d  r i s k  po ol. I s u b m i t  to the  c o m m i t t e e  t h a t  
t h e i r  r e a s o n i n g  is s t r i c t l y  f r o m  a s e l f i s h  n a t u r e ,  a n d  so me  t h a t  
c o m e  to m i n d  ar e  as fo llo ws :

I n s u r a n c e  c o m p a n i e s  w o u l d  lose  p r o f i t s  b e c a u s e  the  r e c i p r o c a l  
i n s u r o r  w o u l d  w r i t e  b u s i n e s s  at  c o s t  an d  i n s u r a n c e  c o m p a n i e s  
w o u l d  no t h a v e  a c h a n c e  to w r i t e  t h e t s  v a r i o u s  a c c o u n t s  in the 
o p e n  m a r k e t .

Insurance Surely Hands Consultants
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T o  s y n o p s i s ,  I n s u r a n c e  c o m p a n i e s  w i l l  s t a t e  t h a t  t h e y  b e l i e v e  
r e c i p r o c a l  i n s u r o r s  s h o u l d  p a r t i c i p a t e  in the  A s s i g n e d  R i s k  Poo], 
to p r i m a r i l y  a l l o w  for  r e d u c t i o n  of  t h e i r  c o n t r i b u t i o n  for 
p a y m e n t  o f  losses.

T h i s  is t o t a l l y  w i t h o u t  m e r i t ,  a n d  w e  s u b m i t  the f o l l o w i n g  f ac ts 
in a r g u m e n t :

(A) T h e  r e c i p r o c a l  i n s u r o r  p e r c e n t a g e  w o u l d  be so small, 
t h e r e  w o u l d  be  no  s i g n i f i c a n t  b e n e f i t  for t h e i r  
p a r t i c i p a t i o n .

(B) T h e  s t a t e m e n t  is m e a n t  to c r e a t e  d o u b t  a n d  u n c e r t a i n t y  
as to a c o n t i n g e n t  l i a b i l i t y  o f  the p o t e n t i a l  
r e c i p r o c a l  m e m b e r  so t h a t  the r e c i p r o c a l  w i l l  n o t  
b e c o m e  a r e a li ty .

(C) T h e  e n d  r e s u l t  o f a r e c i p r o c a l  no t  b e i n g  f o r m e d  w o u l d  
p l a c e  e a c i  m e m b e r  b a c k  i n t o  the o p e n  m a r k e t ,  thus  the 
i n s u r a n c e  c o m p a n i e s  w o u l d  be a b l e  to w r i t e  b u s i n e s s  at 
a p r o f i t .  T h i s  is t h e i r  u l t i m a t e  goal.

I u r g e  p a s s a g e  of  the b i l l  in its c u r r e n t  form.

R e s p e c t f u l l y  S u b m i t t e d ,

Vvayne vv. u r o w n , jr.
C h i e f  O p e r a t i n g  O f f i c e r
C o r r o o n  & B l a c k / D a w s o n  & C o . , Inc.

W B / c m p
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Th e  H o n o r a b l e  W a l t  F u r n e s s ,  R e p r e s e n t a t i v e  

C h a i r  H o u se

L a b o r  and C o m m e r c e  C o m m i t t e e  

A l a s k a  S t a t e  S e n a t e  

P o u c h  Y

J u n e a u ,  A l a s k a  99811

Re: HB # 3 0 8  A n  A c t  r e l a t i n g  to i n surance.

D e a r  Hr. F u r n e s s :

T h i s  m e a s u r e  in its c u r r e n t  form is v e r y  m u c h  o p p o s e d  by us. O n  the 

o t h e r  hand, the a reas of our  s e r i o u s  c o n c e r n  ca n  be e a s i l y  r e m edied 

by some a m e n d m e n t s ,  in w h i c h  c a s e  the g e n e r a l  thrust of the bill

w o u l d  be a c c e p t a b l e .  We, t h erefore, u r g e  the C o m m i t t e e  to adopt the

r e c o m m e n d e d  a m e n d m e n t s  if it inte nd s  to p r o c e e d  w i t h  this 

leg is l a t i o n .

