


Chairman's Information:

1) HB 77 am: "An act relating to the capital funds required of

domestic and foreign insurers"

a) Introduced: Cato

b) Co-Sponsors: none

2) INTENT: This legislation increases the capital and surplus

requirements for insurance companies to operate in the 

state. The justification for this proposed increase 

is to assure that the insurer is able to meet its 

financial obligations. The capital and surplus minimums 

were last increased in 1976, and the proposed increases V
would restore the purchasing power of the minimums to 

slightly over the 1976 level. J -

The bill also has "grandfather" provisions for domestic / J  
life companies (we have one) and for domestic reciprocals^' 

(we have two). \

The Div of Insurance feels that the domestic reciprocals 

(Alaska Timber Insurance Exchange and Alaska Rural Electric 

Cooperative Association) are watched closely, and that as 

non profit corporations the increased minimums would present 

a hardship to them.

r

NOTE: The proposed increases will make it more difficult for new

companies (in Alaska and outside) to do business in the 

state. Although there is no demonstrable evidence that 

this will impact the "bush" negatively, it would be a good 

question to pose. Don Koch from the Div of Insurance should 

be present to give testimony.

FISCAL NOTES: 0

3) COMMITTEE COMMENTS: SCS drafted regarding the "grandfathering" of
the one domestic life insurer. Language occurs 

on page 3, lines 18 thru 21 and states that the 

"grandfathering" will not occur if the ownership 

is changed, or the class, line, and volume of 

business written is "materially" changed from 

that written on Dec 31st, 1984.



4) PUBLIC HEARINGS:

a) Sponsor

b) Public witnesses:

5) BILL ACTION:

a) Hold in committee?

b) Assign to sub committe for further review?

c) Move from Committee?

d) close public hearings?

6) COMMITTEE ACTION:

a) amendments?

b) CS adoption? Need to adopt CS
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Original sponsor: Cato /

Ford
2/22/85 J

BY THE LABOR AND
IN THE HOUSE COMMERCE COMMITTEE

SENATE CS FOR HOUSE BILL NO. 77 (L&C)

IN THE LEGISLATURE OF THE STATE OF ^LASKA 

FOURTEENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act relating to the capital funds required of

foreign and domestic insurers."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 21.09.070(a) is amended to read:

(a) To qualify for authority to transact any one kind of insur­

ance as defined in AS 21.12, or combination of kinds of insurance as 

shown below, a foreign insurer, or a domestic insurer applying for its 

original certificate of authority in this state, or an insurer re­

applying for a certificate of authority in this state after having 

withdrawn from this state for any cause, shall possess and thereafter 

maintain unimpaired basic paid-in capital stock (if a stock insurer) 

or unimpaired basic surplus (if a foreign mutual insurer or foreign 

reciprocal insurer), and shall possess when first so authorized addi­

tional funds in surplus as follows:

Basic Capital )'

or
<

q(a Additional 

Basic Surplus ^  Surplus

$800,000 [$400,000] $800,000 [$400,000]

Kind or Kinds 

of Insurance 

Life

Disability 

Life and

Disability 

Property 

Casualty exclud-

ino vehicle 1.000.000 f50(LQ001 1.000.000 r500.0001

800.000 [400,000] 800,000 [400,000]

\

1 ,000,000 [500,000] 1,000,000 [500,000]

600.000 [400,000] 600,000 [400,000]



1

2

3

4

5

6

7

8 

9

10

11

12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

26

27

28 

29

Vehicle 800,000 [400,000] 800,000 [400,000]

Marine & Trans­

portation 1,000,000 [450,000] 1 ,000,000 [450,000]

Surety 1,000,000 [500,000] 1 ,000,000 [500,000]

Title 300,000 [250,000] 300,000 [250,000]

Any two or more of the following 

kinds of insurance: property, 

marine and transportation, 

vehicle, casualty excluding 

vehicle, surety and

disability 1,500,000 [550,000] 1,500,000 [550,001]

[MULTIPLE LINES (ALL LINES 

EXCLUDING LIFE AND TITLE

INSURANCE) 750,000 750,000]

Legal Expenses 600,000 [400,000] 600,000 [400,000]

Mortgage Guaran­

tee 1 ,000,000 [400,000] 1 ,000,000 [400,000]

* Sec. 2. AS 21.09.080 is repealed and reenacted to read:

Sec. 21.09.080. CAPITAL FUNDS REQUIRED OF OLD DOMESTIC INSURERS,

(a) A domestic insurer holding a valid certificate of authority to 

tiansact insurance in this state immediately before January 1, 1985, 

may continue to transact the same kinds of insurance permitted by the 

certificate of authority provided that after January‘1, 1985, the

insurer maintains unimpaired no less paid-in capital stock (if a stock 

insurer) and no less minimum surplus (if a mutual insurer) than the 

amount required of the insurer by AS 21.09.070 on December 3 l ,  1984, 

as if the law had continued in force.

(b) An insurer described in this section may not, after 

January 1, 1985, declare a dividend or distribute assets to its



shareholders, members or subscribers until it has a total capital and 

surplus equal to the total capital and surplus required for a like 

insurer under AS 21.09.070.

