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AMERICAN COLLEGE OF NURSE-MIDWIVES

1522 K Street, N.W., Suite 1120, Washington, D.C. 20005 202/347-5445

FACT SHEET: NURSE-MIDWIVES

AND THE MALPRACTICE [INSURANCE CRISIS

THE PROBLEM Over half of the American College of Nurse-
Miawives®™ members have lost their malprac—
tice 1iInsurance, and so far no company in the
insurance industry appears willing to write

a replacement policy. The threat of an
eventual loss of coverage hangs over many
other members as well. This situation is

caused by general conditions in the iInsur—
ance industry and not by ACNM professional
performance. In an attempt to keep practic—
ing, nurse-midwives have been forced to
pursue a variety of temporary coverages (see
options, page 3). But the outlook for a

more satisfactory remedy 1is bleak. Virtu—
ally an entire profession is in jeopardy of
extinction.

BACKGROUND The American College of Nurse-Midwives
(ACNM) is the professional organization for
nationally certified nurse-midwives (CNMs)

in the United States. Its 2,500 members
represent close to 85 percent of the pro—
fession .

Members of the College are experts in cane
for the healthy woman during her pregnancy,
labor and delivery, as well as care for both
mother and child after the baby is born.

No member 1is an "ordinary midv;ife" iIn the
usual concept of that term. Each 1is a nurse
educated at schools of midwifery associated
with 28 1institutions of higner learning,
among them Yale, Columbia, Stanford, George-
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town and many state universities. CNMs work
in clinical collaboration with physicians.

3etween July 1, 1984, and July 1, 1985,
about 1,400 CNMs had malpractice insurance
under a blanket ACNM policy written by the
Mutual Fire, Marine i Inland Insurance Com—
pany of Philadelphia.

The company notified ACNM in May 1985 that
the policy would not be renewed - not be—
cause of its members® professional perform—
ance, but because of general conditions in
the insurance industry (the unavailability
of reinsurance).

Mutual Fire Marine and Inland is the third
insurance carrier the ACNM has worked with
in the past three years. In the 1970s the
premium per member was S38 per year. It had
risen to an average of $1,000 a year in 1985.

Suits have been filed against only six
percent of all nurse-midwives — a number
considered low among medical profession—
als .

After Mutual Fire®"s non-renwal, ACNM, through
its iInsurance broker, contacted 17 1insurance
companies in the U. S. ACNM believes this
represents most carriers who write profes—
sional Iliability insurance. To date the
College has been turned down by all of them.

Personal appeals to insurance company
executives yielded no results, and addi—
tional appeals to them emphasizing the low
risk of nurse midwife practice have been
made .

Nurse-midwives have been talking with in—
surance commissioners, legislators and other
officials of individual states. To date
only one state out of fifty — New Jersey -
has been able to offer insurance from a
private carrier.
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CNMs feel both a moral and a practical
obligation to carry malpractice insurance to
protect their patients and themselves from
any unintentional human error on their

part. In addition, many CNMs must carry
malpractice insurance to retain their
employment and/or hospital privileges.

- In some states, individual CNMs have found
coverage through an insurer such as a phy—
sician-owned company, but these policies
usually carry practice restrictions.

- Some CNMs may be covered through their
employers. This may not shield them from
personal liability therefore ACNM encourages
CNMs to carry their own professional liabil—
ity insurance as well.

- Providing that certain conditions are met,
CNMs may, for the time being, obtain cover—
age through the American Nurses Associ —
ation®"s (ANA"s) or the American College of
Obstetricians and Gynecologists®™ (NAACOG"s)
insurance policies.

- Some states - e.g., New York and Texas -
have extended joint underwriting authority

to include nurse-midwives. However, antici—
pated premium levels will be prohibitive
given that the average income of nurse mid—
wives 1is $25,000.

- Nurse midwives are appealing to Congress
to enact emergency legislation to provide
relief.
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Mary Rita Prah
Executive Director

MEMO

TO: Chapter Chairs
FROM: Mary Rita Prah

RE: Insurance Update: Please
your chapter.

DATE: September 9, 1986
Filings and Applications

ACNM has been informed by CNA that rate filings for each
state were sent to state insurance commissioners on Friday,
August 29, 1986. The "applications will be sent to CNMs as the
filings are approved. Although some states have "file and use"
regulations, this applies only to the insurance "rates," not to
the "forms," which still need to be approved by the state before
the insurance may become effective. CNA is expecting most
approvals to come through this week and has applications ready to
mail as the approvals come in.

It 1is therefore in the hands of the individual states at
this time. To hasten the process you can find out who iIn your
state insurance office approves new insurance Ffilings and ask
them to expedite the approval. The policy will be filed under
the name American Casualty Company, a CNA insurance company. The
effective date of the policy in your state will be the date on
which your state gives approval. There is absolutely no
provision for retroactive coverage of any Kkind.

Hospital Privileges and the Amount of Coverage: 1 million/Imillion

ACNM  has received many calls from CNMs requesting 1
million/3 million coverage under this CNA policy. The CNMs are
concerned about losing hospital privileges since they are unable
to purchase the 1 million/3 million coverage required by many
hospitals.

ACNM did try to obtain 1 million/3 million coverage from
the insurance consortium. However, because of conditions in the
market place , this coverage is not available at the present time.
ACNM will continue to try to obtain this coverage in the Ffuture
and CNA has indicated that they may reevaluate the coverage in
not less than 1 year.

In the meantime, CNMs and other health care providers
(including physicians) are faced with the difficult task of
convincing hospital administrators and hospital risk managers to
ac: th=< .over level coverage during this interim time
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Beriod. In some areas of the country CNMs_and physicians nave
peen successful in achieving this outcome. The following is some

information which may be useful in this regard.

Generally, it is the individual hospital which determines
the _regulations for medical staff privileges regarding the
requirements for adequate insuyrance covera?e. Many timeS the
hospital by-laws specify a specific amount of coveragé. In other
circumstances  they read” "adequate" coverage. . You need to first
become familiar with the specific sityation in the hospital . you
are dealing with.  Next you need to learn how these regulations
are voted " upon_or decided in order to change t*nis situation.
(For example, if the word "adequate" is Uused, you need tg
influence the person whose job it iIs to determine whdt "adequate
means. .In other cases, you may need to amend the by-laws.) It
would also heIP to be familiar Wwith the laws in your = particular
state that influence malpractice claims.  There are a number of
states which have placed a "ca%"-on awards and other tort reform
efforts are being discussed. Do take the time to become informed
with  these issues prior to scheduling an appointment with your
appropriate decision-maker.

Indiscussing this problem with the chief underwriter = at
CNA,  the following ~advice was given: Impress on your hospital
that CNA is an Af rated carrier "and that the SI million per loss
Is the most important limit. [t is extremely rare for a provider
to reach or need a S3 million a?gregate limit.  (In  fact, this
CNA _underwriter indicated thaf “shé had not seen a case where a
hysician or other Prowder needed the  S3 million  annual
aggregate out of the thousands_ of cases which she had handled).
Perhaps ask your hospital to investigate/document when an% of
their  staff had needed the S3 millign aggregate. Without being
antagonistic, it would be very useful to” force them in this way
to confront the reality of this perceived need.

It would also be helpful to look at the ACNM claims data
for your state.  Most chapter chairs have used this information
in discussions with state inpsurance commissioners. Present the
data accurately but select the most favorable data to highlight.
Remember that” CNM cases are very infrequent, and that ‘the " Sl
million per _loss [limit provideS the hospital with protection
against severity.

_Try to Het support from the other health providers in_ the
hospitals. ~ This insurance crisis_has hit everyone and physician
Bremmms are also skyro_ck_etln?: They may be considering Similar
y-laws changes or administrative appeals:
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Remember that hospital = personnel are  influenced bm a
number of people. ould your msurance commtssmner help?  What
about your state heal commtssmner e governor? The ma or’)
Would “an articl-e in Pa per inf ormlngr consumers .help?
Helen V. Burst heads u he College's Task Force on JCAH. OnIy

CNMs in a particular S|tuat|on can determine the best strategy:
Good luck.

MRP: wh

cc: Board of Directors
Staff



NURSE PRACTITIONERS are
Registered Nurses who have obtained
advanced education.

They are licensed by the State of Alaska and
identified by the initials A.N.P.
(Advanced Nurse Practitioner).

NURSE PRACTITIONERS are
skilled in helping you achieve your maximum
potential of wellness.

Teaching and education are important to
help you understand your body and live a
healthier life.

NURSE PRACTITIONERS

emphasize the PREVENTION of illness
and the PROMOTION of health.
In addition to health teaching and counsel-
ing, NURSE PRACTITIONERS perform
complete physical examinations, diagnose
and treat common illnesses, manage stable
chronic conditions and prescribe and
monitor medications. When necessary
NURSE PRACTITIONERS consult with
a%i/or referyou to other health profession-
als in the community.

As with other professions,NURSE
PRACTITIONERS have special areas of
expertise:

PEDIATRIC NURSE PRACTITIONERS
work with infants, children, adolescents
and their parents. Their expertise is m child
growth and development and the special
needs of the handicapped or gifted child
and family.

They diagnose, treat, and manage acute
and chronic illnesses and provide parent
education.

GERIATRIC NURSE PRACTITIONERS
work with elderly individuals ana families
to manage chronic illnesses and assist the
client to maintain the highest degree of
independence possible.

WOMEN’S HEALTH CARE NURSE
PRACTITIONERS provide complete obstet-
rical and gynecological care to women of all
ages.

ADULT NURSE PRACTITIONERS
work with adults to achieve and maintain a
healthy lifestyle. Their expertise is in adult
growth and development through the
lifespan.

CERTIFIED NURSE MIDWIVES work
with the pregnant family. Their expertise is
prenatal care, labor and delivery, and post
partum care.

FAMILY NURSE PRACTITIONERS
work with individuals and families of all
ages. They are considered the generalist of
nurse practitioners. Their expertise is in
viewing the overall health and well-being of
the family unit. They diagnose and treat
acute and chronic illnesses of individuals of
all ages.



NURSE PRACTITIONERS work
memergency rooms, hospitals, clinics, ambula-
tory cart; centers, physician offices, health
departments, student health centers and
visiting nurse agencies.

Also, NURSE PRACTITIONERS may
have their own private practices.

NURSE PRACTITIONERS work with
you to reduce your health care cost, 'n
general, they cost no more anc often less
than a physician in your area.
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March 23, 1987

TO: House Labor and Commerce Committee

Re: Concerns of the American Insurance Association
on CSHB 46

INTRODUCTION

Historically, the AlA has taken the position that
onerous restrictions should not be imposed on insurance in the
area of cancellation and renewal of: commercial insurance. W hile
regulation in this area is intended to promote insurance
availability, undue intervention in the process by which
underwriting capacity is allocated, can actually have the
opposite effect. The AIA does recognize that the public has a
legitimate interest in being assured that 2t will not be denied

access to coverage on an arbitrary basis.

The AlA is in particular concerned about the
cancellation and non-renewal legislation contained in HBA46.

NOTICE OF CANCELLATION (SECTIONS 35 & 36, p .19)

These sections propose a 60 day mandatory cancellation

notice on personal insurance policies, and business and
commercial policies. The AIA would prefer that any cancellation
requirements be through regulation rather than legislation. The
AlA agrees with the comments of Frank B. Hall and Company, and
Ajustco, Inc., that a jump to 30 days would be far less

threatening to the industry than 60 days.



LIMITS ON THE CANCELLATION OF BUSINESS AMD COMMERCIAL INSURANCE
POLICIES (SECTION 34, pp. 18, 19)

This section prescribes that” business and commercial
policies can only be cancelled for 10 specified reasons, or by
special permission by the Director of Insurance. This section
ties iIn with the 60 day cancellation notice. Among the reasons
specified, which would allow for 60 day cancellation are
discovery of fraud or material misrepresentation in obtaining
the 1insurance policy; physical changes in the insured property
that result 1iIn the property becoming uninsurable and physical
changes iIn the operation of the insured that result in the
property becoming uninsurable.

It is unreasonable to require 60 or even a 30 day notice
of cancellation, especially when there is fraud or
misrepresentation. It is suggested that the reasons in
subparargraphs 1 through 6 require only a 10 day cancellation
notice and that the additional sections require a 30 day
cancellation.

FAILURE TO RENEW (Subsection 37, p. 20)

This section requires 45 days notice for non-renewal of
a business or commercial insurance policy. For the same reasons
involving cancellation, the AIA requests tint this be changed to
30 days.

REMARKS

It would be beneficial to have clarification on the
potential penalties should the cancellation, and non-renewal
sections go into effect. The AlA suqgqgests that a sound
cancellation/non-renewal regulation should not exact a penalty
from an insurer, but place the insured in the position it would
have been had compliance taken place. Accordingly, 1if the
company fails to provide the notice, coverage remains in effect
until proper notice of the change 1is given. Once the proper
notice is provided, the insured has 30 days to accept a
non-renewal . Coverage for any period of time that extends beyond
the expiration i_ate shall be determined prorata based upon the
prior year"s rate.

Prepared by Tom Slagle
Robertson, Monagle & Eastaugh, P.C.
(907 ) 586-3340

TJS:mb:dd:46



COMMENTS TO COMMITTEE SUBSTITUTE FOR HOUSE BILL 46

MARCH 7, 1987

This proposed Legis lation started out with some well defined issues,
designed to assist the Regulatory Authorities and to improve some
Insurance practices to the benefit of the Alaskan |Insurance buying
Public. Since then, with no forewarning, these once separate, Issues
have evolved in to many subsections that are complex, confusing,
hastily written and badly composed, this document represents broad
sweeping changes to the Insurance Industry, which could have

disastrous effects on many private business people residing in Alaska.

It is unfortunate that these sections had to be combined with good
solid issues that separately were good for the Regulatory Authorities,
the Alaskan People and the Insurance Industry.

There is no way that this document should be allowed to stay in tact.
There is no Emergency or no compelling reason to rush to pass
Legislation that is not understandable, even to the Professionals in
the Industry. The 12 areas contained in the Work Draft are not
similar in substance and they deal with far too wide a variety of
Insurance Issues. If this Legislation, in it's present form, v/ere to
pass, it would reduce State revenues and adversely effect the
availability and affordability of Insurance in Alaska.

We therefore, urge the Committee to hold this Work Draft in Committee,
Then the good solid issues (those which have already been studied and

agreed upon) could be reintroduced, Those issues, which have been
introduced with no forewarning, could be taken back to the drawing
board, studied, and discussed with those effected, to arrive at mutual

concessions, then to be reintroduced at a later date.

Patrick S. Cowan
Executive Director



A.1.1.A.B.. INC. COMMENTS ON HCR 2

MARCH 9. 1987 -

The four points in the Resolution all sound good, but, let's look at
each of them individually, as they presently work, in the real world.
1) Eliminate the current antitrust exemption for the insurance
industry. Look at It - 3500 Insurance Companies of all sizes, ease
of entry into the business, the freedom to fail, no one Company
controlling more than 9% of the Market, cost based pricing of the
Insurance product, a competitive Market cycle. This is allowed
because the antitrust exemption allows all Insurance Companies to have
access to Loss information,common policy form information, rating
information, & actuarial information. If the antitrust exemption had
been repealed a few years ago, we would not have an Alaska National
Insurance Company now, or any other small Insurance Company, as they
would have had to operate in a vacuum, without the above mentioned
information. THE REPEAL OF THE CURRENT ANTITRUST EXEMPTION WOULD NOT

REDUCE INSURANCE COST OR IMPROVE AVAILABILITY IN ALASKA.

2) Investigate proposals designed to regulate the insurance
industry on a nationwide basis. Alaska is unique, We don't have
large populations or urban centers. We have peculiar problems which
are* not similar to states that are represented by every Insurance
Carrier in America, iei New York and California. We are better off
influencing the destiny of our own policyholders by controlling the
Regulations in State, rather than by our percentage of market in the
Nation. In addition,"Eolicy fees and taxes now are the 5th largest
revenue source (outside of all Oil income) in the State of Alaska.
There would be no need for these fees and taxes if we were regulated
by National Authorities. That would be taxation without
representation.

3) Establish multistate insurance pools for high-risk markets.

4) Develop with other states a multistate reinsurance compact.

If we were to establish either a multistate pool or reinsurance
compact, rules, regulations & guidelines would probably be created
based on percentage of business placed in the pool or compact. As
Alaska presently accounts for 3/10th of one percent of the Insurance
written in America, the other states in the pool or compact would be

in control of our policyholders.

In summary, this issue is presently being heard before the Congress of

the United States of America. A delegation of Alaska Agents &
Brokers, are going to W ashington D. C. to attend a White House
Briefing and Legislative Conferences at the end ofMarch, 1987 to
address this specific issue. We really would hate to be embarrassed
by .3% of the market trying to tell the other 97.7% of the Industry

how to run their business.
Therefore, we urge the Committee to vote against HCR 2 and allow our

u. S. Representatives and Senators to argue out this issue in the
Congress of the United States of America.

%
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REPORT

Date referred: 3/30/87 FURTHER REFERRALS:

DATE:.

i ici _ _ HB A6
«jhe Judiciary Committee has considered

"An Act relating to insurance agents and brokers; and providing for an
effective date."

BScomrog:

[~ replace with ( A~ \T)b> 4 b (_INi | [V] the same title
[ 3 attached amendment(s) [ 1anew title
do pass

do not pass
no recommendation
individual recommendations

additional referral to the Committee

ADOPTS; - letter of iIntent

ATTACHES HEW FISCAL NOTE(s):

[ ] fiscal impact t ] same as previous TFTiscal note

[ 1 zero fiscal note published

L 1 zero with anal [ f same as previous zero fiscal

note published ~J/3a / S"?-
S1IGOTH& OTHER RECOMMENDATIONS:



WORK DRAFT WORK DRAFT WORK DRAFT

5-0306X
Ford
4/17/87
Original sponsors: Navarre, Swackharamer
and Sund
IN THE HOUSE BY THE JUDICIARY COMMITTEE
CS FOR HOUSE BILL NO. 46 (Judiciary)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to insurance; and providing for an
effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 21.09.210(c) 1is amended to read:
(©) A domestic company organized before July 1, 1987, 1is exem

from taxation under this section for a period of five years from the
date of its organization.
* Sec. 2. AS 21.09.250 1is amended to read:

Sec. 21.09.250. PROHIBITED ACTS. An insurer doing business in
this state may not make, write, place or cause to be made, written or
placed in this state a policy, duplicate policy or contract of insur—
ance of any kind or character, or general or floating policy upon
persons or property resident, situated or located in this state, from
or through a broker, agent, general agent, surplus 1line broker”™ or
person who has not secured a license 1in this state. An insurer may
not pay a commission or any form of remuneration to a person, firmj_ or
organization for the writing or placing of insurance coverage 1in this
state unless that person, Tfirm” or organization holds a license issued
by the director.

Sec. 3. AS 21.09.280 1is amended to read:

Sec. 21.09.280. GENERAL AGENTS [AND MANAGERS]. (a) An insurer
appointing a person as its general agent [OR MANAGER] to represent it
in this state shall file notice of the appointment with the director

on forms prescribed and furnished by the director.

-1- CSHB 46(Jud)
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(b) A general agent [OR MANAGER] has the authority, consistent
with this title, that may be conferred by the insurer. A general
agent, resident or nonresident, qualified in AS 21.27.09U, licensed as
provided 1in this section in the same manner as 1is provided for agents
in AS 21.27, may exercise the powers conferred by this title wupon
agents Ulicensed"for the kinds of insurance that the general agent is
authorized to transact for the insurer appointing the agent.

(c) The [EXCEPT AS PROVIDED UNDER AS 21.27.500, THE] appointment
of a resident or nonresident general agent is not effective unless the
person appointed 1is licensed as the general agent of the insurer by
the director upon application and payment of a fee set under AS 21.-
06.250.

(d) Every license is subject to the payment of an annual fee set
under AS 21.06.250 and payable on or before [EXPIRES AT] the close of
business on the 30th day of June of each year [FOLLOWING THE DATE OF
ISSUE, AND MAY BE RENEWED FOR AN ADDITIONAL YEAR UPON APPLICATION AND
PAYMENT OF THE FEE].

(¢) The director may deny, suspend, or revoke a license for any
cause specified in AS 21.27.410 1in the manner provided in AS 21.27.-
420.

Sec. 4. AS 21.09.280 is amended by adding ne* subsections to read:

(f) Persons employed on salary by an insurer, 1including officers
and salaried employees performing the same services as general agents,
are considered to be service representatives and are not required to
be licensed.

(g) For purposes of this section, a person, firm, or corporation
that performs management services for an 1insurer 1is not considered a

general agent if

¢)) the person, firm, or corporation 1is

CSHB 46 (Jud) -2-
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subsidiary of the insurer;

(2) the person, firm, or corporation wholly owns the insur—
er; or

) the person, firm, or corporation 1is a wholly-owned

subsidiary of the insurance holding company that owns or controls the

insurer.
* Sec. 5. «AS 21.27.020 is amended to read: I
Sec. 21.27.020. GENERAL QUALIFICATIONS FOR LICENSE. For the

protection of the people of this state, the director may not issue [OR
RENEW] a Ulicense except in compliance with this chapter [, OR] to a
person, or to be exercised by [,] a person”® found by the director to
be untrustworthy, incompetent, or who has not established to the
satisfaction of the director that the person is qualified under [IN
ACCORDANCE WITH] this chapter.

* Sec. 6. AS 21.27.030(a) is amended to read:

(a) The director may not grant an agent, solicitor, or brol
license to a person if the director has reasonable cause to believe
that

[(D) DURING EITHER OF THE TWO CALENDAR YEARS [IMMEDIATELY
PRECEDING THE REQUEST FOR RENEWAL OF THE LICENSE THE AGGREGATE AMOUNT
OF COMMISSIONS REPRESENTED BY THE CONTROLLED BUSINESS PROCURED BY OR
THROUGH THE LICENSEE EXCEEDED THE AGGREGATE AMOUNT OF COMMISSIONS
REPRESENTED BY ALL OTHER INSURANCE BUSINESS PROCURED BY OR THROUGH THE
LICENSEE; OR

(2)] the circumstances of the applicant for the license [OR
OF A LICENSEE] are such [AS TO CAUSE THE DIRECTOR REASONABLY TO
BELIEVE] that during the 12-month period immediately following 1issu—
ance [OR RENEWAL] of the license, if issued [OR RENEWED], the aggre-—

gate amount of commissions to be represented by the controlled
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business would exceed the aggregate amount of commissions to be repre—
sented by all other 1insurance business to be procured by or through
the applicant [OR LICENSEE].

Sec. 7. AS 21.27.030 1is amended by adding a new subsection to read:

(@ The director may revoke an agent, solicitor, or brol
license if the @Girector has reasonable cause to believe that during
either 6f the two preceding calendar years the aggregate amount of
commissions vrepresented by the controlled business procured by or
through the Jlicensee exceeded the aggregate amount of commissions
represented by all other insurance business procured by or through the
licensee.

Sec. 8. AS 21.27.060 is amended to read:

Sec. 21.27.060. EXAMINATION OF APPLICANTS. (a) Each applicant
for an individual Jlicense as agent, broker, solicitor, or adjuster
shall, before the issuance of the license, personally take and pass j_
to the satisfaction of the director® an examination given by the
director as a test of the qualifications and competence of the appli—
cant. This requirement does not apply to

€D applicants for Ilimited licenses, as travel 1insurance
agents only, under AS 21.27.150, or, at the discretion of the direc—
tor, to applicants for licenses as disability insurance agents for the
purpose of handling limited coverages pertaining to sports and recre—
ation ;

(2) applicants who at any time within the five-year period
immediately preceding the date of application have been Jlicensed 1in
this state under a license requiring qualifications required by the
license applied for and who are considered by the director to be Tfully
qualified and competent;

3) applicants for Jlicense as nonresident agent or as
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nonresident broker who have fulfilled qualification requirements in
their state or province of residence and who are considered by the
director to be fully qualified and competent;

4) applicants for an agent or solicitor license covering
the same kinds of insurance as an agent"s or solicitor®s license then
held by them.