B A C K G R O U N D

F o r  reasons, some of w h i c h  m a y  be valid, the m u n i c i p a l  league, or at 

least s e v e r a l  m u n i c i p a l i t i e s ,  h a v e  felt it d e s i r a b l e  to have 

s t a t u t o r y  a u t h o r i t y  to e s t a b l i s h  a m e a n s  of e x c h a n g i n g  i n s u r a n c e

c o n t r a c t s  a m o n g  t h e m s e l v e s  as an a l t e r n a t i v e  to p u r c h a s i n g  i n s u r a n c e  

f r o m  c o m m e r c i a l  i n s u r a n c e  markets. At an :arly stage in the 

l e g i s l a t i v e  p r o c e s s  w h e n  the m u nicipa. i t y 's i n te r e s t  in e s t a b l i s h i n g  

t h e i r  own i n s u r a n c e  p r o g r a m  first b e c a m e  k n o w n  to us, we s u g ge s t e d  

u s i n g  the r e c i p r o c a l  i n s u r e r  a u t h o r i t y  a l r e a d y  g r a n te d  in the 

I n s u r a n c e  Code. The y  h a v e  a c c e p t e d  this r e c o m m e n d a t i o n  and H o u s e  

Bi l l  308 is the result. U n f o r t u n a t e l y  in the d r afting, several 

s p e c i f i c  e x c e p t i o n s  fr o m  a p p r o p r i a t e  o b l i g a t i o n s  i m p o se d  on i n surers 

w e r e  ca r v e d  out for the m u n i c i p a l  r e c i p r o c a l s ,  and we b e l i e v e  such

is w h o l l y  i n a p p r o pr i a t e .

It is the p u r p o s e  of t his l e t t e r  to i n d i c a t e  t h e s e  a re a s  and to 

p o i n t  out the r e s p o n s i b i l i t i e s  that e v e r y  o t h e r  i n s u r e r  c u r r e n t l y  

ha s  and o ught to hav e  in c o n n e c t i o n  w i t h  s u s t a i n i n g  the workers' 

c o m p e n s a t i o n  s y s t e m  in thi s  State w h i c h  e v e n  a m u n i c i p a l  r e c i p r o c a l  

s h o u l d  be r e q u i r e d  to support.

A S S I G N E D  R I S K  PO O L

[ A S 2 1 . 3 9 . 1 5 5  (a) - HB 3 0 8  P age 1, Line 9 -10]
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T h e  p r o p o s e d  a m e n d m e n t  w o u l d  e x e m p t  all r e c i p r o c a l s  f r o m  h a v i n g  to 

p a r t i c i p a t e  in the c o n t r i b u t i o n s  to the a s s i g n e d  r i s k  pool.

C u r r e n t l y ,  all c o m m e r c i a l  i n s u r e r s  w r i t i n g  w o r kers' c o m p e n s a t i o n  in 

the State of A l a s k a  ar e  r e q u i r e d  to p a y  an a s s e s s m e n t  to s u p p o r t  the 

a s s i g n e d  r i s k  pool. Th e  a m o u n t  of the a s s e s s m e n t  is a p r o - r a t a  

c h a r g e  n e c e s s a r y  to c o v e r  the ex te n t  to w h i c h  lo s s e s  and e x p e n s e s  

e x c e e d  the p r e m i u m  c o l l e c t e d  in the pool. A s s e s s m e n t  b a s e d  o n  

w o r k e r s '  c o m p e n s a t i o n  w r i t i n g s  b y  w o r kers' c o m p e n s a t i o n  c a r r i e r s  is 

a l o g i c a l  w a y  to support the pool s i n c e  it s p r e a d s  the cost fo r 

s u p p o r t i n g  the u n d e s i r a b l e  risks a m o n g  all o t h e r  e m p l o y e r s  in the 

S t a t e.  C u r r e n t l y ,  any e m p l o y e r  i n s u r e d  in a c o m m e r c i a l  insurer, 

i n c l u d i n g  all m u n i c i p a l i t i e s  w h i c h  a r e  i n s u r e d by c o m m e r c i a l

i nsurers, are p a y i n g  i n d i r e c t l y  the a s s e s s m e n t  to s u p p o r t  the 

a s s i g n e d  r i s k  p o o l .

