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COWTTEE SUBSTITUTE KR KB 505(JUD), WHLE LENGTHY, IS A RELATIVELY
STRAGHTFCRARRD CLEANP AND UPDATE O THE PENALTY PROVISIONS IN THE
INSURANCE OODE,  THE FIRST AUNCTION OF THIS BILL IS TO CONSOLIDATE THE
CRMNAL PENALTIES CF THE INSURANCE QXLE IN A SINGLE SECTION
SEC21,35360, THERE ARE NO NEW CRIMINAL PENALTIES CREATED, BUT THERE

ARE SOVE UPGRADES

THE FOOND ANCTION OF THIS BILL IS TO ESTABLISH AN ADMINISTRATIVE
PENALTY FOR ANY VIOLATION CF THE INSURANCE GCCE  IN' MANY CASES THERE IS
NO ADMINISTRATIVE (R CIVIL PENALTY R A VIOLATION OF THE QLE AS A
DISTRICT ATTCR\EY IS CFTEN TIMES IVOLVED IN' MCRE PRESSING  MATTERS
VIOLATIONS CF THE INSLRANCE GCDE GO UNPUNISHED.

THE THRD HEMENT OF THIS BILL DEALS WITH A CROANG CONCERN AVIONGST
INSURANCE REGLLATCRS CONCERNING INFORMATION SOUGHT DURING INVESTIGATIONS
CF CRIMNAL ACTIVITIES, THS Naw PROVISON WCOUD GRANT IMMUNTY TO
INDIVIDUALS PARTICIPATING IN' AN INVESTIGATION,

C3B 5060UD) IS SUPPGRTED BY THE DIVSION CF INSURANCE | RECOWEND
PASSAGE CF THIS LEGISLATION,

ADDITIONAL INFCRVATION

SENATCR PETTYJORN HAS BEEN REVIEWING THIS TOPIC AND WAUD BE HAFPY TO
ASAR ANY PERTINENT QUESTIONS



SECTION JY SECTION ANALYSIS OF CSHB 505 (Jud) 5/1/S54

This proposal* hile lengthy* is a relatively straightforward cleanup and
update of the ItY provisions in the insurance code. The first

function of thi s b I Ts to consolidate the criminal penalties of the

inf3urance code jn a si n?Ie section* Sec.21.35.350. There are no NEW

cr|m|naI penalties creafed but there are_some upgrades. Currently, any
%atton of Tit]e %J[ (the urance code), IS a misdemeanor unless
erwise specn‘tca y “lab ee

d

The second function of this bill js to establish an administrative
penalty for any violation of the insurance code. In many cases there is
no administrative or civil penalty for a violation of the code. This
means that the violator gets away with the act. since a district attorney
IS (t;omq ?] be less than enamored wjith prosecuting as. a misdemeanor some
of echnical violations ue see in the administration of the code.
This bill sets up a dual coyrse, where an adminjstrative remedy and a
criminal remedy will be availaple for any violation of the code. This is
accomplished by changing all the Present criminal language to civil
penalty langua e In d0|n% this, enalty levels, WhiCh have not been
changed singe have een reviewed and. upgraded. Language to clarify
that aJhejanng must be held before imposition of penalties was added in
Houbb JUGICIATlY

The third element of this bill deals with a growmg concern amongst
insurance ‘egulators concerning information Sought during investigations
of criminal dctjvities. In recént months a number of fraud investigations
have commenced In the west, some in which our division is participating.
The challenge we currentl face Is that there is no immunity available
for persons Bh armg grow ing |nformat|on This fact has” impeded a
number of |nvest| tio across the country. In some ¢ases other

insurance re%u ators are willing to_ act as our agent in securlng
information but have no protection if they do so. Presently two” states
have adopted legislation that deals with this issue. We have used a model
that tracks a National Association of Insurance Commissioners model.

Section 1. Page 1 lines 9-16.

This is.a new Ciyil enaItY section that fines an |nfurer who failsto

submit its annual financial statement when due. [t also gives the

d|rector the authority to suspend the activities of an insurer who fails
ubm|t the statement when due. The concern here is that the statement

|s the |rect8r S principal tooI iIn determining the financial health of

an insurer and its absence leaves that health in” question.