Cb)* The director may at any time require an individual [A]
licensed as an agent, broker, solicitor, or adjuster to take and
successfully pass an examination testing competence and qualifications
as a condition to the continuance [OR RENEWAL] of the license if the
licensee has been guilty of violation of this title, orhas so con—
ducted affairs under the Ulicense as to cause the director reasonably
to desire further evidence of the qualifications of the licensee.

Sec. 9. AS 21.27.090(a) 1is amended to read;

() To qualify for an individual agent or broker Jlicense an
applicant shall comply with this title and

(1) be 19 years of age or over [, IF AN INDIVIDUAL];

(2) if for a resident agent®"s or broker®s |license, be a
bona fide resident before issuance of license [,] and actually reside
in the state [RESIDING IN ALASKA, OR IF A CORPORATION, BE OTHER THAN
ANINSURER AND MAINTAIN A LAWFULLY ESTABLISHED PLACE OF BUSINESS IN
THISSTATE, EXCEPT AS PROVIDED IN AS 21.27.270];

3) [BE EMPOWERED TO BE AN AGENT OR BROKER, AS THE CASE MAY
BE, UNDER ITSMEMBERS®" AGREEMENT, IF A FIRM, OR BY ITS ARTICLES OF
INCORPORATION, IF A CORPORATION;

(D] successfully pass any examination required under
AS 21.27.060;

(4) [(5)] be a trustworthy person;

(5) [(6)] not use or intend to use [OR USE] thelicense for
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the purpose principally of writing controlled business, as defined in
AS 21.27.030;

(6) [(7)] iif for an agent |license, be appointed as 1its
agent by one or more authorized 1insurers, subject to issuance of the
license, except that an individual acting on behalf of a firmis not
required to have an appointment as an agent for that activity;

- (M [(8)] if for broker license, have had experience either
as an agent, solicitor, adjuster, general agent, broker, or as an
employee of insurers or representatives of insurers, or special educa—
tion or training of sufficient durationand extent reasonably to
satisfy the director that the applicant possesses the competence
necessary to fulfill the responsibilities of broker.

Sec. 10. AS 21.27.090 is amended by adding a new subsection to read:

(c) To qualify for a firm agent or broker license an applicant
shall comply with this title and

(1) comply with (a)(5) and (6) of this section;

(2) if a corporation, maintain a lawfully established place
of business 1in this state, except as provided in AS 21.27.270.

Sec. 11. AS 21.27.130 is amended to read:

Sec. 21.27.130. CONTENT OF AGENT, BROKER, SOLICITOR LICENSES.
Agent, solicitor, and broker licenses must [SHALL] be 1in the form the
director prescribes, and must [SHALL] set out

¢)) the name and address of the licensee, or 1if the lic—
ensee 1s required to have a place of business, the address of the
place of business;

(2 if the agent or broker is a firm [OR CORPORATION], the
name of the principal or manager of the firm holding an individual
license as required by AS 21.27.140 [EACH INDIVIDUAL AUTHORIZED TO

EXERCISE THE POWERS CONFERRED BY THE LICENSE];
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(3) the kind or kinds of insurance the licensee is [THERE—
BY] licensed to handle;

(4) 1f a solicitorls license, the name and address of the
agent or broker represented by the solicitor;

(5) the condition under which the license is granted;

(6) the date of issuance [AND DATE OF EXPIRATION] of the
license <
Sec. 12. AS 21.27. 140 1is amended to read:

Sec. 21.27. HO. LICENSES TO FIRMS [AND CORPORATIONS]. A firm
shall have a firm licenseof the same degree as each individual 1i—
censee acting on behalf ofthe firm. A firm [OR CORPORATION] maynot
belicensed as an adjuster, agent”™ or broker unless each individual
acting as or representingto be an adjuster, agent, or broker on
behalf of the firm is licensedas an individual, and the principal or
manager of the firm is licensed as an individual to exercise all the
powers conferred by the firm"s license. IT the licensee knows of and
consents to an act or representation on behalf of the firm by an
individual who 1is not licensed as required by this chapter, that act
or representation [TO BE EMPOWERED AND DESIGNATED IN THE LICENSE TO
EXERCISE THE POWERS CONFERRED BY THE LICENSE IS QUALIFIED AS THOUGH
THE INDIVIDUAL WERE THE SOLE INDIVIDUAL TO BE SO EMPOWERED, EXCEPT
THAT A FIRM OR CORPORATION LICENSED FOR ALL LINES MAY EMPOWER AND
DESIGNATE ANY INDIVIDUAL, OTHER THAN THE PRINCIPAL OR MANAGER, LI —
CENSED FOR ONLY PROPERTY-CASUALTY OR LIFE-DISABILITY TO EXERCISE THE
POWERS CONFERRED BY THE LICENSE TO THE EXTENT THAT INDIVIDUAL IS
QUALIFIED TO ACT. EXERCISE OR ATTEMPTED EXERCISE OF THE POWERS BY AN
INDIVIDUAL NOT SO DESIGNATED, WITH THE KNOWLEDGE OR CONSENT OF THE
LICENSEE,] 1is cause for the vrevocation or suspension of the firm

license.
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* Sec. 13. AS 21.27.170(b) 1is amended to read:

(b) The director shall 1issue to the agent a special vending
machine license for each machine to be used. The license must [SHALL]
specify the. name and address of the insurer and agent, the name of the
policy to be sold, the serial number of the machine, and the place
where the machine 1is to be in operation. The 1license jls [SHALL BE]
subject "to [ANNUAL CONTINUATION, TO EXPIRATION,] suspension or revoca-—
tion coincidentally with that of the agent. The director shall also
revoke the license on a machine i1f the director finds that the condi —
tions upon which the machine was licensed, under [AS REFERRED TO IN]
(a) of this section, no longer exist. Proof of the existence of a
[SUBSISTING] license shall be displayed on or about each vending
machine 1in use 1in the manner the director may reasonably require.

* Sec. 14. AS 21.27. 190(a) 1is amended to read:

(a) Each applicant for a broker license [OR FOR THE RENEWAL OF
BROKER LICENSE EXISTING ON JULY 1, 1966,] shall file with the applica—
tion [OR REQUEST FOR RENEWAL] and shall after that [THEREAFTER] main—
tain in force while [SO] licensed a bond in favor of the people of the
state, executed by an authorized corporate surety approved by the
director, 1in the amount of $10,000 [$5,000]. The bond may be continu—
ous in Tform, and total aggregate liability on the bond may be limited
to the payment of $10.000 [$5,00C]- The bond must [SHALL] be contin—
gent on the accounting by the broker_ j to a [ANY] person requesting the
broker to obtain insurance or to a person from whom the broker obtains
insurance, for money or premiums collected 1in connection with the
insurance [THEREWITH].

* Sec. 15. AS 21.27.190 1is amended by adding a new subsection to read:

(c) An individual who acts on behalf of a firm that files and
maintains inforce the bond described in (a) of this section 1is exempt
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from the requirements of (a) of this section.
Sec. 16. AS 21.27.200(a) 1is repealed and reenacted to read:

(a) A broker is not an agent or other representative of
insurer and does not have power as a broker to bind the insurer re—
garding a risk or an insurance contract.

Sec. 17. AS 21.-27.200 is amended by adding new subsections to read:

(©)> In determining an 1insured®"s entitlement to coverage or
return premium, a premium payment made to a broker shall be considered
received by the insurer if

(@H) the payment was, at the time it was made, designated
for specific coverage; and

(2) the 1insurer accepted or acknowledged coverage by issu—
ing a policy, binder, or other contract for temporary 1insurance.

(d) A broker may not knowingly accept payment for coverage until
coverage 1is authorized by an insurer.

(e) Except as provided under (c) of this section, this section
is not intended to alter the common law of agency as applied to trans—
actions under this title.

Sec. 18, AS 21.27.240(a) 1is amended to read:

(a) An agent or broker who employs a solicitor shall pay
[THE] fee for issuance or annual fee for continuation [RENEWAL] of a
solicitor license [SHALL BE PAID BY THE AGENT OR BROKER BY (THOM THE
SOLICITOR IS EMPLOYED].

Sec. 19. AS 21.27.300 1is amended to read:

Sec. 21.27.300. CONTENTS OF LICENSE. The director shall pre—

scribe the form of adjuster license, which must contain
(1) the name and business address of the adjuster;
(2) date of 1issuance [AND DATE OF EXPIRATION] of the li—

cense ;
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(3) other statements proper to the purposes of the license.
* Sec. 20. AS 21.27.350 is amended by adding a new subsection to read:

(c) In addition to the record required under (a) of this sec—
tion, each agent or broker shall have and maintain at the agent"s or
broker®s principal place of business current accounting and financial
records maintained 1in accordance with generally accepted accounting
principles. The director may request summary or detailed copies for
examination by the division. Records examined under this subsection
are confidential when 1in the possession of the division, but may be
used by the director in a proceeding against the licensee. For pur—
poses of this subsection, the recordsof a firm shall be considered
the records of an individual agent or broker acting on behalf of the
firm.

* Sec. 21. AS 21.27.360(b) 1is amended to read:

(b) All funds, except those made payable to the 1insurer, repl
senting premiums or return premiums received by an agent or broker,
shall be received in the fiduciary account of the agent or broker, and
shall be deposited in a bank account or depository separate from any
other account or depositor)", and shall be promptly accounted for and
paid to the 1insured, 1insurer, or agent entitled to the funds. For
purposes of this subsection, the fiduciary account of the firm shall
be considered the fiduciary account of an individual agent or broker
acting on behalf of the firm. Funds deposited 1into a fiduciary
account may not be commingled or otherwise combined with other funds,
except as allowed under (d) of this section.

* Sec. 22. AS 21.27.360 1is amended by adding new subsections to read:

(d) An agent or broker may commingle with premium funds, addi—
tional funds for the purpose of advancing premiums, establishing
reserves Tfor the payment of return premiums, or reserves for receiving
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and transmitting premium or return premium funds. Fundscollected for
the payment of p:"emium taxes, policy or filing fees, late payment
charges, and interest from fiduciary funds on deposit, may be com—
mingled in a fiduciary account, but shall be separately accounted for
and periodically removed from the fiduciary account.

(e) An agent or broker may not treat funds required to be 1in a
fiduciary account asa personal asset, as collateral for a personal or
business 1loan, or asa personal asset or income on a financial state—
ment, except that funds in a fiduciary account may be included 1in a
financial statement of the agen or broker if clearly identified as
fiduciary account assets.

) In this section, "fiduciaryaccount™ means an account 1in
which the agent or broker holds funds as a trustee for the insured,
insurer, or agent entitled to the funds.

Sec. 23. AS 21.27.380 is repealed and reenacted to read:

Sec. 21.27.380. ANNUAL FEE FOR LICENSES. (a) An annual fee set
under AS 21.06.250 for resident and nonresident agent, solicitor, and
adjuster licenses isdue on or before the close of business on the
30th day of June.

(b) An annual fee set under AS 21.06.250 for resident and non-—
resident broker licenses 1is due on or before the close of business on
the 31st day of December.

(©) An agent or broker shall file the annual fee set under
AS21.06.250 on behalf of a solicitor employed by the agent or broker.

(d) IT payment of the annual license fee is not received by the
director before the due date as required under this section, the
licensee shall pay to the director and the director shall collect, in
addition to the regular fee, a surcharge as established by regulation
under AS21.06.250. This subsection may not be considered to exempt a
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person from a penalty provided by law for transacting business without
a valid license.
Sec. 24. AS 21.27.390(a) 1is amended to read:

(a) The director may adopt regulations regarding the issuance of
an agent or broker temporary license to

(1) the surviving spouse or next of kin or to the adminis—
trator ot executor of a deceased licensed agent or broker;

(2) the spouse, next of kir, employee, or legal guardian of
a licensed agent or broker who 1is disabled because of sickness, insan—
ity, or injury;

(3 a surviving member”™ [OF A FIRM OR SURVIVING] officer”
or employee of a firm [CORPORATION] Ulicensed as agent or broker, upon
the death of the principal or manager of the firm folding the same
licenses as the firm [AN INDIVIDUAL DESIGNATED IN THE FIRM OR CORPO—
RATION®"S LICENSE TO EXERCISE POWERS THEREUNDER];

4 the designee of a licensed agent who enters active
service in the armed forces of the United States;

(5) a person preparing for examination for permanent 1i—
cense under the supervision of an authorized insurer.

Sec. 25. AS 21.27.410(a) 1is amended to read:

(a) The director may refuse to issue a license or may suspend -r
[,] revoke [, OR REFUSE TO RENEW] a license issued under this chapter
or a surplus 1line broker [license, or may refuse to renew a surplus
line broker license, for a cause specified 1in another [ANY OTHER]
provision of this title, or for any of the following causes:

(€H) for a [ANY] cause for which issuance of the license
could have been refused had it then existed and been known to the
director;

(2) if the Jlicensee or applicant wilfully violates or
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ly participates in the violation of a provision of this title;

) if the licensee or applicant has obtained or attempted

in the license through wilful misrepresentation or fraud, or

led to pass an [ANY] examination required under this chapter;

4) if the licensee or applicant has

converted to personal use or has 1illegally withhel

be held-in a fiduciary capacity;

ceive,

(5) if the licensee or applicant has,

misappropriated Cr

d money required to

with intent to de—

materially misrepresented the terms or effect of an insurance

contract; or has engaged or 1is about to engage 1in

action;

a fraudulent trans-—

(6) if the licensee or applicant has been guilty of "twist—

ing,” under AS 21.36.050, or of rebating, under AS

a if the [licensee or applicant has

final judgment, of a felony;

(8) if in the conduct of affairs wunder the license, the

licensee exhibits conduct considered by the direct

petence,

public;

tempted

untrustworthiness, or a source of 1inju

9 if the Ulicensee or applicant has

to deal with, 1insurances or to exercise

insurance outside the scope of the licenses of the

cant .

* Sec. 26.

AS 21.27.410(b) 1is amended to read:

21.36.100;

been convicted, by

orto reflect incom—

ry and loss to the

dealt with, or at-—
powers vrelative to

licensee or appli-—

(b) The 1license of a firm [OR CORPORATION] may be suspendec

revoked,

or refused for any of the causes that

[WHICH] relate to a

[ANY] person acting on behalf of the firm [DESIGNATED IN THE LICENSE

TO EXERCISE ITS POWERS].

* Sec. 27.

AS 21.27.420 is amended to read:
-13-
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Sec. 21.27.420. PROCEDURE FOR SUSPENDING OR [,] REVOKING [OR
REFUSING TO RENEW] A LICENSE. The director may suspend or [,] revoke
[, OR REFUSE TO RENEW1 a license

[(D) BY ORDER GIVEN TO THE LICENSEE NOT LESS THAN 15 DAYS
BEFORE THE EFFECTIVE DATE OF THE LICENSE, SUBJECT TO THE RIGHT OF THE
LICENSEE TO HAVE A HEARING AS PROVIDED IN AS 21.06.180(b); PENDING A
HEARING THE LICENSE SHALL BE SUSPENDED; OR
(2)] by an order on hearing made as provided in AS 21.06.-
220 effective 10 days after the date of the giving of the order,
subject to the right of the licensee to appeal to the superior court
as provided in AS 21.06.230.
* Sec. 28. AS 21.27.440 1is amended to read:

Sec. 21.27.440. CIVIL PENALTIES MAY BE IMPOSED. After hearing
and in addition to or in lieu of the suspension or [, Jrevocation of
[, OR REFUSAL TO RENEW] a 1license, the director may levy a civil
penalty upon the licensee not to exceed $2,500. The order levying the
civil penalty must [SHALL] specify the period within which the civil
penalty shall be fully pa-1i. The [, WHICH] period may not be less
than 15 or more than 30 days after [FROM] the date of the order. Upon
failure to pay the civil penalty when due, the director shall revoke
the licenses of the licensee if not already revoked. A [THE] civil
penalty collected [SHALL BE PAID] by the director shall be paid to the
commissioner of revenue for deposit in the general fund.

* Sec. 29. AS 21.27.450 1is amended to read:

Sec. 21.27.450. FINE IN LIEU OF ACTION AGAINST THE LICENSE.
Upon the hearing of an appeal from an order suspending or [,] revoking
[, OR REFUSING TO RENEW] a [license 1issued under thischapter, the
court, if it finds that the licensee 1is guilty of violation of the law
and if it considers the suspension or [,] revocation [, OR REFUSAL TO
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RENEW THE LICENSE] too severe a penalty under the facts as found, may
instead impose a fine of not more than $2,500. Payment of the fine
within 10 days after 1its 1imposition reinstates or restores [SHALL
REINSTATE, RESTORE, OR RENEW] the [license.

Sec. 30. AS 21.27.460(a) 1is amended to read:

(a) Each license issued under this chapter, although issued
delivered to the licensee agent, broker, solicitor® or adjuster, 1is
the property of the state. Upon the [EXPIRATION,] termination, sus-
pension”™ or revocation of the license, the licensee or other person
having possession or custody of the license shall immediately deliver
it to the director either by personal delivery or by mail.

Sec. 31. AS 21.34.040(c) 1is amended to read:

(o) A nonadmitted insurer may be eligible to provide coverage
this state if it qualifies under one of the following:

(¢)) a foreign but nonalien insurer may qualifyunder this
subsection if it has a minimum capital and surplus equal to that
required in its domiciliary jurisdiction”™ or [,] $1,500,000 on Septem—
ber 18, 1984, [AND] $2,500,000 on June 20, 1985, [AND] $3,500,000 [,]
on June 20, 1986, and $5,000,000 on June 20, 1987, whichever is great—
er;

(2) an alien insurer may qualify under this subsection if
it meets the minimum capital and surplus requirements in (1) of this
subsection and maintains 1in the United States an 1irrevocable trust
fund 1in either a national bank or a member of the Federal Reserve
system, in an amount not less than $1,500,000 [THAT REQUIRED AS MINI —
MUM CAPITAL AND SURPLUS IN (1) OF THIS SUBSECTION], for the protection
of all 1its policyholders in the United States; the trust fund must:
[SHALL] consist of instruments of substantially the same character and
quality as those that are eligible investments for the capital and
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statutory reserves of admitted insurers authorized to write like kinds
of iInsurance 1in this state or of irrevocable Iletters of credit; the
trust fund must [FUNDS SHALL] have an expiry date that at no time 1is
less than five years;

(3) a Lloyd®s or other similar unincorporated group of
alien individual®™ insurers may qualify if it maintains a trust fund of
not less than $50,000,000 as security to the full amount, for all
policyholders and creditors 1in the United States, of each member of
the group;

(4) an "insurance exchange" created by the laws of 1indi—
vidual states may qualify if it maintains capital and surplus, or the
substantial equivalent, of not less than $15,000,000 in the aggregate;
in the event the 1insurance exchange does not maintain funds for the
protection of all its policyholders, each individual syndicate shall
meet the minimum capital and surplus requirements of (1) of this
subsection.

* Sec. 32. AS 21.36.210(a) 1is amended to read:

(a) An insurer may not exercise its right to cancel a policy of
personal [AN] automobile 1insurance [POLICY] except for the following
reasons:

(1) nonpayment of premium; or

(2) the driver®s license or motor vehicle registration of
either the named 1insured or of an operator who resides in the same
household as the named 1insured or who customarily operates a motor
vehicle insured under the policy has been under suspension or revoca-—
tion during the policy period or, if the policy is a renewal, during
its policy period or the 180 days immediately preceding its effective
date.

* Sec. 33. AS 21.36.210(d) 1is amended to read:
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(d) This section does not apply to

(1) the failure to renew a policy, except as to coverage 1in
force for less than 12 monthsj”

(2) a policy that has been in effect less than 60 days at
the time notice of cancellation is mailed or delivered by the insurer,
unless it is a renewal policy.

Sec. 34_.AS 21.36.210(f) 1is amended to read:

@) An [NOTWITHSTANDING (e) OF THIS SECTION, AN] insurer may not
exercise its right to cancel a policy of personal insurance other than
personal automobile 1insurance, except for the following reasons [THE
TYPE DESCRIBED 1IN (e) OF THIS SECTION IF ONE OF THE FOLLOWING CON-—
DITIONS OR CIRCUMSTANCES ARISES]:

(1) nonpayment of premiums, 1including nonpayment of addi—
tional premiums, calculated 1in accordance with the current rating
manual of the insurer, justified by a physical change 1in the insured
property or a change in its occupancy or use;

(2) conviction of the insured of a crime having as one of
its necessary elements an act increasing a hazard insured against;

3) discovery of fraud or material misrepresentation made
by the insured or a representative of the insured 1in obtaining the
insurance or by the insured in pursuing a claim under the policy;

discovery of a grossly negligent act or omission by the
insured that substantially increases the hazards insured against; or
physical changes in the insured property that result in
the property becoming uninsurable.
Sec. 35. AS 21.36 1is amended by adding a new section to read:

Sec. 21.36.215. LIMITS ON THE CANCELLATION OF BUSINESS OR COM-—
MERCIAL [INSURANCE POLICIES. (a) Ex-eep-t— as.—aiTowed by tire- d-irrefCTbr
urrde?"~-(-b->- of- this- saot-ien-, J™ insurer may exercise its right to cancel
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a policy of business or commercial 1insurance |?only for the following
reasons:

(D nonpayment of premiums, 1including nonpayment of addi-—
tionalpremiums, <calculated in accordance with the current vrating
manual of the 1insurer, justified by a physical change 1in the insured
property, a change 1in its occupancy or use, or a change in payroll,
receipts*, values, or other exposure units;

(2) conviction of the insured of a crime having as one of
its necessary elements an act increasing a hazard insured against;

3) discovery of fraud or material misrepresentation made
by the 1insured or a representative of the insured 1in obtaining the
insurance or by the insured in pursuing a claim under the policy;

(4) discovery of a grossly negligent act or omission by the
insured that substantially increases the hazards insured against;

(5) physical changes in the insured property that result in
the property becoming uninsurable;

(6) physical changes in the operations of the insured that
result in the property becoming uninsurable; or

(7) failure or refusal of the insured to provide the infor—
mation necessary to confirm exposure or necessary to determine the
policy premium.

(b) Before 1issuing a notice of cancellation, an 1insurer m;
request the director to determine in a particular case or cases whe—
ther a reason for cancellation not specified in (a) of this section 1is
a valid reason for cancellation. The director may allow the insurer
to exercise its right to cancel if the director finds that the cancel —
lation is justified. The 1insurer may not implement the requested can—
cellation before receiving the approval of the director.

* Sec. 36. AS 21.36.220 1is amended to read:
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Sec. 21.36.220. NOTICE OF CANCELLATION. An insurer may not
exercise its right to cancel a personal insurance policy unless a
written notice of cancellation is mailed [OR DELIVERED] to the named
insured as required by AS 21 .36.260 [, AT THE ADDRESS SHOWN [IN THE
POLICY,] at least 60) [20] days before the effective date of cancella-
tion. However, if [, EXCEPT THAT WHEN] cancellation is for nonpayment
of premium”™ the notice shall be mailed [OR DELIVERED] to the named
insured as required by AS 21.36.260 [AT THE ADDRESS SHOWN IN THE
POLICY] at least 20 [10] days before the effective date of cancella—
tion. IT cancellation is for a reason described in AS 21.36.210(a)(2)

@) or (3), the notice shall be mailed to the named insure
required by AS 21.36.260 at least 10 days before the effective date of
cancellation [AND SHALL INCLUDE OR BE ACCOMPANIED BY A STATEMENT OF
THE REASON FOR THE CANCELLATION. THIS SECTION DOES NOT APPLY TO THE
FAILURE TO RENEW A POLICY, EXCEPT AS TO COVERAGE IN FORCE FOR LESS
THAN 12 MONTHS]-.