To the e x t e n t  tha t  a g r o u p  of e m p l o y e r s  are e x e m p t e d  f r o m  h a v i n g  to 

p a y  their p r o - r a t a  share, the b u r d e n  falls on a s m a l l e r  p o p u l a t i o n  

w h o  mus t  t h e n  p a y  a h i g h e r  a s s e s s me n t .  In effect, by e x e m p t i n g  the 

m u n i c i p a l  r e c i p r o c a l  f r o m  h a v i n g  to p a y the a s s i g n e d  r i s k  pool, all 

o t h e r  e m p l o y e r s  are g o i n g  to h a v e  to pay a s l i g h t l y  h i g h e r  

a s s e s s m e n t .

We find it t o t a l l y  i n e q u i t a b l e  and w i t h o u t  j u s t i f i c a t i o n  that the 

m u n i c i p a l i t i e s  as e m p l o y e r s  be r e l i e v e d  of any o b l i g a t i o n  w h i c h  any 

o t h e r  e m p l o y e r  is o b l i g a t e d  to pay as part of the cost of h i r i n g  

e m p l o y e e s  in this State.

F u r t h e r m o r e ,  b e c a u s e  of the w a y  the p r o v i s i o n  wa s  d ra f t e d ,  all 

r e c i p r o c a l s  are e x c l u d e d.  As d r afted, this m e a n s  that the T i m b e r  

I n s u r a n c e  E x c h a n g e ,  w h i c h  is a p r i v a t e  c o m m e r c i a l  r e c i p r o c a l  i n s u r e r  

o w n e d  and o p e r a t e d  by the loggers, w o u l d  a lso be e x e m p t e d  f r o m

s u p p o r t i n g  the a s s i g n e d  r i s k  pool. I b e l i e v e  this was  n o t  i n t e n d e d

b u t  is the re s u l t  of :an e r r o r  in d r a fting.

R E C O M M E N D A T I O N

S e c t i o n  1 o f  the p r o p o s e d  bill be s t r i c k e n  in its e n t i r e t y .

A L L O W A B L E  F U N D I N G

[ S e c t i o n  2 A S 2 1 . 7 5 . 0 5 0  (c) - HB *>308 P a g e  1, Lin e  15 - 21]

T h i s  p r o v i s i o n  a l l o w s  o n l y  those r e c i p r o c a l s  w h i c h  are fo rm e d  by two 

or m o r e  m u n c i p a l i t i e s  to post a bon d in lieu of o t h e r w i s e  a d m i s s i b l e  

a s s e t s  to c a p i t a l i z e  the r e ci p r o c a l  insurer. F r a n kl y ,  wr. b e l i e v e  

t ha t  pl ac e s  the m u n i c i p a l i t i e s  in the p o s i t i o n  of e s t a b l i s h i n g  an 

i n s u r a n c e  c o m p a n y  with little or non e  of the c a p i t a l  r e q u i r e m e n t s  

i m p o s e d  u p o n  any o t h e r  c o m m e r c i a l  i n s u r e r  and is to tl at d e g r e e  

i n e q u i t a b l e .  On the o t h e r  hand, we r ec o g n i z e  that m u n i c i p a l i t i e s
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h a v e  a c e r t a i n  f i n a n c i a l  c a p a b i l i t y  b e c a u s e  of t h e i r  ta x i n g

a u t h o r i t y  w h i c h  o t h e r  c o m m e r c i a l  e m p l o y e r s  do n o t  have, and

t herefore, t h o u g h  we w o u l d  p r e f e r  not to see the s t a t u t e s  d r a f t ed

w i t h  a u t h o r i t y  to p o s t  a b o n d  in lieu of cash, w i l l  n o t  o b j e c t  to

the b i l l  on that g r o u n d  alone.

