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This proposal upgrades the Unauthorised (nonadmitted) Insurers Act and
the Surplus Lines Insurance Act to comport with the recently adopited
models of the National Association of |Insurance Commissioners(NAIC).
Currently, these two acts* along with a third, the Unauthorized Insurers
Service of Process Act appear 1in AS 21.33.

This proposal continues the Unauthorized (nonadmitted) Insurers Act and
the Unauthorized Insurers Service of Process Act in AS 21.33. Access to
that market 1is more clearly stated. Most of the changes in AS 21.33 are
not substantive. However the Surplus Linas Insurance Act has been removed
from AS 21.33 and placed in a new chapter. AS 21.34. This chapter makes
some substantial revisions with respect to hou a surplus lines business
can be conducted 1in thisi state. It will give the regulator a clearer
ability to deal with the competence of the licensee and provide more
meaningful protection for the public through!

-clarification of the duties and responsibilities of the licenseei!
-higher financial requirements for the nonadmitted 1insurer;

-permission to form a surplus lines association with an active role 1in
regulating the market; and.

-allowing admitted markets to compete with the nonadmitted markets.

Section 1. Page 1. lines 8-17.

Current law provides that when the state examines an 1insurance company,
the 1insurance company payB for that examination. A surplus lines broker
is also subject to examination but does not pay for that examination. The
position of the surplus lines broker 1is 1in many respects Bimilar to an
insurer, particularly when the broker has utilized an insurer that is not
able to meet 1its obligations. This section provides that the surplus
lines broker must also meet the cost of 1its examination.

Section 2. Page 1. lines 18-29 & page 2. lines 1-7.
The change here 1iB on page 1, lines 24-25. This section ties 1in with
Section 1. It lists those entities subject to examination without charge.

Section 3. Page 2. lines 8-29 & page 3. lines 1-3.

This rewrite of the purpose section does not contain substantive changes.
It is formatted in a more readable form and the application of the
chapter to surplus lines brokers has been deleted.

Section 4. Page 3. lines 4-24.

The changes in this section are editorial. The phrase "doing an 1insurance
business™ haB been changed to "transaction of 1insurance”™, and gender
oriented references have been changed.

Section 5. Page 3. lines 25-29 & pag:e 4. lines 1-13.
This section contains more of the seme changes noted 1in Section 4. No
substantive change.



Section 6. Page 4* lines 14-29 & page 5, lines 1-6.
The changes in this section are similar to those 1in Section 4. No
substantive changes.

Section 7. Page 5» lines 9-29 & page 6. lines 1-4.
The difference here is found on page 6. lines 2-4. It is primarily a
clarification. No substantive change.

Section 8. Page Ei» lines 5-13.
Changes similar 1:0 those 1in Section 4.

Section 9. Page 6. lines 14-26.

The sole change 1in this section is the insertion of the word
"nonadmitted™ on line 16. This has been done in severail of the earlier
sections uithout comment. It is a clarification, and ond that 1is defined
in the definition Bection on page 12. lines 15-18. Previously the words
"insurer™, "nonadmitted 1insurer™, and. "unauthorized 1insurer™ have been
used synonymously. That 1is inconsistent and has led to some confusion.
This change should clear un that situation.

Section 10. Page 6. lines 27-29 t page 7, lines 1-29.

This section is a consolidation of Beveral other sections, (a) replaces
AS 21.33.015 with no substantive difference, (b) replaces AS 21.33.075
with some shift in an individuals ability to enter and use the
nonadmitted market place. This ability is broadened in this bill by
removing the specific description of an industrial 1insured found 1in AS
21.33.075(9). (c) replaces the combination of AS 21.33.015 and AS
21.33.075(6) with no substantive difference.? (d) replaces AS 21.33.041
with no substantive difference.

Section 11. Page 8. lines 1-24.

This 1is a new section and it limits a nonadmitted insurers access to
Alaska courts. This is as to those not placed through a surplus lines
broker in AS 21.34. It clarifies the standing of those insurers.

Section 12. Page 8. lines 25-29 8 page 9. Ilines 1-6.

ThiB 1is the same kind of changB noted in Section 9. One additional change
is that access by the director to an insureds purchases in the admitted
or authorized market has been removed. This ability to accBsa admitted
purchases 1B probably unreasonable when placed on the insured. Presumably
access to these records through other sources is sufficient.

Section 13. Page 9. lines 7-13.

This section reinforces the ability of the director to obtain records and
information under this section. This 1is accomplished by allowing the
director to apply for a court order to compel production of records and
information.



Section 14. Page 9. lines 14-29 & page 10* Ilines 1-10.

"Unauthorized™ has been changed to "nonadmitted™ as noted 1in section 9.
The penalty provision has been revised so that it is more readily
calculable. This penalty will generally be stiffer than that now provided

Section IS. Page 10* 1lines 11-26.

More editorial changes like those in section 9. Since the surplus lines
law has been removed from AS 21.33 and placed in AS 21.34* that reference
ha3 been noted. The time for reporting has been shortened from 60 days to
30 days.-

Section 16. Page 10* 1lines 27-29 & page 11* 1lines 1-6.
Same editorial change noted in section 9.

Section 17. Page 11* 1lines 7-15.
The penalty provision has been upgraded 1in the same fashion as section 14

Section 18. Pa\ge 11* 1lines 16-21.
This section 1is intended to avoid any potential conflict with new
sections AS 21.33.037 and AS 21.33.042.

Section 19. Page 11. 1lines 22-29 & page 12* 1lineB 1-4.

This section upgrades the penalty section by 1increasing the per violation
penalty from $500 for the first offense to $1,000 and by increasing the
second offense penalty from $500 to $2*000. A new penalty 1is also
structured for allowing a violation to continue uncorrected in the amount
of $1,000 for each month of continuation.

Section 20. Page 12. 1lines 5-29 & page 13. lines 1-25.

This definition section is new. There 1is nothing representing a
substantive difference from current law except in (9)(A) where vessels of
50 displacement tons or less are not included in the definition of marine
and are therefor included 1in the requirements of this proposed law.

Section 21. Page 13* lines 26-29. all of pages 14-30. & page 31. lines
i-16

This section adds a new chapter to the insurance code dealing with
surplus 1lines insurance. This chapter has essentially been removed from
AS 21.33. A number of changes have been made to provide for a stronger
regulation of the surplus lines market. This 1is accomplished by
strengthening the financial requirements of a company 1in that market
before it can be used in this state. The 1line of responsibility for the
surplus 1lines broker is clarified. The bill permits the creation of a
surplus lines association that car, have a substantial self-regulatory
role which has experienced substantial sucess in California and 1in
Washington. Thi3 would allow the division to more effectively use its
resources to avoid problems for persons insured 1in that market.



Sec 21.34.010. Page 13. 1lines 28-29 & page 14, lines 1-14.
This 1is the purpose section for the new chapter

Sec 21.34.020. Page 14, lines 15-23
This section conditions what can be placed in the nonadmitted market.
There is no substantive difference from current lau.

Sec 21.34.030. Page 14. 1lines 24-29 & page 15, Ulines 1-12.

This section permits workers compensation to be written in the surplus
lines market provided the director finds it to be in the public interest.
It is substantially the same as current law except that this proposal has
financial requirements that are higher than other placements in that
market.

Sec 21.34.040. Fage 15, lines 13-29 & page 15, 1lines 1-29.