Sec. 37. AS 21.36.220 is amended by adding new subsections to read:

(b) An insurer may not exercise its right to cancel a policy
business or commercial insurance unless a written notice of cancella—
tion is mailed to the named insured as required by AS 21.36.260 and to
the agent or broker of record at least 60 days before the effective
date of cancellation. However, 1f cancellation is for nonpayment of
premium, or for a reason described 1in AS 21.36.215(a)(7), the notice
shall be mailed to the named insured as required by AS 21.36.260 and
to the agent or broker of record at least 20 days before the effective
date of cancellation. IfT cancellation 1is for a reason described in
AS 21.36.215(a)(2) or (3), the notice shall be mailed to the named
"nsured as required by AS 21.36.260 and to the agent or broker of
record at least 10 days before the effective date of cancellation.
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(©) If an insurer cancels a policy under this section, it shall
return or credit any unearned premium to the agent or broker of record
or directly to the insured or premium finance company, 1if applicable,
before the effective date of cancellation, except that

D if cancellation 1is- for non-payment-of-premium-p-or*fer”a
reason described in AS 21.36.215(a)(7), any unearned premium shall be
returned or credited within days after the notice of cancellation
18 glVeni X inTrS rT

(2) if the policy is cancelled for other thatAworip&ymeftfc-ef
premium and 1is subject to audit, the insurer shall perform or waive
the audit before the effective date of the cancellation and return or
credit any estimated unearned premium before the effective date of
cancellation.

(d The division may require an insurer to perform an audit that
the insurer has elected to waive under (c) of this section.

(e) A notice of cancellation of insurance required to be given
under this section must 1include or be accompanied by a statement of
the reason for the cancellation.

Sec. 38. AS 21.36 is amended by adding a new section to read:

Sec. 21.36.235. NOTICE OF PREMIUM OR COVERAGE CHANGES UPON
RENEWAL. (@) Except as provided in AS 21.36.420, 1if the renewal
premium is 1increased more than 10 percent for a reason other than an
increase 1In coverage or exposure base, or if after renewal there will
be a material restriction or reduction 1in coverage not specifically
requested by the insured, written notice shall be mailed to the
insured and to the agent or broker of vrecord as required Dby
AS 21.36.260

(1) at least 20 days before expiration of a personal insur—

ance policy;

CSHB 46(Jud) -20-
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1 (2) at least 45 days before expiration of a business or
2 _ -
commercial policy; or
3
3) by the anniversary date of the year before expiration
4
of a policy written for a term longer than one year or without a fixed
5 . .
expiration date.
6
(b) If notice before expiration of the policy 1is not given as
7
requiredby (a) of this section, the existing policy shall continue
8
until the 1insurer provides notice for the time period required by (a)
9
of this section for that policy.
10
(c) This section does not apply to workers®™ compensation insur—
n
ance .
12 .
* Sec. 39. AS 21.36.240 is amended to read:
13
Sec. 21.36.240. FAILURE TO RENEW. An insurermay not fail to
14
renew a personal insurance policy in force for less than 12 months.
15
An insurer may not fail to renew a policy [IN FORCE FOR 12 MONTHS OR
16
MORE] unless a written notice of nonrenewal 1is mailed [OR DELIVERED]
17
to the named insured as required by AS 21.36.260 [, AT THE ADDRESS
18
SHOWN IN THE POLICY,] at least 20 days for a personal insurance
19
policy, and at least 45 days for a business or commercial insurance
20
policy, before the expiration date of the policy [,] or of the anni—
21
versary date of a policy written for a term longer than one year or
2
with no fixed expiration date. IT notice of nonrenewal 1is not given
23
as required by this section, the existing policy shall continue until
24
the 1insurer provides notice for the time period required bv this
25
section for that policy. This section does not apply
26
¢)) if the 1insurer has 1in good faith manifested [IN ANY
27
WAY] 1its willingness to renew;
28
2) in case of nonpayment of premium for the expiring
29

policy; or
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3) if the insured fails to pay the premium as requ
the insurer for renewal.
* Sec. AO. AS 21.36.250 1is amended to read:

Sec. 21.36.250. NOTICE OF ELIGIBILITY. When a policy of automo—
bile liability insurance 1is cancelled, other than for nonpayment of
premium, or 1is not renewed in accordance with [FOR FAILURE TO RENEW A
POLICY OF AUTOMOBILE LIABILITY INSURANCE TO WHICH] AS 21.36.240 [AP—
PLIES] , the insurer shall notify the named insured of possible eligi—
bility for automobile insurance through the automobile assigned risk
plan, or automobile 1insurance plan. The notification must [SHALL]
accompany or be 1included in the notice of cancellation or nonrenewal
required by AS 21.36.220 [AS 21.36.230] and 21.36.240.

* Sec 41. AS 21.36 is amended by adding a new section to read:

Sec. 21.36.255. PREMIUM REFUND. (a) IT an insurance policy 1is

cancelled, rejected, or rescinded by the

(¢)) insurer, the insurer shall refund the unearned premium
paid to the insured or premium finance company; or

(2 insured, the insurer shall return any unearned premium
paid to the insured or premium finance company, less a cancellation
fee not to exceed five percent of the unearned premium or $1,000,
whichever 1is less; a cancellation fee may not be charged unless the
fee is clearly stated in the policy.

) Notwithstanding (a) of this section, 1if the insurer clearl
indicates one or more of the following features in the policy, an
insurer may 1issue a policy

(1) whose premium is earned at a varying rate due to sea-—
sonality of exposure;

(2) that contains a minimum earned premium; or

(3) with a fluctuating premium base.
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*

Sec. 42. AS 21.36.260 1is repealed and reenacted to read:
Sec. 21.36.260. PROOF AND METHOD OF MAILING NOTICE. If a notice
is required from an insurer under this chapter, the insurer shall
(1) mail the noticeby first class mail to the [last known
address of the insured; and
2) obtain a certificate of mailing from the U.S. Postal
1

Service.

Sec. 43. AS 21.36.310 is amended to read:

Sec. 21.36.310. DEFINITIONS. In AS 21.36.210 - 2K36.310
) "business or commercial insurance™ means insurance
- fi OAK
other than personal insurance®, life 1insurance, disability insurance,

fidelity and surety insurance, title insurance, wet marine and trans—
portation 1insurance as defined 1in AS 21.34.900, or an annuity con-—
tract ;

@) "nonpayment of premium™ means failure of the named
insured to discharge when due any obligations of the named insured 1in
connection with the payment of premium on a policy, or any installment
of the premium, whether the premium is payable directly to the insurer
or its agent or indirectly under any premium finance plan or extension
of credit;

) "personal automobile 1insurance™ means insurance not
related to business or commercial activities, covering [(2) "POLICY™
MEANS AN INSURANCE POLICY COVERING THE RISKS AND EXPOSURES LISTED IN
AS 21.36.210(e) OR AN AUTOMOBILE POLICY THAT INCLUDES] automobile
liability, uninsured or underinsured motorists [COVERAGE, UNINSURED
MOTORIST COVERAGE], automobile medical payments [COVERAGE], or automo—
bile physical damage [COVERAGE], that is delivered or issued for
delivery in this state [INSURING AS THE NAMED INSURED, ONE INDIVIDUAL
OR HUSBAND AND WIFE RESIDENT OF THE SAME HOUSEHOLD], and under which
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the insured vehicles are of the following types only:

(A) a motor vehicle of the private passenger or sta-—
tion wagon type that 1is not used as a public or livery convey—
ance, nor rented to others; or

®) any other four-wheel motor vehicle with a load
capacity of 1,500 pounds or less that is not used 1in the occupa-
tioni profession® or business of the insured, nor used as a
public or livery conveyance”™ nor rented to others;

(4) "personal insurance”
(A) means personal automobile Insurance, or 1insurance
covering
(1) loss of or damage to real property
used predominantly for residential purposes and that does
not consist of more than four dwelling units;

(i) loss of or damage to personal prc
including personal effects, household furniture, fixtures
and equipment located in not more than four dwelling units;
or

(i) legal liability of natural persons for |loss
of, damage to, or injury to persons or property if the in—
surance does not cover liability arising from or 1in con—
nection with business or commercial activities;

(B) does not 1include an annuity contract or a policy
of life insurance, disability insurance, or title insurance;

(5) [(3)] "renewal"™ or "renew" means

(A) the 1issuance and delivery [BY AN INSURER]
insurance [A] policy [REPLACING] at the end of the policy period”
that replaces a policy previously issued and delivered by the
same insurer™ [,]

CSHB 46 (Jud) -24-



10

13
14
15
16
17
18
19

20

22
23
24
25
26
27
28
29

WORK DRAFT WORK DRAFT WORK DRAFT

(B) the 1issuance and delivery of a certificate or
notice extending the term of a policy beyond its policy period or
ternu_ [ ] or

(C) the extension of the term of a policy beyond its
policy period or term under-a provision for extending the policy

by payment of a continuation premium.

¥ Sec. 44. TAS 21.84.430(c) is amended to read:

(c) The director may refuse to 1issue or may suspend or revoke
[RENEW] an insurance agent®"s license if, in the judgment of the direc—
tor, the proposed licensee 1is not trustworthy and competent to act as
agent, or has given cause for revocation or suspension of the license,
or has failed to comply with a prerequisite for the 1issuance [OR
RENEWAL, AS THE CASE MAY BE,] of the license.

Sec. 45. AS 21.88.050 1is amended to read:

Sec. 21.88.050. POWERS AND DUTIES OF THE CORPORATION.(a) The

corporation shall

(¢)) in the form approved by the director, issue to all
physicians, nurses, and hospitals who are found to be acceptable risks
under standards developed under (5) of this subsection, and who pay
the premiums for it, a contract or contracts indemnifying physicians”®
nurses, and hospitals and their employees who are health care provid—
ers against loss by reason of liability for covered claims for an act
or omission in the delivery of professional health care in this state,
and agreeing to tender on behalf of the physicians, nurses, and hos—
pitals and their employees who are health care providers a defense to
a covered claim in a proceeding brought under AS 09.55.530 - 09.55.-
560; the Ulimits of liability for policies 1issued by the corporation
shall be approved by the director; the contract shall cover the de—
fense against but need not indemnify liability for punitivedamages
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arising from a covered claims at the option of the corporation, if
approved by the director, and for an additional premium the contract
may cover claims against the physician, nurse, or hospital that arise
out of professional services.performed by the physician® nurse, or
hospital for any period before the contract 1is 1issued, except that
coverage will not be provided for a claim already filed or that [OF
WHICH] the physician, nurse, or hospital had or reasonably should have
had notice at the time the retroactive insurance was purchased;

@) charge a premium for the protection provided by the
contracts 1issued by the corporation which shall be determined by the
board of governors 1in accordance with AS 21.88.080 and subject to the
approval of the director;

3) comply with or be subject to AS 21.06.090, 21.06.120,
21.06.1A0, 21.06.160, 21.06.250, AS 21.09.180 - 21.09.200, 21.09.250,
21.09.280, AS 21 .12.02.0(b)-(e) , AS 21.18, AS 21.21, AS 21.24 and
AS 21.36; and shall be exempt from participation as a member 1insurer
in the Alaska Insurance Guaranty Corporation;

4) carry out the obligations of the contracts 1issued by
the corporation by defending all covered claims made against insured
health care providers and by paying all liabilities that [WHICH] are
finally adjudicated against the insured health care provider or that
[WHICH] may 1in the opinion of the corporation reasonably be expected
to be finally adjudicated against the health care provider to the
extent of the contract obligation;

(5) establish standards for the acceptability of risks; 1in
establishing these standards the corporation may exclude an applicant
for insurance based on individual risk selection factors, but may not
exclude an applicant based only on the classification of the appli—
cant .
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(b) The corporation may

(¢)) employ or retain persons, individual or corporate, to
discharge 1its obligations and pay reasonable compensation for these
services; employees of the corporation are not considered state em—
ployees ;

(2) negotiate for and procure reinsurance from private
casualty«insurers or reinsurers for any and all liability incurred by
contracts issued by it;

(3) provide coverage to insureds for other hazards custom—
arily included in medical malpractice insurance policies when there 1is
a fTinding by the director that this coverage is not available to
insureds of the Medical Indemnity Corporation of Alaska in the private
insurance market at a competitive price;

(4) borrow or advance funds necessary to carry out the
purposes of the corporation;

(5) negotiate and become a party to those contracts as are
necessary to carry out the purposes of the corporation;

(6) sue or be sued in the name of the corporation;

(7) provide risk management advice and services to hospi—
tals ;

(8) negotiate and become a party to contracts for manage —
ment services Tfor the corporation;

(9) perform all other acts necessary and proper to carry
out the duties of the corporation;

(10) in a form approved by the director and for an addition—
al premium determined under AS 21.88.080, issue endorsements which
provide indemnity for claims not yet reported which arise out of
professional services rendered during a period of continuous coverage
under the originally 1issued contract, to physicians, nurses, and
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hospitals who pay the premium for it and who are terminating their
original covered claims contract with the corporation for a period of
not less than one year;

(11) subject to approval by the director, extend
to a person, entity, or facility that renders health care services in
the state under the supervision of a physician

* Sec. 46. AS 21.90.900 1is amended to read;
Sec. 21.90.900. DEFINITIONS FOR TITLE. In this title, unless
the context requires otherwise,

¢)) "adjuster™ means a person who, for compensation as an
independent contractor or as an employee of an indepjndent contractor,
or for fee or commission, investigates and adjusts claims arising
under insurance contracts on behalf of the insurer, but does not
include an attorney at law who adjusts insurance losses from time to
time incidental to the practice of law or a salaried employee of an
insurer;

(2 "agentll means aperson appointed by an insurer to
solicit applications for insurance or annuities on its behalf, and if
authorized to do so, to effectuate and countersign insurance con-—
tracts, except |life or disability 1insurance or annuities, and to
collect premiums on insurance or annuities;

(3) "alien insurer™ means an insurer formed under the laws
of a country other than the United States of America, 1its states,
districts, territories, and commonwealths;

1 [(2)] "authorized insurer™ means an 1insurer authorized
by a [SUBSISTING] certificate of authority issued by the director to
transact insurance in this state;

(5) "broker"™ means aperson who 1is not an agent of the
insurer and who, on behalf of the 1insured, for compensation as an
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procures insurance or reinsurance or the renewal or continuance of
insurance or reinsurance, or 1in any manner aids in the solicitation,
negotiation, procurement, renewal, or continuance of insurance or
reinsurance, for \insureds or prospective insureds not including the
broker;

! 6) [(3] "commissioner 1 means the commissioner of the
Department of Commerce and Economic Development;

) [D] "court" me,,ns superior court;

B [(5)] "director”™ means the director of the division of
insurance;

9 [6)] "division" means the division of insurance,
Department of Commerce and Economic Development;

(10) [(7)] "domestic insurer"” means an insurer formed under
the laws of this state;

(11) "firm" moans an organization of two or more licensees
acting 1in association with each other, either in a partnership, corpo—
ration, or otherwise, or an organization in which a single licensee
has less than 50 percent ownership interest in the organization;

(12) [(8)] "foreign 1insurer™ means an 1insurer formed under
the laws of a jurisdiction other than this state and includes an alien
insurer;

(13) "independent adjuster"” means an adjuster representing
the interests of the insurer;

(14) [(9)] "industrial [life 1insurance™ means that form of
life insurance written under policies with a face amount of $1,000 or
less, with the words™industrial policy”™ imprinted on the face as part
of the descriptive matter, and under which premiums are payable month—

ly or more often;
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(15) [(10)] "insurance" means a contract whereby one under—
takes to indemnify another or pay or provide a specified or determin—
able amount or benefit upon determinable contingencies;

(16) [(11)] ™"insurer”™ includes a person engaged as indemni—
tor, surety, or contractor in the business of entering into contracts
of insurance or of annuity;

(17 [(12)]"person™ has the meaning given in AS 01.10.060
and includes an insurer, Lloyd"s, fraternal benefit society, medical
service or hospital service plan as defined in AS 21 . 8 7 reciprocal or
interinsurance exchange, syndicate, and any other legal entity engaged
in the business of transacting insurance, 1including agents, brokers,
and claims adjusters;

(18) [(13)] "policy"™ means thewritten contract of or writ—
ten agreement for oreffecting insurance, by whatever name called, and
includes all clauses, riders, endorsements and papers attached to it

and a part of it;

(19 [(14)] "premium™ means the consideration for insurance,
by whatever name called, and by whatev method paid or collected,
including an assessment, or memb policy, survey, 1inspection,

service or similar fee it charge maue in consideration for an insur—

ance contract;

(20) "solicitor” means an individual authorized by an agent
or broker to solicit applications for insurance as a representative of
the agent or broker and to collect premiums in connection with the
insurance;

(21) [(19)] "state"” means a state, District of Columbia,
territory, commonwealth, or possession of the United States of
America;

(22) [(16)] "transact™ with respect to insurance includes
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(A) solicitation and inducement;

(B) preliminary negotiations;

(C) effectuation of a contract of insurance;

(D) transaction of matters subsequent to effectuation

of the contract of insurance and arising out of 1it;
(23) [(17)] "unauthorized insurer™ means an 1insurer not

authorizez to transact insurance in this state.
Sec. 47. AS 21.90 isamended by adding a new section to read:

Sec. 21.90.910. EXCEPTIONS FROMDEFINITIONS. The definitions of
"adjuster,”™ "agent,” "broker,"™ "firm," and "solicitor”™ in AS 21.90.900
do not include

¢)) individuals employed and used by agents for the perfor—
mance of clerical, stenographic, and similar office duties; 1incidental
taking of an application for insurance from time to time in the office
of the employing agent if the employee®s compensation is not contin—
gent upon or related to the volume of applications, insurance, or
premiums;

2) the attorney-in-fact of a reciprocal 1insurer, or the
salaried traveling representative of a reciprocal or mutual 1insurer
not compensated on a commission basis.

* Sec. 48. AS 21.03.030, 21.03.040, 21.03.050; AS 21.06.040; AS 21.27.-
040(b), 21.27.470, 21.27.480, 21.27.490, 21.27.500, 21.27.510, 21.27.520;
AS 21.36.210(c), 21.36.210(e), 21.36.230, and 21.36.300 are repealed.

¥ Sec. 49. Sections 1 - 30 and 32 - 48 of this Act apply to insurance
policies entered into or renewed on or after the effective date of secs.
1-30 and 32 - 48 of"this Act.

* Sec. 50. Section 31 of this Act takes effect immediately under

AS 01.10.070(c) .
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CS FOR HOUSE BILL "@. 45 (Judiciary)

ITT THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISTATUSS - FIRST SESSION
A BILL j
FAr an Act antitled: An Act relating to insurance; and providing “or an !
effective date."
3E IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA: !
-f Section 7. AS 11.09.250 is amended to read:

Sec. 21.09.250. 9R.CFTBITSD ACTS. An insurer doing business in
this stata may net make, write, place or cause to be made, written or |
placed in this state a policy, duplicate policy or contract of insur—
ance of ar.v kind or character, or general or floating policy upon
persons or property resident, situated or located in this state, from
or through a broker, agent, general agent, surplus line broker”™ or
person who has not secured a license 1in this state. An insurer mav
not pay a commission or anv form of remuneration to a person, firra® or
organisation for the writing or placing of insurance coverage 1in this
state unless that person, rirsu or organisation holds a license issued
by the director.

* Sec. 2. AS 21.09.280 1is amended to read:

Sec. 21.09.280. GENERAL AGENTS [AMD MANAGERS]. (a) An insurer
aonoir.ting a person as 1its general agent }OR MANAGER1 to represent it
ir. this state shall ftla notice of the aoocirtment with the director
on forms prescribed and furnished by the director.

) A general agent [OR MANAGER1 has the authority, consistent

with this title, that mav be conferred bv the insurer. A eeneral
agent, resident or nonresident, qualified in AS 21.27.090, licensed as
provided 1in this section in the same manner as is prodded for agents
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in *5 21.27, nav eriercise the towers conferred by this title upon
agents licensed for the kinds of insurance that the general agent 1is
authorized to transact for the insurer appointing the aeent.

(c) The [EXCEPT LS PROVIDED UNDER AS 21.17.500, THE] appointment
of a resident or nonresident general agent is not effective unless the
person appointed is licensed as the general agent of the insurer by
the director upon application and payment of a fee sat under AS 21.-
06.25G.

(d) Every license is subject to the payment of an annual fee set
under AS 27.06.250 and payable cn or before [EXPIRES AT] the close of
business on the 30th day of June of each year [FOLLOWING TIE DATE OF
ISSUE, AMD MAY BE RENEWED FOR AN ADDITIONAL YEAR UPON APPLICATION AND

PAEMENT OF THE FEE].

(a) Tie director m3y deny, suspend, or revoke a license for anV

cause specified in AS 21.27.410 in the manner provided 1in AS 21,27.-
470.
Sec. 3. AS 21.09.280 is amended bv adding new subsections to read:

(f) Persons employed on salary by an insurer, including officers
and salaried employees performing the same services as general agents,
are considered to be service representatives and are not required to
be licensed.

(@) For purposes of this section, a person, ~irm, or corporation
that oerfoms management services for an insurer is not considered a
general agent if

(1) the person, firm, or corporation 1is a vholl"r-owned
subsidiary of the insurer;

(2) the person, firm, or corporation whollv owns the insur—
er; or

@@L the person, firm, or corporation is a wholly-owned
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subsidiar*l *»- She irrurrrC2 holding compan”” she : v.vcs or controls sha
insurer.
* Sec. 4. AS 5T.27.0<0 is amended so reach

Sec. :T.27.07,0. GENERAL QUALIFICATIONS FOR LICENSE. For She
protection of She people or Shi3 state, she director rj?v not issue FCR
SEETKfJ a license ertcept in compliance wish Shis chapter F. OR1 So 4
person. or So be exercised bv- F.T a person”™ -cund bvl th« director so
be untms tvorthv, 1incompetent, or who has not established to the
satisfaction of She director that she pars >n 1is qualified under fT7T
ACCORDANCE UTTHJ Shis chapter.

* Sec. 5. AS 21.27.03-0(a) 1is amended so read:

(a) The director nay tot grant an agent, solicitor, or broker
license So a person if She director has reasonable cause to believe
that

r(7) TURING EITHER C? THE TIvO CALENDAR TEARS rWEDTATSLY
PRECEDING TEE REQUEST FOR RENE7AL OF TEE LICENSE TT AGGREGATE AXOUNT
OF COMMISSIONS REPRESENTED BY THE CONTROLLED BUSINESS PROCURED BY OR
THROUGH THE LICENSEE EXCEEDED THE AGGREGATE AMOUNT OF COMMISSIONS
REPRESENTED BY ALL OTHER INSURANCE BUSINESS PROCURED 3Y OR THROUGH THE
LICENSEE; OR

C2)1I She circumstances of She applicant ~or She liesme FOR
OF A LICENSEET are such FAS TO CAUSE TEE DIRECTOR REASONABLY TO BE-
LIET31 Shat during She 12-mcnth period immediatelv @3living irrun”cp
TOR RETTET-7ALI O0f the Ilicense, if iarued fOR R~A"dvb™-V , she agg-—egata
amount Of commissions to b represented bv she controlled business
3rculd erceed the aggregate amatmt of commissions to be represented b™
all other inrrurancs business to be procured bv or through the appli—

cant FOR LICENSEEL.
- Sec. 6. AS 11.27.030 la amended bp adding a nev subsection m vread:
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(@) The director ncv revoke an agent, solicitor, or broker
license if the director has reasonable C3use to believe that "during
either 0f the two preceding calendar vaars the aggregate amount 0f
commissions represented by the controlled business procured bT or
through the licensee exceeded the aggregate amount 0f commissions
represented by all other insurance business procured by or through the
licensee.

Sec. 7. AS 21.27.060 1is amended to read:

Sec. 21.27.060. EXAMINATION OF APPLICANTS. (a) Each applicant
for an 1individual Ilicense as agent, broker, solicitor, or adjuster
shall, before the issuance of the license, personalia take and pass”®
to the satisfaction of the director® an anamination given by the
director as a test of the qualifications and competence of the appli—
cant. This requirement does not apply to

(1) applicants for Ilimited licenses, as travel insurance
agents only, under AS 21.27.150, or, at the discretion of the direc—
tor, to applicants for licenses as disability Insurance agents for the
purpose of handling limited coverages pertaining to sports and recre—
ation;

(2) applicants who at any time within the five-vear period
immediately preceding the date of application have been licensed in
this state under a license requiring qualifications required bv the
license applied for and who are considered by the director to be full”®
gualified and competent;

3) applicants for 1license as nonresident agent or as
nonresident broker who have fulfilled qualification requirements in
their state or province of residence and who are considered by the

director to be fully qualified and competent;

(4) applicants tor an agent or solicitor license covering

CSH3 46(Jud) -4-



the seme kinds of insurance as an agent™ or solicitor"s license then j
held by then.