(c' Annually on December 31, beginning in 1985, each domestic 

insurer described in this section with less paid-in capital stock (if 

a stock insurer) or less surplus (if a mutual insurer) than required 

by AS 21.09.070 as to new domestic insurers shall increase their 

unimpaired basic paid-in capital stock or surplus by an amount equal 

to 20 percent of the difference between the actual paid-in capital 

stock or surplus on December 31, 1983, and that required by AS 21.09.- 

070 as to new domestic insurers. By December 31, 1989, all domestic 

insurers shall maintain paid-in capital stock and surplus in amounts 

no less than required by AS 21.09.070 as to new domestic insurers.

(d) Notwithstanding the provisions of this section, a domestic 

life insurer duly licensed and capitalized on December 31, 1984, shall 

have and maintain the capital and surplus required under the laws of 

this state on December 31, 1984, as if the laws had continued in

force. This subsection does not apply to a domestic life insurer if 

the ownership of the insurer is changed, or the class, line, and 

volume of the business written is materially changed from that written 

on December 31, 1984.

Sec. 3. AS 21.69.220(b) is amended to read:

(b) When applying for an original certificate of authority, the 

insurer must be otherwise qualified under this title, and must have 

received and accepted bona fide applications as to substantial insur­

able subjects for insurance coverage of a substantial character of the 

kind of insurance proposed to be transacted, must have collected in 

cash the full premium at a rate not less than that usually charged by 

stock insurers for comparable coverages, must have surplus funds on



hand and deposited as of the date the insurance coverages are to 

become effective, or, in lieu of the applications, premiums and sur­

plus, may deposit surplus, all in accordance with that part of the 

following schedule which applies to the one kind of insurance the

5 insurer proposes to transact:

6

7

8 (A) (B) (C) (D)

9 Minimum No. Minimum No.

10
of of Minimam

11 Kind of Applicants Subj ects Premium

12 Insurance Accepted Covered Collected
13

14

15
Life (1) 500 500 annua1

16
Disability (2) 500 500 quarterly

17
Property (3) 100 250 annual

18
Casualty (4) 250 500 annual

19
With Workers'

20
Compensation 250 1 ,500 quarterly

21
Marine, Wet

22
Marine, and

23
Transportation 50 50 annual

24

25

26
(E) (F) (G) (H)

27
Maximum

28
Minimum Amount of Minimum

29
Amount of Insurance Surplus Deposit



Insurance Each

Each Subject

Subject (5)

Funds of Surplus

Deposited in Lieu of

( 6 ) (6 )

$1,000 $ 2,500 $800,000 [$ 50,000] $800,000 [$100,000]

$ 10 $ 25 $800,000 [$ 50,000] $800,000 [$100,000]

(weekly (weekly

indem.) indem.)

$1,000 $ 3,000 $600,000 [$100,000] $600,000 [$200,000]

$1,000 $10,000 $1 ,000,000 [$150,000] $1 ,000,000 [$200,000]

$1,000 $10,000 $1 ,000 ,000 [$200,000] $1 ,000,000 [$300,000]

$1,000 $25,000 $1,000,000 [$100,000] $1 ,000,000 [$200,000]

Sec. 4. AS 11.75.050 is amended by adding a new subsection to read:

(d) Notwithstanding (a) and (c) of this section, or AS 21.09.- 

080, domestic reciprocal insurers duly licensed and capitalized on 

December 31, 1984, shall have and maintain the capital and surplus

required at the date of their original license.



Introduced: 1/18/85 
Referred: Labor & Commerce

1 IN THE HOUSE BY CATO

2 HOUSE BILL NO. 77 an

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FOURTEENTH LEGISLATURE - FIRST SESSION

5 A BILL

For an Act entitled: "An Act relating to the capital funds required of

7 foreign and domestic insurers."

8 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

9 * Section 1. AS 21.09.070(a) is amended to read:

10 (a) To qualify for authority to transact any one kind of insur-

11 ance as defined in AS 21.12, or combination of kinds of insurance as

12 shown below, a foreign insurer, or a domestic insurer applying for its

13 original certificate of authority in this state, or an insurer re-

14 applying for a certificate of authority in this state after having

15 withdrawn from this state for any cause, shall possess and thereafter

16 maintain unimpaired basic paid-in capital stock (if a stock insurer)

17 or unimpaired basic surplus (if a foreign mutual insurer or foreign

18 reciprocal insurer), and shall possess when first so authorized adi -

19 tional funds in surplus as follows:

20 Basic Capital

21 Kind or Kinds or Additional

22 of Insurance Basic Surplus Surplus

23 Life $800,000 r$400,0001 $800,000 [$400,0001

24 Disability 800,000 [400,0001 800,000 [400,0001

25 Life and

26 Disability 1,000,000 [500,000] 1,000,000 [500,0001

27 Property 600,000 [400,0001 600,000 [400,0001

28 Casualty exclud­

29 ing vehicle 1,000,000 [500,0001 1,000,000 [500,0001

-1- HB 77 am



If*

1 Vehicle 800,000 [400,000] 800,000 [400,000]

2 Marine & Trans-

3 portatiou 1,000,000 [450,000] 1,000,000 [450,000]