This section substantially increases the minimum capital and surplus
requirements used 1in the surplus Ulines market. It also recognizes
distinctions among 1insurers, Lloyds type organizations, and insurance
exchanges.

Sec 21.34.050. Page 17, 1lines 1-9.

This section 1is a new provision which substantially tracks current
practice. It provides for the listing of eligible surplus lines insurers.
It also permits the surplus lines association to perform that task when
approved by the director.

Sec 21.34.060. Page 17, lines 10-23.

This section requires that when a policy 1is written by more than one
insurer and one or more of those 1insurers are not eligible, the 1insured
must be notified. This prevents a practice where some brokers conceal the
fact that there are ineligible insurers on a risk. One way that this is
done Is to list the 1insurers as "underwriters at Lloyd ™ and other
companies.”™ The division does not accept this practice now, but 1is not
certain that even in those cases where we correct 1it, the insured 1is
adequately informed. A little information at this stage can prevent a lot
of problems later.

Sec 21.34.070. Page 17, lines 24-29 & page 18, lines 1-11.
This section establishes a procedure for removing an insurer from the
eligible list and sets forth a notice requirement to all licensees.

Sec 21.34.080. Page 18, lines 12-29.
This section 1B similar to an existing requirement to file affidavits of

coverage. It adds a requirement on the surplus lines broker to provide
evidence of 1insurance to an insured within 30 days of placement of the
coverage. It also provider that these filing requirements may be

transferred to the surplus lines association upon an order by the
di rector.



Sec 21.34.0S0. Page 19. 1lineB 1-29 & page 20. lines 1-15.

This section permits the formation of a surplus lines association and
sets forth the pouerB and purposes for which it may be formed. It
establishes the requirements for its formation and makes it subject to
examination by the director. It provides that the director may require
menbership in the association as a condition of licensure 1in this state.

Sec 21.34.100. Page 20.. lines 16-29. all of page 21. & page 22. line 1.
This section describes the evidence of insurance which a surplus lines
broker must provide for an insured. The basic idea is to require a fTull
disclosure of the facts relating to a placement in the nonadmitted
market. This also applies to changes made 1in coverage. The broker 1is
required to maintain a full copy of all documents pertinent to the
insurance transaction. A warning 1is required to apprise the insured that
a policy placed in the nonadmitted market 1is not covered by the Alaska
Insurance Guaranty Association Act.

Sec 21.34.110. Page 22. lines 2-13.

This section provides that the insured has no liability for premium until
the broker has provided! a notice to the insured to the effect that the
insurer 1is nonadmitted, and there 1is no insolvency protection provided
under state law. ThiB 1Is a new approach.

Sec 21.34.120. Page 22. lines 14-16.
This 1B similar to present law. | provides that contracts in the surplus
lines market placB are valid contracts.

Sec 21.34.130. Page 2.2. lines 17-22.
Section provides that payment to the broker is payment to the insurer.

Sec 21.34.140. Page 22. 1lines 23-29. all of pige 23. and page 24. lines
1-6.

This section sets forth the licensing standards and requirements for a
surplus 1lines brokers license. The requirements are not substantially
different than those in current law. The bond requirement is higher. This
proposal does permit nonresident surplus lines brokers licensees, (&)
does provide a penalty for late renewal of license.

Sec 21.34.150. Page 24. lines 7-12.

This section clarifies the scope of a surplus lines brokers license. It
allows the surplus lines broker to accept business from other surplus
lines brokers and other brokers but not from agents.

Sec 21.34.160. Page 24. 1lines 13-29 & page 25. lines 1-11.

This section clearly outlines the kindB of records that muBt be
maintained by a surplus lines broker andl that such records must be open
for examination by the director.



Sec 21.34.170. Page 25» 1lineB 12-18.
This section requires a monthly report of business placed in the sulplus
lineB market.

Sec 21.34.180. Page 25. 1lines 19-29 I page 26. Ulines 1-27.

This section is substantially the same as current law. The premium tax 1is
established here and the director may have the tax collected by the
surplus 1lines association. The director has the ability to establish
adequate safeguards to protect the monies collected in this fashion.

Sec 21.34.190. Page 26. lines 26-29 & page 27. lines 1-3.
A filing fee of 1% is established,. This 1is presently at 1/2%.

Sec 21.34.20C. Page27. 1lines 4-21.

This section provides for two alternate means of tax collection. The
first iB by the director in the usual manner. The second is by the
surplus lines association upon an order by the director after
establishing those safeguards deemed appropriate.

Sec 21.34.210. Page 27. 1lines 22-29 h page 28. 1lines 1-16.

In the current 1law, the director has discretionary suspensiun or
revocation authority. The restructuring found in this section 1is more
specific and lists those actions which can result in suspension or
revocation.

Sec 21.2J.220. Page 28. lines 17-28.

This section ties into AS 21.33 for service of process on a nonadmitted
insurer used through the surplus lines market. The presence of a
nonadmitted insurer on a surplus lines contract assumes that the insurer
has subjected itself to AS 21.34.

Sec 21.34.230. Page 28. line 29 & page 29. 1IlineB 1-7.

This penalty section is an upgrade from the present law. It also includes
an ability to take action under AS 21.33.320-330 1in the unfair trade
practices act.

Sec 21.34.240. Page 29, lines 3-12,
Separability section.

Sec 21.34.250. Page 29, lines 13-14.

This section enables the director to promulgate those regulations
necessary to implement, define and enforce the provisions of this new
chapter.

Sec 21.34.900. Page 29. [lineB 15-213, all of page 30. & page 31, lines
1-14.



The definitions here take the same explanation as those in Sec 20. There
are a few additional definitions but these are not substantively
different than currant usage in the insurance code.

Sec 22. Page 31. lines 15-19.
This added section in the unfair trade practices act makes it an unfair
trade practice to fail to make the required disclosures and reports.

Sec 23. Page 31. lines 20-29 & page 32. lines 1-2.
This section c|ives admitted insurance companies the ability to compete
with the nonadmitted market. It ties in with sections 24 & 25.

Sec 24. Page 32. lines 3-9

This section ties 1in with Sec 23 and Sec 25 in allouing the admitted
market to compete with the nonadmitted market. This 1is accomplished by
providing these exceptions 1in the rate law which has to date acted as an
impediment to that kind of competition.

Sec 25. Page 32. 1line3 10-15.

This section ties 1in with the previous two sections. It specifies those
conditions under which an admitted insurer can work outside of 1its
filings made with the director. This provides the ability to directly
compete with the surplus lines market. This 1is in the public interest
sincB most admitted market coverages are protected by the guaranty
association act.

Sec 26. Page 32. lines 16-17.
This section repeals those sections in AS 21.33 which are no longer
needed or have been replaced in the new chapter 1in section 21.
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This proposal upgrades the Unauthorized (nonadmitted) Insurers Act and
the Surplus Lines 1Insurance Act to comport with the recently adopted
models of the National Association of Insurance Commissioners(NAIC).
Currently, these too acts, along uith a third, the Unauthorized Insurers
Service of Process Act appear 1in AS 21.33.

This proposal continues the Unauthorized (nonadmitted) Insurers Act and
the Unauthorized Insurers Service of Process Act in AS 21.33. Access to
that market 1is more* clearly stated. Most of the changes .in AS 21.33 are
not substantive. However the Surplus Lines Insurance Act has been removed
from AS 21.33 and placed in a new chapter. AS 21.34. This chapter makes
some substantial revisions with respect to how a surplus lines business
can be conducted in this state. It will give the regulator a clearer
ability to deal with the competence of the licensee and provide more
meaningful protection for the public through!