((0)) The director may at ar.v tine require an individual [Al
licensed as an agent, broker, solicitor, or adjuster to take and
successfully vass an examination testing competence and qualifications
as a condition to the continuance [OR RENEWAL] of the license if the
licensee has been .guilty of violation of Chi3 title, or has so con—
ducted affairs under the license as to cause the director reasonably
to desire further evidence of the qualifications of the licensee.

Sec. 3. AS 27.27.090(a) 1is amended to read:

(@) To qualify for an individual agent or broker license an
applicant shall comply with this title and

(7) Dbe 19 years of age or over [, IF AN INDIVIDUAL!;

() if for a resident agent"s or broker®"s license, be a
bona fide resident before issuance of license [»! and actually reside
in the state [RESIDING IN ALASKA, OR IF A CORPORATION, BE OTHER THAN
AN INSURER AND MAINTAIN A LAWFULLY ESTABLISHED PLACE OF BUSINESS IN
THIS STATE, EXCEPT AS PROVIDED IN AS 27.27.270];

(3) [BE EMPOWERED TO 3E AN AGENT OR BROKER, AS THE CASE MAY
BE, UNDER ITS MEMBERS®" AGREEMENT, IF A FIRM, OR BY ITS ARTICLES OF
INCORPORATION, IF A CORPORATION;

D] successfully pass any examination vrequired under
AS 21.27.060;

@) [(5)1be a trustworthy person;

(5) [(6)] not use or intend to U3e [OR USE!the license for
the purpose principally of writing controlled business. as defined in
AS 21.27.030;

(5) [(7)] if for an agent license, be appointed as its
agent by one or more authorized insurers, subject to issuance of the

-5- CSHB 46(Jud)



license, arcept that an individual acting on behalf of a firm iIs not
required Co have an appointment as -in agent for thatactivity

@) [(3)] if for broker license, have had experience eicher
as an agent, solicitor, adjuster, general agent, broker, or as an
employee of insurers or representatives of insurars.or special educa-—
tion or training of sufficient durationand extent reasonable to
satisfy the director that the applicant possesses the competence
necessary to fulfill the responsibilities of broker.

* Sac. 9. AS 2T.2T7.990 is amended by adding a new subsection to read:

©) To qualify for a firm agent or broker license an applicant
shall complv with this title and

(1) comply with (a)(4) and (5) of this section;

(.2 if a corporation, maintain a lawfully established place
of business inthis 3tate, encept as provided in AS 21 .27.279.

* Sec. TO. AS 21.27.130 1s amended to read:

Sec. 21.27.130. CONTENT OF AGENT, BROKER, SOLICITOR LICENSES.
Agent, solicitor, and broker licenses must [SHALJ,] be in the form the
director prescribes, and must [SHALL] set out

(1) the name and address of the licensee, or if the lic—
ensee 13 required to have a place of business, the address of Che
place of business;

(2) if Che agent or broker is n "irm rOR CORPORATIONT, -he
name of the principal or manager of Che gim. holding on individual
license as required h* As V. 27.140 [EACH [INDIVIDUAL AUTHORISED TO
EXERCISE THE PONEPS CONFERRED EE THE LICENSEZ;

(3) che kind or kinds of insurance the licensee is CTHERE-
3Y1 licensed to handle;

() if a solicitor”s liCeéNnsSe, the name and address of Che
agent or broker represented bv the solicitor;

CSH3 46(Jud) -6-



(S'" the condition under which the license is granted;

(5) Che data of 1issuance [AND DATE OF EXPIRATION] of Che
license.
Sec. 11. AS 21.27.T40 is amended to read:

Sec. 21.27.U0. LICENSES TO FIRMS [AND CORPORATIONS]. A firm
shall have a firm license of thesame degree aseach individual 1i—
censee acting on behalf of thefirm. A firm [ORCORPORATION] ma™-not
be licensed as an adjuster, agent”™ or broker unless each individual
acting as or representingto be an adjuster, agent, or broker on
behalf of the firm is licensed ao an individual, and the principal or
manager of the firm is licensed as an individual to exercise all the
powers conferred by the firm"s license. IT the licensee know* of and
consents to an act or representation on behalf of the firm bv an
individual who 1is not licensed dS required bv this chanter, that act
or representation [TO 3E EMPOWERED AND DESIGNATED IN THE LICENSE TO
EXERCISE THE POWERS CONFERRED 3Y THE LICENSE IS QUALIFIED AS THOUGH
THE INDIVIDUAL WERE THE SOLE INDIVIDUAL TO BE SO EMPOWERED, EXCEPT
THAT A FIRM OR CORPORATION LICENSED FOR ALL LINES MAY EMPOWER AND
DESIGNATE ANY INDIVIDUAL, OTHER THAN THE PRINCIPAL OR MANAGER. LI —
CENSED FOR ONLY PROPERTY-CA3UALTY OR LIFE-DI3A3ILITY TO EXERCISE THE
POWERS CONFERRED BY TEE LICENSE TO THE EXTENT THAT INDIVIDUAL 13
QUALIFIED TO ACT. EXERCISE OR ATTEMPTED EXERCISE OF THE POSERS 3Y AN
I3DIVTDUAL NOT SO DESIGNATED, WITH THE KNOWLEDGE OR CONSENT OF THE
LICENSEE, ] 1is cause for Che relocation or suspension of the firm
license.

Sec. 12. AS 21.27.170(b) is amended to read:

() The director shall 1issue to the agent a special vending

machine license for each machine to be used. The license must [SHALL]

specify the name and address of the insurer end agent, the name of the
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police to be sold, the serial number of the machine, and the place
:;hers the machine 1is to be inoperation. The Tlicense is_ [SHALL IE]
subject to TANNUAL CONTINUATION, TO EXPIRATION,] suspension or revoca—
tion coincidentally with that of the agent. The director 3hall also
revoke the license on a machine if the director finds that the condi—
tions upon which the machine was licensed, under [AS REFEREED TO IN]
(a) of thi3 section, no longer exist. Proof of the existence of a
[SUBSISTING] license shall be displayed on or 3bouteach vending
machine in use in the manner the director may reasonablyrequire.

Sec. 73. AS 21.27.190(a) -s amended to read:

(@) Each applicant for a broker license [OR FOR THE RENEWAL 0? A
BROKER LICENSE EXISTING ON JULY 1, 1966,3 shall file with the applica—
tion [OR REQUEST FOR RENEWAL] and shall after that [THEREAFTER] main—
tain in force while [SO] licensed a bond in favor of the people of the
state, executed by an authorised corporate surety approved by the
director, in the amount of $10,000 [$5,000], r'he bond mav be continu—
ous in form, and total aggregate liability on the bond may be limited
to the payment of $10,000 [$5,000]. The bond must [SHALL] be contin—
gent on the accounting by the broker”™ to a rANY] person requesting the
broker to obtain insurance or to a person frcm whom the broker obtains
insurance, for money or premiums collected in connection with the
insurance [THEREWITH].

Sec. 14. AS 27.27.190 is amended by adding a new subsection to read:

(©) An individual who acts or. behalf of a firm that files and
maintains in force the bond described in (a) of this section 13 exempt
from the requirements of (a) cf thi3 section.

Sec. 15. AS 21 .27..200(a) 1is repealed and reenacted to read:

(@) A broker 1is not an agent or other representative of an
insurer and does not have power as a broker to bind the 1insurer
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regarding a rick or an insurance contract.
Sec. 16. AS 27.27.200 is amended bv adding tew subsectior.3 to read:
©) In determining an insured"s entitlement to coverage or
return premium, a premium payment made to a broker shall be constderad
received by the insurer if
(7) the payment was, at the time it was made, designated
for specific coverage; and
(2) the insurer accepted or acknowledged coverage by issu—
ing a policy, binder, or other contract for temporary insurance.
(d A broker may not knowingly accept parent for coverage until
coverage is authorized by an insurer.
(e) Emcept as provided under (c) of this section, Chi3 section
is not intended to alter the common law of agency as applied to trans—
actions under this title.

Sec. 77. AS 27.27.240(a) 1is amended to read:

(@) An agent or broker who employs a solicitor 3b.all nav the
[THE] fee for issuance or annual fee for continuation fRENEWAL] of a
solicitor license [SPALL BE PAID BY THE AGENT OB BROSER BY WHOM THE
SOLICITOR IS EMPLOYED].
Sec. 13. AS 27.27.300 1is amended to read:
Sec. 27.27.300. CONTENTS OF LICENSE. The director shall pre—
scribe the "orm of adjuster license, which must contain
(7) the name and business address of the adjustar;
(¢)) data of 1issuance TAND DATE OF EXPIRATION] of the
cense;
(3) other statements prooer to the purposes of the license.
Sec. 79. AS 27.27.350 is amended by adding a new subsection to read:
(©) In addition to the record required under (a) of this sec—

tion, each agent or broker shall have and maintain at the agent'3 or
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broker®s principal place of business current accounting; and -inancial
r cord3d maintained 1in accordance with generally accepted accounting
oinciples. The director may vrequest summarv or detailed copies for
e amination by the division. Records examine wunder this subsection
are confidential when in the possession of the division, but msv be
ued by the director in a proceeding against the licensee. For our-
p ses of this subsection, the recordsof a firm shall be considered
t~e records of an individual agent or broker actine on behalf of the
*irm .
S c. 20. AS 21.27.360(b) 1is amended to read:

(b) All funds, except those made payable to the insurer, reora-
s nting premiums or return premiums received by an agent or broker,
s Zall be received in the fiduciary account of the agent or broker, and
s all be deposited in a bank account or depcsitorv separate from any
0 "her account or depository, and shall t-e promptly accounted for and
p id to the insured, 1insurer, or agent entitled to Che funds. For
p -.rposes of this subsection, the fiduciary account og the firm shall.
b considered the fiduciary account of an individual agent or broker
a ting on behalf of the firm. Funds deposited into a fiduciary ac-
£ unt may not be commingled or otherwise combined wfth other funds.
e cent: as allowed under (d) of this section.
S c. 11. AS 21.27.360 i3 amended bv adding new subsections to read:

(d An agent or broker may commincla with premium funds, addi-
t onal funds for the purpose of advancing premiums, establishing
r serves for the payment of return premiums, or reserves for recei*Kng
a i transmitting premium or return premium funds. Funds collected for
t e payment of premium taxes, policy or filing fees, late payment
c arges, and interest from fiduciary funds on deposit, may be corn—

's-aeled in a fiduciarv account, but shall be separatslv accounted for
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and periodically removed from Che fiduciarv account.

©)

fiduciarv account as a personal

business

ment,

financial

except that funds

An agent or broker may not treat funds required to be in a

asset, as collateral for a personal or

loan, or as a personal asset or income on a financial state—

in a fiduciarv account mav be 1included 1in a

statement of the agent or broker if claarlv identified a3

fiduciarv account assets.

Q)

which the

insurer,

Sec. 22.

Sec.

under AS
adjuster
30th day

Cb)
resident

the 31st

©

AS 21.06.

(d)
director
licensee
addition

under AS

person from a penalty provided by

a valid
* Sec. 23.
@

In this section, "fiduciary account”™ means an account 1in
agent or broker holds funds as a trusteefor the 1insured,
or agent entitled to the fund.3.

AS 21.27.330 is repealed and reenacted to read:

71.27.330. ANNUAL FES FOR LICENSES, (@) An annual fee sat
21.06.250 for resident and nonresident agent, solicitor, and
licenses 1is due on or before the close rf business on the
of Jure.

An annual fee set under AS 21 .06.250 for resident and non—
broker licenses 1is due on or before the close of business on

day of December.

An agent or broker shall file the annual fee set under

250 on behalf of a solicitor employed by the agent or broker.

ITf parent of the annual license fee is not received bv the

before the due date as required under this section, the

shall to the director and the director shall collect, in

pay

to the regular fee, a surcharge as established bv regulation
21.06.250. This subsection may not be considered to exempt a

law for transacting business without

license.
AS 21.27.390(a) 1is amended to read:
The director mav adopt regulationsregarding the issuance of
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Ll :nt nr broker tsmnor*irv license to

(1) tue surfriving spouse or next of kin or to theadminis-
tr - or executor of a deceased licensed agentor broker;

(7) the spouse, next of kin, employee, or leealguardian of
ic *r.sed agent or broker who is disabled because of sickness, 1insan-
, *r injury;

(3) a surviving member™ [OF A FIRM OR SURVIVING] officer”
aroloyee of a firm [CORPORATION! licensed as agent or broker” upon

eZath of the principal or manager of the firm holding the setae
sr. es as the firm TAX INDIVIDUAL DESIGNATED IN THE FIRM OR CCRPO-
IC'TS LICENSE TO EXERCISE PC"TERS THEREUNDER] ?

4 the designee cf a licensed agent who enters active
ri:e in the armed forces of the United States;

(5) a person preparing for examination for permanent [li-
se under the supervision of an authorized insurer.

"4, AS 21.27.410(a) 1is amended to read:

a) The director ma/ refuse to issue a license or may suspend

-

.voke [, OR REFUSE TO RENEW] a license issued under this chapter
a surplus line broker license, .or may refuse to renew a surplus
a aroker Jlicense, for a cause specified i1n another (ANY OTHER]
«? ion of this title, or for any of the following causes:

(1) for £ [ANY] cause for which 1issuance of the license
If have been refused had it then existed and been known to the
?c :or;

(2) if the licensee or applicant wilfully violates or
?1 gly participates in the violation of a provision or this title;
(3 if the licensee or applicant has obtained or attempted

o:-:ain the license through wilful misrepresentation or fraud, or

iled to pass an [ANY] examination required under this chapter;

or



(M ir the licensee or eoplicant liasmisappropriated or
converted to personal use or has illegally withheld money required to
be held in a fiduciary capacity;

(5) if the licensee or applicant has, with intent to de—
ceive;. materially misrepresented the tarns or effect of an 1insurance
contract; or has engaged or is about to engage in a fraudulent trans—
action;

(6) if the licensee or applicant has been guilty of "twist—
ing,””under AS 21.35.050. or of rebating, under AS 21.35.100;

(N if the licensee or applicant has been convicted, by
final judgment, of a felony;

(3) if in the conduct of affairs under the license, the
licensee exhibits conduct considered by the director to reflect incom—
petence, untrustworthiness, or a sot.ree of injury and 1loss to the
public;

(©)) if the licensee or applicant has dealt with, or at—
tempted to deal with, insurances or to exercise powers relative to
insurance outside the scope of the licenses of the licensee or appli—
cant.

Sec. 25. AS 21.27.410(b) 1is amended to read:

(b) The license of a firm [OR CO?.-ORATION] may be suspended,
revoked, or refused for ar.v of the causes Chat [WEIGHT relate to a
[ANY] person acting on behalf of the firm [DESIGNATED IN THE LICENSE
TO ENERGISE ITS POTTERS] .

Sec. 25. AS 21.27.420 is amended to read:

Sec. 21.27.420. PROCEDURE FOR SUSPENDING 21 U,REVOKING [OR

REFUSING TO RENEW! A LICENSE. The director may suspend or [,] revoke

[, OR REFUSE TO RENEW] a license
[(1) BY ORDER GIVEN TO THE LICENSES MOT LESS THAN 15 DAYS
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BEFORE THE EFFECTIVE CATE OF THE LICENSE, SUBJECT TO THE EIGHT OF THE
LICENSEE TO HAVE A HEARING AS PROVIDED IN AS 27 .06.130(b); PENDING A
HEARING THE LICENSE SHALL BE SUSPENDED; OR

(2)1 by an order on hearing made as provided in AS 21.06.-
220 effective 10 days after the date of the giving of the order,
subject to the right of the licensee to appeal to the superior court
as provided in AS 21.06.230.
Sec. 27. AS 21.27.440 is amended to read:

Sec. 21.27.440. CIVIL PENALTIES NAY BE IMPOSED. After hearing
and in addition to or 1in lieu of the suspension or [,J revocation of
[, OR REFUSAL TO RENEW] a 1license, the director may lev’l a civil
penalty upon the licensee not to exceed $2,500. The order levying the
civil penalty must [SHALL] specify the period within which the civil
nenalty shall be fully paid. The [, WHICH] period may not be less
than 15 or more than 30 davs after [FROM] the date of the order. Upon
failure to pay the civil penalty when due, the director shall revoke
the licenses of the licensee if not already revoked. A [THE] civil
penalty collected [SHALL 3E PAID] by the director shall be oaid to the
commissioner of revenue for deposit in the general fund.

Sec. 23. AS 27.27.450 1is amended to read:

Sec. 27 .27.450.. FINE IN LIEU OF ACTION AGAINST THE LICENSE.
Ucon the hearing of an anneal from an order suspending or [,] revoking
[, OR REFUSING TO RENEW] a license 1issued under this chanter, the
court, if it finds that the licensee is guilty of violation of the law
and if it considers the suspension nr [,) revocation [, OR REFUSAL TO
RENEW THE LICENSE] too severe a penalty under the facts as found, may
instead impose a fine of not more than $2,500. Parent of the fine
within 70 days after 1its imposition reinstates or restores [SHALL

REINSTATE, RESTORE, OR RENEW] the license.
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* Sec. 29. AS 21.27.460(a) 1is amended to read:

(a) Each license issued under this chapter, although issued and
delivered to the licensee agent, broker, solicitoror adjuster, 1is
the property of the state. Upon the [EXPIRATION, ] termination, sus-

tension, or revocation of the license, the licensee or other oerson

—T |

having possession or custody of the license shall immediately deliver
it to the director either by personal deliveryor by mail.
Sec. 30. AS 21.34.040(c) 1is amended tc read:

(©) A nonadmitted insurer may be eligible to provide coverage 1in
this state if it qualifies under one of the following:

(1) a foreign but nonalien insurer may qualifyunderthis
subsection if it has a minimum capital andsurplus equal to that
required in its domiciliary jurisdiction” or [,] $1,500,000 on Septem—
ber 13, 1934, [ASTD] $2,500,000 on June 20, 1935, [AND] $3,500,000 [,]
on June 20, 1936, and $5,000,000 on June 20, 1987, whichever is great- j
er; ’

(2) an alien insurer may qualify under this subsection if
it meats the minimum capital and surplus requirements in (1) of this
subsection and maintains 1in the United States an 1irrevocable tru3t
fund in either a national bank or a member of the Federal Reserve
system, in an amount not less than SI .500,000 [THAT REQUIRED AS %tNI-
MUM CAPITAL AMD SURPLUS HI (1) OF THIS SUBSECTION], for the protection
of all 1its policyholders 1in the United States; the trust fund must
[SHALL] consist of instruments of substantially the same character and M
guality as those that are eligible 1investments for the capital and !
statutory reserves of admitted insurers authorised to write like kinds
of insurance- in this state or of irrevocable Iletters of credit; the
trust fund must [FUNDS SHALL] have an expiry date that at no time is
la3s than fiwe years;

~15- CSH3 46(Jud)



10

14

16

17

201

20 *
231
24

51

ocC

21

29

(3 a Lloyd'3 or other similar unincorporated group of
alien individual insurers mav qualify if it maintains a trust fund of
not less than $50,000,000 33 security to the full amount, for all
policyholders and creditors in the United States, of each member of
the eroun;

(4) an "insurance exchange" created by the laws of indi—
vidual statas may .qualify if it maintains capital and surplus, or the
substantial equivalent, of not less than $15,000,000 in the aggregate;
in the event the 1insurance exchange does not maintain, funds for the
protection of all its policyholders, each individual syndicate shall
meet the minimum capital and surplus requirements of (1) of this
subsection,

Sec. 31. AS 21.36.T00 is amended to read:

Sec. 21.36.100. PJ33A.TES, Except as provided in (b) of this
section and as otherwise expressly provided bv law, a person may not
knowingly permit or offer to make or make a contract of life insur-
ance, life annuity or disability insurance, or agreement under the
contract other than as plainly expressed in the contract issued there-
on, or pay, allow, give or offer to pay, allow, or give, directly or
indirectly, as inducement to the 1insurance, or annuity, a tsoats of
premiums payable on the contract, or a special favor or advantage in
the dividends or other benefits, or paid amcloyment or contract for
services of any kind, or anv valuable consideration or inducement
whatever not specified 1in the contract; or directly or indirectly
give, sell, purchase or offer to agree to give, sell, purchase, or
allow as 1inducement to the. insurance 0l annuity or 1in connection
therewith, whether or not to be specified in the policy or contract,
an agreement or any norm or nature promising returns, profits, stocks,

bonds, or other securities, or interest present or contingent therein

C3EB 46(.Jud) ~15-



or a5 measured thereby, of an insurance company or other corporation,
association, or partnership, or dividends or profits accrued or to
accrue thereon; or offer, promise or give anything of value which 1is
not specified in the contract.

Sec. 32. AS 27 .36.7,Q00is amended by adding a new subsection to read:

(b) An agent or broker may rebate part or all of the commission
due the agent or broker, provided the rebate does not alter the amount
or type of Insurance coverage.

Sec. 33. AS27.36.HO0 1is amended to read:

Sec.27 .35.770. EXCEPTIONS TO DISCRIMINATION AND REPAIRS.
Nothing in AS 27.35.090 and 27 .36.700 may be construed dN including
within the definition of discrimination or rebates any of the follow—
ing practices:

@) in the case of a contract of life insurance or life
annuity, paying bonuses to policyholders or otherwise abating their
premiums in whole or in part out of surplus accumulated from normar-
ticipating insurance, 1if the bonuses, or abatement of premiums are
fair and equitable to policyholders and for the best interests of the
insurer;

(2 in the case of [life insurance policies 1issued on the
industrial debit, preauthorized check, bank draft, or similar plans,
making allowance to policyholders who have continuously cor a speci—
fied period made premium pa-nzents directly to an office of the insurer
or by praauthorized check, bank draft, or similar plan, 1in an amount
that rNHTCH! fairly representsthe saving in collectionexpense;

(3) readjustment of the rata of premium for a group insur—
ance policy based on the loss or expense experience thereunder, at the

end of the first or a subsequent nolicy year of insurance thereunder,
that [TMHICR] may be made retroactive only for that policy year;
-77- CSH3 46(Jud)
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(41 issuance of life or disability insurance oolicies or

annuity contracts at rates less than the usual ratas of oreraiums for

3 the policies or contracts, or modification of premium or rate based on
4i amount of insurance; but the issuance or modification shall not result
% in reduction in premium or rate in excess of savings in administration
6j and 1issuance expenses reasonably attributable to the policies or
f contracts; or

fal (5) a rebate of the commission due an agent or bro
9] provided that the rebate does not altar the amount or tvpa of insur—
19 ance coverage.

n: * Sec. 34. AS 27.36.720(a) 1is repealed and reenacted to read:

2 (@) An agent or broker may eive a rebate on property, casualty,
13

or surety insurance, provided the rebate results only in a reduction

1 of the commission due the agent or broker and does net reduce the
15 amount or type of insurance coverage.

16 * Sec. 35. AS 27.36.270(a) 1is amended to read:

o (a) An insurer may not exercise it3 right to cancel a policy of
18 personal [AN] automobile insurance [POLICY] except for the following
B reasons:

201 (7) nonpayment of premium; or

2& ) the driver 3 license or motor vehicle registratior
22} either the named insured or of an operator who resides iIn. the same
z] household as the named insured or who customarily operates a motor
24% vehicle insured under the policy has been under suspension or revoca-—
51 tion during the policy period or, if the policy is a renewal, during
2% its policy period or the 780 days immediately preceding its effective
21 date.

2 * Sec. 36. AS 27.36.270(d) is amended to read:

2 (d) This section does not apply to
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(L) the failure to renew a policv, ertoept as to coverage In
force for leas than 12 months”

(2) 4a policy that has been in effect less than 60 davs at
the tine notice of cancellation is mailed or delivered the 1insurer,
unless it 5s a renewal police.