4 Surety 1,000,000 [500,000] 1,000,000 [500,000]

5 Title 300,000 [250.000] 300,000 [250,000]

6 Any two or more of the following

7 kinds of insurance: property,

8 marine and transportation,

9 vehicle, casualty excluding

10 vehicle, surety and

11 disability 1,500,000 [550,000] 1,500,000 [550,000]

12 [MULTIPLE LINES (ALL LINES

13 EXCLUDING LIFE AND TITLE

L4 INSURANCE) 750,000 750,000]

15 Legal Expenses 600.000 [400,000] 600,000 [400,000]

L6 Mortgage Guaran-

17 tee 1,000,000 [400,000] 1,000,000 [400,000]

!.8 * Sec. 2. AS 21.09.080 is repealed and reenacted to read:

-9 Sec. 21.09.080. CAPITAL FUNDS REOTJIRED OF OLD DOMESTIC INSURERS.

20 (a) A domestic insurer holding a valid certificate of authority to

21 transact insurance in this state immediately before January 1, 1985,

22 may continue to transact the same kinds of insurance permitted by the

23 certificate of authority provided that after January 1, 1985, tha

24 insurer maintains unimpaired no less paid-in capital stock (if a stock

25 insurer) and no less minimum surplus (if a mutual insurer) than the

26 amount required of the insurer by AS 21.09.070 on December 31, 1984,

27 as if the law had continued in force.

28 (b) An insurer described in this section may not, after

29 January 1, 1985, declare a dividend or distribute assets to its

HB 77 am -2-



1 shareholders, members or subscribers until it has a total capital and

2 surplus equal to the total capital and surplus required for a like

3 insurer under AS 21.09.070.

4 (c) Annually on December 31, beginning in 1985, each domestic

5 insurer described in this section with less paid-in capital stock (if

6 a stock insurer) or less surplus (if a mutual insurer) than required

7 by AS 21.09.070 as to new domestic insurers shall increase their

8 unimpaired basic paid-in capital stock or surplus by an amount equal

9 to 20 percent of tie difference between the actual paid-in capital

10 stock or surplus on December 31, 1983, and that required by

11 AS 21.09.070 as to new domestic insurers. By December 31, 1989, all

12 domestic insurers shall maintain paid-in capital stock and surplus in

13 amounts no less than required by AS 21.09.070 as to new domestic

14 insurers.

15 (d) Notwithstanding the provisions of this section, a domestic

16 life insurer duly licensed and capitalized on December 31, 1984, shall

17 have and maintain the capital and surplus required under the laws of

18 this state on December 31, 1984, as if the laws had continued in

19 force.

20 * Sec. 3. AS 21.69.220(b) is amended to read:

21 (b) When applying for an original certificate of authority, the

22 insurer must be otherwise qualified under this title, and must have

23 received and accepted bona fide applications as to substantial insur-

24 able subjects for insurance coverage of a substantial character of the

25 kind of insurance proposed to be transacted, must have collected in

26 cash the full premium at a rate not less than that usually charged by

27 stock insurers for comparable coverages, must have surplus funds on

28 hand and deposited as of the date the insurance coverages are to

29 become effective, or, in lieu of the applications, premiums and



1 surplus, may deposit surplus, all in accordance with that part of the

2 following schedule which applies to the one kind of insurance the

3 insurer proposes to transact:

4 _____________________________________________________________

5 __________________________________ __ ______________

6 (A) (B) (C) (D)

7 Minimum No. Minimum No.

8 of of Minimum

9 Kinc of Applicants Subjects Premium

10 Insurance Accepted Covered Collected

11

12

13 Life (1) 500 500 annual

14 Disability (2) 500 500 quarterly

15 Property (3) 100 250 annual

16 Casualty (4) 250 500 annual

17 With Workers'

18 Compensation 250 1,500 quarterly

19 Marine, Wet

20 Marine, and

21 Transportation 50 50 annual

22

23

24 (E) (F) (G) (H)

25 Maximum

26 Minimum Amount of Minimum

27 Amount of Insurance Surplus Deposit

28 Insurance Each Funds of Surplus

29 Each Subject Deposited in Lieu of

HB 77 am -4-



1

2

Subject (5) (6) (6)

3

4 $1,000 $ 2,500 $800,000 [$ 50,000] $800,000 [$100,000]

5 $ 10 $ 25 $800,000 [$ 50,000] $800,000 [$100,000]

6 (weekly (weekly

7 indem.) indem.)