Section 2, Page 1. lines 17-26.

This section establtshes a new civil penalty. The section deals with
violations of AS 21.09.220-250, which is thé section on the
countersignature law whch IS in the process of repeal, and with writing
through unlicensed agents, The current criminal penalty i1s transferred to
Sectign 10 [see Sec. 21.36.360(1) ].



Section 3, Page 1. lines 27-29 it page 2. lines 1-11, ,

This section eStablishes a new civil penalty. AS 21.22 .is the insurance
holding company act which is concerned with” the acquisition of. control
of. or _mer?er with a domestic insurance companﬁ. The current criminal
pe ¢. 21.36.360(h)].

nalty i1s fransferred to Section 10 [see Se

Section 4, Page 2. lineB 12-17. . _ _

This section eStablishes a new civil penalur_. AS 21.27 is the insurance
agents, brokers, solicitors, and adjusters |cen3|n% act. The current

cfiminal penalty iIs transferred to Section 10 [see Sec. 21.36.350<])].

Section 5, Page 2. lines 18-24.
ThiB section estahlishes a new civil pe
Premmms to an insurer % a licensee. The ¢
ransferred to Section 10 [see Sec. 21.36.3

penalty. It deals with reporting of
urrent criminal penalty IS
60(n)].

Section 6, Page 2. lines 25-29 itpage 3. lines 1-4. ,

This section establishes a new civjl “penalty. |t is concerned with the
monies a licensee receives as premium from an insyred or as return
premium from an insurer. These are trust funds and their mjsuse. or
misappropriation is a matter of particular concern to the division. The
current criminal provision is transferred to Section 10 [see Sec.
5156 360(h)(5)3.

Section 7, Page 3. lines 5-17. | _ _ _ _
This section deals with the penalties for violation of the licensing law.
The principal change here is an upgrading of the amount of penalty.

Sectior 8, Page 3. lines 18-27. o _ _
This ?ecnon ngrades the fine awhed in liey of suspension, revocation,
of refusal to rsnew a license from $500 to $2500.

Section 9, Page 3. iines 28-29 it page 4, iines 1-9 ,

This section establishes a new civil "penalty. It deals with Persons
refusing examination by the director of thelir activities in the surplus
lines market. The current criminal penalty is transferred to Section 10
[see Sec. 21.36.360(1)3

Section 10. Page 4. lines 10-29. all of pages 5-9 & page 10. lines 1-21.
Thin section centralizes the criminal provisions of the insurance code.
The chapter into which this has been inserted is the trade practices and
frauds chapter, a logical place to look for these provisions, The new
Sr%(r:n“%nt also deals with investigation information confidentiality and
Immunity.

Sec 21.36.360(a). Pa%e 4. lines 10-16. o ,
ThiB subsection "prohibits fraudulent and criminal acts and provides that



the criminal penalties are in addition to civil penalties, We have made a
distinction beteoeen fraudulent and criminal because of the connotatjon
associated with the term "fraudulent". The word as used in this section
generally means to intentionally injure, defraud, or deceive.

Sec 21.36,.360,(b)81). Page 4. lines 17-22. o
This section _is drawn from the current AS 21.35.180(a), which is repealed
In Section 22. No substantive change.

Sec 21.36.360(h)(2)-(3). Page 4, lines 23-29 & page 5, lines 12
These sections are drawn from the current AS 21.36°200. which is repealed
In Section 22. No substantive change.

Sec 21.36,.360,(b)84). Page 5. lines 3-9. S
This section is drdawn from the current AS 21.36.180(b), which is repealed
In Section 22. No substantive change.

Sec 21.36,.360,(b)85). Page 5 lines 10-12. o
This section is drawn from the current AS 21.27.360(c) which is amended
In Section 6. No substantive change.

ec 21.36,.360(b?(6)._ Page 5. lines 13-14. .
hiB section effectivel ,up?_rades the criminal offense of failing to Ray
tax liability under thiB title, depending on the amount the person has
%lled to pay.” It is currently a m|sdemeoa2n(<))r under the general penalty

ction of the insurance code. AS 21.90.

Se¢ 21.36,.360(c). Page 5. lines 15-23. L ,
This Bection i drawn” from the current AS 21.69.060 which is amended in
Se?ton 14. It deals with solicitation to form an insurer without a

S0

|
icitation permit. No substantive change.