Sec. S"7.AS 21.36.210(f) 13 amended to read;

(f) An [NOTWITHSTANDING (e) OF THIS SECTION, AN] insurer May not
e:;srci3de its right tt cancel a policy of personal insurance other than
personal automobile insurance, enceot for the following reasons [THE
TYPE DESCRIBED IN (a) OF TITS SECTION IF ONE OF THE FOLLOWING CO"T-
DITIOHS OR CIRCUMSTANCES ARISES];

(1) nonpayment of premiums, 1including nonpayment of addi-
tional premiums, calculated 1in accordance with the current rating
manual of the insurer, justified by a physical change In the insured
property or a change in its occupancy or use;

(2) conviction of the insured of a crime having as one of
its necessaryelements an act increasing a hazard insured against;

(3) discovery of fraud or material misrepresentation made
by the 1insured or a representative of the insured in obtaining the
insurance or by the insured in pursuing a claim under the policy;

(4) discovery of a grossly negligent act or omission by the
insured that substantially increases the hazards insured against; or

(5) physical changes in the insured property that result in
the property becoming uninsurable.

Sec. 33. AS 21.36.220 is amended to read;

Sec. 21 .36.220. NOTICTJ OF CANCELLATION. An insurer may not

ertercise its right to cancel a personal insurance policy unless a

written notice of cancellation 13 mailed [OR DELIVERED] to the named
insured as required bv AS 21.36.260 [, AT THE ADDRESS SHOWN T2/ THE
-19- CSHB A6(Jud)
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POLICY,] at least 50 [20] days befora the effective data of cancella—
tion. However, 1if [, EXCEPT THAT rTFIHN] cancellation is for nor.pa-"unent
of premium® the notica shall be mailed [OR DELIVERED] to the named
insured as required bv AS 21.36.260 [AT THE ADDRESS SHOWN IN THE
POLICY] at laa3t 20 [IQ] days befora the affective dateof cancella-
tion. IT cancellation is for a reason described in AS 21.36.210(a)(2)
or (f)(2) or (3), the notice 3hall be mailed to the named insured as
required bv AS 21.36.260 at least 10 davs befora tha effective date of
cancellation [AND SHALL INCLUDE OR 3E ACCOMPANIED BY A STATEMENT OF
THE REASON FOR THE CANCELLATION. THIS SECTION DOES NOT APPLY TO THE
FAILURE TO RENEW A POLICY, EXCEPT AS TO COVERAGE IN FORCE FOR LESS
THAN 12 MONTHS].
* Sec. 39. AS 21.36.220 is amended by adding new subsections to read:
((0))] An insurer may not exercise its right to cancel a policy of

business or commercial insurance unless a written notice of cancella—
tion is mailed to the named insured as required by AS 21.36.260 and to
the agent or broker of record at least 60 days before the effective
date of cancellation. However, 1if cancellation is for nonpayment of
premium, or for failure or refusal of the insured to provide the
information necessary to confirm exposure or necessary to determine
the policy premium, the notice shall be mailed to the named insured as
required by AS 21 .36.260 and to the agent or broker of record at: least
20 days before the affective date of cancellation. IT cancellation 1is
(1) for conviction of the insured of a crime having as one of its
necessary elements an act increasing a hazard insured against, or (2)
for discovery of fraud or material misrepresentation made 07 the
insured or a representative of tha insured in obtaining the insurance
or by the insured in pursuing a claim under the policy, the notice
shall be mailed to the named insured as required bv AS 21.36.260 and
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Co tha agent or broker of racord at least 10 davs before tha effective
data of cancellation.
©) IT an insurer cancels a policy under this section, it shall
raturn or credit any unearned premium to the agent or broker of racord
or directly to the insured or premium finance company, 1if applicable,
before the effective date of cancellation, except that
(1) an unearned premium shall be returned or credited within

30 days after notice of cancellation is given, if cancellation is for

(A) nonpayment of premium, including nonpayment
additional premiums, calculated in accordance with the currant
rating manual of the insurer, justified by a physical change in
the insured property, a change 1in 1its occupancy or use, or a
change in payroll, receipts, values, or other exposure units;

3) conviction of the insured of a crime having as
of 1t3 necessary elements an act 1increasing a hazard insured
against;

Co discovery of fraud or material misrepresentation
made by the insured or a representative of the insured in obtain—
ing the insurance or by the insured in pursuing a claim under the
policy;

) failure or refusal of the insured to provide
information necessarv to confirm exposure or necessary to deter—
mine the policy oreraitnn;

(3) a reason described in AS 37.36.270(a)(2);

(2) the insurer shall perform or waive the audit before the
effective date of the cancellation and return or credit any estimated
unearned premium before the effective date of cancellation if the
policy 1is subject to audit and is canceled for a reason other than

those described in (7)(A) - (3) of thi3 subsection.
-27- CSH3 46(Jud)



(d) The division may require an insurer to perform an audit that
the insurer has elected to waive under (c) of this section.

(e) A notice of cancellation of insurance required to be given
under this section must include or be accompanied by a statement of
the reason for the cancellation.

Sec. 40. AS 21.36 is amended bv adding a new section to read:

Sec. 21.36.235. NOTICE OF PRSMUJH OR COVERAGE CHANGES T7RON
RENEWAL . () Except as provided in AS21.36.420, 1if the renewal
premium is 1increased more than 10 percent for a reason other than an
increase 1In coverage or exposure base, or if after renewal there will
be a material restriction or reduction in coverage not specificallyv
requested by the 1insured, written notice 3hall be mailed to the
insured and to the agent or broker of record as required by AS 27.36.-
260

(1) at least 20 day3 before expiration of a personal insur—
ance policy;

(2) at least 45 days before expiration of a business or
commercial policy; or

(3) Dby the anniversary date of the year before expiration
of a policy written for a term longer than oneyear or without a fined
expiration date.

(b) IT notice befora expiration of the policy 1is not given as
required by (a) of this section, the existing policy shall continue
until the insurer provides noticefor the time period required by (@)
of this section for that policy.

(¢) This section does not apply to workers ”compensation insur—

ance.

* Sec. 41. AS 21.36.240 13 amended to read:

Sec. 21.36.240. FAILURE TO RENET7Y. An insurer may not fail to
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renew a personal insurance policy in force for lass then 12 months.
An insurer mav not fail to renew a policy [IN FORCE FOP. 12 MONTHS OR
MORE] unless a written notice of nonrenewal 1is mailed [OR DELIVERED]
to the named insured as required AS 21 .36.260 f, AT THE ADDRESS
SHO1*?H I1Il THE POLICY, ] at Ileast 20 da”s for a personal insurance
policy, and at least 45 days for a business or commercial 1insurance
police, before the expiration date of the policy [,] or of the anni—
versary date of a policywritten for a term longer than one year or
with no fixed expirationdata. If notice of nonrenewal 1is not riven
«as required bv this section, the existing oolicv shall continue until
the insurer provides notice for the time period required by this
section for that policyf This section does not apply

(¢)) if the insurer has in good faith manifested [IN ANY
MAY] Its willingness to renew;

) in case of nonpayment of premium for the expiring
policy; or

(3) if the insured fails to pay tha premium as reauired by
the insurer for renewal.
Sec. 42. AS 21.36.250 is amended to read:

Sec. 21.36.250. NOTICE OF ELIGIBILITY. When a policy of automo—
bile liability insurance i3 cancelled, other than for nonpayment of
premium, or is net renewed in accordance with [FOR FAILURE TO RENEW A
POLICY OF AUTOMOBILE LIABILITY INSURANCE TO WHICH] AS 21.36.240 [A?-
PLIES], the insurer shall notify the named insured of possible elizi-
bility for automobile insurance through the automobile assigned risk
plan, or automobile 1insurance plan. The notification must [SHALL]
accompany or be included in the notice of cancellation or nonrenewal

required by AS 21.36.220 [AS 21.36.230] and 21.36.240.

* Sec. 43. AS 21.36 1is amended by adding a new section to read:
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Sec. 21 .36.255. PREMIUM REFUND. () IT an insurance policy is

cancelled, rejected, or rescinded by the

(1) insurer, the insurer shall refund the unearned premium
paid to the insured or premium finance company; or

(2) insured, the insurer shall return any unearned premium
paid to the insured or premium finance company, less a cancellation
fee not to exceed fire percent of the unearned premium or $1,000,
whichever 1is lass; a cancellation fee may not be charged unless the
fee is clearly stated in the policy.

) Notwithstanding (a) of this section, if the insurer clearly
indicates one or more of the following features 1in the policy, an
insurer may issue a policy

(1) whose premium is earned at a varying rate due to sea—
sonality of exposure;

(2) that conta".ns a minimum earned premium; or

(3) with a fluctuating premium base.
Sac. 44. AS 21.36.260 i3 repealed and reenacted to read:

Sec. 21.36.260. PROOF AND METHOD OF MAILING NOTICE. If a notice

is required from an insurer under this chapter, the insr™m shall

(1) mail the notice by first class mail to the last known
address of the insured; and

(2) obtain a certificate of mailing from the U.S. Postal
Service.
Sec. 45. "3 21.35.310 1s amended to read:

Sec. 21.36.310. DEFINITIONS. In AS 21.35.210 - 21.36.370

€Y nbusiness or commercial insurance” means
other than personal insurance, reinsurance. life insurance, disability
insurance, fidelity and surety insurance, title insurance, wet marine
and transportation insurance as defined in AS 21.34.900, or an annuity
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(2) ""nonpayment of premium*l means failure of the named
insured to discharge when due any obligations of the named insured 1in
connection with the payment of premium on a oolicy, or anZZinstallment
of the premium, whether the premium 13 payable directly to the insurer
or its agent or indirectly under any premium finance plan or extension
of credit;

3) ""personal automobile 1insurance™ means 1insurance not
related to business or commercial activities, covering [(2) "POLICY"

YEANS AN INSURANCE.POLICY COHERING TEE RISES AND EXPOSURES LISTED 12!

AS 27.36.210(e) OR AN AUTOMOBILE POLICY THAT [INCLUDES] automobile

liability,)yminsucreg oW un et N uUq o peme te - igts \COVERAGE, UNINSURED
MOTORIST COVERAGE], automobile medical payments [COVERAGE], ;r automo-
bile physical damage [COVERAGFS], that 1is delivered or 1issued for
delivery in this state [INSURING AS THE NAMED INSURED, ONE INDIVIDUAL
OR HUSBAND AND WIFE RESIDENT OF THE SAMS HOUSEHOLD], and tinder which
the insured vehicles are of the following types only:

(A) a motor vehicle of the private passenger or sta—
tion wagon type that 1is not used as a public or livery convey—
ance, nor rented to others; or

G) any other four-wheel motor vehicle with a load
capacity of 1,500 pounds or less that is not used in the occupa—
tion, profession™ or business of the insured, nor used as a
public or livery conveyance”™ nor ranted to others;

(4) "r"personal insurance”

(A) means personal automobile insurance, or 1insurance

cohering
©O) loss of or damage to real property that
used predominantly for residential purposes and that does

25— CSH3 46(Jud)



not consist of more than four dwelling units;
(i) loss of or damage to personal proper

including personal effects, household furniture, fixtures
and equipment located in not more than four dwelling unit3;
or

(i) legal liability of natural persons for t
of, damage to, or injury to parsons or property if the in—
surance does not cover liability arising from or 1in con—
nection with business or commercial activities;

3) does not include an annuity contract or a po
of Ufa insurance, disability insurance, or title insurance;

B) [(3)7 "renewal”™ or "renew" means

(A) the 1issuance and delivery [BY AN INSURER] o
insurance [A] policy [REPLACING] at the end of the policy period”
that replaces a policy previously issued and delivered by the
same insurerl][,]

(3) the issuance and delivery of a certificate or
notice extending the term of a policy beyond its policy period or
tarmj_ [, ] or

(C) the extension of the term of a policy beyond its
policy pei“iodor term under a prevision for extending the policy
by payment of a continuation premium.

* Sec. 46. AS 21.66.310 is repealed and reenacted to read:

Sec. 21.66.310. RS3ATES. A title insurer, or agent or solicitor
of a title insurer may rebate to the insured a portion of the cost of
the insurance, provided the rebate consists of a reduction 1in the
commission received by the title insurer, agent, or solicitor, and
does not result in a reduction 1in the amount or type of 1insurance
coverage.
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* Sec. 47. AS 21.34.430(c) 1is amended to rsad:

(©) The director aav refuse to 1issue or may suspend or revoke
[RENEW] an insurance agent®s license if, in the judgment of the direc—
tor, the proposed licensee 13 not trustworthy and competent to act as
agent, or has given cause for revocation or suspension of the license,
or has failed to comply with a prerequisite for tha 1issuance [OR
RENEWAL, AS THE CASE MAY BE,] of the license.

Sec. 43. AS 21.84.430(b) is repealed and reenacted to read:

) A society, or an agent or solicitor representing a society
may rebate the premium or part of the premium, provided the rebate
consists of a reduction in thecommission charged by the society,
agent, or solicitor and does notresult ina reduction in the amount
or type of insurance coverage.

Sec. 49. AS 21.33.050 1s amended to read:

Sec. 21.38.050. POWERS AND DUTIES OE THE CORPORATION. (a) Tha

corporation sha7.l

(¢)) in the form approved by the director, issue to
physicians, nurses, and-hospitals who are found to be acceptable risks
under standards developed under (5) of this subsection, and who pay
the oremiums for it, a contract or contracts indemnifying physicians”® {
nurgﬁﬁi_and hospitals and their employees who are health care proyid-
ers against loss bv reason of liability for covered claims for an act !
or omission in the delivery of professional health cate in this state, ;
and agreeing to tender on behalf of the physicians, nurses. and hos— I
pitals and their employees who are health care providers a defense to
a covered claim in a proceeding brought under AS 09.55.530 - 09.55.-
560; the Ilimits of liability for policies 1issued bv the corporation
shall be approved by the director; the contract shall cover the de—
fense against but need not indemnify Ilirability for punitive damages
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arising from ad covered claim; at the option of tha corporation, if
approved bp- tha director, and for an additional premium the contract
may cover claims against the physician, nurse, or hospital that arise
out of professional services performed by the physician, nurse, or
hospital for any period before the contract 1is issued, except that
coverage will not be provided for a claim already filed or that [OF
WHICH] the physician, nurse, or hospital had or reasonably should have
had notice at the time the retroactive insurance was purchased;

) charge a premium for the protection provided .by the
contracts 1issued by the corporation which shall be determined by the
board of governors 1in accordance with AS 21.88.080 and subject to the
approval of the director;

(3) comply with or be subject to AS 21.06.090, 21 .06.120,
21 .06.140, 21.06.160, 21.06.250, AS 21 .09.180 - 21.09.200, 21.09.250,
21.09,280, AS 21.12.020(b)-(e), AS 21.13, AS 21.21, AS 21.24 and
AS 21.36; and shall be exempt from participation as a member 1insurer
in the Alaska Insurance Guaranty Corporation;

4) carry out the obligations of the contracts issued by
the corporation by defending all covered claims made against 1insured
health care providers and by paying all liabilities thuC [WHICH] are
finally adjudicated against the insured health care provider or that
[WHICH1 maTl in the opinion of the. corporation reasonable be expected
to be finally adjudicated against the health care provider to the
extant of the contract obligation;

(5) establish standards for the acceptability of risks; 1in
establishing these standards the corporation may exclude an applicant

" insurance based on individual risk.selection factors, but may not
iude an applicant based only cn the classification of the apoli-

cant.
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(b) The corporation may

€D employ or retain persons, individual or corporate

discharge 1its obligations and pay reasonable compensation for these

services; employees of the corporation are not considered state em-~

plovees; j
(7) negotiate for and procurereinsurance from private }
casualty insurers or reinsurers ”“or any and all liabilit” incurred
contracts issued by it;
(3) provide coverage to insureds for other hasards custom—
arily included in medical malpractice insurance policies when there 1is
a finding by the director that this coverage 1is not available to J
insureds of the Medical Indemnity Corporation of Alaska in the private
insurance market at a competitive price;
(@)) borrow or advance fundsnecessaryto carry out the
purposes of the corporation; !
(5) negotiate and become a oarty to those contracts as are |
necessary to carry out the purposes of the corporation;
(6) sue or be sued in tha name of the corporation;
(7) provide risk management advice and services to hospi-
tal3; i
3) negotiate and become a party to contracts Tfor mar
ment services for the corporation; ]
(©)) perform all other acts necessary and prooer So tarry
out the duties of the corporation; >
CM0) in a form approved bv the director and for an addition— |
al premium determined urder AS 21,33.030, 1issue endorsements which !
provide indemnity for claims not yet reported which arise out of
professional services rendered during a period of continuous coverage
under the originally 1issued contract, do physicians. nurses, and j
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hospitals who oa,I She premium for it and who are tarminatirg their
original covered claims contract with the corporation for a period of

not less than one year;

(1) subject to approval bv the director, extend cover

to a person, entitv, or facilit” that renders health care services Iir.
the state under the supervision of a physician.
Sec. 50. AS 21.90.900 is amended tc read:

Sec. 21 .90.900. DEFINITIONS FOR TIT!, 5. In this title, unless
tha context requires otherwise,

(1) "adjusterll nean3 a person who, Tfor compensation as an
independent contractor or as an employee of an independent contractor,
or for fee or commission, 1investigates and adjusts claims arising
under insurance contracts on behalf of the 1insurer, but does not
Include an attorney at law who adjusts insurance losses “rom time to
tine incidental to the practice of law or a salaried employee of an
insurer;

@) "agent” means a person appointed bv an insurer to
solicit applicationsfor insurance or annuities on its behalf, and if
authorised to do so, to effectuate and countersign 1insurance con—
tracts , except |lifeor disability insurance or annuities, and to
collect premiums on insurance or annuities;

(3 "alien insurer™ means an insurer formed under the laws
of a country other than the Ur.itad States of America, 1its states,
districts, territories, and commonwealths;

(4) ((2)] Tauthorised insurer”™ naans an insurer authorised
by a [SUBSISTING] certificate of authority issued bv the director to
transact insurance 1in this stats;

(5) "brokt™" means a verson who 1is not an agent of the

insurer and who, onbehalf of the 1insured, for compensation as an
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independent contractor bv commission or fee, solicits, negotiates, or
procures insuranceor reinsurance or the renewal or continuance of
insurance or reinsurance; or in an”™ manner aids in tha solicitation,
negotiation, procurement, vrenewal, cr continuance o~ 1insurance or
reinsurance, for 1insureds or prospective insureds not including the
broker;

(S) [(3)1 "commissioner” means the commissioner
Department of Commerce and Economic Development;

(7)) [(4)1 “court"™ means superior court;

3) [»B)1 "director”™ means the director of the division of
insurance;'

(9 [(6)] "division™ means the division of insurance,
Department of Commerce and Economic Development;

(TO) [(7)1 "domestic insurer”™ means an insurer formed under
the laws of this state;

(7)) "firm" means an organization of two or more licensees
acting in association with each other, either in a partnership, corpo—
ration, or otherwise, or an organization in which a 3ingla licensee
h33 less than 50 percent ownership interest in the organization;

7 ((3)1 "foreign inswrer" mear.s an insurer formed under
the laws of a jurisdiction other than this state and includes an alien
insurer;
the interests of the insurer;

(74) [(91 "industrial life insurance™ means that ~om of
life insurancewritten under policies with a faceamount of 37,000 or
less, with the words"industrial policy” imprinted on the face as part

of the descriptive matter, and under which premiums are pavable month—

ly or more often;
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n 5 [(10)] "insurancel means a contract whereby one under—
takes to indemnify another or pay or provide a specified or determin—
able amount or benefit upon determinable contingencies;

(16) [(H)] "insurer™ 1includes a person engaged as indemni—
tor, surety, or contractor in the business of entering into contracts
of insurance or of annuity;

(17) [(12)] "person™ has the meaning given 1in AS 01.10.060
and includes an insurer, Lloyd13, fraternal benefit society, medical
service or hospital service plan as defined in AS 21,S7, reciprocal or
interinsurance exchange, syndicate, and any other legal entitr?- engaged
in the business of transacting insurance, 1including agents, brokers,
and claims adjusters;

(15) [(13)1 “policy"” means the written contract of
ten agreement for or effecting insurance, by whatever name called, and
includes all clauses, riders, endorsements and papers attached to it
and a part of it;

(T9) [(14)] "premium””means the consideration for insurance,
by whatever name called, and by whatever method paid or collected,
including an assessment, or membership, policy, survey, 1inspection,
service or similar fee or charge made in consideration for an insur—
ance contract;

(20) "solicitor”™ means an Individual authorised b” an agent
or broker to solicit applications for insurance as a representative of
the agent or broker and to collect premiums 1in connection with the
insurance;

(21) [(15)] "state"™ means a state. District of Columbia,
territory, commonwealth, or possession of the United States of

America;

(22) [(16)]  T“transact"™ with respect to insurance includes
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(A) solicitation, and inducement;

(B) preliminary negotiations;

(C) effectuation of a contract of insurance;

(D) transaction of matters subsequent to effectuation

of the contract of insurance and arising out of Iit;
(23) [07)1 "unauthorized insurer®™ ” means an insurernot

authorised to transact insurance in this state.
Sec. 51. AS 21.90 isamended by adding a new section to read;

Sec. 21.90.910. EXCEPTIONS FROM DEFINITIONS. The definitions of

"adjuster,”” "agent,”™ "broker,"” "firm,"” and "solicitor™ in AS 21.90.900
do not include
0) individuals employed and used by agents for the pe

mance of clerical, stenographic, and similar office duties; incidental

taking of an application for insurance from time to time in the office

of the employing agent if the employee > compensation 1is not contin—
gent upon or related to the volume of applications, insurance, or

premiums;

) the attorney-in-fact of a raciprocal insurer,
salaried traveling representative of a reciprocal or mutual 1insurer
not compensated on a commission basis.

* Sec. 52. AS 21.03.030, 21.03.040, 21.03.050; AS 21.06.040; AS 21.09.-
210(c); A3 21 .27.040(b), 21 .27.470, 21.27.4.30, 21 .27.490, 21.*7.500, 27.-
27.510, 21.27.520; AS 21 .36.120(b), 21.36.210(c), 2 1 , 27.36.230,
and 21.36.300 are repealed.

* Sec. 53. Sections 1-29 and 31 - 52 of this Act applv to insurance
policies entered into or renewed on or -after the effective data of secs.
1 - 29 and 31 - 52 of this Act.

* Sec. b54. Section 30 of thi3 Act takes effect 1immediately under

AS 01.10.070(c).
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M EMORANUDUM

T0: Members of theHouse Rules Subcommittee on HB 46

FROM: Shari Kochman

DATE: April 28, 1987

RE: Issues to address in thesubcommittee

You requested that I capsulize those areas of HB 46 that need

further consideration in the Rules Committee.

The House Judiciary Committee left two topics to be addressed
in Rules: the title of the bill and the treatment of broker
rebates.

TITLE: We have at least two options on the title, other than
leaving it as it now reads, "An Act relating to insurance,”
which 1is obviously quite open to making this tome even more of
a tome.

We could simply add the word "regulation”™ at the end of the
present title, which would tighten it somewhat and still leave
us a simple title.

The alternative 1is to list all the topics addressed in the
bill (some 14) in the title. The attached proposed title from
Legal attempts to do that.

BROKER REBATES: HB 46 was amended in House Judiciary
permitting brokers to offer rebates to their clients. This in
effect opens up competition through negotiable commissions.
The problem not addressed 1in Judiciary 1is that the rebate
could be abused by brokers 1in certain lines of insurance -
specifically life, annuity, disability and title insurance.
The intent was to exempt those lines from the rebate

provision.



The Division of Insurance has proposed language to accomplish
this beginning after page 26 of the section by section
commentary on the bill.

Note that the Division has also offered two alternative
amendments.

Alternative #2 would delete the rebate provision, thereby
maintaining present law. The Division supports this option.
Alternative #3 would maintain the rebate provision but limit
it to policies with a premium in excess of $50,000.



€))

@)

®)

CSHB 46 (Rules) 1is amended as follows:

p 31, 1lines 1 and 2

delete AS 21.09.210(c)

p 1, lines 9 through 12 insert the following:

Section 1. AS 21.09.210(c) 1is amended to read:

Section 21.09.210(c). A domestic company which has filed
with the division by July 1, 1987 for approval to organize
is exempt from taxation under this section-until Judy 1,

1989. AS 21.09.210(c) is repealed effective July 1, 1989.

Renumber subsequent sections accordingly.
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JOHN SUND, REPRESENTATIVE
2504 2nd Avenue
Ketchikan, Alaska 99901
(907) 225-5552

W hile in Juneau
P.0. Box V
Juneau, Alaska 99811
(907) 465-4919

T0: House JudiciaryCommittee members

FROM: Rep. John Sund

DATE: April 22, 1987

RE: HB 46 subcommittee report and proposed amendments

On April 16, the subcommittee adopted three more amendments to
HB 46 which are included in the 4/17 work draft. These

amendments are explained below.