8 $1,000 $ 3,000 $600,000 [$100,000] $600,000 [$200,000]

9 $1,000 $10,000 $1,000,000 [$150,000] $1,000,000 [$200,000]

10 $1,000 $10,000 $1,000,000 [$200,000] $1,000,000 [$300,000]

11 $1,000 $25,000 $1,000,000 [$100,000] $1,000,000 [$200,000]

12

13

14 * Sec. 4. AS 21.75.050 is amended by adding a new subsection to read:

15 (d) Notwithstanding (a) and (c) of this section, or AS 21.09.-

16 080, domestic reciprocal insurers duly licensed and capitalized on

17 December 31, 1984, shall have and maintain the capital and surplus

18 required at the date of their original license.

-5- HB 77 am



ffi 77 AM 
ALASKA STATUTES

CHAPTER = 21.09 
SECTION = 21.09.070 

TITLE = 21

HEADINGS TITLE 21.
Insurance.

CHAPTER 09.

Authorization of Insurers and General Requirements.
CITATION Sec. 21.09.070.
CATCH LINE

CAPITAL FUNDS REQUIRED OF FOREIGN INSURERS AND NEW DOMESTIC 
INSURERS.

TEXT (a) To qualify for authority to transact any one kind of
insurance as defined in AS 21.12, or combination of kinds of 

insurance as shown below, a foreign insurer, or a domestic 

insurer applying for its original certificate of authority in 
this state, or an insurer reapplying for a certificate of 

authority in this state after having withdrawn from this state 
for any cause, shall possess and thereafter maintain unimpaired 

basic paid-in capital stock (if a stock insurer) or unimpaired 
basic surplus (if a foreign mutual insurer or foreign reciprocal 
insurer), and shall possess when first so authorized additional 

funds in surplus as follows:

Basic Capital

AS21.09.070

Kind or Kinds or A d d i t i o n
of Insurance Basic Surplus Surplus
Life $400,000 $400,000
Disability 400,000 400,000
Life and Disability 500,000 500,000
Property 400,000 400,000
Casualty excluding vehicle 500,000 500,000
Vehicle 400,000 400,000
Marine & Transportation 450,000 450,000
Surety 500,000 500,000

Title 250,000 250,000
Any two of the following

kinds of insurance: property,

marine and transportation, 
casualty excluding vehicle 9
surety and disability 550,000 550,000

Multiple Lines (all lines

excluding life and title

insurance) 750,000 750,000
Legal Expenses 400,000 400,000
Mortgage Guarantee 400,000 400,000

Statutes



AS21.09.080

(b) Notwithstanding (a) of this section, a domestic insurer 
holding a valid certificate of authority to transact insurance in 

this state immediately before July 1, 1965, may continue to 
transact the same kinds of insurance permitted by the certificate 

of authority by maintaining after that date unimpaired not less 
than the same amount of paid-in capital stock (if a stock 

insurer) or not less than the same amount of surplus (if a mutual 
o r  reciprocal insurer) for that authority as required under the 

laws of this state in force immediately before July 1, 1966, as 
if the laws had continued in force.



AS21.69.220

CHAPTER = 21.69 

SECTION = 21.69.220 
TITLE = 21 

HEADINGS TITLE 21.
Insurance.
CHAPTER 69.

Organization and Corporate Procedures.
CITATION Sec. 21.69.220.
CATCH LINE

INITIAL QUALIFICATIONS OF DOMESTIC MUTUALS.

TEXT (a) When nc.vly organized, a domestic mutual insurer may be

authorized to transact any one of the kinds of insurance listed 
in the schedule contained in 

(b) of this section.

(b) When applying for an original certificate of authority, 

the insurer must be otherwise qualified under this title, and 
must have received and accepted bona fide applications as to 

substantial insurable subjects for insurance coverage of a 

substantial character of the kind of insurance proposed to be 
transacted, must have collected in cash the full premium at a 
rate not less than that usually charged by stock insurers for 
comparable coverages, must have surplus funds on hand and 

deposited as of the date the insurance coverages are to become 

effective, or, in lieu of the applications, premiums and surplus, 
may deposit surplus, all in accordance with that part of the 
following schedule which applies to the one kind of insurance the 
insurer proposes to transact:

(A) (B) ........(c)....... CD)
Minimum No. Minimum No.

of of Minimum
Kind of Applicants Sii> jects Premium
Insurance Accepted Covered Collected

Life (1) 500 500 annual
Disability (2) 500 500 quarterly
Property (3) 100 250 annual
Casualty (4) 250 500 annual
With Workers'
Compensation 250 1,500 quarterly
Marine, Wet
Marine, and

Transportation 50 50 annual



~ CE) .... (F).....
Maximum

(G) (H)

Minimum Amount of Minimum
Amount of Insurance Surplus Deposit
Insurance Each Funds of Surp s

Each Subject Deposited in Lieu of
Subject (5) (6) (6)

$1,000 $ 2,500 $ 50,000 $100,000
$ 10 $ 25 $ 50,000 $100,000
(weekly (weekly

i nd e m . ) indem.)
$1,000 $ 3,000 $100,000 $200,000
$1,000 $10,000 $150,000 $200,000
$1,000 $10,000 $200,000 $300,000
$1,000 $25,000 $100,000 $200,000

%



AS21.75.050

CHAPTER = 21.75
SECTION = 21.75.050
TITLE = 21

HEADINGS TITLE 21.