O n  the o t h e r  hand, t h e r e  ar e two a m e n d m e n t s  that n ee d  to b e  m a d e  to 

this s e c t i o n  in o r d e r  to limit the a u t h o r i t y  to the specific

c o n c e s s i o n s  i n t e n d e d  by th<_ l eg i s lature:

A. Arg u a bl y ,  a r e c i p r o c a l  c ou l d  b e  for m e d  by tw o  or m o r e

m u n i c i p a l i t i e s  and t h e n  insure n o n - m u n i c i p a l i t i e s  as part of 

t heir b u s i n e s s  o p e r a t i o n s .  Such o u g h t  not to b e  p e r m i tt e d ,  

thus, I w o u l d  u r g e  the f o l l o w i n g  r e c o m m e n d e d  a m en d m e n t ;  and

B. The b o n d  s h o u l d  be p e r m i t t e d  o nly for the i n i t ia l  c a p i t a l  and 

not foi any of its r e s e r v e s  o r  surplus.

To m e e t  these p o i n t s ,  I w o u l d  urg e  the f o l l o w i n g  c h a n g e  in language:

"A d o m e s t i c  r e c i p r o c a l  i n s u r e r  fo rm e d  u n d e r  this c h a p t e r  by 

and i n s u r i n g  o n l y , two or m o r e  m u n i c i p a l i t i e s  shall (1) 

c o m p l y  w i t h  (a) of this s e c t i o n  or p ost a b o n d  for an 

amount e q u al  to the capi t a l that w o u l d  b e  r e q u i r e d  of a 

d o m e s t i c  s t o c k i n s u r e r  w r i t i n g  the same lines of in s u r a n c e  

for w h i c h  the r e c i p r o c a l  i n s u r e r  s eeks to be au t h o r iz e d ,  

and (2) m a i n t a i n  a surplus in a d m i t t e d  a s s e t s  of $ 2 5 0 , 0 0 0

or a s u r p l u s  s u ff i c i e n t  to o p e r a t e  the r e c i p r o c a l  i n s u r er

for one year, w h i c h e v e r  is g r e a t e r . "  (E m p h as i s  o n  l a n g ua g e  

to be a d d e d . ]

E X E M P T I O N  OF P U B L I C  U T I L I T I E S  FRO M  G U A R A N T E E  A S S O C I A T I O N .

[Section 5 A S 2 1 . 8 0 . 1 8 0  (5) - Page 2, L i n e  6 and S e c t i o n  6

A S 2 1 . 8 0 . 1 8 0  (6) - Pag e  2, L ine 14.]

Th e s e  s e c t i o n s  d eal w i t h  the G u a r a n t e e  A s s o c i a t i o n ,  w h i c h  is a 

fa c ility e s t a b l i s h e d  by A l a s k a n  law to p r o t e c t  w o r k e r s  w h o s e  

e m p l o y e r  has a c q u i r e d  workers' c o m p e n s a t i o n  i n s u r a n c e  fr o m  an 

i n s u r a n c e  f a c i l i t y  w h i c h  u l t i m a t e l y  b e c o m e s  i n s o l v e n t . The 

p r o t e c t i o n  is p r o v i d e d  t h r o u g h  the G u a r a n t e e  A s s o c i a t i o n ' s  a b i l i t y  

to as s es s  all o t h e r  wo r k e r s '  c o m p e n s a t i o n  i n s u r e r s  d o i n g  b u s i n e s s  in 

the S tate p r o - r a t a  to t h e i r  workers' c o m p e n s a t i o n  i n s u r a n c e  w r i t i n g s  

to p r o v i d e  the funds n e c e s s a r y  to pay the c la i m s  of the i nsolvent 

insurer.

T h e  are two se c t i o n s  in tha t law r e f e r r e d  to in the b i l l  define:

A. W h i c h  in s urers are p r o t e c t e d  by the I n s o l v e n c y  Fund and,

B. W h i c h  i n s u r e r s  m u s t  c o n t r i b u t e  to the a s s e s s m e n t  in the event 

a n o t h e r  i n s u r e r  b e c o m e s  insolvent.
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W e  p o i n t e d  o u t  to the S e n a t e  L a b o r  and C o m m e r c e  C o m m i t t e e  that

e i t h e r  the m u n i c i p a l  i n s u r e r  m u s t  be i n c l u d e d  b o t h  as a c o n t r i b u t o r  

to t h e  a s s e s s m e n t  and be p r o t e c t e d  by the G u a r a n t e e  A s s o c i a t i o n  o r  

e x c l u d e d  f r o m  b o t h  of those. Th e  L a b o r  and C o m m e r c e  C o m m i t t e e  

a g r e e d  and e l e c t e d  to e x c l u d e  the m u n i c i p a l i t y  f r o m  b o t h  the

a s s e s s a b i l i t y  and c o v e r a g e  p r o v i s i o n s  of the G u a r a n t e e  A s s o c i a t i o n .  