-clarification of the duties and responsibilities of the licensee;
-higher financial requirements for the nonadmitted insurer;

-permission to form a surplus lines association with an active role 1in
regulating the market; and.

-allowing admitted markets to compete with the nonadmitted markets.

Section 1. Page 1. lines 8-17.

Current law provides that when the state examines an 1insurance company,
the 1insurance company pays for that examination. A surplus 1lines broker
is also subject to examination but does not pay for that examination. The
position of the surplus lines broker 1is in many reBpectB Bimilar to an
insurer, particularly when the broker has utilized an 1insurer that |Is not
able to meet 1its obligations. This section provides that the surplus
lines broker must also meet the cost of 1its examination.

Section 2. Page 1. 1lines 18-29 & page 2. lines 1-7.
The change here is on page 1. 1lines 24-25. This section ties 1in with
Section 1. It liBts those entities subject to examination without charge.

Section 3. Page 2. lines 8-29 & page 3. lines 1-3.

This rewrite of the purpose section does not contain substantive changes.
It iB formatted in a more readable form and the application of the
chapter to surplus lines brokers has been deleted.

Section 4. Page 3. lineB 4-24.

The changes 1in this section are editorial. The phrase "doing an 1insurance
business” has been changed to "transaction of 1insurance"”™, and gender
oriented references have been changed.

Section 5. Page 3. lines 25-29 & page 4. lines 1-13.
This section contains more of the same changes noted in Section 4. No
substantive change.



Section 6. Page 4* lines 14-29 & page 5. lines 1-8.
The changes 1in this section are similar to those in Section 4. No
subBtantive changes.

Section 7. Page 5* lines 9-29 & page 6. lines 1-4.
The difference here is found on page 6. 1lines 2-4. It is primarily a
clarification. No substantive change.

Section 8. Page 6. 1lines 5-13.
Changes similar to those 1in Section 4.

Section 9. Page 6* lines 14-26.

The sole change 1in this section 1is the 1insertion of the word
"nonadmitted” on line 16. This has been done in several of the earlier
sections without comment. It is a clarification* and ond that is defined
in the definition section on page 12* lines 15-18. Previously the words
"insurer"* "nonadmitted 1insurer™* and* "unauthorized 1insurer”™ have been
used synonymously. That 1is 1inconsistent and has led to some confusion.
This change should clear up that situation.

Section 10. Page 6, Ulines 27-29 & page 7. lines 1-2S.

This section 1is a consolidation of several other sections, (a) replaces
AS 21.33.015 with no substantive difference, (b) replaces AS 21.33.075
with some shift in an individuals ability to enter and use the
nonadmitted market place. This ability is broadened in this bill by
remcving the specific description of an industrial 1insured found in AS
21.33.075(9). (c) replaces the combination of AS 21.33.015 and AS
21.33.075(6) with no substantive difference, (d) replaces AS 21.33.041
with no substantive difference.

Section 11. Page 8, lines 1-24.

This 1is a new section and it limits a nonadmitted insurers access to
Alaska courts. This 1is as to those not placed through a surplus lines
broker in AS 21.34. It clarifies the standing of those 1insurors.

Section 12. Page 8* lines 25-29 & page 9. lines 1-6.

This 1is the same kind of change noted 1in Section 9. One additional change
is that access by the director to i insureds purchases in the admitted
or authorized market has been remi 3d. Th.s ability to access admitted
purchases 1is probably unreasonable when placed on the 1insured. Presumably
access to these records through other sources is sufficient.

Section 13. Page 9. lines 7-13.
This section reinforces the ability of the director to obtain records and
information under this section. This is accomplished by allowing the

director to apply for a court order to compel production of records and
information.



Section 14. Page 9. lines 14-29 & page 10* [linfES 1-10.

"Unauthorized”™ has been changed to "nonadmitted™ as noted in section 9.
The penalty provision has been revised so that it is more readily
calculable. This penalty will generally be stiffer than that now provided

Section 15. Page 10* 1lines 11-26.

More editorial changes like those in section 9. Since the surplus lines
law has been removed from AS 21.33 and placed in AS 21.34* that reference
has been noted. The time for reporting has been shortened from 50 days to
30 days.

Section 16. Page 10* 1lines 27-29 & page 11* lines 1-6.
Same editorial change noted 1in section 9.

Section 17. Page 11* lines 7-15.
The penalty provision has been upgraded in the same fashion as section 14

Section 18. Page 11* 1lines 16-21.
This section is intended to avoid any potential conflict with new
sections AS 21.33.037 and AS 21.33.042.

Section 19. Page 11* 1lines 22-29 & page 12. 1lines 1-4.

This section upgrades the penalty section by 1increasing the per violation
penalty from $500 for the first offense to $1,000 and by 1increasing the
second offense penalty from $500 to $2*000. A new penalty 1is also
structured for allowing a violation to continue uncorrected in the amount
of $1,000 for each month of continuation.

Section 20. Page 12, lines 5-29 & page 13, lines 1-25.

This definition section 1is new. There 1B nothing representing a
substantive difference from current law except in (9)(A) where vesaelB of
50 displacement tons or less are not included in the definition of marine
and are therefor included 1in the requirements of this proposed law.

Section 21. Page 13, 1lineB 26-29* all of pages 14-30* & page 31, lines
1-16.

This section adds a new chapter to the 1insurance code dealing with
surplus 1lines 1insurance. This chapter has essentially been removed from
AS 21.33. A number of changes have been made to provide for a stronger
regulation of the surplus 1lines market. This 1is accomplished by
strengthening the financial requirements of a company 1in that market
before it can be used in this state. The Iline of responsibility for the
surplus lines broker is clarified. The bill permitB the creation of a
surplus lines association that can have a substantial self-regulatory
role which has experienced substantial sucess 1in California and in
Washington. This would allow the division to more effectively use 1its
resources to avoid problems for persons insured in that market.



Sec 21.34.010. Page 13* lines 28-29 & pagel4* lines 1-14.
This 1is the purpose section tor the new chapter

Sec 21.34.020. Page 14, lines 15-23
This section conditions what can be placedin thenonadmitted market.
There 1is no substantive difference from current law.

Sec 21.34.030. Page 14, 1lineti 24-29 & page 15, lines 1-12.

This section permits workers compensation to be written 1in the surplus
lines market provided the director finds it to be 1in the public interest.
It is substantially the same as current law except that this proposal has
financial requirements that are higher than other placements 1in that
market.

Sec 21.34.040. Page 15, 1lines 13-29 & page 16» lines 1-29.

This section substantially increases the minimum capital and surplus
requirements used 1in the surplus 1lines market. It also recognises
distinctions among 1insurers, Lloyds type organisations, and insurance
exchanges.

Sec 21.34.050. Page 17, Ulines 1-9.

This section 1i.i a new provision which substantially tracks current
practice. It provides for the listing of eligible surplus lines 1insurers.
It also permits the surplus lines association to perform that task when
approved by the director.

Sec 21.34.060. Page 17, lines 10-23.