Note

The

the amendments passed earlier as indicated in your memo
dated April 15. However, that memo was working off of the
4/15 work draft, so the page and line references are
incorrect. Following are the line references working off of
the 4/17 draft:

Amendment #1: Page 1, Lines 9-12;
Amendment #2A: Page 22, Lines 18-22;
Amendment #4: Page 20, Lines 19-29; Page 2l,Lines 1-11;

Note: This was re-amended at the 4/16
meeting and is cited below

Amendment #5: Page 19, Lines 3-12 and 20-28; Page 20,

Line 27; Page 21, Line 17; Page 23, Lines
2-7.

following are the most recent amendments made on 4/16:

)

2)

Section 38 - Page 20 was amended by offering more
strict perameters 1in which a notice of policy changes
is required prior to renewal. The bill now requires
that a 20 or 45 day notice (depending on the type of
insurance) 1is necessary only if the premium will
increase more than 10 percent upon renewal or if
coverage will reduce and was not specifically
requested by the 1insured.

Section 39 - Page 21, Lines 22-25 provides that an
insured must have 20 or 45 days notice (depending on
the type of insurance) of nonrenewal, regardless of

whether the nonrenewal notice was sent less than 20 or
45 days from the cancellation date.



3) Section 37 - Page 20, Line 1 was rewritten so that the
return of unearned premium requirements pertain to
personal 1lines as well as commercial lines.

OTHER AMENDMENTS/ISSUES TO ADDRESS:

The committee has before it today six amendments, one offered
by the sponsor of the bill, another offered by the chair, one
offered by Rep. Taylor and three offered by insurers. Note
that the amendment offered by the chair is a rewriting of an
amendment offered earlier by Alaska National Insurance Co.
All of these amendments are attached.

The other issue before the committee is whether we want to
amend the title of the bill. Now it is very broad and could
be subject to more 1items as it moves through the Senate.

Finally, also attached to this memo is a chart showing the
various time references 1in the bill.



AMENDMENT #

Offered iIn the HOUSE By Navarre

TO: CSHB 46(Jud)

Page 17, line 26, through page 18, line 28:

Delete all material

Renumber the following bill sections accordingly.

Page 19, line 23:
Delete "a reason described in AS 21.36.215(a)(7)”’
Insert "failure or refusal of the insured to provide the information

necessary to confirm exposure or necessary to determine the policy premium”

Page 19, lines 26 - 27:.

Delete "a reason described in AS 21.36.215(Ca)(2) or (3)"

Insert "(1) conviction of the insured of a crime having as one of its
necessary elements an act 1increasing a hazard insured against, or (2) for
discovery of fraud or material misrepresentation made by the 1insured or a
representative of the insured in obtaining the 1insurance or by the 1insured

in pursuing a claim under the policy"

Page 20, lines 5 - 8:
Delete all material and insert:

"(1) an wunearned premium shall be vreturned or credited

-1- 4/22/87



within 30 days after notice of cancellation is given, if cancellation
is for

(A) nonpayment of premium, including nonpayment of
additional premiums, calculated 1in accordance with the current
rating manual of the 1insurer, justified by a physical change 1in
the 1insured property, a change 1in 1its occupancy or use, oOr a
change 1in payroll, receipts, values, or other exposure units;

(B) conviction of the insured of a crime having as one
of its necessary elements an act 1increasing a hazard 1insured
against;

©) discovery of fraud or material misrepresentation
made by the insured or a representative of the insured in obtain—
ing the insurance or by the insured in pursuing a claim under the
policy;

(D) failure or refusal of the 1insured to provide the
information necessary to confirm exposure or necessary to deter—
mine the policy premium; -

(E) a reason described in AS 21.36.210(a)(2) ;r

Page 20, lines 9 - 10:
Delete "if the policy is canceled for other than nonpayment of premium

and is subject to audit,"

Page 20, line 13, after "cancellation™:
Insert "if the policy is subject to audit and is canceled for a reason

described in (1)(A) - (D) of this subsection"
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AMENDMENT TO AMENDMENT-//1 (4/22) By Navarre

Offered in the HOUSE

TO:  CSHB 46 (Jud)

Page 2 of amendment, rewrite amendment to Page 20, line 13 to read:

after "cancellation":

Insert "if the policy is subject to audit and is canceled

for a reason other than those described in (1)(A) - (D) of this subsection”



AMENDMENT #2 By Sund
CS HB 46 (Judiciary)

Offered:



r
£ 5-0306Xa
Ford
AMENDMENT " 3
Offered in the HOUSE By Taylor

Page

"o

TO: CSHB 46(Jud)

16, after line 16:
Insert new bill section™ to read:
Sec. 32. AS 21.36.100 is amended to read:

Sec. 21.35.100. REBATES. Except as provided in (b) of this
section and as otherwise expressly provided by law, a person may not
knowingly permit or offer to make or make a contract of life insur—
ance, life annuity or disability insurance, or agreement under the
contract other than as plainly expressed in the contract issued there—
on, or pay, allow, give or offer to pay, allow, or give, directly or
indirectly, as 1inducement to the 1insurance, or annuity, a rebate of
premiums payable on the contract, or a special favor or advantage in
the dividends or other genefits, or paid employment or contract for
services of any kind, or any valuable <consideration or 1inducement
whatever not specified 1in the contract; or directly or indirectly
give, sell, purchase or offer to agree to give, sell, purchase, or
allow as 1inducement to the 1insurance or annuity or in connection
therewith, whether or not to be specified in the policy or contract,
an agreement of any form or nature promising returns, profits, stocks,
bonds, or other securities, or interest present or contingent therein
or as measured thereby, of an insurance company or other corporation,

association, or partnership, or dividends or profits accrued or to
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5-0306Xa
Ford

accrue thereon; or offer, promise or give anything of value which is
not specified in the contract.
Sec. 33. AS 21.36.100 is amended by adding a new subsection to read:

(b) An agent or broker may rebate part or all of the commissi
due the agent or broker, provided the rebate does not alter the amount
or type of insurance coverage.

Sec. 34. AS 21.36.110 is amended to read:

Sec. 21.36.110. EXCEPTIONS TO DISCRIMINATION AND REBATES.
Nothing in AS 21.36.090 and 21.36.100 may be construed as including
within the definition of discrimination or rebates any of the follow—
ing practices:

(€H) in the case of a contract of life insurance or life
annuity, paying bonuses to policyholders or otherwise abating their
premiums in whole or in part out of surplus accumulated from nonpar—
ticipating 1insurance, 1f the bonuses, or abatement of premiums are
fair and equitable to policyholders and for the best interests of the
insurer;

(2) in the case of life insurance policies 1issued on the
industrial debit, preauthorized check, bank draft, or similar plans,
making allowance to policyholders who have continuously for a speci—
fied period made premium payments directly to an office of the insurer
or by preauthorized check, bank draft, or similar plan, 1in an amount
that [WHICH] fairly represents the saving in collection expense;

) readjustment of the rate of premium for a group Insur—
ance policy based on the loss or expense experience thereunder, at the *

end of the first or a subsequent policy year of insurance thereunder,
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5-0306Xa
Ford

that [WHICH] may be made retroactive only for that policy year;

4) issuance of life or disability 1insurance policies or
annuity contracts at rates less than the usual rates of premiums for
the policies or contracts, or modification of premium or rate based on
amount of insurance; but the issuance or modification shall not result
in reduction in premium or rate in excess of savings in administration
and issuance expenses reasonably attributable to the policies or

contracts; or

(5) a rebate of the commission due an agent or broker,
provided that the rebate does not alter the amount or type of insur—
ance coverage.

Sec. 35. AS 21.36.120(a) 1is repealed and reenacted to read:

(a)An agent cr broker may give a rebate on property, casualty,
or surety insurance, provided the rebate results only 1in a reduction
of the commission due theagent or broker and does not reduce the

amount or type of insurapce coverage."

Renumber remaining bill sections accordingly.

Page

25, after line 6:
Insert a new bill section to read:
Sec. 48. AS 21.66.310 is repealed and reenacted to read:

Sec. 21.66.310. REBATES. A title insurer, or agent or solicitor
of a title insurer may rebate to the insured a portion of the cost of
the insurance, provided the rebate consists of a reduction 1in the

commission received by the title insurer, agent, or solicitor, and
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Ford

does not result in a reduction in the amount or type of insurance

coverage."

Renumber following bill section accordingly.

Page 25, after line 13:
Insert a new bill section to read:
"* Sec. 50. AS 21.84.480(b) is repealed and reenacted to read:

(b) A society, or an agent or solicitor representing a soci
may rebate the premium or part of the premium, provided the rebate
consists of a reduction 1in the commission charged by the society,
agent, or solicitor and does not result in a reduction 1in the amount

or type of insurance coverage.”’

Renumber remaining bill sections accordingly.

“Page 31, line 23, after "AS™:

Insert "21 .36.120(b),"

Page 31,

line 24:

Delete '"48"

Insert "54"

Page 31,

line 26:

Delete "48"

Insert ''54"

4/21/87
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20

30

45

days

days

days

days

days

CS HB 46

Time

of cancellation by 1insurer

due to insured®"s license suspension or
revocation, conviction of a crime or
fraud or misrepresentation.

Page 19, Lines 12 and 29.

Notice

Notice of cancellation by 1insurer
due to nonpayment of premium or
withholding of information needed
to determinine premium.

Page 19, Line 25.

Return of unearned premium after
cancellation if cancellation is due

to nonpayment of premium, 1license
suspension or revocation, conviction

of a crime, fraud or misrepresentation or
withholding of information.

Page 20, Line 7.

Notice of policy or coverage change upon
renewal of a commercial or business
insurance policy.

Page 21, Line 1.

Permissable period for cancellation

of personal auto policy - if less than
60 days old.
Page 17, Line 4.

(Judiciary) (4717 draft)

Periods in Bill

Notice of policy or coverage change
upon renewal of a personal line of
insurance.
Page 19, Line 25.

W "Axis  ©) 1”67

CR {wLam- t( Hi IT—

Notice of nonrenewal of a
commercial or business
insurance policy.

Page 21, Line 19.

Notice of cancellation by

insurer. Note exceptions
under 10 days and 20 days.
Page 19, Lines 5 and 21.

Notice of
personal

Page

21,

nonrenewal of

line
Line

of
18.

insuran






MEMORANDUM

TO: Representatives John Sund and Mike Navarre

FROM: Thomas J. Slagle, American Insurance Association
RE: HB46

DATE: April 21, 1987

I have been asked to express some continuing concerns to
the House Judiciary Committee from the American Insurance AssocC—
iation regarding recent changes 1in HB46.

Under 8 39 "Failure to Renew", the addition of the
"rolling” provision will benefit both the consumer and insurer.
The AIA would still 1like to have the provision: "earned premium
for any period of coverage that extends beyond the expiration
date shall be considered prorata basea wupon the previous year-®s

rate." (Insert page 21, 1line 26 after policy.) As a matter of
principle, the AIlA does not want to provide coverage without any
premium return. From a practical viewpoint, the collection of

the prorata premium will be rare, either because the non-renewal
notice has been sent timely, or the difficulty 1in collecting a
relatively small premium, but the AIA would prefer to see the
proration language in the Bill.

We also have a concern regarding 8 37, 8 (C)(2) re-—

garding return of premium on an auditable policy. As written,
the Bill requires that the audit be performed or waived before
the effective date of <cancellation. The AIlA suggests that the
insurer be given up to 30 days post cancellation to perform the
audit, and 30 days post cancellation to return the unearned
premium. (Refer to page 20, lines 9 through 13.)*

Thank you for your consideration of the above concerns.

* AIl references refer to the 4/17/87 work draft.

cc: Don Koch, Division of Insurance

TIS#H2:mb:25



TESTIMONY OF CARL L. ANDERSON, EXECUTIVE VICE PRESIDENT
ALASKA NATIONAL INSURANCE COMPANY

I represent Alaska National |Insurance Company which 1is the largest
writer of commercial 1insurance 1in Alaska. We did not attain that
status in our 6 1/2 years in business by abusing the public or
engaging 1in practices that Section 35 of House Bill 46 1is
attempting to change. We have done our best to serve the
insurance needs of the Alaska business community. We have acted
responsibly in the past and will continue to act responsibly in
the future because we want to remain in Alaska and have no desire
to operate our business elsewhere.

In fairness to our policyholders and our stockholders, we cannot
turn over our underwriting responsibility to the Division of
Insurance. If it is our Ffirm belief that continuation of a
particular insurance policy would adversely affect the well-being
of our company, and therefore affect the remainder of our

policyholders, we must have the right to cancel that policy. If
the insured disagrees with our action or our reasoning, he or she
can appeal to the Division of Insurance. We can negotiate at that

time if there 1is a circumstance we overlooked.

We have no disagreement with a 60 day notification period for
cancellation with a 10 day notice for reasons appearing 1in Section
21.36.215(C) Subparagraphs (2) through (4) and 20 days for
nonpayment of premium or nonreporting as required by the policy.

Alaska law presently requires 20 days notice of cancellation for
nonpayment of workers compensation so this provision only extends
the requirement to other lines.

We are not 1in the business of cancelling insurance policies. We
can only prosper by earning the premium for the full term of the
policy. We do not take a cancellation lightly but when we feel it
is necessary, it must be our business decision. The law as

presently written and the business climate adequately provide a
remedy if we act 1irresponsibly.

We are offering an amendment to Sections 35 and 37 with a minor
modification of Sections 36 and 40. This amendment adequately
protects the commercial 1insurance consumer. It provides for
sufficient advance notice of cancellation or nonrenewal and
reasonable requirements on return of unearned premium. It
strengthens the Division of Insurance®s control of cancellations
and nonrenewals but it leaves business decisions where business
decisions should be made.

I have addressed these changes only as they affect my company.
They also affect the Division of Insurance:

1. Division personnel are not trained underwriters and are
not in a position to make underwriting decisions. This
amendment releases them of the responsibility to make
underwriting decisions.



2. All correspondence with the Division of Insurance
becomes public record information. There are times when
I and my insured (who may be your constituent) and the
Division of Insurance would notwant my underwriting
decision to be public record.

3. The amendment reduces the paperflow at the Division of
Insurance. This helps all of us.

Thisamendment also affects other insurance companies:

1. The nonadmitted market would either ignore the present
reasons for cancellation (which would subject the
admitted market to unfair competition) or they would
curtail their writings which would adversely affect the

Alaska policyholders and place substantial financial
pressures on the admitted market for which the admitted

market is not prepared.

2. Markets that are admitted in Alaska but not writing
business at this time will continue to be non-
participants in the Alaska insurance market.

3. Admitted markets presently writing in Alaska could
substantially curtail their writings and go elsewhere.

Alaska National has nowhere else to go.

4. Some admitted markets may choose to ignore the statutory
requirements for commercial cancellation. Enforcement
would be cumbersome and would probably further eliminate
admitted carriers that specialize in tough classes.

I would also like to address Section 21.36.255 Premium Refund.
Yesterday Alaska National introduced a substitute wording for
subparagraph (a) of this section. The subcommittee voted to use
their own substitute wording. We ask that our wording be
reconsidered.

1. It would correct the problem with short rate penalties
on workers compensation insurance.

2. It would leave untouched the standard program that has
been in effect for many years for other lines. A
program that:

a) is used in 49 other states;

b) has not been a subject of insurance consumer
complaints;

c) has not been a source of enrichment to insurance
companies;

d) and has provided stability in the insurance
marketplace.

It is not broken so it should not be fixed.



mlL

AMENDMENT By Alaska National Insurance?

Company

Z.7
Page |7 f starting at line 2=7
35!!

Rewrite Section "“23? to read

Sec. 51.36.515 .- CANCELLATION OF BUSINESS OR COMMERCIAL INSURANCE
FOLICIES. (a) An insurer rnay exercise its right to cancel .-N icy
of business or commercial insurance? for:

(1) nonpayment of premium* or failure or refusal o

insured to provide the information necessary to confirm exposure or
necessary to determine the policy premium* provided at least 50 days

notice is given in accordance with AS 51.36.560F*

(5) conviction of the insured of a crime having as
its necec. y elements an act increasing a hazard insured against,
provided at least 10 days notice is given in accordance with
AS 51.36.560;

(3) discovery of fraud nr material misrepresentation made
by the insured or a representative of the insured in obtaining the
insurance or by the insured in pursuing a claim under the policy,
provided at least 10 days notice is given in accordance with
AS 51.36.560*-

(4) discovery of a grossly negligent act or ommission by
the insured that substantially increases the hazards insured against?*
provided at least 10 days notice is given in accordance with
AS 51.36.560 * or,

(5) for a reason not stated in J.>(*1) of this subsection,
provided at least 60 days notice is given in accordance with
AS 51.36.560.

(b> An insurer that exorcises its right to cancel a policy of
business or commercial insurance must mail or deliver ad written notice

of cancel Tation to the named insured and to the agent or broker of
record in accordance with AS 51.36.560.

(c) If an insurer cancels a policy wunder (a) of this section, it
shall return any unearned premium to the agent or broker of record or
directly to the insured or premium finance company* if applicable,

before the effective d”ite of cancellation* except that if cancellation
is for reasons stated in (a)C1 )-(a>(4) of this section* any wunearned
premium shall be returned or credited within 30 days after the
effective date of cancellation.

(d) The division may require an insurer to perform an audit that
the insurer has elected to waive.

(e> A notice of cancellation of insurance required to be given
under this section must include or be accompanied by a statement of
the reason for the cancellation.

Page 2T, Line EE*

RetitJe Sec. 5:L.36..550 to read:

[ NOTICE OF 1 CANCEL LATION GE_EEOfjQLiaL_ILIEiUL,i2itJCE_ECIJ.CIES.



Amendm?nt & $

Page 19, starting at line S?

m37
Rewrite Section 52 to read

(b) An insurer- that exercises its right to cancel a policy of
personal insurance must mail or deliver a mritton notice of
cancellation to the named insured and to the agent or broker of record

in accordance with AS S3..36.260.

(c> If an insurer cancels a policy under (a) of this section, it
shall return any unearned premium to the --njont or broker of record or
directly to the insured or premium finance companyr if applicable,
before the effective date of cancellotion, except that if cancellation
is for reasons stated in AS 21. .36.210¢(a) (2) or (f)(2) or (3), any
unearned premium shall be returned or credited mithin 30 days after

the effective date of cancellation.

(d) A notice of cancellation of insurance required to be given
under this section must include or be accompanied by a statement of
the reason for the cancellation.

Page 21, Line
Fol lowing the ward "by" insert,. "AS 23-36.215"

3ZL.  5T3
N

No suggested change?* far Sees. ~ r y [ t5P,



CS for HB 46 (Judiciary)
4/15 draft

EXPLANATION OF AMENDMENT #2 (proposed by Alaska National
Insurance Co.)

Prepared by Rep. John Sund's o ffice April 16, 1987.

This amendment refers to cancellation of business or
commercial insurance and changes section 35 of the b ill to
include areas that are presently in other sections of the
b ill. Specifically, the amendment:

1) Specifies the following reasons for cancellation:

a) nonpayment of premium;

b) failure of insured to provide information needed to
determine policy premium;

c) conviction of the insured in a crime that increases
the hazard;

d) fraud or misrepresentation by insured;

e) grossly negligent act by insured;

2) Opens up cancellation for any other reason to the
discretion of the insurer provided 60 days notice s
given. This deletes (b) on page 18, line 22, which
requires the division's approval of cancellation for
other reasons.

Note also that the above reasons for cancellation were already
in the b ill, but reasons 5 and 6 on page 18 of the b ill —
physical changes in the insured property and physical changes
in the operations.

3) Changes the time requirements for cancellation notice.
Discovery of a grossly negligent act that increases the
hazard of the insured requires a 60 day notice of
cancellation in the present b ill. This amendment changes
that to 10 days.

Note that the amendment puts all cancellation periods in
section 35, but in the present b ill the periods are in section
37.

4) Changes the requirement now in the b ill for insurers
cancelling a policy for any reason other than nonpayment
of premium to return unearned premium before the
effective date of cancellation. The amendment states
that for the reasons cited above, the insurer must return

unearned premium within 30 days after the cancellation

date. For other reasons, it must be returned before the
cancellation date. Note that this actually shortens the
requirement for nonpayment of premium. The b ill now

states 45 days after the cancellation date and the
amendment changes that to 30 days.



CS for HB 46 (Judiciary)
4/15 draft

EXPLANATION OF AMENDMENT #3 (proposed by Alaska National
Insurance Co.)

Prepared by Rep. John Sund's office April 16, 1987.

This amendment refers to cancellation of personal insurance

policies and changes section 37 of the b ill. Specifically,

the amendment:

1) Changes the requirement now in the b ill for insurers
cancelling a policy for any reason other than nonpayment of
premium to return the unearned premium before the cancellation

date. The amendment states that if the reason for
cancellation is for driver's license suspension orerevocation,
conviction of a crime or fraud or misrepresentation, the
insurer has until 30 days after cancellation to return
premium. Note: The way this amendment is written it deletes

the 45 day after cancellation for return of unearned premium
if cancellation is due to nonpayment of premium.



AS 21.36.235 Notice of Renewal

Except as provided in AS 21.36.420, written notice must be
provided to the insured at the last known address and to the agent
or broker of record at least 20 days for a personal insurance
policy and at least 45 days for a business or commercial insurance
policy before the expiration date of the policy or of the
anniversary date of a policy written for a term longer than one
year or with no fixed expiration date if
(1) the renewal premium is to be increased more than 10% for
reasons other than an increase in coverage or an increase in
exposure base
(2) there is to be any material restriction or reduction in
coverage at renewal not specifically requested by the
insured.

If the insurer fails to provide notice as required in this
section, coverage will continue until 20 days for a personal
insurance policy and 45 days for a business or commercial
insurance policy after the notice is mailed.

This section does not apply to workers compensation insurance
policies.



AMENDMENT #3 By Sund

Page 20, Line 28:

Insert before "This section does not apply: 1
Coverage shall remain in effect 20 days for a
personal insurance policy and 45 days for a business or
commercial insurance policy from the date the noting nf
nonrengsialJ— is—mailed,, premixnTr-~sttallrre earned or"harged

r"any period of coverage tl*t~"xtends Tbheyon3“"jie~expiration
date of jthe. policyi~r of anniversary date”zrf a policy

w ritten' for \arteniul©ng'e'r than one year qgj>w lIth no fixed

pirapig n-~date .



Page 20, Line 1:

Delete: [(b) of]

Explanation: This amendment fixes an oversight in
The way it is now written, the provision to return
premium before the cancellation date pertains only to
or commercial insurance and not to personal insurance.

amendment would make it apply to all.

drafting .

unearned

business
This



PROPOSED AMENDMENT TO HB 46

By Sund

Page 17, 1line 3:

Delete lines 3-12.

These items are already covered through

other than auto
It is

(Note on amendment:

proposed statutes on personal lines

insurance and commercial and business lines.

redundant to list them here.)



JOHN SUND, REPRESENTATIVE
2504 2nd Avenue
Ketchikan, Alaska 99901
(907) 225-5552

While in Juneau
P. O. Box V
Juneau, Alaska 99811
(907) 465-4919

TO: House JudiciaryCommittee members

FROM: Rep. John Sund

DATE: April 15, 1987

RE: HB 46 subcommittee report

The House Judiciary Subcommittee for HB 46 adopted four
amendments. They are attached and explained below. Follow ing
the explanation of the adopted amendments is a recap of the
amendments and issues we have yet to address.

AMENDMENT #1: Deletes from statute the five-year premium tax

exemption for domestic insurers. However, it grandparents
into the exemption any insurer presently qualifying for it.
There is only one company that now falls under this
exemption. It is questionable whether this statute ever
provided the incentive for insurers to domicile in the
state, which is what it was intended to do.

Location in b ill: (4/15 draft) Page 1, Lines 9-12. This w ill
create a new section 1 in the b ill and all subsequent
sections w ill be renumbered.