Insurance.
CHAPTER 75.

Reciprocal Insurers.
ARTICLE 1.

General Provisions.
CITATION Sec. 21.75.050.
CATCH LINE

SURPLUS FUNDS REQUIRED.

TEXT (a) A domestic reciprocal insurer formed in accordance with

the provisions of this chapter shall have and maintain a surplus 

no less than an amount equal to the total of the capital and 
one-half of the surplus that would be required of a domestic 

stock insurer writing the same lines for which the reciprocal 
insurer seeks to be authorized.

(b) A  foreign reciprocal insurer shall have and maintain a 
surplus no less than an amount equal to the total capital and 

surplus that would be required of a domestic stock insurer 
writing the same lines for which the reciprocal seeks to be 
authorized.

(c) A domestic reciprocal insurer formed under this chapter 

by and insuring only 10 or more municipalities shall

(1) comply with (a) of this section or post a bond for 
an amount equal to the capital that would be required of a 

domestic stock insurer writing the same lines of insurance 
for which the reciprocal insurer seeks to be authorized; and

(2) maintain a surplus of $250,000 in admitted assets 
o r  a surplus sufficient to operate the reciprocal insurer for 
one year, whichever is greater.

HISTORY (Sec. 1 ch 120 SLA 1966; am sec. 4 ch 150 SLA 1978; am sec. 2 ch 
104 SLA 1983)



%

c

G

sw*

REQUEST

Bill/Resolution No.: H p 77
Title: ________

STATE OF ALASKA 1985 LEGISLATIVE SESSION 

___________________ FISCAL N O T E _________________

Revision Date:

Sponsor: Cat0
Requestor:

FISCAL DETAIL

Agency A T T e c t e d : & prnn. . D p v .  
Program Category Arrected:_________________

BRU, Program or Subprogram(s) Affected:

Date of Request:_

EXPENDITURES/REVENUES: (Thousands of Dollars)

CAPITAL

C REVENUE

FUNDING: (Thousands of Dollars!

POSITIONS

ANALYSIS: Attach a separate page if necessary

OPERATING

F Y  US FY bb | FY 87 FY 88 FY 89 FY 90

nXTPtRSONAL SERVrCLS-
100 TRAVEL
300 CONTRACTUAL
«K> SUPPL IES
300 EQUIPMENT
300 UN O  & STRUCTURES
NIO GRANTS, C U IM S
300 M ISCELUNEOUS
TOTAL OPERATING - U - - _u- - -u- -u- ' - 0 - - 0 -

jtuicnnu rti.NU 

FEDERAL FUNDS 

JTHER 

TOTAL

1 i

! 1

A A
- 0 - - 0 -  | ~ U “  j - 0 - - u -

1 Ir .d
1

PART-TIME

TEMPORARY - 0 - - 0 -

10110
1 -  - u - - 0 -  "  '

U

Prepared By: Donald Koch 
Division: uivision or insurance

Approved by Commissioner: Loren H. Lounsbury- 

Agency:________ Commerce & Economic Development

Phone; 465-2577 

Date:

Date

Distribution (by Agency preparing fiscal note):

Legislative Finance 

Legislative Sponsor 

Requestor

Office of Management and Budget 

Impacted Agency(ies)
• s J F i s c a l  N o t e

1587W12985a



sO>

Official Business

^ la s k a  J ita ie  ^ leg is la tu re
S e n a t e

Committee on Ca&or &  Commerce Pouch V 

State Capitol 

Juneau, Alaska 99811

HB 77am Sectiona l Ana lys is :

Section 1) Increases the amount o f c a p i ta l and surplus requirements 
fo r "new" fo re ig n and domestic insurers apply ing fo r a 
c e r t i f i c a t e  to operate in the s ta te . Also requires in ­
surers who were p re v ious ly c e r t i f i e d  in the s ta te but 
withdrew to provide the increased cap ita l and surplus 
amount^. Scheduled increases i.re es tab lished in th is 
sec tion .

Section 2) (a) Allows those domestic insure rs presen t ly hold ing
v a l id  c e r t i f i c a t e s  to continue to transac t the 
same kinds o f insurance as long as they maintain 
no less cap ita l or surp lus than they are cu r re n t ly 
requ ired to have.

(b) p ro h ib i ts  insu re rs from dec la r ing a div idend or d is ­
t r ib u t in g  assets to t h e i r  shareholders, members, or 
subscribers u n t i l they have the to ta l cap ita l and 
surplus requ ired under th is  proposed le g is la t io n .

(c ) Allows domestic insu re rs c u r re n t ly ho ld ing va l id 
c e r t i f i c a t e s  o f a u th o r i t y  u n t i l Dec 31st 1989 to 
increase th e i r  ca p i ta l and surp lus requirements to 
the schedule adopted in sec tion 1). S ta r t in g on 
December 31s t , 1985, and then annua lly , domestic 
insurers w ith less than the requ ired minimt'ms proposed 
in th is  b i l l  must increase t h e i r  cap ita l and surplus 
minimums by 20% o f the d i f fe re n ce between the amounts 
held on Dec 31st 1983 and the new requ ired amounts.