W e  s u p p o r t  t h e i r  c h o i c e  in this regard, h o w e v e r ,  in c r e a t i n g  the 

e x c l u s i o n  f r o m  the a p p l i c a t i o n  of the G u a r a n t e e  A s s o c i a t i o n  for 

r e c i p r o c a l s  f o r m e d  by m u n i c i p a l i t i e s  t h e y  a d d ed  r e c i p r o c a l s  for m e d  

by p u b l i c  u t i l i t i e s .

We  a b s o l u t e l y  o p p o s e  the e x c l u s i o n  of a r e c i p r o c a l  f o r m e d  b y  a n y  

c o m m e r c i a l  e n t e r p r i s e  f r o m  the o b l i g a t i o n  i m p o s e d  u p o n  any o t h e r  

c o m m e r c i a l  i n s u r e r  d o i n g  b u s i n e s s  in the State,, T h e r e  is no  r e a s o n  

wh y  a b u s i n e s s  w h i c h  is o p e r a t i n g  in this S t a t e  o w n e d  by

s t o c k h o l d e r s  w h o  h a v e  formed a c o m p a n y  fo r  p r o f i t ,  s h o u l d  be 

e x c l u d e d  from s h a r i n g  in the o b l i g a t i o n s  that all o t h e r  c o r p o r a t i o n s  

f o r m e d  for p r o f i t  are o b l i g a t e d  to s u p port. A l l  the i n s u r e d

e m p l o y e r s  of a n y  o t h e r  c o m m e r c i a l  i n s u r e r  i n d i r e c t l y  c o n t r i b u t e  to 

the G u a r a n t e e  A s s o c i a t i o n  a s s e s s m e n t  b y  v i r t u e  of that cost b e i n g  

l o a d e d  into t h e i r  p r e m i um .  It c r e a t e s  a l ack of c o m p e t i t i v e  p a r i t y  

w h e n  a r e c i p r o c a l  c a n  be formed by a s p e c i a l l y  d e f i n e d  g r o u p  and be  

e x c l u d e d  from h a v i n g  to share in that cost..

R E C O M M E N D A T I O N

We w o u l d  p r o p o s e  tha t  the l a n g u a g e  "or p u b l i c  u t i l i t e s "  b e  s t r i c k e n  

fr o m  b o t h  line 6 and  line 14 of pag e  2 of the bill.

As a furt h e r  m a t t e r  of clarity, on line 5 and line 14 the l a n gu a g e  

s h o u l d  be m o d i f i e d  so that it r e a d s  as follows:

" R e c i p r o c a l  i n s u e r  f o r m e d  by and i n s u r i n g  o n l y  m u n i c i p a l i t i e s . "

We  w o u l d  a p p r e c i a t e  y o u r  f a v o r a b l e  c o n s i d e r a t i o n  of these 

r e c o m m e n d a t i o n s .

R B / k r l



S t a t e  o f  A l a s k a

W A LT  F U R N A C E .C H A IR M A N  
R IC K  U E H L IN G .  V IC E  C H A IR M A N  

J O H N  C O W D E R Y  
N I IL O  E .  K O P O N E N  

H U G H  M A L O N E  
JO H N  R IN G S T A D  

R O N  W E N  DTE

H o u s e  L a b o r  

A p r i l  5, 1983

To: R e p r e s e n t a t i v e  W a l t  Furnace, C h a ir m an

H o u s e  L a b o r  and C o m m e rc e  Co mm i tt e e

From: J e f f e r s o n  B. B ar r y

P r o f e s s i o n a l  A i d e

Re: H o u s e  Bi l l 308

I n t r o d u c t o r v  A n a l y s i s

H B 30 8  is the same bil l as CSSB66(L &C ).  SB66 was 

i n tr o d u c e d  by the G o v e r n o r  and m o d i f i e d  by the Senate L a b o r  

and C o m m er c e C o m m i t t e e  after p ublic h e a r i n g s  and testimony. 