This section requires that when a policy 1is written by more than one
insurer and one or more of those insurars are not eligible, the 1insured
must be notified. This prevents a practice where some brokers conceal the
fact that there are ineligible insurers on a risk. One way that this is
done 1is to liBt the 1insurers as "underwriters at Lloyd ™ and other
companies.”™ The division does not accept this practice now, but 1is not
certain that even in those cases where we correct 1it. the insured is
adequately informed. A little information at this stage can prevent a lot
of problems later.

Sec 21.34.070. Page 17, 1lines 24-29 & page 18, |lines 1-11.
This section establishes a procedure for removing an insurer from the
eligible list and setB forth a notice requirement to all licensees.

Sec 21.34.080. Page 18, 1lines 12-29 & page 19, line 1.
This section 1is similar to an existing requirement to file affidavits of

coverage. It add3 a requirement on the surplus 1lines broker to provide
evidence of insurance to an insured within 30 days of placement of the
coverage. It also provides that these filing requirements may be

transferred to the surplus lines association upon an order by the
di rector.



Sec 21.34.090. Page 19. 1lines 2-29 & page 20v lines 1-16.

This section permits the formation of a surplus lines association and
sets forth the powers and purposes for which 1t may be formed. It
establishes the requirements for its formation and makes it subject to
examination by the director. It provides, that the director may require
menbership in the association as a condition of licensure 1in this state*

Sec 21.34.100. Page 20. [lineB 17-29. all of page 21. & page 22. lines 1-2.
This section describes the evidence of insurance which a surplus lines
broker must provide for an insured. The basic 1idea 1is to require a full
disclosure of the facts relating to a placement 1in the nonadmitted

market. This also applies to changes made in coverage. The broker is
required to maintain a full copy of all documents pertinent to the
insurance transaction. A warning is required to apprise the insured that
a policy placed in the nonadmitted market 1is nut covered by the Alaska
Insurance Guaranty Association Act.

Sec 21.34.110. Page 22. lines 3-14.

This section provides that the 1insured has no liability for premium until
the broker has provided a notice to the insured to the effect that the
insurer 1is nonadmitted, and there 1is no 1insolvency protection provided
under state law. This is a new approach.

Sec 21.34.120. Page 22, lines 15-17.

This 1is similar to present law. | provides t.hat contracts 1in the surplus
lineB market place are valid contracts.

Sec 21.34.130. Page 22. lines 18-23.
Section provides that payment to the broker 1is payment to the insurer.

Sec 21.34.140. Page 22. lines 24-29. all of page 23. and page 24, lines
1-6.

This section sets forth the licensing standards and requirements for a
B*."MniuB lines brokers license. The requirements are not substantially
different than those 1in current law. The bond requirement 1is higher. This
proposal does permit nonresident surplus lines brokers licensees. <e)
does provide a penalty for late renewal of 1licenr.-e. The language on page
23. lines 9 & 10 starting with the word "except", should be removed as it
provides too broad a grandfather right.

Sec 21.34.150. Page 24. lines 9-14.

This section clarifies the scope of a surplus lines brokers license. It
allows the surplus lines broker to accept bUBinesB from other surplus
lines brokers and other brokers but not from agentB.

Sec 2J.34.160. Page 24. 1lines 15-29 & page 25. [lines 1-13.
This jection clearly outlines the kinds of records that must be
maintained by a surplus lines broker and that such records must be



open for examination by the director.

Sec 21.34.170. Page 25. 1lines 14-20.
This Bection requires a monthly report of business placed in the sulplus
lines market.

Sec 21.34.180. Page 25. lines 21-29 page 26. lines 1-29.

This section is substantially the same as current law. The premium tax is
established here and the director may have the tax collected by the
surplus lines association. The director has the ability to establish
adequate safeguards to protect the monies collected 1in this fashion.

Sec 21.34.190. Page 27. 1lineB 1-5.
A filing fee of 1% 1is established.. ThiB 1is presently at 1/2%.

Sec 21.34.200. Page27. lines 6-23.

This section provides for two alternate means of tax collection. The
first is by the director in the usual manner. The second 1is by the
surplus 1lines association upon an order by the director after
establishing those safeguards deemed appropriate.

Sec 21.34.210. Page 27. Jlines 24-j19 k page 28. 1lines 1-18.

In the current law. the director has discretionary suspension or
revocation authority. The restructuring found 1in this section 1is moie
specific and lists those fictions which can result in suspension or
revocation.

Sec 21.23.220. Page 28. 1lines 19-29 & page 29. Iline 1.

This section ties into AS 21.33 for service of process on a nonadmitted
insurer used through the surplus lines market. The presence of a
nonadmitted insurer on a surplus lines contract assumes that the 1insurer
has subjected 1itse.f to AS 21.34.

sc 21.34.230. Page 23, lines 2-9.

,nis penalty section 1is an upgrade from ths present 1law. It also includes
an ability to take action under AS 21.33.320-330 in the unfair trade
practices act.

Sec 21.34.240. Page 29. lines 10-14.
Separability section.

Sec 21.34.250. Page 29, lines 15-17.

This section enables the director to promulgate those regulations
necessary to implement, define and enforce the provisions of this new
chapter.



Sec 21.34,900. Page 29. lines 18-29. all of page 30. h page 31, lines
1-16.

The definitions here take the same explanation as those 1in Sec 20. There
are a few additional definitions but these are not substantively
different than current usage 1in the insurance code.

Sec 22. Page 31. lines 17-21.

This added section in the unfair trade practices act makes it an unfair
trade practice to fail to make the required disclosures and reports.

Sec 23. Page 31. lines 22-29 & page 32, lines 1-2.

This section is intended to give admitted insurance companies the ability
to compete with the nonadmitted market, however, some language was
inadvertantly omitted. On page 31. 1line 23 remove "Under regulations
which the director CHE 3 shall adopt™. On page 31, line 27 following the
word "used" add the phrase "or the filing and approval of which are 1in
the director ™ opinion, not desirable or necessary for the protection of
the public.” On page 31, 1line 27, remove the words "and regulations.?”’



Sec 24. Page 32. lines 3-9

This section ties in with Sec 23 and Sec 25 in allowing the admitted
market to compete with the nonadmitted market. This 1is accomplished by
providing these exceptions 1in the rate law which has to date acted as an
impediment to that kind of competition.

Sec 25. Page 32. lines I1T-15.

This section tieB in with the previous two sections. It specifies those
conditions under which an admitted insurer can work outside of 1its
filings made with the director. This provides the ability to directly
compete with the surplus lines market. This 1is 1in the public interest
since most admitted market coverages are protected by the guaranty
association act.

Finally, a section has been 1inadvertantly omitted. It is the repealer
section. That section should read. "AS 21.33.015. AS 21.33.041. AS
21.33.045(h). AS 21.33.051, and AS 21.33.058-21.33.300 are repealed."



MAY 22, 1984
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Provided by Division of Insurance

CSSB470 (L&C) Section by Section Analysis. 3/15/84

This proposal upgrades the Unauthorized (nonadmitted) Insurers Act and
the Surplus Lines Insurance Act to comport with the recently adopted
models of the National Association of Insurance Commissioners(NAIC).
Currently, these two acts, along with a third, the Unauthorized Insurers
Service of Process Act appear in AS 21.33.