AMENDMENT #2A: Allows insurers to charge a cancellation fee
for insureds who cancel mid-term. The fee may nor exceed 5
percent of unearned premium or $1,000, whichever is less.
This does not affect cases in which the insurer cancels a
policy mid-term . In those cases, the insurer must return
all unearned premium. The Division of Insurance was
concerned that without a cancellation penalty, unscrupulous
brokers could raid insurers' books by offering lower
premiums. Further explanation is offered on the amendment
sheet.

Location in b ill: (4/15 draft): Page 21, Lines 25-29 and
Page 22, Lines 1-4.



AMENDMENT #4: Requires an advance notice of premium increase
or coverage decrease before the renewal date of a policy.

The notice for personal lines would be 20 days; commercial
and business lines would be 45 days. Those are the same
periods specified in the b ill for notice of nonrenewal. The
exception is for personal automobile insurance which would

require only a 15-day notice of premium and policy changes.
That is already in statute.

Location in b ill: (4/15 draft): Page 20, Lines 19-25. This
creates a new section AS 21.36.235 titled NOTICE OF
RENEWAL.

AMENDMENT #5: Attempts to finally settle the debate over how
to require mailing of notices by uniforming all mailing
procedures. All references to mailing (there are C in the
b ill) are rewritten to read "in accordance with AS
21.36.260. That statute is in present law and is titled
PROOF OF MAILING. We have rewritten that statute to define

proof of mailing as the receipt of a post office certificate
of mailing and required that that certificate be obtained
for all notifications specified in the statutes. We have
also specified that notices w ill be mailed to the last known
address by first class mail.

Location in b ill: (4/15 draft) Page 19, Lines 3-12 and 20-28;
Page 20, Line 23; Page 21, Lines 1-2; Page 22, Lines 12-18.

OTHER ISSUES TO ADDRESS:

Amendment #3: There was discussion of deleting the second
sentence from this amendment. Another suggestion was to
permit the insurer to charge for the "rolled over" days on a

pro rata basis using the prior year's premium.

Amendment #6: Has not been introduced.
Commission rebates: Rep. Taylor has proposed permitting
brokers to offer rebates to clients. This has the effect of

competing through commission rates.



AMENDMENT #1 (Adopted) By Navarre

Page 1, Line 9:
Add a new section 1 to read:
AS 21.09.210(c) is amended to read:
(c) A domestic company organized before July 1, 1987,
is exempt from taxation under“this section for a period 61—

five years from the date of its organization.

Renumber sections accordingly.



AMENDMENT #2 By Sund (as alternative to Alaska

N ational Insurance Co.)
(Adopted)
Page 21, Lines 16-23
Rewrite AS 21.36.255(a) as follow s:
(a) If an insurance policy is canceled, rejected, or
rescinded by the
(1) insurer, the insurer shall return any unearned
premium paid to the insured or premium finance company; or,
(2) insured, the insurer shall return any unearned
premium paid to the insured or premium finance company, less a
cancellation charge clearly shown in the policy, not to exceed
5 percent of the unearned premium or $1,000, whichever is
le ss.
Explanation (By Division of Insurance):
During the past week, an insurer noted a concern which we feel
may be legitim ate. An insurer is not generally going to get
rich off the inequities that may exist in the methodology used
in cancellations by an insured. However, the existence of the
penalty does lim it any abuse of the cancellation that might
occur. The concern expressed by the company is that a less
than scrupulous broker could "raid" a book of business of
another broker or an insurer and cause a'considerable
financial distress. This could be li..ened to a run on the
bank.
This eventuallity was not considered when this Section was
introduced and in fact the Division has been considering rule
making in this area. We believe that we must back up a bit on

this issue, but we do still want to eliminate the abuses.



AMENDMENT #3 By Sund

Page 20, Line 28:

Insert before "This section does not apply:"

Coverage shall remain in effect 20 days for a
personal insurance policy and 45 days for a business or
commercial insurance policy from the date the notice of
nonrenewal is mailed. No premium shall be earned or charged

for any period of coverage that extends beyond the expiration
date of the policy or of the anniversary date of a policy

w ritten for a term Ilonger than one year or with no fixed
expiration date.



AMENDMENT #4 By Sund

(Adopted)

Page 20, Line 18:

Add a new section to read:

AS 21.36.235. NOTICE OF RENEWAL. Except as provided in
AS 21.36.420, no increase in premium or decrease in coverage
may occur upon renewal unless notice of those changes are
mailed or delivered to the named insured, at the last known
address, at least 45 days prior to expiration.

Explanation:

AS 21.36.420 pertains to personal auto insurance and requires
a 15 day notice of changes in the policy or premium. That
would remain in effect with this amendment.



AMENDMENT #5 By Sund

(Adopted)
Rewrite all mention of mailing and delivering of notices to
read:

n . .. in accordance with AS 21.36.260."

Amend AS 21.36.260 to read:

[PROOF OF] MAILING OF NOTICES. The insurer shall mail
or deliver any notice required under this chapter to the
insured at the last known address by first class mail. Proof
of mailing in the form of a U.S. Postal Service Certificate of

M ailing is required [OF NOTICE OF CANCELLATION, OR OF
NONRENEWAL OR OF REASONS FOR CANCELLATION, TO THE NAMED
INSURED AT THE ADDRESS SHOWN IN THE PO LICY, IS SUFFICIENT
PROOF OF NOTICE].



AMENDMENT #6 By Sund

Add a new statute, AS 21.36.430, reading:

Any person or entity adversely affected by conduct in
violation of the provisions _of this chapter shall have a
private right of action against the offending insurer for such
compensatory and exemplary damages as may be proven.



M EM ORANUDUWM

JOHN SUND, REPRESENTATIVE
2504 2nd Avenue
Ketchikan, Alaska 99901
(907) 225-5552

While in Juneau
P. O. Box V
Juneau, Alaska 99811
(907) 465-4919

TO: Rep. John Sund

FROM: Shari Kochman

DATE: April 9, 1987

RE: Amendments to CS HB 46 (L&C) in CS HB 46 (Judiciary)

The_following changes have been made in House B ill 46 in the

Judiciary committee substitute as proposed by the

subcommittee.

1. Page 5, Line 25: The phrase "not intend to use or use"
has been inverted to read "not use or intend to wuse."
The purpose is for clarity.

2. Page 17, Lines 3-12 of (L&C) CS have been deleted. This
shows up in the (Judiciary) CS on Page 17, Line 3.
These items w ill be covered under the new provision in
the b ill for commercial lines.

3. Page 18, Lines 24-29 and Page 19, Lines 1-2 of (L&C) CS
have been deleted. This shows up in the Judiciary CS on
Page 18, Line 14. These items can be covered under
subsection (b) of Section 34, Page 18, Line 14 of the
(Judiciary) CS.

4. Page 19, Line 4 of (L&C)CS has been amended to read:
"in a particular case or cases." This shows up in the
(Judiciary) CS on Page 18, Line 15. The purpose of this
amendment is to avoid a separate application for each
request for cancellation when the policies considered
for cancellation all fall under the same reason.

5. Page 21, Line 16 of (L&C) CS: The words "in any way"
have been deleted. This shows up in the (Judiciary) CS
on Page 20, Line 27. The deleted language was

considered

unnecessary.



M EM ORANUDUM

JOHN SUND, REPRESENTATIVE
2504 2nd Avenue
Ketchikan, Alaska 99901
(907) 225-5552

While in Juneau
P. O Box V
Juneau, Alaska 99811
(907) 465-4919

TO: Rep. John Sund

FROM: Shari Kochman

DATE: April 9, 1987

RE: Topics of discussion for HB 46

The following topics came up in the HB 46 subcommittee

meeting and were left for discussion in full committee:

1. Page 18, Line 14 of the (Judiciary) CS. The
subcommittee considered adding a seventh reason for
cancellation in the case of an insured denying
information to the insurer that is needed in determining
rates. The Division of Insurance has proposed language
for this which is provided to you as an amendment.
(Amendment #1)

2. Page 20, Lines 7-10 of the (Judiciary) CS requires a
second "good faith effort" on the part of the insurer to
get a notice of cancellation to the insured iif the first
notice was returned undelivered. The question is what a
good faith effort means.

Note: The Division of Insurance has proposed two
possible amendments. (Amendment #2)

Also take note of the amendments proposed by the AIA in

regard to sending notices of cancellation via certified

m ail. Some good arguments are presented against

certified mail.

The following items were not specifically cited in

subcommittee, but may be worth discussing:

1. Page 18, Line 2 of (Judiciary) C3 amend to include



policies whose premiums are based on payroll, such as

W orkers' Compensation Insurance. (Amendment #3)
Page 20, Line 22 of (Judiciary) CS. Increase notice of
nonrenewal for commercial lines from 45 days to 60 days.

It really does not make sense to have this period any
shorter than the notification period for mid-term

cancellation. In either event, the insured has to seek
alternative coverage. The argument could then be
presented to increase personal lines nonrenewal notice
from 20 days to 60 days. That is a judgment call
because personal lines are easier to replace than
commercial lines.

Tied into the above is an amendment suggested by the AIA

that asks for advance notice of premium rate and policy
changes for renewed policies. That appears to be a good
idea for the following scenario: An insured expects to
renew a policy because he or she has not received a
notice of nonrenewal. When the b ill or new policy
comes, the insured finds out that the premium has
increased significantly and/or the coverage has
decreased. But now the insured has less time to seek
alternative coverage because the renewal date s
approaching.

The question is, at what point before the renewal date
can the insurer be expected to rate the new policy -— 30
days, 45 days, 60 days? See the AIA suggestions; page

2, item 4 under Section 37.
Note: This type of provision already exists in statute
for automobile insurance. A 15-day notice of

premium change is required.

Another note: Even if the committee doesn't adopt the
above, should we s till require that the
insurer explain any change in premium or
coverage at renewal?

The AIA has one other worthwhile suggestion regarding

renew als. They suggest that if the company decidrs not
to renew after the specified deadline for notice, they
might s till serve notice of nonrenewal as long as they

extend the policy past the renewal date to provide the
full notification period (be it 45 days or 60 days — as
the committee decides.)

See the AIA suggestions; page 1, item 3 under Section
35. Note: The AIA asks for the same provision with
cancellation, but that does not make sense. Renewals
are on specified dates — the anniversary of the policy.

But mid-term <cancellations are at any time that the
insurance company can find cause to cancel. So the
company must simply make the mid-term cancellation
effective 60 days from the time of notification.



CS HB 46 (Judiciary)

AMENDMENT #1

By Division of Insurance

Page 18, Line 14

Add: (7) failure or

refusal to provide data
inform ation

necessary to confirm
w hich to base policy premium."

or

exposure or on



CS HB 46 (Judiciary)

AMENDMENT #2

By Division of Insurance

Option 1

Page 20, lin e 7
Delete "If a notice of cancellation is returned
undelivered to the insurer, the insurer shall

make an additional good faith effort to contact
the insured."

Option 2
Page 20, lin e 9:

Following the word, "effort," insert ", as defined in

regulations adopted by the director."



CS HB 46 (Judiciary)

AMENDMENT #3

By Division of Insurance

Page 18, Line 2:

Rewrite to read: "justified by a physical change in the
insured property, a change in its occupancy or use, oOfr a
change in payroll, receipts, values or other exposure

units.n



MEMORANDUM

TO: Rep. John Sund
FROM: Shari Kochman
DATE: April 1, 1987
RE: CS HB 46 (L&C) overview

HB 46 is 30 pages long and cover(s lO~rgUifferent

insurance-related topics. A thorough overview of this b ill
and a sectional analysis is offered from the Division of
Insurance. The following attempts to capsulize each of the
10 areas to give you an idea of what the b ill does.

1. GENERAL AGENTS/MANAGERS

Present statute uses the terms general agents and
managers which is confusing because general agents are
required to be licensed and managers are not. The b ill
eliminates managers, requires all general agents to be
licensed and more narrowly defines general agents.

2. CONTINUOUS LICENSE

The b ill proposes continuous licensing for those
licensed under the insurance statutes, instead of annual
renew al. Annual fees w ill still apply. This diminishes

paperwork for the division.

3. FIRM/INDIVIDUAL LICENSE

The b ill re,quires certain individuals within a firm to
be licensed instead of operating on the firm license, as is
now allow ed. This w ill increase accountability for the
division. Licensing requirements are also extended to

adjusting firms under the b ill.

4. CANCELLATION

The b ill lengthens required cancellation notification
periods for personal lines and establishes notification
requirements for commercial lines.
5. BROKER BOND

The b ill increases the broker bond requirement from
$5,000 to $10,000. (Note: The original proposal was $50,000

and was reduced in the Labor and Commerce Committee.)



6. BROKER AS AGENT

The b ill requires that premiums paid to a broker for
insurance coverage w ill be considered payment to the
insurer. Premium collection is the only instance in which a

broker would act as agent for the insurer.

7. PRODUCER FINANCIAL/FIDUCIARY ACCOUNTS

The @& il,l u$ivjas the division the authority to review
insurance accounting records to ensure that present
statutes prohibiting commingling of funds are upheld. The
records would be kept confidential within the division. The
b ill also clarifies the statutes on accounting requirements
for iwwtw x,6""'
8. PRO RATA ON CANCELLATIONS

The b ill requires that in the event an insurer cancels
a policy mid-term, unearned premiums w ill be returned to the
insured on a pro rata basis. Present use of the short rate
tables creates an added penalty in unearned premium Jloss to
the insured.
9. ALIEN TRUST DEPOSITS

Present statute requires that as of June 20 of this
year, alien insurers (those formed in a foreign country) in
the surplus lines maintain a trust fund minimum of $5
m illion. That is an increase from the present $3.5 million
w hich was increased in 1985 from $1.5 m illion. This is out
of line with other states. The b ill would reduce the
requirement to $1.5 m illion. Note that this does not refer
to the insurer's minimum capital and surplus requirements,
w hich are separate from the trust fund. (Note: This is the
priority measure in this b ill for the division.)

10. NURSE COVERAGE
The b ill would allow the Medical Indemnity Corporation
of Alaska (MICA) to write policies for nurses in the state.



PROPOSED AMENDMENT TO HB 46

By Division of Insurance

Option 1

Page 20, lin e 25:

Delete "1f a notice of cancellation is returned
undelivered to the insurer, the insurer shall make an
additional good faith effort to contact the insured."

Option 2

Page 20, lin e 27:

Follow ing the word, "effort," insert " as defined in
regulations adopted by the director."



/

5-0306Lf
NiwW d
A MENDMENTA" JV "2-
Offered in the HOUSE By Donley
TO: CSHB 46(L&C)
Page 19, line 18:
Delete "10"
Insert ™20 [10]”
Page 19, line 20, after "cancellation.”:
Insert "If cancellation is for a reason described in AS 21.36.210-
(f)(2) or (3), the notice shall be mailed or delivered to the named
insured at the address shown in the policy at least 10 days before the
effective date of cancellation and must include or be accompanied by a
statement of the reason for cancellation.”
Fage 20, line 2:
Delete "10”
Insert 720"
Page 20, line 4, after "cancellation.™:
Insert "If cancellation 1is for a reason described in AS 21.36.215-

(a)(2) or (3), the notice shall be mailed or delivered to the named
insured at the address shown in the policy and to the agent or broker
of record at least 10 days before the effective date of cancellation,

and must include or be accompanied by a statement of the reason for

3/726/87



5-0:306LF
Ford

the cancellation.™

27 - 3/26/87



5-0306Lh
Ford

A M E N D M E N T

Offered in the HOUSE By Donley

T0: CSHB 46(L&C)

Page 19, lines 18 - 20:

Delete " and must [SHALL] include or be accompanied by a statement of
the reason for the cancellation., ["
Insert "[AND SHALL INCLUDE OR BE ACCOMPANIED BY A STATEMENT OF THE

REASON FOR THE CANCELLATION."

Page 19, line 22

Delete " .1"

Insert "1."

Page 20, lines 3 -4
Delete ™, and must include or be accompanied by a statement of the

reason for the cancellation™

Page 20, after line 21:
Insert a new subsection to read:
"(f) A notice of cancellation of insurance required to be given
under this section must include or be accompanied by a statement of

the reason for the cancellation.”

-1- 3/26/87



Offered in the HOUSE
T0: CSHB 46(L&C)

Page 27, lines 5-6:
Delete bill section 43

AMENDMENT

Renumber remaining bill sections accordingly.

Page 30, line 24:
Delete "46"
Insert "45"

Page 30, line 26:
Delete "46"
Insert "45"

5.0306Li ~
Ford

By Daonley

3/726/787



Offered in the HOUSE
T0: CSHB 46(L&C)

Page

Page

8, line
Delete

Insert

8, line
Delete

Insert

16:

"$5,000"
"$10,000 [$5,000]"

18:

"$5,000"
"$10,000 [$5,000]"

AM E N D M E N T

trtKTOiiro ¢ |

Sy

vo isfibiitavi; o i;

5:0306L]
Ford

By Donley

3/26/787
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w
5-03060LKk
Ford
AMENDMENT
Offered in the HOUSE By Donley
TO: CSHB 46(L&C)
Page 20, line 17 - 19

Delete all material and insert;
"(d) An insirrer who mails a notice of cancellation required

under this section.shall obtain a postal receipt that indicates the

notice has been mailed to the named insured."

-1- 3/726/787



5-0306L1
Ford

AMENDMENT

Offered in the HOUSE By Donley

Page

T0: CSHB 46(L&C)

20, after line 21:
Insert a new subsection to read:

“(f) If a notice of cancellation required to be meciled under
this section is returned undelivered to the insurer, the insurer shall
make an additional good-faith effort to provide notice of cancellation

to the insured.”

1- 3/26/787



Offered in the HOUSE
T0:  CSHB 46(L&C)

Page 19, line 14
Delete "60"
Insert M0"

AMENDMENT

By Furnace

3/725/787



13

Offered in the HOUSE
T0:  CSHB 46(L&C)

Page 19, line 27:
Delete "60"
Insert "30"

AMENDMENT

-0306L
e

By Furnace

3/25/787



C 5-0306LC
Ford

AMENDMENT

Offered in the HOUSE By Furnace
T0:  CSHB 46(L&C)

Page 19, line 29:

Delete "nonpayment of premium"
Insert "a reason described in AS 21.36.215(a)(1), (2), or (3)"

-1- 3/26/87



Offered in the House

TO: CSHB 46 (L&C)

Page 19, line 16:

Delete "nonpayment of premium,"

Insert a reason described in

5-030Ld
Ford

21.36.210(a)(1l), or

21.36.210(F)(1), (2), or (3), [NONPAYMENT OF PREMIUM]"

3/26/87

AS



E. 5-0306Le

Ford

AMENDMENT

Offered in the HOUSE 1 By Furnace
T0: CSHB 46(L&C)

Page 20, line 25, after "a™:

Insert "personal, business, or commercial insurance"

Page 20, line 2T7:
Delete "20"
Insert "30 [20]"

Page 20, line 28:

Delete "for a personal insurance policy, and at least 45 days for a

business or commercial insurance policy,"

-1- 3/26/87



Notes ant? Proposed Amendments From Frank B. Hall and Company, and
Adjustco, Incorporated for the House Finance Sub-Committee on
Committee Substitute for House Bill 46 (Labor and Commerce)

1) Page 5, Line 15

After "in the State™ add if for a non-resident license, be a
bona fide resident of a state which also allows for the non-resident
licensure of agents and brokers."

The intent of this language is to create a "law of reciprocity"™ as
applied to the licensing of agents and brokers. Alaska recognizes the
licenses of all other states, and allows their resident agents and
brokers to operate in Alaska under a non-resident license. Many other
states, however, (including 'Washington State) do not return the favor.
Their agents and brokers come to Alaska, sell insurance, then take
both their premiums and commissions back to their home State, while at
the same time prohiuiting Alaska agents and brokers frc.-> operating in
their state. This proposed amendment is the insurance industry's
version of "local hire™.

2) Page 7, Line 5

Amend the first line to read: "A firm shall have a firm license of
at least the same scope as that of those licenses held by individuals
acting on behalf of the firm."

This amendment would more clearly represent the intent that if
employee "1 has License A, and employee i!2 lias License B, then the
firm they work for must have, at minimum, a license permitting the
firm to sell both A and P. We showed the language currently appearing
in the draft to eleven different people, all involved in the insurance
industry. Four of the eleven, including one attorney, interpreted the
language to require the firm to have a license of the same degree as
each individual, and vice versa. We felt the differing
interpretations of the phrase "same degree as each individual"
warranted a second effort.

3) Page 19, Line 13
Delete "20", Insert "30"

Because the Alaska market represents such a nominal amount of most

insurance company's total premium, it is difficult to determine at
what point a company may say "It's not worth the hassle”™ and pull out.
We have no basis upon which to portend that adoption of a 60 day
notification will cause an insurer to make such a decision. We can,

however, assure you that a jump to 30 days would seem 75 per cent less
threatening than a jump to 60 days.



4) Pago 19, Line 28

After the word "mailed" insert and a receipt collected,"
After "or" insert "otherwise"

The aim of this amendment is to acknowledge a reasonable attempt to
notify the insured, and to offer added security that such an attempt,
proven by a postal receipt, will not be a violation of this chapter.
Under the language that currently appears in the draft, the insurer s
not only liable for the proper notification or attempt to notify, but
also responsible for actions of the postal service, beyond their
control, which may delay or prevent delivery of the notice. Requiring
proof that the notice was mailed, and to the best known address, will
limit the insurers responsibility to items within his control.



CSHB 46 (LGC) INDEH
Offered: 3/30/87

Prepared by Alaska Diuision of Insurance

Date:

3131187

GENERRL AGENTS / MRNRGERS

Section 1
Section 2.
Section 5.

Page 1, Lines 9-20) _
Page 1, Lines 21-29; Page 2, Lines 1-16)
Page 2, Lines 17-29; Page 3, Linel-2)

Sect;on 45, (Page 31, Lines 2-4)

CONTINUOUS LICENSE

Section 2.
Section 4.
Section 5.
Section 6.
Section 7

Section 10.
Section 12,
Section 15.

Section 17

Section 18.
Section 22.
Section 24.
Section 25.
Section 27.
Section 28.
Section 29.
Section 41,

Page 1, Lines 21-29; Page 2, Lines 1-16)
Page 3, Lines 3-10)

Page 3, Lines 11-28) .

Page 3, Line 29; Page 4, Lines 1-7)

Page 4. Lines 8-29; Page 5, Lines 1-9)
Page 6, Lines 15-29; Page 7, Lines 1-3
Page 7, Lines 26-29; Page 8, Lines 1-9
Page 8, Lines 10-22

Page 9, Lines 15-19

Page 9, Lines 20-26

Page 11, Lines 11-27) _

Page 12, Lines 16-29; Page 13, Lines 1-19)
Page 13, Lines 25-29; Page 14, Lines 1-7)
Page 14, Lines 8-19)

Page 14, Lines 20-29)

Page 15, Lines 1-7)

Page 24, Lines 17-23)

FIRM / INDIUIDURL LICENSE

Section 7.

(Page 4, Lines#3-29;

Page 5, Lines 1-9)



CSHB 46 (L&C)

Offered: 5/50/87

Section 8.
Section 9.
Section 10.
Section 11
Section 14,
Section 25.
Section 25.
Section 43.

Page. 5, Lines 10-29; Page 6, Lines 1-8)
Page 6, Lines 9-14) _

Page 6, Lines 15-29; Page 7, Line 1-3)
Page 7, Lines 4-25)

Page 8, Lines 23-26) _

Page \!, Lines 28-29; Page 12, Lines 1-15)

Page 13, Lines 20-24) .