Sec 21.36.,360(d)—(e3. Pa?e 5 lineB 24-29 & page 6._lines 1-5
These sections are drawn Trom the cuyrrent AS 21°06.170(e) which is
repealed in Section 22. and deals with perjury :n an examination,
investigation or hearing of the division. No substantive change.

Sec 21.36.360(f). Page 6. lines 6-10. ,

This section iS drawn” from the current AS 21.69.210 and deals with false
accounts, documents, or advertisements in forming an insurer. See Section
15. No substantive change.

Sec 21.36.360(g). Page 6» lines 11-14. ,

This section IS drawn from the current AS 21.69.390 and dealB with the
remov%I or concealment of records of a domestic insurer. See Section 16.
No substantive change.



Sec 21.36.360(h). Page 6. lines 15-16. ,
This section is drawn” from the current AS 21.22.170 and deals with
insurance holding companies. See Section 3. No substantive change.

ec 21.36.360(i). Page 6. lines 17-28. _
his section s drawn from the current AS 21.09.250-260 and deal3 with
he writing of business by insurance companies through r[])ersons not
icensed by this state. See Section 2. No substantive change.

———iwn

Sec 21.36.350(j ). Page 6. line 29 & Page 7. lines 1-12,

This section 1S “drawn” from the current AS 21.27.010(d). AS 21,66.160. and
AS 21.84.42Q0(a) and deals with agents, brokers, solicitors, and adjustors
licensing. See” Sections 4. 12. and 18. No substantive change.

Sec 21.36.360(k). Page 7. lines 13-21. _ _ _
This section is “drawn”from the current AS 21.27.370 in the licensing

chapter which requires all parties to the insurance transaction have the
appropriate license, The penalty 1s drawn from the general penalty
section. AS 21.90.020. No substantive change.

Sec 21.36.360(1). Page 7. lines 22-26. , ,
This section |s drawn” from the current AS 21.33.320 dealing with ,
gﬁgrﬁnglglatlon of surplus lines transactions. See Section 9. No substantive

8. line 1. ,
8.5108(a)_deall with

¢ 21.36.360(m). Page 7. lines 27-29 & pagie6
. n
ee Section 17.gNo

Sec 21
This section 1S “drawn from the current AS 2
gﬂgg%gmlzed dividends of a domestic insurer.

lve change.
Sec 21.36.360(n). Page 8. lines 2-6. , ,
This section Is drawn from the current AS 21.27.360 dealing with agents
and brokers trust accounts. See Section 5 No substantive ‘change.

Sec 21.36.360(0). Page 8. lines 7-10. o ,
gtys_sectmn Is “drawn " from the current AS 21.36.200 whichis rﬁgealed In
su

ction 21. It deals uith false applications for insurance.
bstantive change.

Sec 21.36.360(p). Page 8. lines 11-12
This section is drawn from the current AS 21.90.020, the general penalty
section of the insurance code. See Section 20. No substantive change.

Sec 21.36.360(q). Pa(];_e 8, lir.es 13-28. o , , ,
This subsection "establishes thf level of criminal violation in each of



the activities described in the section. i.e., whether |t is. a class B
felony* class C felony, class A misdemeanor, or a class m|sdemeanor

Sec 2136370 Page 8. line 29 & page 9. lines 1-9.
Thiz section is d wn from the current A5 21.36.180(b) which is repealed
In Section 22. No substantive change.

Sec 21.36.380. Page 9. lines 10-15.
This is a new _provision which re(r]uwes that claims forms contain a
warning that falsification is a felony.

Sec 21.36.390. Page 9. lines 17-27.

This is a new reguwement requiring insurers to advise the director when
they have knowledge ot a fraudulent claim, |t also provides immunjty from
civil Trability for persons providing such information without malice.

Se¢c 21.36.400. Page 9. lines 28-29 & page 10. lines 1-13.

This r, a new _section. It provides confidentiality for data received
under Sec.21.36.390. Presently investigations are’ considered examination
of the msurer and are confidential while necessary, .but this s not true
when an insurer is not involved thus impeding investigation.