This proposal continues the Unauthorized (nonadmitted) Insurers Act and
the Unauthorized Insurers Service of Process Act in AS 21.33. Access to
that market 1is more clearly stated. Most of the changes in AS 21.33 are
not substantive. However the Surplus Liines Insurance Act has been removed
from AS 21.33 and placed in a new chapter. AS 21.34. This chapter makes
Borne substantial revisions with respect to how a surplus lines business
can be conducted in this state. It will give the regulator a clearer
ability to deal with the competence of the licensee and provide more
meaningful protection for the public through:

-clarification of the duties and responsibilities of the licensee;
-higher financ:",l requirements for the nonadmitted 1insurer;

-permission to form a surplus lines ."Faociation with an active role 1in
regulating the market; and.

-allowing admitted marlets to compete with the nonadmitted markets.

Section 1. Page 1. lines 8-17.

Current law provides that when the state examines an 1insurance company,
the 1insurance company pays for that examination. A surplus lines broker
ie also subject to examination but does not pay for that examination. The
position of the surplus lines broker 1is in many respects similar to an
insurer, particularly when the broker has utilized an insurer that is not
able to meet 1its obligations. This section provides that the surplus
liness broker must also meet, the cost of 1its examination.

Section 2. Page 1, lines 1P-29 & page 2, lines 1-7.
The change here is on page 1, lines 24-25. This section ties inwith
Section 1. It li3ts those entities subject to examinationwithout charge.

Section 3. Page 2. lines 8-29 & page 3. lineB 1-3.

This rewrite of the purpose section does not contain substantive changes.
It is formatted in a more readable form and the application ol! the
chapter to surplus lines brokers has been deleted.

Section 4. Page 3. lines 4-24.

The changes 1in this section are editorial. The phrase "doing an insurance
business" has been changed to "transaction of insurar”e”. and gender
oriented references hav®j been changed.

Section 5. Page 3. lines 25-29 & page 4. lines 1-13.

This section contains more of the same changes noted 1in Section 4. No
substantive change.



Sect".on 6. Page 4. lines 14-23 & page 5t lines 1-6.
The changes 1in this section re similar to those 1in Section 4. No
substantive changes.

Section 7. Page 5. lines 9-29 page 6. lines 1-4.
The difference here 1is found on page 6» lines 2-4. It is primarily a
clarification. No substantive change.

Section 8. Page 6. lines 5-13.
Changes similar to those 1in Section 4.

Section 9. Page 6. lines 14-26.

The ode change in this section 1is the insertion of the word
"nonadmi tted "on line 16. This has been done 1in several of the earlier
sections without comment. It is a clarification, and ond that 1is defined
in the definition section on page 12. 1lines 15-18. Previously the uords
"insurerl, "nonadmitted 1insurer”™, and. "unauthorized insurer” have been
UBed synonymously. That 1is 1inconsistent and has led to some confusion.
This change should clear up that situation.

Section 10. Page 6. 1lines 27-29 & page 7. lines 1-29.

This section 1is a cc?nsol ielation of several other sections, (a) replaces
AS 21.33.015 with no substantive difference, (b) replaces AS 21.33.075
with some onAft in an individuals ability to enter and use the
nonadmitted market place. This ability is broadened in this"bill by
removing the specific description of an industrial insured found 1in AS
21.33.075(9). (c> replaces the combination of AS 21.33.015 and AS
21.33.075(6) with no substantive difference, (d) replaces AS 21.33.041
with no substantive difference.

Section 11. Page 8. lines 1-24.

This 1i1s a new section and it limits a nonadmitted insurers access to
Alaska courts. This 1is as to those not placed through a surplus lines
broker in AS 21.34. It clarifies the standing of those 1insurers.

Section 12. Page 8. lines 25-29 S page 9. lines 1-6.

This is the same kind of change noted 1in Section 9. One additional change
is that access by the director to an 1insureds purchases in the admitted
or authorized market has been removed. This ability to access admitted
purchases 1is probably unreasonable when placed on the insured. Presumably
access to these records through other sources is sufficient.

Section 13. Page 9. lines 7-13.
This section reinforces the ability of the director to obtain records and
information under thi3 section. This is accomplished by allowing the

director to apply for a court order to compel production of records and
information.



SectioTi 14. Page 9. lines 14-29 & page 10. lines 1-10.

"Unauthorized” has been changed to "nonadmitted” aB noted 1in section 9.
The penalty provision has been revised so that it is more readily
calculable. This penalty will generally be stiffer than i" at nou provided.

Section 15. Page 10. 1lines 11-26.
More editorial changes 1like those in section 9. Since the surplus lines
law has been removed from AS 21.33 and placed in AS 21.34. that reference

has bean noted. The time for reporting has been shortened from 60 days to
30 days.

Section 16. Page 10. 1line3 27-29 & page 11. lines 1-6.
Same editorial change noted in section 9.

Section 17. Page 11. [lines 7-15.
The penalty provision has been upgraded in the same fashion as section 14.

Section 18. Page 11. lines 16-21.
This section 1iB intended to avoid any potential conflict uith neu
sections AS 21.33.037 and AS 21.33.042.

Section 19. Page 11. Jlines 22-29 & page 12. lines 1-4.

This section upgrades the penalty section by increasing the per violation
penalty from $500 for the fir3t offense to $1,000 and by increasing the
second offense penalty from $500 to $2.000. A neu penalty 1is also
structured for sllouing a violation to continue uncorrected in the amount
of $1,000 for each month of continuation.

Section 20. Page 12. lines 5-29 & page 13. lines 1-25.

This definition section 1is neu. There 1is nothing representing a
substantive difference from current lau except in (9)(A) uhere vessels of
50 displacement tons or less are not included in the definition of marine
and are therefor included 1in the requirements of this proposed lau.

Section 21. Page 13. 1line3 26-29, all of pages 14-30, & page 31, lines
1-16.

This section adds a neu chapter to the 1insurance code dealing uith
Burplus lines insurance. This chapter has essentially been removed from
AS 21.33. A number of changes have been made to provide for a stronger
regulation of the surplus lines market. This 1is accomplished by
strengthening the financial requirements of a company in that market
before it can be used in this state. The 1line of responsibility for the
surplus 1lines broker is clarified. The bill permits the creation of a
aM®"plus lines association that can hé&va a substantial self-regulatory
role uhich has experienced substantial bucosb in California and in
Washington. Thi3 uould allou the division to more effectively use 1its
resources to avoid problems for persons insured in that market.



Sec 21.34.010. Page 13* lines 28-29 & page 14. lines 1-14.
This is the purpose section for the new chapter

Sec 21.34.020. Page 14, lines 15-23
This section conditions what can be placed in the nonadmitted market.
There 13 no substantive difference from current law.

Sec 21.34.030. Page 14, 1lines 24-29 & page 15. lines 1-12.
*mg section permits workers compensation to be written 1in the surplus
* as market provided the director finds it to be in the public interest.
V: is substantially the sams as current law except that this proposal has
incial requirements that are higher than other placements in that
>reket.

Sec 21.34.040. Page 15. 1lines 13-29 & page IP. lines 1-29.

Thi3 section substantially increases the minimum capital and surplus
requirements used in the surplus lines market. It also recognizes
distinctions among 1insurers. Lloyds type organizations, an insurance
exchanges.

Sec 21.34.050. Page 17, 1line3 1-9.

This section 1is a neu provision which substantially tracks curren,.
practice. It provides for the listing of eligible surplus lines insurers.
It also permits the surplus lines association to perform that task when
approved by the director.

Sec 21.34.060. Page 17, lines 10-23.