(d) "Grandfathers" domestic l i f e  insurance companies 
at the cap ita l and surp lus requirement le ve ls in 
e f fe c t on Dec 31s t , 1984.

Section 3) Amends the "minimum surp lus funds deposited" and the "deposit 
surp lus in l i e  o f " f o r insu re rs who a re- apply ing fo r a cer­
t i f i c a t e  o f a u th o r i t y .

Section 4) Exempts domestic rec ip roca l insu re rs licensed and cap ita l ize d 
on Dec 31s t, 1984 from the requirements o f the new prov is ions .

S e c t i o n a l A n a ly s i s
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FEB 6 1985

HB 77 An Act relating to the capital funds required of foreign

and domestic insurers.

An insurance company desiring to do business in Alaska must have, among 
other things, certain amounts of unimpaired paid-in basic capital and un­

impaired basic surplus before it can open its doors for business. These 

amounts, which are specified in Alaska Statutes, are intended to be a 

minimum cushion to assure that the insurer is able to meet its financial 
obligations.

These minimums were last revised in 1976. Since that time, the purchasing 

power represented by the specified limits has substantially diminished.

For example, the value of a limit of $1,000,000 in 1976 has diminished as 

fol1o w s :

1976 $1,000,000 1981 $625,000

1977 $939,000 1982 $590,000
1978 $873,000 1983 $574,000
1979 $797,000 1984 est. .$559,000
1980 $693,000 1985 est. $543,000

The proposed bill would effectively restore the purchasing pov/er of the 
minimums to slightly over the 1976 level.

This proposal has grandfather provisions for domestic life companies (we 

have one) and for domestic reciprocals (we have two). All other domestics 
would have four years to reach the new required minimums. We view this as 

appropriate.

The Department lends its full support to this measure as proposed with a 

few minor nonsubstantive amendments. We urge the committee to consider 
the bill on its merits. The proposal is timely and we encourage its 

passage.

0105K13085b

LTbren H. Lounsbury, Commissioner 

Date: / / j f o / f r  £>___________________

Position Paper
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January 11, 1985

The Honorab le B e tty Cato, R ep re sen ta tive 
House o f R ep re sen ta tive s 
Pouch V
Juneau, A la ska 99811 

Dear B e t ty :

I  ve ry much app re c ia te you r u n d e rta k in g to  d r a f t ,  p r e f i l e  and 
in tro d u ce the le g is la t io n  re q u ir in g  in c reased c a p ita l and su rp lu s 
minima fo r the fo rm a tio n and o pe ra t io n  o f insu rance companies in the 
S ta te o f A la ska .

BACKGROUND

Insu rance companies formed and do ing bus iness in  the s ta te  o f A laska 
are c lo s e ly  re g u la te d by T i t l e  21 as implemented and en fo rced by the 
D iv is io n  o f In su ran ce .

H is t o r i c a l l y , and s t i l l  today , the most im po rta n t c o n s id e ra t io n  in  
re g u la t in g  in su rance companies and the whole in su rance bus iness is  to 
insu re the so lvency o f the in d u s t ry , th a t is  to ensure th a t the 
insu rance companies s e l l in g  p o l ic ie s  w i l l  have the f in a n c ia l 
resou rces to  pay o b lig a t io n s  under those c o n tra c ts  when c la im s a re 
made. T h is becomes a p a r t i c u la r l y  acu te problem when one re a l iz e s  
c la im s under our c a s u a lty insu rance p o l ic ie s  may no t be made fo r 
th re e , fo u r even f iv e  yea rs a f t e r  the p o l ic y  has been pa id fo r and 

> fo r l i f e  insu rance companies the c la im s may n o t be made fo r as much 
as tw en ty ye a rs , fo r t i t l e  companies an e q u a lly  long p e r io d o f tim e .

The in su ra n ce re g u la to ry  scheme, which is  d ire c te d  towards' a s su r in g 
the f in a n c ia l c a p a b i l i t y  o f a l l  o f the c a r r ie r s  s e l l in g  in su ra n ce , 
a ttem p ts to  meet th is  cha lle nge by ove rsee ing a lm ost a l l  phases o f an 
insurance company's a c t i v i t i e s ;  i t s  p r ic in g , i t s  in ve s tm en ts , i t s  
management, i t s  ownersh ip and i t s  s ig n i f i c a n t bus iness t ra n s a c t io n s .

Perhaps the most im po rta n t c o n t r o l wh ich s ta tu te s  g iv e the insu rance 
department is  to re q u ire  th a t insu rance companies have a minimum 
amount o f cash in  i t s  c a p i ta l and fre e  su rp lu s accounts b e fo re they 
are lic e n s e d  arid fu r th e r re q u ir in g  th a t i t  m a in ta in  those le v e ls  so 
long as i t  is  lic e n s e d to do bus iness in  the s ta te .

^ P e r io d ic a l ly  i t  is  necessary fo r these requ irem en ts to be rev iewed to
determ ine i f  they a re s t i l l  adequate to meet c u r re n t needs.