The bi l l is an a t t e mp t  to a l l o w  m u n i c i p a l i t i e s  and sma ll er  

e m p l oy e rs  to g r o up  t o g e t he r for the p u r p o s e  of w o r k e r s  

c o m p e n s a t i o n  and take ad v an t ag e of the con ce pt  of 

" s e l f - i n s ur an c e" .  At the same time HB 3 08  is d e s i gn e d to 

p ro t e ct  the w o r k e r s  and the p u bl ic  fr o m  any p o t e n t i a l  

p r o b l e m s  of i n a d e q u a t e  rese rves or i mp ro p e r  m a n a g e m e n t  by 

the groups u t i l i z i n g  this approach to p r o v i d i n g  w o r k e r s  

co mpensation. The p r e s e n t  law allows for la rg er  e m p l o y e r  to 

b ec om e  s e l f - i n s u r e d  for the p u r po s e of w o r k e r s  c o m p e n s a t i o n  

if they meet the c r i t e r i a  e s t ab li s he d  by the W o r k e r s  

C o m p e n s a t i o n  Board. S m a l l er  e mp l oy er s or a large e m p l o y e r  

and a n u m b e r  of s m a l l e r  emplo yers cannot b a nd  t o g e th e r and 

b ec o me  "group s e l f - i n s u r e d "  un d er  the current law.

The concept of g r o u p  s el f - i n s u r a n c e  sounds good, but 

there are p r o b l e m s  w i t h  it in practice. First, there is the

P O U C H  V 
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a n d  C o m m e r c e  C o m m i t t e e



v e r y  real  p o t e n t i a l  th at  one m a j o r  ac ci d en t  c ou ld b a n k r u p t  a 

n u m b e r  of c o m p a n ie s  an d  that, even then, there w o u l d  be 

i na d eq u a t e  r e s o u r c e s  to settle the claims of the i n j ur e d 

w o r k e r ( s )  a n d/ o r t he ir nex t of kin. Second, in in du s tr i es  

like co nstructi on , w h i c h  are h i g h l y  c o m p e t i t i v e  and r e q u i r e  

b i d d i n g  ag ainst one another, if the group e x c l u d e d  an v  one 

i nd i vi du a l c o m p an y  the re is the p o t e n t i a l  c l a i m  of r e s t r a i n t  

of t r a d e  and price fixing. The group co ul d u s e  the w o r k e r s  

c o m p e n s a t i o n  coverag e as l ev er ag e against  m e m b e r  co m pa n ie s 

for p u r p o s e s  not r e l a t e d  to the in s u ra nc e  or ev e n  legal. 

Third, insurance co m pa n ie s  obje ct  that group s e l f - i n s u r a n c e  

allo w s indiv id ua l c o m p an i es  to op e n  an in s u ra n ce  com p an y  

w i t h o u t  b e i n g  subject to any of the re gu la ti o ns ,  reportin g,  

m a i n t e n a n c e  of p r o p e r  re se rv e s and excess insurance.

There is some m e r i t  in each of these arguments. The 

p u r p o s e  of w o r k e r s  c o m p e n s a t i o n  is to p r o v id e  abs o lu t e 

i m m u n i t y  to the e m p l o y e r  f r o m  a civil suit for n e g l i g e n c e  by 

p r o v i d i n g  c o m p e n s a t i o n  (without r e q u i r i n g  p r o o f  of 

n eglige nc e)  to an e m p l oy e e i n ju re d  on the job. HB308  

a t t e m p t s  to b a l a n c e  the n ee ds  of the v a r i ou s  i n t e r e s t e d  

p a r t i e s  and a l l o w  m u n i c i p a l i t i e s  and sm al ler e m p l o ye rs  to 

take a dv a nt ag e of cost savings w i t h o u t  d i s r u p t i n g  the 

f r a m e w o r k  of the w o r k e r s  c o m p e n s a t i o n  system.

