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MEMORANDUM

T0: Senator Bill Ray, Chair
Senate Judiciary Committej

FROM: Senator Dick Eliason
DATE: May 8, 1984

RE: SB 546 - "An Act relating to automobile service corporations

CSSB 546 (L & C) 1is intended to permit automobile service corporations
(auto clubs) to form and operate in Alaska. The Division of Insurance
was instrumental 1in drafting this legislation and strongly supports the
concept encompassed in CSSB 546.

A virtually identical bill, HB 704, is currently in Senate Rules having
passed the House 36 - 0 on April 23. An immediate effective date clause
included in the Senate version is the only difference between those two
bills. At the request of Steve Silver, arepresentative of the American
Automobile Association, the Labor and Commerce Committee passeda
committee substitute which would enable auto clubs to organize in the
state as soon as this legislation is passed. Unfortunately, the
immediate effective date clause could nothave been added to HB 704 as it
would have required a change in title.



STATE OF ALASKA 1984- LEGISLATIVE SESSION
" FISCAL NOTE

-0 -
|Revision Date:
REQUEST S& 5V (o FISCAL DETAIL
Bi 11/Reso lution No. :CSH5 704 (L&C) Agency Affected: Coirjierce & Economic Dev.
Title: Automobile clubs Program Category Affected:
_ Public Protection
Sponsor: Labor & Commerce BRU, Program or Subprogram”} Affected:
Requestor: Labor & Commerce Division of Insurance

Date of Request: 4/9/84

EXPENDITURES/REVENUES:  (Thousands of Dollars)
FY 84 FY 85 FY 86 FYy 87 FY 88 FY 89
OPERATING
100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
<t00 SUPPLIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 CRANTS, CLAIMS
800 MISCELLANEOUS
TOTAL OPERATING 0 n 0 n n n

| CAPITAL |
| REVENUE |

FUNDING: (Thousands of Dollars)
CENERAL FUND

FEDERAL FUNDS

OTHER

TOTAL n

FULL-TIME 1
PART-TIME
TEMPORARY

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

ANALYSIS: Attach a Separate! Itt~naTysi s

Prepared By-/ k&nneth . Moorv«-p\b"i: Phone:-465-2515
Division: Insurance u 7 Date: 4/9/84
Approved by Commissioner: Richard A. Lvon Date: - m M

Agency: Corworco r. Econoniic Development:

Distribution (by Agency preparing fiscal note)
Legislative Finance
Legislative Sponsor
Requestor

Office of Management and Budget
Impacted Agency(ies) r-~. 12/1/83
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Autonobile
Service
Corporations

pane 755

SENATE BILL NO. 546. by the Labor and Commerce Committee.
Sets out statutory requirements for automobile service corpora—
tions under Title 21 (Insurance):

— Would require a person providing or intending to provide
automobile service corporation services to be incorporated as a
nonprofit corporation and be currently authorised as an automobile
service corporation under a certificate of authority issued by the
Director of the Division of Insurance. Articles of incorporation
are to be submitted to the Director before they are filed with the
Commissioner of Commerce and Economic Development, and the
Commissioner i;i not allowed to file the articles or amendments
unless the Director®s approval is endorsed.

— The Director is not allowed to issue a certificate of authority
and is required to revoke an existing certificate unless the
corporation, 1if newly formed, possesses sufficient available
working funds to pay all reasonably anticipated costs of
acquisition of new business and operating expenses, other than
losses, for a period of not less than six months following the date

of 1issuance of the certificate of authority. The auto service
corporation must post a bond in the amount of $50,000 with the
Director and must fulfill all other applicable statutory
requirements.

— Outlines procedures for applying for a certificate of authority
through the Division of Insurance. Applicants are required to file
articles of incorporation, a copy of the bylaws, copies of proposed
subscribers® contracts, financial statements, the required bond,
and a copy of any other relevant document reasonably requested by
the Director of the Division of Insurance.

— Requires an automobile service corporation to establish and
maintain unimprircd reserves as follows: " (1) a reserve in an
amount not less than all legal obligations of the corporation,
other than claims originating under subscriber®s contracts, due but
unpaid; (2) a reserve equal to but not less than the amount
necessary by reasonable estimate to pay all claims incurred under
subscriber®s contracts but currently unpaid, and including a
reasonable additional amount to cover claims incurred but not
reported to the corporation at the time of determination of the
corporation®s financial condition; and (3) a reserve equal to 50
percent of all sumo charged and received by the corporation during
the calendar period covered by the financial statement, on account
of indemnity benefits provided in subscriber®s contracts for terms
for which premium was last paid and unexpired at the date of the
financial statement.”™ The reserves constitute a liability of the
corporation in a determination of its financial condition. |Instead
of the reserves required, and the bond required, the auto service
corporation may file n bond in the amount of $250,000.

— Requires the corporation to establish and maintain complete and
accurate records and accounts, and list3 other provisions of
insurance statutes that apply to automobile service corporations.
Defines terms used.

Does not provide for an effective date (becomes law 90 days
following Governor®™s signature).



SECTION BY SECTION ANALYSIS OF SB 546. 4/16/84.