Sec 21.36.410. Page 10. lines 14-21,
This is an important new provision that enables the director to
effectively share investigative functions with other states. It allows
the director_to designate another state to act on his behalf and
vice-versa. The infoimation would be in the participating state_as well
as the principle state. This would be a valuable tool in” investigating
violations of the insurance code b;{ non residents, Further, the Sharing
of the data will better enable us head off problems before they are
?uff ciently entrenched and cause Ioss to the insureds in this state and
Insurer.

Section 11. Page 10. lines 22- 29 & pag e 11, lines 1-5

This section upQrades the rate law enatY rovmons to make them more
meaningful. PreSently the gain from a violation of that law may well
exceed th? loos from' a Benalty application. With this new provision, that

would no longer be the case

Section 12 Pagze 11. line3 6-17.
Thi3 section establishes a new civil penalty. It deals with doing a title
insurance business without an effective certificate of authority. The

current criminal provision is transferred to Section 10 [see Set.
21.36.330(j )L

Section 13 Page 11. lines 18-29 &?age 12. lines 1-3.
This section substantially upgrades thé title insurance rate law



p nalt res._ The gain from writing a title insurance policy at an
inappr prrate rate is far more profound than in a property/casualty
situatio It is also more likely to occur.

Section 14, Pa%e 12. lines 4-9.

This sectjon establishes a new civil penalty. AS 21.69 deals_with the
organization and corporate procedures of domestic insurers. The current
criminal penalty is transferred to Section 10 [see Sec. 21.36.360(c)].

Section 15 Pa%e 12. lines 10-19,

This section establishes a new Ccivil penalty Thi
deliberate falsification of compang record s he
Is transferred to Section 10 Csee Sec. 21.36.3

is section deals with
(cui rent criminal penalty

0(f)

Section 16. Paqe 12. lines 20-29 & page 13. lines 1-2. _

This section eataplishes a new civil pepalty. This section deals with the
removal or concealment of the records of a domestic insurer. The cur rent
criminal penalty is transferred to Section 10 [see Sec. 21.36.360(g)],

Section 17. Pa%e 13. lines 3-12,
This section establishes a new crvr genaltg It deals with the
unauthorised payment of dividends. iminal penalty is
transferred to Section 10 [see Sec. 21.36.36

Section 18, Pa%e 13. lines 13-21.
This section establishes a new crvrl fpenaIt It deals with the
uniicensed agent of a fraternal benefit society. The current criminal
penalty is transferred to Section 10 [see Sec. 21 36.360() )].

Section 19. Pa%e 13. lines 22-29 h pa ge 14. lines 1-6.

This section establishes a new civ p nalty. It deals with
misrepresentations under the frate na enefrt socret){ chapter. The
current criminal penalty is transferred to Section [0leee Sec,
21.35.360(p) .

Section 20. Page 14. iines. 7-24.

This section is needed in view of the transfer of the criminal r[)enalt%
Section 19. AS 21.84 is an exclusive chapter that rncorRorates he other
grovrsrons of AS 21 only by specific reference within that chapter. No
ubstantive change.

Section 21. Pa?e 14. line3 25-29 & page 15 lines 1-6.

Thlb section establishes a new general civil penalty for vroIatrons of
the insurance code not specifically carrying a statéd cjvil Benaty
current criminal_general penalty IS transfetred to Section [see

21.3K 360(p)]. The effect of this chan%e IS to have a civil penaltr{ and a
criminal penr.lty for any violation of the insurance cods. This fact will



E)rovi,de options éhat do not now exist for dealing with the bad actors in
he insurance industry.
%gcﬁllogeszlz?o P)age 7 l'neﬁ i been transferred to Section 10 C

is repealed and een transferred to Section see
032 205k 08801 aniP8a Sk 8 0( ﬁ
AS 21.36.180 s regealed and has n transferred to Section 10 [see Sec
21 56:360(0)(1) an 6.360/(h )(eﬁ
AS 21.36.200 | repealed and has béen transferred to Section 10 [see Sec
21.36.360(h (23 21.36.360(b)(3), .and 21.36.360(0
AS 21.51.340 1S repealed becausé it is redundant and is covered in
Section 10 in the general penalty section [see Sec. 21.36.360(p)].

Section 23. Page 15, line 9.
Effective date clause.
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