The m a j o r  p r o v i s i o n  of HB308 is found in the c ha n ge  in 

S e c t i o n  3 w h e r e  the n u m b e r  of parsons r e q u i r e d  to f o r m  a 

r ec i pr o c a l  in surance  c o m pa n y be comes 2 in st ea d of 25. The 

e f f e c t  is to a l l o w  s m al l er  e m pl oy e rs  to ba n d  t o g e t h e r  and 

fo rm  their own i ns u rn a ce  company for the p u r p o s e  of w o r k e r s  

compensation. The p r o t e c t i o n  to the public, w o r k er s,  and 

i ns u ra nc e  in du s tr y is that they mu st  become, in fact, a b o n a  

fide insura nc e c o m p a ny  su bject to the same laws, rules, and 

r e gu l at i on s  that all othe r in sura nc e companies m us t  follow. 

This address the three objec t io n s cited above and w o u l d  also 

p r o v i d e  for the r e p o r t i n g  of ac cidents to n a t i o n a l  r a ti ng  

ag e nc i es  so that p r o p e r  statist ic s wo ul d  be kept.
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In add it io n, th e re  is a trade off in S e c t i o n  1 in that 

these r e c i p r o c a l s  w o u l d  be e x em p t f r o m  p a r t i c i p a t i n g  in the 

a s s i g n e d  ris k pool. This is a co mp romise. The in su ra nce 

c om p an ie s feel that si nce these p e rs o ns  are in c o m p e t i t i o n  

w i t h  them as an i n s u ra n ce  c o m p a n y  they sho ul d take some of 

the hi g h risk or bad e x p e r i e n c e  companies. On the o th er  

hand, the c om p an ie s fe e l that they are not in the b u s i n es s  

to m a k e  a p r o f i t  and do not h o l d  t he m se l v e s  out to the 

general public. Th e y b e li e ve  that they are on ly  t r y i ng  to 

cut the cost of  w o r k e r s  c o m p e n s a t i o n  and can b e s t  a c c o m p l i s h  

their goals b y  p r o v i d i n g  their own safe ty p r o g r a m s  and 

a d m i n i s t e r i n g  their o w n  claims.

The se ct i on s  of HB308 w h i c h  deal w i t h  m u n i c i p a l i t i e s  

r ec o gn iz e  the c o n s t i t u t i o n a l  p r o v i s i o n s  a l l o w i n g  for 

c oo p er a t i o n  b e t w e e n  local  g o ve rnments.  It is also felt 

that, w h il e  th e y  are r e q u i r e d  to co mp ly  w i t h  the pr ov i s i o n s  

of b ei ng  a r e c i p r o c a l  insurer, they can be s t  m e e t  their 

pu bl i c r e s p o n s i b i l i t i e s  by p o s t i n g  a b o n d  r a t h e r  that the 

r e q u ir e d r e s e r v e s  a p p l i c a b l e  to the p r i v a t e  sector.

Finally, p a s s a g e  of HB308  w o u l d  solve a court case that 

is in l i t i g a t i o n  ov er  the i ssua nc e of a g ro up  s e l f - i n s u r a n c e  

c er t if i ca te  by  the W o r k e r ' s  C o m p e n s a t i o n  Board. W h e n  it was 

p o i nt ed  out to the B o a r d  that the re w a s  no  a u t h o r i t y  at law 

for them to issue a g r ou p  s e l f - i n s u r a n c e  certifi ca te , they 

c a ncel le d the one th ey  had issued. The grou p has c o ntinue d 

to oper a te  as a group s el f -insu re d and the m a t t e r  is n o w  in 

court. HB308 wo ul d  solve the u n d e r l y i n g  p r o b l e m  and give 

all partie s an a c ce p ta b le  solution. T he re  w o u l d  be no group 

s e l f -i n su re d  and the current group w o u l d  i m m e d i a t e l y  quali fv  

(there has n e v e r  be en  a qu es tion about, or p r o b l e m  with, the 

p e rf o r m a n c e  of the p a r t i c u l a r  g r o u p - o n l y  the i ssuance  of the 

cer tificate) as a r e c i p r o c a l  in su re r so they could con t i nu e 

to p r o v id e  the service.
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