This section requires that when a policy is written by more than one
insurer and one or more of those 1insurers are not eligible, the 1insured
mu3t be notified. This prevents a practice where some brokers conceal the
fact that there are ineligible 1insurers on a risk. One wuay that this is
done 113 to liBt the insurers as "underwriters at Lloyd ™ and other
companies." The division does not accept this practice now, but xe not
certain that even 1in those cases where we correct 1it, the insured is
adequately 1informed. A little information at this stage can prevent a lot
of problems later.

Sec 21.34.070. Page 17. 1lines 24-29 & page 18. lines 1-11.
This section establishes a procedure for removing an 1insurer from the
eligible list and sets forth a notice requirement to all licensees.

Sec 21.34.060. Pare 18. 1lines 12-29.
This section 1is "e_milar to an existing requirement to file affidavits of

coverage. It adas a requirement on the surplus lines broker to provide
evidence of 1insurance to an insured within 30 days of placement of the
coverage. It also provides that ttnse filing requirements may be

transferred to the surplus lines association upon an order by the
di rector.



Sec 21.34.090. Page 19, lines 1-29 & page 20, lines 1-15.

This section permits the formation of a surplus lines association and
sets forth the pouers and purposes for which it may be formed, Jt
establishes the requirements for 1its formation and makes it subject to
examination by the director. It provides that the director may require
menbership 1in the association as a condition of licensure in this state.

Sec 21.34.100. Page 20, lines 16-29, all of page 21, & page 22, line 1.
This section describes the evidence of insurance which a surplus lines
broker must provide for an insured. The basic 1idea is to require a full
disclosure of the facts relating to a placement 1in the nonadmitted
market. This also applies to changes made 1in coverage. The broker 1is
required to maintain a full copy of all documents pertinent to the
insurance transaction. A warning is required to apprise the insured that
a policy placed in the nonadmitted market 1is not covered by the Alaska
Insurance Guaranty Association Act.

Sec 21.34.110. Page 22, lines 2-13.

This section provides that the insured has no liability for premium until
the broker has provided a notice to the insured to the effect that the
insurer 1is nonadmitted, and there 1is no insolvency protection provided
under state law. This is a new approach.

Sec 21.34.120. Page 22, lines 14-16.
Thi3 1is similar to present law. | provides that contracts 1in the surplus
lines market place are valid contracts.

Sec 21.34.130. Page 22. lines 17-22.
Section provides th3t payment to the broker 1is payment to the 1insurer.

Sec 21.34.140. Page 22, lines 23-29. all of page 23, and page 24, lines
1-6.

This section set3 forth the licensing standards and requirements for a
surplus lines brokers license. The requirements are r.wt substantially
different than those 1in current lau. The bond requirement 1is higher. This
proposal does permit nonresident surplus 1lines brokers licensees, (e)
does provide a penalty for late renewal of license.

Sec 21.34.150. Page 24, lines 7-12.

This section clarifies the scope of a surplus lines brokers license. It
allows uhe surplus 1lines broker to accept business from other surplus
lines brokers and other brokers but not from agents.

Sec 21.34.160. Page 24. lines 13-29 & page 25. lines 1-11.

ThiB section clearly outlines thG* kinds of records that must be
maintained by a surplus linos broker and that such records must be open
for examination by the director.



Sec 21.34.170. Page 25. lines 12-18.
This section requires a monthly report of business placed in the sulplus
lines market.

Sec 21.34.180. Page 25. lines 19-29 & page 26. lines 1-27.

Thi3 section 1is substantially the same as current lau,. The premium tax 1is
established here and the director may have the tax collected by the
surplus lines association. The director has the ability to establish *
adequate safeguards to protect the monies collected in this fashion.

Sec 21.34.190. Page 26. 1lines 28-29 & page 27. lines 1-3.
A filing fee of 1% is established. This is presently at 1/2%.

Sec 21.34.200. Page27. lines 4-21.

This section provides for tuo alternate means of tax collection. The
first is by the director in the usual manner. The second 1is by the
surplus 1lines association upon an order by the director after
establishing those safeguards deemed appropriate.

Sec 21.34.210. Page 27. lines 22-29 it page 28. lines 1-16.

In the current lau. the director has discretionary suspension or
revocation authority. The restructuring found 1in this section 1is more
specific and 1lists those actions uhich can result 1in suspension or
revocation. W

Sec 21.23.220. Page 28. lines 17-23.

This section ties into AS 21.33 for service of process on a nonadmitted
insurer used through the surplus 1lines market. The presence of a
nonadmitted 1insurer on a surplus lines contract assumes that the insurer
has subjected itself to AS 21.34.

Sec 21.34.230. Page 28. 1line 29 1t page 29. lines 1-7.

This penalty section 1is an upgrade from the present, lau. It also includes
an ability to take action under AS 21.33.320-330 1i,i the unfair trade
practices act.

Sec 21.34.240. Page 29. lines 8-12.
Separability section.

Sec 21.34.250. Page 29. 1lines 13-14.

This section enables the director to promulgate those regulations
necessary to implement, define and enforce the provisions of this neu
chapter.

Sec 21.34.900. Page 29. lines 15-28. all of page 30. It page 31, lines
1-14.



The definitions here take the same explanation as those in Sec 20. There
are a feu additional definitions but these are not substantively
different than current usage 1in the insuiance code.

Sec 22. Page 31* lines 15-19.
This added section 1in the unfair trade practices act makes it an unfair
trade practice to fail to make the required disclosures and reports.

[

Sec 23. Page 31. lines 20-29 k page 3 2 lines 1-2.
Thi3 section gives admitted insurance companies the ability to compete
with the nonadmitted market. It ties in with sections 24 & 25.

Sec 24. Page 32. 1lines 39

This section ties in with Sec 23 and Sec 25 in allowing the admitted
market to compete with the nonadmitted market. This 1is accomplished by
providing these exceptions in the rate lau which has to date acted as an
impediment to that kind of competition.

Sec 25. Page 32. lines 10-15.

Thi3 section ties in with the previous two sections. It specifies those
conditions under which an admitted 1insurer can work out3ide of 1its
filings made uith the director. This provides the ability to directly
compete with the surplus 1lines market. This 1is 1in the public interest
since most admitted market coverages are-protected by the guaranty
association act.

Sec 21). Page 32. 1lines 16-17.
This section repeals those sections in AS 21.33 which are no longer
needed or have been replaced in the neu chapter 1in section 21.



CSSB470(RLS) . Section by Section Analysis. 5/13/54

This proposal upgrades the Unauthorized (nonadmitted) Insurers Act and
the Surplus Lines Insurance Act to comport with the recently adopted
models of the National Association of Insurance Commissioners (NAIC).

Currently, these two acts, along with a third, the Unauthorized Insurers
Service of Process Act appear 1in AS 21.33.

This proposal continues the Unauthorized (nonadmitted) Insurers Act and
the Urauthorized Insurers Service of Process Act in AS 21.33. Access to
that mari."t is more clearly stated. Most of the changes in AS 21.33 are
not substa itive. However the Surplus Lines Insurance Act has been removed
from AS 21.33 and placed in a new chapter, AS 21.34. This chapter makes
some substantial revisions with respect to how a surplus lines business
can be conducted in this state. It will giv/e the regulator a clearer
ability to deal with the competence of the licensee dmd provide more
meaningful protection for the public through:

-clarification of the duties and responsibilities of the licensee;
-higher financial requirements for the nonadmitted insurer;

-permission to form a surplus lines association with an active role 1in
regulating the market; and,

-allowing admitted markets to compete with the nonadmitted markets.