G
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In  1966 the minima were doubled over what they had been p r io r  to th a t 
tim e . The c a p ita l and su rp lu s requ irem en ts were la s t rev iewed by tiie 
le g is la tu r e  in  1976 a t which tim e they were increased by 100£ ove r 
the requ irem en ts on the books a t th a t tim e .

S ince 1976 th e re has been no change in  the c a p ita l and su rp lu s 
requ irem en ts b u t th e re  have been s ig n i f ic a n t changes in  the exposures 
fo r insu rance companies no t the le a s t o f which has been doub le d ig i t  
in f l a t i o n  which has so decreased the va lue o f money s in ce 1976 making 
i t  e x trem e ly im po rta n t th a t these be aga in rev iew ed .

CAPITAL AND SURPLUS REQUIREMENTS

Basic ca » ita l o r b a s ic su rp lu s and a d d it io n a l su rp lu s a re the 
accounts denom inated in  A laska s ta tu te s  as p o lic y h o ld e rs 1 s u rp lu s . 
Th is is  the s ta tu to r y  accoun tin g term app lie d to  the accounts which 
are more commonly known by accoun tan ts as a company's n e t w o rth .

I  was one o f the key peop le re s p o n s ib le  fo r s ta r t in g  A laska N a tio n a l 
Insu rance Company in  O ctobe r o f 1980. I  have been in  the insu rance 
in d u s try  s in ce 1968, from October o f 1975 th rough December o f 1978 I 
was the d ir e c to r o f th e D iv is io n  o f Insu rance and have been in vo lv e d 
as a law ye r o r as an e xe cu tiv e  o f f i c e r  fo r insu rance companies

W ith th is  background I  b e lie v e  I  can say w ith  assurance th a t one o f 
the most im po rta n t concerns th a t the insu rance in d u s try  has is  the 
adequate c a p i t a l i z a t io n  o f new e n tra n ts in to  the insu rance bus in e ss .

There a re two reasons why the insu rance in d u s try  is  concerned about
the f in a n c ia l s e c u r ity  o f o th e r insu rance companies:

(a ) Those in  the in d u s t ry  know f u l l  w e ll th a t fo r the f i r s t  se ve ra l 
ye a rs o f an insu ra nce company's o p e ra t io n , c a p i ta l and su rp lu s 
is  m a rke ted ly reduced p a r t l y  because o f genu in e ly in c u rre d  
o p e ra t in g  expenses and losse s d u r in g the fo rm a tiv e  yea rs and 
p a r t l y  because o f the p e c u l ia r i t i e s  o f s ta tu to r y  a c co u n tin g , and
th a t , i f  a company is  n o t adequa te ly c a p ita l iz e d  i t  w i l l  q u ic k ly
become in s o lv e n t even though i t  may be o pe ra tin g  in  accordance 
w ith  ra te s , form s and procedu res common to  the re s t o f the 
in d u s t r y .

(b ) In  A laska th e re  is  an insu rance guaran tee a s s o c ia t io n  which 
p ro v id e s among o th e r th in g s th a t a l l  o f tne p ro p e r ty  and 
c a s u a lty  insu rance companies do ing bus iness in  the s ta te  o f 
A la ska must pay fo r  lo sse s wh ich an in s o lv e n t in su ra nce company 
do in g bus ines in  the s ta te  a re unab le to pay. We unders tand 
th a t i t  is  the d e s ire  o f the D iv is io n  o f Insu rance to  in tro d u c e 
a l i f e  in su ra nce gua ran tee a s s o c ia t io n  which w i l l  have the same 
fu n c t io n  w ith  re s p e c t to  l i f e  insu rance companies.



Since losses l e f t  unpa id by an in so lv e n t insurance c a r r ie r  
whether p ro p e r ty , c a s u a lty  o r l i f e  must be paid fo r by those o f 
us who are a ttem p tin g  to a c t re s p o n s ib ly in  the in d u s try we have 
a good and s u f f i c ie n t reason to  be concerned th a t no company be 
s ta r te d  in  the s ta te  o f A laska o r allowed to  en te r the s ta te  
from ano the r s ta te  un le ss i t  has a t le a s t a minimum c a p i t a l and 
su rp lu s which in  ou r judgement is  necessary to p ro p e r ly ope ra te 
a good insu rance company.

POLICYHOLDER SURPLUS LEVEL

Th is le g is la t i v e  p roposa l re q u ire s th a t a l l the e x is t in g  c a p i ta l and 
su rp lu s requ irem en ts be e s s e n t ia l ly  doubled. I f  th is  le g is la t io n  
were adopted as proposed i t  would pu t Alaska near the ton b u t n o t 
among the h ig h e s t c a p i t a l and su rp lu s requirements fo r a l l  o f the 
s ta te s ; th a t is , th e re a re se ve ra l s ta te s such as C a l i f o r n ia , New 
York and Colorado which have c a p i t a l and su rp lu s requ irem en ts which 
a re even h ig h e r than those which would be requ ired by A laska even 
a f t e r  th is  b i l l  were adop ted .