This proposal 1is 1intended to permit automob.le service corporations (auto
clubs) to form and operate 1in Alaska. Since automobile service
corporations do provide very limited forms of 1insurance, they are
currently required to form as an insurer under Title 21. This is
effectively a barrier since those requirements are aimed at a different
kind of entity. The division recognises that the requirements for an
automobile service corporation do not need to be as stringent as for a
normal insurer and Bupport the concept encompassed in SB 546. This bill
is very similar to CSHB 704(L&C).

Sec. 21.59.010. Page 1. 1lines 10-18.

This section requires that an automobile service corporation 1is subject
to the provisions of the new ch? Sr. It excludes 1insurers with a
certificate of authority issued ;nder AS 21.09. It also provides that
only provisions referred to or contained in AS 21.59 apply to an
automobile service corporation.

Sec. 21.59.020. Page 1. 1lines 19-29 and page 2. lines 1-7.

This section requires that the automobile service corporation be a
nonprofit corporation and hold a certificate of authority issued by the
director. It also establishes some procedural requirements about order of
filing certain documents 1if the automobile service corporation 1is a
domest ic.

Sec. 21.59.030. Page 2. lines 8-22.

This section establishes qualifications for a certificate of authority.
The automobile service corporation must be financially sound and it must
post a bond assuring that it will meet 1its contractual obligations.

Sec. 21.59.040. Page 2. lines 23-29 and page 3. lines 1-21.

This section lists the documents needed to obtain a certificate of
authority. (4) provides an option of two ways to provide some evidence of
financial soundness. The rest 1is almoBt boilerplate requirements for
issuance of a certificate of authority. On page 3. 1line 10. the first of
three differences between the Senate and Houee versions of this bill
appear. SB 546 usee "four fiscal years"™ while CSHB 704(L&C) wusee "three
fiscal years”. The division has no preference on thiB item.

Sec. 21.59.050. ©Page 3. lines 22-29 and page 4. lines 1-14.

Subsections (a) and (b) provide the reserves needed if the bond filed
under Sec. 21.59.030(2) 1is for $50,000. Subsection (c) makes no special
reserve requirements if the bond filed under Sec. 21.59.030(2) 1is for
$250,000. Since the amounts for which the automobile service corporation
will be at risk are very low for each subscriber, the bond is a good

substltute.



Sec. 21, V5).050. Page 4. 1lines 15-21.

This section requires that records be kept on a generally accepted
accounting principles basis rather than that wusual to an insurer, a
statutory basis.

Sec. 21.59.070. Page 4. 1lines 22-29 and all of page 5.

Since this 1is an exclusive statute, one to which provisions outside of
the chapter do not apply, this section 1is needed to bring other
appropriate sections of the insurance code to bear on automobile service
corporations. The second difference between the Senate and House versions

of this bill appears on page 4. 1line 28. The Senate version considers
automobile service corporations "mutual insurers", while the House

version considers them "stock 1insurers"™. The division prefers "stock
insurers” since there are 1impediments 1in the Title for this kind of
corporation when considered a "mutual insurer”. The third difference
between the Senate and House versions of this bill appears on page 5.
line 3. In the Senate version AS 21.09.100 - 21.09.260 apply to
automobile service corporations, while 1in the House version AS 21.09.100.
and AS 21.09.120 - 21.09.210. The division prefers the latter since AS
21.09.110 and AS 21.09.220 - 21.09.280 are not appropriately applied to
an automobile service corporation.

AS 21.03. This chapter deals with the scope of the 1insurance code.

AS 21.05. This chapter establishes the authority and powers of the
director of insurance.

AS 21.09.050. This section bars misleading or duplication of 1insurer
names.

AS 21.09.100. This section deals with management and affiliations of
insurers.

AS 21.09.110. This section deals with application for a certificate
of authority. It should be removed since Sec. 21.59.040 adequately deals
with the subject.

AS 21.09 120-170. These sections deal with the certificate of
authority. Issuance, refusal to issue, ownership, continuance,
expiration, vreinstatement, ammendment. vrevocation, suspension, and
duration of suspension of a certificate of authority.

AS 21.09.180-190. These sections deal with Bervice of process.

AS 21.09.200. This section deals with an annual statement.

AS 21.09.210. This section deals with taxation.

AS 21.09.220-250. These sections deal with the countersignature law
and acts connected with a business conducted through an agency Bystem.
Since this i3 not the way that automobile service corporations ordinarily
conduct business, the sections should be removed.

AS 21.12. This chapter defines the kinds of insurance.

AS 21.36. This chapter deals with unfair trade practices and frauds.

AS 21.69. This chapter deals with organization and corporate
procedure for domestic corporations.

AS 21.78. This chapter deals with rehabilitation and liquidation of
impaired or insolvent insurers.

AS 21.90. This chapter contains the general penalty section and

general definitions for the insurance code.

Sec 21.59.900.
Definition section.



SUGGESTED AMMENDMENTS TO SB 5A6.

On page A. line 28» change the word "mutual" to read

On page 5, line~, <change "AS 21.09.100 - 21.09.260"
21.09.100 and AS 21.09.120 - 21.09.210".

"stock

to

read

"AS
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