Section 1. Page 1, lines 8-17.

Current law provides that when the state examines an 1insurance company,
the insurance company pays for that examination. A surplus lines broker
is also subject to examination, but does not pay for that examination. The
position of the surplus lines broker 1is 1in many respects similar to" an
insurer, particularly when the broker has-utilized an insurer that is not
able to meet 1its- obligations. This section provides that the surplus-
lines broker must also meet the cost of its examination.

Section @m Page 1, lines 18-29 % page 2, lines 1-7.
Th-> change here 1is on page 1, lines 24-25. This section ties in with
Se... ;on It lists those entities subject to examination without charge.

Section 3. Page 2, lines 8-29 & page 3, lines 1-3.

This rewrite of the purpose section does not contain substantive changes.
It is formatted in a more readable form and the application of the
chapter to surplus lines brokers has been deleteo”.

Section 4. Page 3, lines 4-24.

The changes in this section are editorial. The phrase "doing an 1insurance
business™ has been changed to "transaction of -insurance"™, and gender
oriented references have been changed.

Section 5. Page 3, lines 25-29 & page 4, lines 1-13.

This section contains more of the same changes noted 1in Section 4. No
substantive change.



Section 6. Page 4, lines 14-29 X page 5, lines .1-8. .
The changes 1in this section are similar to those 1in Sec-tion 4. No
substantive changes.

Section 7. Page 5, 1lines 9-29 & page 6, lines 1-4.
The difference here 1is found on page 6, lines 2-4. It is primarily a
clarification. No substantive change.

Section 8. Page 6, lines5-13.
Changes similar to thosein Section 4.

Section 9. Page 6, lines 14-26.

The sole change in this section isthe insertion of the word
"nonadmitted™ on line 16. This fias been done 1in several ©®f the earlier
sections without comment. It is a clarification, and ond that 1is defined
in the definition section on page 12, 1lines 15-18. Previously the words
"insurer", "nonadmitted 1insurer"™, and, "unauthorized insurer" have been
used synonymously. That 1is 1inconsistent and has led to some confusion.
This change should clear up that situation.

Section 10. Page 6, lines 27-29 & page 7, lines 1-29.

This section 1is a consolidation of several other sections, (a) replaces
AS 21.33.015 with no substantive difference, (b) replaces AS 21.33.075
with some shift, in an individuals ability to enter- and gse the
nonadmitted®"market place. This ability 1is broadened 1in this bill by
removing the specific description of an industrial 1insured found in AS~
21.33.075(9). (¢) replaces the combination of AS 21.33.015 and AS

21.33.075(6) with no substantive difference, (d) replaces AS 21.33.041
with no substantive difference.

Section 11. Page 8, lines 1-24.

This 1is a new section and it limits a nonadmitted insurers access to
Alaska courts. This 1is as to those not placed through a surplus lines
broker in AS 21.34. 1t clarifies the standing of those 1insurers.

Section 12. Page 8, lines 25-29 & page 9, lines 1-6.

This 1is the same kind of change noted in Section 9. One aoJitional change
is that, access by the director to an insureds purchases 1in the admitted
or authorized market has been removed. This ability to access admitted
purchases 1is probably unreasonable when placed on the 1insured. Presumably
access to these records through other sources is sufficient.

Section 13. Page 9, lines 7-13.
This section reinforces the ability of the director to obtain records and
information under this section. This 1is accomplished by allowing the

director to apply for a court order to compel production of records and
iriformat ion.



Section 14. Page 9, lines 14-29 & page 10, lines -1-10.

"Unauthorized"™ has been changed to "nonadmitted"™ as noted 1in section 9.
The penalty provision has been revised so that it is more readily
calculable. This penalty will generally be stiffer than that now provided.

Section 15. Page 10, lines 11-26.
More editorial changes like those in section 9. Since the surplus linos e
law has been removed from AS 21.33 and placed in AS 21.34, that reference

has been noted. The time for reporting has been shortened from 60 days to
30 days.

Section 16. Page 10, lines 27-29 & page 11, lines 1-6.
Same editorial change noted 1in section 9.

Section 17. Page 11, Ilines-7-15.
The penalty provision has been Upgraded 1in the same fashion as sectibn 14.

Section 10. Page 11, 1lines 16-22.

This section 1is intended to avoid any potential conflict with new?
sections AS 21.33.037 and AS 21.33.042.

Section 19. Page 11. lines 23-29 & page 12, lines 1-5.

This section upgrades the penalty section by increasing the per violation
penalty from $500 for the first offense to $1,000 and by 1increasing the
second offense penalty from $500 to $2,000." A new penalty is also
structured for allowing a violation to continue uncorrected 1in the amount”
eof $1,000 for each month of continuation.

Section 20. Page 12, lines 6-29 X page 13, lines 1-26.

This definition section 1is new. There 1is nothing representing a
substantive difference from current law except in (9)(A) where vessels of
50 displacement tons or lese e”re not included in the definition of marine
and are therefor included in the requirements of this proposed law.

Section 21. Page 13, lines 27-29, all of pages 14-30, X page 31, lines
1-12.

This section adds a new chapter to the 1insurance code dealing with
surplus 1lines insurance. This chapter hrs essentially been removed from
AS 21.33. A number of changes have been made to provide for a stronger
regulation of the surplus lines market. This 1is accomplished by
strengthening the financial requirements of a company 1in that market
before it can be used in this state. The line of responsibility for the
surplus 1lines broker 1is clarified. The bill permits the creation of a
surplus lines association that can have a substantial self-regulatory
role which has exnerienced substantial sucess 1in California and in
Washington. This would allow the division to more effectively use 1its
resources to avoid problems for persons insured 1in that market.



Sec 21.34.010. Page 13, 1line 29 X page 14, 1l-ines 1-15.
This 1is the purpose section for the new chapter

Sec 21.34.020. Page 14, lines 16-24 ; . -
This section conditions what can he placed in the nonadmitted market.
There 1is no substantive difference from current law.

Sec 21.34.030. Page 14, 1lines 25-29 X page 15, lines 1-13.

This section permits workers compensation to be written 1in the surplus
lines market provided the director finds it to be 1in the public interest.
It is substantial 3y the same as current law except that this proposal has
financial requirements that are higher than other placements 1in that

mar ket.

Sec 21.34.040. Page 15, lines 14-29, page 16, & page 17, line 1.

This section substantially 1increases the minimum capital and surplus
requirements used in the surplus lines market. It also recognizes
distinctions among insurers, Lloyds type organizations, and 1insurance
exchanges.

Sec 21.34.050. Page 17,.lines 2-10.

This section 1is a new provision which substantially tracks current
practice. It provides for the 1listing of eligible surplus lines insurers.
It also permits the surplus lines association to perform that task when
approved by the director.

Sec 21.34.060. Page 17, lines 11-24.

This section requires that when a policy 1is written by more than one
insurer and one or more of those 1insurers are not eligible, the insured
must be notified. This prevents a practice where some brokers conceal the
fact that there are ineligible insurers on a risk. One way that this is
done 1is to list the insurers as "underwriters at Lloyd"s and other
companies.”™ The division does not accept this practice now, but 1is not
certain that even in those cases where we correct 1it, the 1insured 1is

adequately informed. A little information at this stage can prevent a lot
of problems later.