I t  is  my judgement t . ia t these minima a re , p a r t ic u la r ly  fo r A la ska , 
e s s e n t ia l g iv e n the h gher co s t o f w o rke rs ' compensation c la im s , the 
h ig h e r p ro p e r ty va lu e s in v o lv e d , the h ig he r exposure on au to and 
genera . l i a b i l i t y  c la im s and so fo r t h .

ACCEPTABILITY

Th is measure was e s s e n t ia l ly  d ra fte d  over a year ago and d iscussed 
among the insu rance in d u s t ry  bu t never in troduced as le g is la t io n .

A t the tim e i t  was d ra f te d , in  November o f 1983, i t  was p resen ted to  
the then d ir e c to r o f the D iv is io n  o f Insurance , Kenneth Moore who 
approved the language o f the b i l l  and agreed th a t he would supppo rt 
i t  i f  i t  were in tro d u c e d .

I  do n o t have a s p e c i f ic  comm ittment from him but I  b e lie v e  th a t the 
new d ir e c t o r , John George lik e w is e  approves o f th is  p ro po sa l.

In  a d d i t io n , the measure was subm itte d to the Board o f Governors o f 
the A la ska Insu rance Guarantee A s s o c ia t io n  fo r th e i r  comment. T h e ir 
response was th a t a l l  members o f the Board Governors excep t one fo r 
them se lves and fo r  whateve r tra d e a sso c ia tio n s in  the in su rance 
in d u s t r y  they re p re s e n t, e ith e r approved o f o r d id no t d isapp ro ve o f 
the measure.



I M P A C T  O N  I N S U R E R S

Enclosed is  an e x h ib i t showing the c a p ita l and su rp lu s o f domestic 
in s u re rs in  the s ta te  o f A la s ka . I t  can be seen th a t the b i l l  would 
no t a d ve rs e ly a f fe c t any o f the e x is t in g  domestic in su rance companies 
except U m ilia k Insu rance Company, L i f e  Insurance Company o f A la ska , 
The A laska Timber Insu rance Exchange and a newly formed re c ip ro c a l 
owned by the A laska R u ra l E le c t r ic  A s so c ia tio n . A l l o th e r companies 
e ith e r meet o r exceed the c a p i t a l requ irem ents or a re w h o lly owned by 
la rg e in su rance companies which cou ld e a s ily downstream c a p i ta l 
w ith o u t any lo s s o r expense to  themselves in o rd e r to  meet the 
req u irem en ts . U m ilia k Insu ran ce Crr.pany would have to  come up w ith  
a d d it io n a l monies, bu t I  have d iscussed th is  m a tte r w ith  the manager 
o f U m ilia k who in fo rm ed me th a t on h is  bch , l f  and on b e h a lf o f h is  
ownersh ip they approved o f the b i l l  and would meet the requ irem en ts .

Language has been in c lu d e d in  the b i l l  which would g ra n d fa th e r the 
A laska Tim ber Exchange the o n ly o th e r re c ip ro c a l in  the s ta te  and the 
L ife  In su ran ce Company o f A la ska the on ly domestic l i f e  insu rance 
company.

Should you have any fu r th e r que s tio n s concern ing the gen e ra l purpose 
o f the proposed b i l l  o r i t s  s p e c i f ic  language, I  would be happy to 
have you o r you r s t a f f  c a l l upon me.

Yours c o r d ia l l y ,

R icha rd L . B lock 
P re s id e n t

DLB:jrad 
Enc losu re
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CAPITAL AND SURPLUS OF 
DOMESTIC INSURERS 
DECEMBER 31, 1982

P a id - In  and 
P a id - In  C on tr ib u te d P o lic y h o ld e r '
C a p ita l Su rp lus Su rp lu s

A la ska Insurance Company 600,000 2,160 ,092 2 ,760 ,092

A la ska P a c i f ic  Insu rance Company 1,024 ,080 22,920,775 23,944,855

A la ska Timber Insurance Exchange 1,442 ,383 1 ,442 ,383

G rea t American Insu rance Company
o f A la ska 750,000 880,359 1 ,630 ,359

I n d u s t r ia l Indem n ity Company
o f A laska Revo lv ing Fund 750,000 2 ,869 ,016 3 ,619 ,016

MICA 3,000 ,000 *  1,749 ,059 4 ,749 ,059

P a c i f ic  Marine Insu rance Company
o f A la ska 1,000,000 973,973 1 ,973 ,973

O P rov idence Washington In su ran ce
Company o f A laska 650,000 X .707,856 2 ,357 ,856

U m ia lik  Insurance Company 750,000 616,464 1 ,366 ,464

S e c u r ity  T i t l e  Insu rance Company
o f A la ska 950,010 1 ,318 ,128 2 ,268 ,138

L i f e  Insu rance Company o f A la ska 103,859 *  1,259 ,124 1 ,362 ,982

*  G ra n d fa th e r 's R ig h ts
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S O U R C E :  A L A S K A  D I V I S I O N  O F  I N S U R A N C E  11-14-83.