Sec 21.34.070. Page 17, lines 25-29 S, page 1S, lines 1-12.
This section establishes a procedure for removing an 1insurer from the
eligible list and sets forth a notice requirement to all licensees.

Sec 21.34.080. Page 1IB, lines 13-29 % page 19, line 1.

This section 1is similar to an existing requirement to file affidavits of
coverage. IL adds a requirement on the surplus lines broker to provide
evidence of 1insurance to an insured within 30 days of placement of the
coverage. |IL also provides that these liling requirements may be

etransferred to the surplus lines association upon an order by the
director.



Sec 21.34.090. Page 19, lines 2-29 & page 20, lines 1-16.
This section permits the formation of a surplus lines association and

sets forth the powers and purposes for which it may be formed. It
establishes the requirements for its formation and makes it subject to
exami-".-iion by the director. It provides that the director may require

menbership in the association as a condition of Ulicensure in this state.

Sec 21.34.100. Page 20, lines 17-29, all of page 21, & page 22, line 1-2.
This section describes the evidence of insurance which a surplus lines
broker must provide for an 1insured. The basic 1i1dea 1is to require a full
disclosure of the facts relating to a placement 1in the nonadmitted
market. This also applies to changes made 1in coverage. The brokereis
required to maintain a full copy of all documents pertinent to the
insurance transaction. A warning 1is required to apprise the 1insured that
a policy placed in the nonadmitted market 1is not covered by the Alaska
Insurance Guaranty Association Act.

Sec 21.34.110. Page 22, lines 3-14.
This section provides that the 1insured has no liability for premium Qnti.-
the broker has provided a notice to the insured to the effect that the

insurer 1is nonadmitted, and there 1is no insolvency protection provided
under state law. This is a new approach.

Sec 21.34.120. Page 22, lines 15-17.

This 1is similar to present iaw. | provides that contracts in the surplus -
lines market place are valid contracts.

Sec 21.34.130. Page 22, lines 13-23.
Section provides that payment to the broker 1is payment to the 1insurer.

Sec 21.34.140. Page 22, lines 24-29, page 23, and page 24, Jlines 1-7.
This section sets forth the licensing standards and requirements for a
surplus 1lines brokers license. The requirements are not substantially
different than those 1in current law. The bond requirement 1is higher. This
proposal does permit nonresident surplus lines brokers licensees. <e)
does provide a penalty for late renewal of license.

Sec 21.34.150. Page 24, lines 3-13.

This section clarifies the scope of a surplus lines brokers license. It
allows the surplus lines broker to accept business from other surplus
lines brokers and other brokers but not from agents.

Sec 21.34.160. Pago 24, lines 14-29 & page 25, lines 1-12.
This section clearly outlines the kinds of records that must be

maintained by a surplus lines broker and that such records must be open
for examination by the director.



Sec 21.34.170. Page 25, lines 13-13.
This sectio.n requires a monthly report of business placed 1in the sulplus
lines market.

Sec 21.34.180. Page 25, lines 19-29 & page 26, lines 1-27.

This section 1is substantially the same as current law. The premium tax is
established here and the director may have the tax collected by the
surplus 1lines association. The director has the ability to establish
adequate safeguards to protect the monies collected in this fashion.

Sec 21.34.190. Page 26,. lines 28-29 & page 27, lines 1-3.
A filing fee of 17. is established. This 1is presently at 1/27..

Sec 21.34.200. Page27, lines 4-21.

This section provides for two alternate means of tax collection. The
first is by the director in the usual manner. The second 1is by the
surplus lines association upon an order by the director after
establishing those safeguards deemed appropriate.

Sec 21.34.210. Page 27, lines 22-29 & page 28, lines 1I-lo.
In the current law, the director has discretionary suspens-ion or
revocation authority. The restructuring found 1in this section 1is more

specific and lists those actions which can result 1in suspension or
revocation.

Sec 21.23.220. Page 28, lines 17-28.
This section ties into AS 21.33 for service of process on a nonadmitted
insurer used through the surplus lines market. The presence of a

nonadmitted 1insurer on a surplus lines contract assumes that the insurer
has subjected itself to AS 21.34.

Sec 21.34.230. Page 28, 1line 29 % page 29, lines 1-7.

This penalty section 1is an upgrade from the present law. It also includes

an ability to take action under AS 21.33.320-330 1in the unfair trade
practices act.

Sec 21.34.240. Page 29, lines 8-12.
Separab ility section.

Sec 21.34.250. Page 29, lines 13-14.

This section enables the director tn promulgate those regulations

necessary to implement, define and enforce the provisions of this new
chapter - *

Sec ~21.34.900. Page 29, lines 15-29, all of page 30, % page 31, lines



The definitions here take the same explanation as those 1in Sec 20. There
are a few additional definitions but these are not substantively
different than current usage 1in the 1insurance code.

* *

Sec 22. Page 31, lines 13-17.

This added section 1in the unfair trade practices act makes it an unfair
trade practice to fail to make the required disclosures and reports.

Sec 23. Page 31, lines 18-29.

This section gives admitted insurance companies the ability to compete
with the nonadmitted market. It ties 1in with sections 24 & 25.

Sec 24. Page 32, lines 1-7

This section ties in with Sec 23 and Sec 25 in allowing the admitted
market to compete with the nonadmitted market. This 1is accomplished by

providing these exceptions in the rate law which has to date acted as an
impediment to that kind of competition.

Sec 25. Page 32, lines S-13.

This section ties in with the previous, two sections. It _specifies those
conditions under which an admitted 1insurer can wrrk -outside of 1its
filings made with the director. This provides the ability to directly
compete with the*surplus lines market. This 1is 1in the public interest

since most admitted market coverages are protected by the guaranty
association act.

Sec 26. Page 32, lines 14-15.

This section repeals those sections 1in AS 21.33 which are no longer
nep”ed or have been replaced in the new chapter in section 21.



ALASKA SURPLUS LINES BROKERS ASSN.

3605 Arcric Blvd. 01795

Anchorage, Ak. 99503

Representative John Cowdery
House Committee on Labor & Commerce
Juneau, AKk.

Dear Rep. Cowdery
RE: Senate Bill 470, Hearing May 22, 1934

As president of the Alaska Surplus Lines Brokers Association
| wish to draw your attention to particular Item of concern to our
membership. Firstly, our association does basically support SB 470.
We testified to that fact before Senator Mulcahay's Committee 1n
March of this year.

However, Section 21.34.120 (b)(4), lines 9 through 18 are of
conce.n and might seriously affect the public's ability to procure
surplus lines Insurance coverages (e.g. specialty and Lloyds London
policies) unless adequately addressed by the Dept, of Insurance.

This section Increases a broker's bond liability to $200,000, We

have no particular objection to this, however I1nel6 makes a provision
that the surety bond be available (inaddition to other items) "to

pay proper losses promptly ". We have canvassed several corporate
sureties, all of which are not Interested in writing the bond until

a proper definition of "promptly" 1s made by the Division of Insurance.

We feel this terminology is vague and that it would severly
Impact our particular line of insurance business. Many of the smaller
agencies would not be able to procure the bond with the present
text unqualified. Please delay your decision to pass out the legis-
lation until proper definitions are made.

Sincerely,

Henry F. George

President

Alaska Surplus Lines Brokers Assn.
TEL: (907) 562-2266
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