Page 2/, Lines 17-29; Page 28, Lines 1-29
Page 29, Lines 1-29; Page 30, Lines 1-17)

Section 46. (Page 31, Lines 2-4)

COMMERCIAL CANCELLATION

Section 51 (Page 16, Lines 13-24) _

Section 52.  (Page 16, Lines 25-29; Page 17, Lines 1-12)

Section 55.  (Page 17, Lines 13-29; Page 18, Lines 1-2)

Section 54 (Page 18, Lines 3-29; Page 19, Lines 1-9)

Section 55, (Page 19, Lines 10-25) _

Section 56.  (Page 19, Lines 26-29; Page 20, Lines 1-29

Section 7. (Page 21, Lines5-21) _

Section 58.  (Page 21, Lines 22-29; Page 22, Lines 1-22

Section 40.  (Page 22, Lines 18-29; Page 23, Lines 1-Z9;
_ Page 24, Lines 1-16)

Section 45, (Page 31, Lines2-4)

BROKER BOND

Section 15.  (Page 8, Lines 10-22)

BROKER RS AGENT

Section 15.  (Page 8, Lines 10 22) _

Section 15.  (Page 8, Lines 27-29; Page 9, Line 1)

Section 16.  (Page 9, Lines 2-14)



CSHB 46 (L&C)

Offered: 5/50/07

PRODUCER FINANCIAL / FIDUCIfIRV BCCOUNTS

Section 19.  (Page 9, Lines 27-29; Page 10, Lines 1-9)
Section 20.  (Page 10, LinGs 10-21) _
Section 21.  (Page 10, Lines 22-29; Page 11, Lines 1-10)
PRO RRTfl ON CANCELLATIONS

Section 59. EPage 22, Lines 3-17)

Section 47.  (Page 31, Lines 5-7)

ALIEN TRUST DEPOSITS

Section 50.  (Page 15, Lines 8-29: Page 16, Lines 1-12)
Section 48.  (Page 31, Lines 8-9)

NURSE COUERRGE

Section 42.  (Page 24, Lines 24-29; Page 25, Lines 1-29;
Page 26, Lines 1-29; Page 27, Lines 1-16)

RELOCATION OF DEFINITIONS

Section 45. (Page 27, Lines 17-29; Page 28, Lines 1-29:
_ age 29, Lines 1-29; Page 30, Lines 1-17)

Section 44. (Page 30, Lines 18-29: Page 31, Line 1)

Section 45.  (Page 31, Lines 2-4)

REMOLIAL CF OBSOLETE OR DUPLICBTIUE PBOULS10NS

Section 45, (Page 31, Lines 2-4)



CSHB 46 (L&C)
Offered: 3/30/87

Prepared by: filaska Diuision of Insurance
Date: 3131187

QUEBLHEID

This committee substitute encompasses about 12 insurance issues in
one "omnibus" bill on insurance issues. Most of the items contained in
the bill haue, at one time or another, been requested by the Diuismn of
Insurance. The Diuision of Insurance supports this legislation.

For a detailed analysis of this fro?osal, please refer to the section by
section commentary dated 3/31/87. The issues in the hill are:

General Agents / Managers

Continuous License

Firm / Indiuidual License

Commercial Cancellation

Broker Bond

Broker as Agent

Producer Financial / Fiduciary Accounts
Pro Rata on Cancellations

Alien Trusts Deposits

Nurse Couerage

Relocation of Definitions N
Aemoual of Obsolete or Duplicatiue Prouisions

GENERAL RGENTS / MANAGERS

This issue eliminates confusion Luith AS 21.09.280, which currently
attempts to distinguish hetween "general aﬁ;ents" who are required to
be licensed and “managers” who are not. It is a distinction that has
been difficult to apEIy. The basic role of hoth entities is often the
same, and the Alaska Insurance Code does not adequately make a



CSHB 46 (L&C)

Offered: 5/31/87

distinction between the two. The hill eliminates references to
managers and requires all general agents to be licensed. It then lists
those specific entities that will not be considered general agents.
These are persons or entities who perform general agent type
seruices for an insurance company when that person or entity is:

1) asalaried employee of th insurance company;

2) a subsidiary of the insurance company;

3) the owner of the insurance company; or _

4) owned by the holding company that owns the insurance
company.

CONTINUQUS LICENSE

This bill introduces a continuous insurance license for agents, brokers,
solicitors, adjusters, and general_a?_ents, raxher than the current
system requiring annual renewal, fill ficensees, howeuer, will still pay
an annual fee, and failure to pay will result in reuocation or
suspension of the license. This change should reduce the paperwork
currently handled by the Oiuision.

Some consolidation of fee dates is incorporated in the bill.  The one
license untouched by this proposal is the surplus lines broker license.
This type of licensee is the one that prouides entry to the nonadmitted
market place and is required to post a $200,000 bond. Further,
producers of business for risk retention groups or risk purchasing
?.roups under the recently passed Federal law must haue this type of
icense, llie would ‘orefer to see how things are going to shape up

with the new Federal Bet before we recommend a change

FIRM / INOILIDUBL LICENSE

This portion of the bill creates a new distinction hetween indiuidual
licenses issued to indiuidual persons, and firm licenses issued to
associations of indiuidual licensees.  Under current law, persons
operating under a firm's license do not typically hold an indiuidual
license, but are named to act on the firm license. This renders
indiuidual accountability difficult. In some cases there is a constant

Page 2



CSHB 46 (L&C)

Offered: 5/31/87

actiuity on a firm’s license file as indiuiduals are added or deleted.

Also under current law, adjusting firms are not licensed, only
indiuidr.ato. UJe haue enperienced situations where firms haue ignored
Rlaska Law to the detriment of the public and indiuidual licensees
within the firm. This eutends the accountability principle to adjusting
firms. It will giue the Diuision of Insurance a better regulatory
ouersight of the industry by requiring that euer?/ person selling or
adjusting insurance contracts, whether indiuidual or firm, haue the
approgrlat_e license. B new definition of "firm” has been introduced on
Page 28, Lines 26-29.

COMMEBCIRL CANCELLATION

AS 21.36.210 - 310 currently places a limitation on an insurance
company's right to cancel in mid-term, personal lines of insurance,
such as automobile insurance or homeowners insurance. This whole
section of law deals with insurer initiatea cancellations. The
insurance crisis of theJJast few years, accented the need that this
kind of protection should also be prouided for commerc?l policies.

To accomplish this, it is necessary to substantiall?/ rework AS
21.36.210 - 310. A number of sections haue been relocated and a
distinction made between personal insurance and business or
commercial insurance. The personal insurance limitation is unchanged
except that notice period has been reuised.

The business or commercial insurance notice has a similar period of
notice. This statute is similar to those in other states with one major
exception. The proposed hill requires that any unearned Fremium be
returned to the insured before the effectiue date of cancellation.

The normal period for notice of cancellation will be 60 days. Notice for
nonpayment will be 20 days. Notice for special reasons such as
suspension or reuocation of license, conuiction of a crime related to
the type of couerage prouided, and material misrepresentation will
haue a 10 day notice. Notice of nonrenewal will remain at 20 days for
personal insurance and will be 45 days for commercial nonrenewals.

Page 3



CSHB 46 (L&C)

Offered: 5/51/87

This hill requires the return of unearned premium prior to the
effectiue date of cancellation. If the cancellation is for nonpayment,
return of unearned premium must occur within 45 daKs after
cancellation, fiudits on auditabie policies cancelled for other than
nonpaYm_ent must also be made hefore the effectiue date of
cancellation and unearned premium returned before the eupiration of
the loollcy. While this may cause some difficulty for the insurer, it
should be remembered that this speaks to an insurer initiated
cancellation. Insurers can use tentatiue or projected numbers for the
period following the notice of cancellation. Insurers usually know
they are going to cancel, so they can also control the audit process.

The insured with an auditabie policy is entitled to the same protection
as an insured with a nonauditable policy. The insurer ma?/ elect to
waiue an audit on cancellation, which is their right currently. If the
Diuision finds that the waiuer is not in the insureds interest, it can
require that an audit be made.

The hill requires that cancellation be made by certified mail with a
return receipt requested, and a reason be giuen in all cases. It also
requires that in the euent notice is returned undeliuerabie, that an
additional good faith effort to contact the insured be made.

Suggested Amendment

The Diuision of Insurance is uncomfortable with the prouision that an
additional "good faith" effort be made to deiiuer notice. We would
prefer to see a more definable action required if an additional effort
IS required. If an additional effort is required, we belieue it should be
specifically defined or that specific authority be giuen the Director of
Insurance to define it by regulation. Accordingly we suggest one of
the following amendments:

Option 1. Delete sentence starting on Page 20, Line 25 with the
word "I and ending on Page 20, Line 28.

tion 2. Following the word "effort" on Page 20, Line 27, insert
", as defined in regulations adopted by the director,"

Page 4
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CSHB 46 (L&C)
Offered: 5/31/87

BROKER BOND

This section §roposes to increose the bond required of o broker from
the current $5,000 to $f'V0O. The bond is auailable for the people of
the state. The increased bond wilt haue an increased cost, but the
amount is not encessiue This is not a Diuision of Insurance proposal,
but rue haue no objection to it.

BROKER AS RGENT

Alaska currently licenses turn kinds of insurance producer under RS
21.27, agent and broker. The agent represents an insurance company
through appointment and contract. On the other hand, the broker
represents the purchaser *f insurance. It is typical for an insurance
producer to hold hoth types of license, fl purchaser of insurance
usually does not know, under luhich license a producer is acting. Most
insurance producers do try to halance the interests of the purchaser
of couerage and the prouider of couerage, and some do this quite luell.
Normally this is not an issue of concern, but when a producer becomes
insoluent or has misused trust account monies, the issue can be uery
important.

If an agent collects premium funds for an insurer, the insurer is
deemed to haue receiued those funds whether the¥ are sent to the
insurer or not. IBhen the insurer sends notice of cancellation for
nonpayment of premium, the insured need only show his cancelled
check and the couerage will be reinstated.

If a broker misappropriates premium funds, and does not pay them to
the insurer or intermediary, and a notice is sent by the company which
has not receiued payment, the couerages are generally not reinstated.
The Diuision has had two major cases of this description and a number
of smaller ones, where the public has been hurt. The resolution is to
Bromde that when a broker Flaces couerage whicn can be euidenced
y a binder, issuance of a policy, or some acknowledgement from the
insurer or its representatiue, then the insurer is considered to haue
receiued those funds whether it has or not. The broker is considered
to be the agent of the company for purposes of premium collection,
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, P



CSHB 46 (L&C)

Offered: 5/51/87

fin additional issue, is the need to haue the producer coljecting funds
at the initiation of the transaction, cIearIY state that he Is acting as a
broker and couerages are not bound until confirmed by an insurer, or
to return the funds to the purchaser of couerage.

One group of persons mho could be aduersely impacted with "agent as
broker", is the wholesale broker or general agent mho is in hetween
the producing broker and the insurance company. It is possible that
they might bear the financial brunt of this solution. Relief is offered
by allowing them to access to the brokers' bond.

PRODUCER FINANCIAL / FIDUCIRRV RCCOUNTS

The Diuision has heen working with the Alaska Association of
Indeloendent Insurance Agents and Brokers concerning financial
problems with some insurance agents and brokers and their handling
of insurance premium monies. To this end, we haue aided in
degeloping some clarifications to those sections of the insurance
code.

Agents and brokers are required to receiue insurance premium monies
in a fiduciary capacity. Unfortunately, the first sign that all is not well
with an agents' or brokers' fiduciary account is when it is too late.
One good indicator of a deueloping problem would be good accounting
records accessible by the Diuision, which are required with this hill.

The Diuision has need of tools that can be used to resolue fiduciary
and financial difficulties at an earlier point in time. One tool is the
ability to reuiew financial summaries or detail, such as trial balance,
income statement, journal detail, etc. ina Diuision of Insurance office
for euamination when requested.  These documents would be
confidential.

The clarifications addressed in this issue coupled with the Broker as
Rgent resolution should manimize protection to insurance purchasers.



CSHB 46 (L&C)

Offered: 5/31/87

PRO RBTB ON CANCELLATIONS

There are two basic methods of computing return premium on a
cancelled policy. In industry parlance, these are referred to es short
rate and pro rata. Short rate Is used on a cancellation initiated by the
insured and has a built-in penalty. Pro rata is used on cancellations
initiated by the insurance company and the earned portion of premium
IS proportionate to the period of couerage. The short rate method of
computation is often a cause for complaint and in our uiew is no
longer necessary. It was originally intended to reflect an enpense of
the insurer that was, for the most part, beyond the insurers' control.
The Diuision has considered the elimination of short rate by regulation,
but authority is uague.

RLIEN TRUST DEPOSITS

This issue is considered the  priority legislatiue need thi* session
and it relates to the trust fund requirements for alien surplus lines
insurers wishing to do business in Alaska. An alien insurer is one
formed under the laws of a country other than the United States.

At the present time, AS 21.34.040(c) prouides that an alien surplus
lines insurer must maintain a trust fund for the benefit of
policyholders in the United States in an amount not less than $3.5
million. That $3.5 million figure is scheduled to increase to $5 million
on June 20, 1987. This portion of the hill would eliminate this
scheduled increase and reduce the trust fund requirement to $1.5
million, the leuel required before June 20, 1985.

This proposal would auoid the necessity to declare as ineligible,
opproHimately 9570 of the alien surplus line companies doing business
in the Alaska market. There is a great deal of concern about the
reduction of auailable insurance markets for exPosures In this state.
If the current IanguaFe in statute were to be enforced, many insurers
who now prouide ualuable markets would be ineligible for use here.
Alaska is out of step with the rest of the country on this issue where
the norm is a deposit of $1.5 million, This proposal does not impact
the minimum capital and surplus required of alien insurers.
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NURSE COUERAGE

This proposal will add nurses to the list of health care professionals
who can obtain professional IiabiIitK insurance from the Medical
Indemnity Corporation of Alaska which was formed under RS 21.89 in
1976.  This is pnmaan a backup action since nurses haue recently
been able to put together a national program that appears to resolue
their auailability difficulties. ~ The Diuision of Insurance has no
objection to this proposal.

RELOCATION OF DEFINITIONS

Definitions in the Insurance Code (Title 21) are found in RS 21.90. In
addition, chapters contain definition®; that in some cases haue a more
general application. These should be located in the general definition
chapter. The changes in this case are not substantiue, but merely
represent relocation with one enception, the definition of "firm,”
which has been preuiously noted.

REMOURL OF OBSOLETE OR DUPLICRTIUE PRODISIONS

The present Insurance Code was adopted in 1966. flt the time of
adoption, there were a number of prouisions intended to preuent
disruption of, then, current actiuities. These prouisions are no longer
since some 20+ years huue passed and the sections are obsolete.
Included in the repeal is a section that duplicates prouisions of the
ethics hill adopted by the Fourteenth Legislature.
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SECTION BY SECTION COMMENTRRY
CSHB 46 (LO¥C)
Offered: 3/30/87

Prepared by: filaska Diuision of Insurance
Date: 3131187

QUERLIIEV

This committee substitute encompasses about 12 insurance issues in
one "omnibusLhill on insurance issues. Most of the items contained in
the bill haue, at one time or another, been requested by the Diuision of
Insurance. The Diuision of Insurance supports this legislation.

The material that follows will attempt to identify each issue
addressed by the bill, euplain the purpose and to comment section by
section. Numerous ammendments suggested preuiously haue been
incorporated in this hill.

For ease in tracking the uarious issues, we haue prouided page breaks
following the commentary on each issue. The issues are:

General flgents / Managers (Pages 2-3)

Continuous License (Pages 4-6)

Firm /' Indiuidual License EPages 1-9)

Commercial Cancellation (Pages 10-13)

Broker Bond (Page 14)

Broker as Rgent HPage_s 15-16)

Producer Financial / Fiduciary Recounts (Pages 17-18)
Pro Rata on Cancellations (Page 19)

Rlien Trusts Deposits (Pai;e 20)

Nurse Couerage (Page 21)

Relocation of Definitions (Page 22)

Remoual of Obsolete or Dupiicatiue Prouisions (Page 23)



CSHB 46 (L&C)
Offered: 5/50/87

GENERAL AGENTS / MANAGERS

This issue eliminates confusion with AS 21.09.280, which currently
attempts to distinguish between “general a?er]tSO\/v_ho_ are required to
be licensed and “managers” who are not. It is a distinction that has
be'in difficult to apEIy. The basic role of both entities is often the
same, and the Alaska Insurance Code does not adequately make a
distinction between the two. The hill eliminates references to
managers and requires ail general agents to be licensed. It then lists
those specific entities that will not be considered general agents,

Section 1. (Page 1, Lines 9-20)

RS 21.09 deals with insurance companies that aﬁply for and are issued
a Certificate of Authority. These companies haue elected to make
themselues subdect to regulation by the Alaska director of Insurance
and are referred to as admitted companies. The change in this Section
m.ikes it clear that an admitted company may pnI?/ do business
through persons or entities licensed by filaska including general
agents.

Section 2. (Page 1, Lines 21-29; Page 2, Lines 1-16)

This Section remoues the references to managers. In §(b), the point
that the general agent is licensed in the same manner as an agent
licensed under AS 21.27, is clarified. This is a uiew that the Diuision
has applied in practice, but is more than a little uague in statute.

In 8(c), the reference to RS 21.27.500 is remoued since its content is
incorporated in the neut Section.

Section 5. (Page 2, Lines 17-29; Page 3, Line 1-2)

§ (f) in this Section, moues a prouision from AS 21.27.500. It prouides

that salaried employees of an insurance company are not subject to
license for their actiuities on behalf of the insurer, euen though that
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Offered: 5/50/87

actiuity may haue the same appearance as a general agent.

§(g) euempts persons or entities mho perform general agent type
seruices for an insurance company when that person or entity is:

1) a subsidiary of the insurance company;

2) the owner of the insurance company; or

3) owned by the holding company that owns the insurance
company.

Section 45.  (Page 31, Lines 2-4)
This Section includes a repeal of 05 21.27,500, on line 3.
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Offered: 5/730/87

CONTINUQUS LICENSE

This bill introduces a continuous insurance license for agents, brokers,
solicitors, adjusters, and general_a?_ents, rather than the current
system requiring annual renewal, fill licensees, howeuer, will still pay
an annual fee, and failure to pay will result in reuocation or
suspension of the license. This change should reduce the paperwork
currently handled by the Diuision.

Section 2. (Page 1, Lines 21-29; Page 2, Lines 1-16)

Continuous license language appears on Page 2, Lines 9-13.

Section 4. (Page 3, Lines 3-10)

Reference to renew is remoued on Lines 5 0 6. The change on Line 9 is
not substantiue.

Section 5. (Page 3, Lines 11-28)

RS 21.27.030(a)(1) is a controlled business prohibition. The substance
of this paragraph has been mooed to the neut Section. §(a) is reuised
in a way to deal with the new applicant. Continuing licenses are
addressed in the Section 6. Reference to renewal has been remoued.
Section 6. (Page 5, Line 29; Page 4, Lines 1-7)

This addition to RS 21.27.030 addresses the controlled business
prohibition on an issued license.

Section 7. (Page 4, Lines 8-29; Page 5, Lines 1-9)

Reference to renewal remoued on Page 5, Line 6.
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Offered: 5/50/87

Section 10.  (Page 6, Lines 15-29; Page 7, Lines S-3)

Reference to date of enpiration is remoued on Page 7, Line 2.

Section 12.  (Page 7, Lines 26-29; Page 8, Lines 1-9)

This Section addresses licenses for uending machines that dispense
policies of personal trauel accident insurance. The only change of
substance is that on Page 8, Line 3 where reference to .annual
continuation and eupiration is remoued.

Section 15.  (Page 8, Lines 10-22)

The references to renewal are addressed on Lines 11-13.

Section 17 (Page 9, Lines 15-19)

The reference to renewal appears on Line 17.

Section 18.  (Page 9, Lines 20-26)

The reference to date of eupiration is remoued on Line 24,

Section 22, (Page 11, Lines 11-27)

This Section has been completely reworked to reflect continuous
licenses. In §(a) and §(b), annual fee dates differ in some cases from
current renewal dates. Under present law, resident licenses eupire on
June 30, eucepf for brokers, which eupire on December 3l
Nonresident agent and brokers eupire a year from issue and
nonresident adjusters on June 30. The continuation fee groposed
would be due on all agents, solicitors, or adjusters on June 30, and all
brokers on December 31.
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Offered: 5/50/87

The only other substantiue change apgears in §(d) where the sur-
charge for late renewal is established by requlation. This concept is
already the case for all other fees of the Diuision of Insurance.

Section 24, (Page 12, Lines 16-29; Page 13, Lines 1-19)

The reference to refuse to renew is remoued on Page 12, Line 18.
Surplus lines broker licenses are not being changed to continuous
license. This accounts for the inserted language on Lines 19 and 20.
This type of licensee is the one that prouides entry to the nonadmitted
market place and is required to post a $200,000 bond. Further,
producers of business for risk retention groups or risk p_urchasm%
?_roups under the recently passed Federal law must haue this type o
icense. LUe would ‘orefer to see how things are going to shape up
with the new Federal Act before we recommend a change

Section 26.  (Page 13, Lines 25-29; Page 14, Lines 1-7)

References relating to renewal remoued.

Section 27.  (Page 14, Lines 8-19)

References relating to renewal remoued.

Section 28.  (Page 14, Lines 20-29)

References relating to renewal remoued.

Section 29.  (Page 15, Lines 1-7)
Reference relating to eupiration remoued.
Section 41, (Page 24, Lines 17-23)

Reference relating to renewal remoued.
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Offered: 5/50/87

FIRM / INDIUIDURL LICENSE

This portion of the bill creates a new distinction between indiuidual
licenses issued to indiuidual persons, and firm licenses issued to
associations of indiuidual licensees.  Under current law, persons
operating under a firm's license do not typically hold an indiuidual
license, but are named to act on the firm license. This renders
indiuidual accountability difficult. In some cases there is a constant
actiuity on a firm's license file as indiuiduals are added or deleted.

fliso under current law, adjusting firms are not licensed, only
indiuiduals. UJe haue euperienced situations where firms haue ignored
Rlaska Law to the detriment of the public and indiuidual licensees
within the firm. This eutends the accountability principle to adjusting
firms. It will giue the Diuision of Insurance a better regulatory
ouersight of the industry by requiring that euer?/ person selling or
adjusting insurance contracts, whether indiuidual or firm, haue the
appropriate license.

Section 7. (Page 4, Lines 8-29; Page 5, Lines 1-9)

This Section concerning examination of applicants for insurance
license has heen changed to apply to indiuidual licensees. Since each
indiuidual is licensed it is not necessary to require that a firm be
euamined. This is accomplished with insertions at Page 4, Line 10 and
Page 5, Line 3.

Section 8. (Page 5, Lines 10-29; Page 6, Lines 1-8)
This Section addresses the qualifications for license. It has been
modified to make it applicable to indiuidual licensees. The language on

Page 6, Lines 1and 2, auoid additional paperwork by prouiding that a
person acting on behalf of a firm is couered by the firm's appointment.

Section 9. (Page 6, Lines 9-14)
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This Section also addresses the qualifications for license. It applies to
firm licenses.

Section 10.  (Page 6, Lines 15-29; Page 7, Line 1-3)

The only changes of substance in this Section are found on Page 6,
Lines 22-25. The distinction hetween firm and corporation is remoued.
fl definition for firm is introduced in Section 43 on Page 28, Lines
16-19. Also, the only person to be named on a firm license will be the
principal or manager of the firm.

Section 11 (Page 7, Lines 4-25)

This Section requires that the firm be licensed to the same extent as
persons employed bg the firm. Use by a firm of unlicensed persons
who are required to be licensed is cause for reuocation or suspension.
Section 14.  (Page 8, Lines 23-26)

This Section prouides that the firm broker bond couers indiuidual
broker members of the firm.

Section 25.  (Page 11, Lines 28-29; Page 12, Lines 1-15)

This Section addresses temporary licenses. It prouides for a
temporary license if the principal or manager should die. This is not a
substantiue change.

Section 25, (Page 13, Lines 20-24)

Since persons are no longer designated in the license to exercise its
powers, the language has been reuised to acting on behalf of the firm.
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Section 45, (Page 27, Lines 17-29; Page 28, Lines 1-29; Page 29,
Lines 1-29; Page 30, Lines 1-17)

Definition of “firm" introduced on Page 28, Lines 26-29.

Section 46.  (Page 31, Lines 2-4)

0S 21._27.040(b? is repealed. This is the subsection that requires firms
to designate all indiuiduals on the firm lich. e.
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Offered: 5/50/87

COMMERCIAL CnNCELLRTION

RS 21.36.210 - 310 currently places o limitation on on insurance
company's right to cancel in mid-term, personal lines of insurance,
such as automobile insurance or homeoumers insurance. This Luhole
section of lam deals mith insurer initiated cancellations.  The
insurance crisis of the(Joast fern years, accented the need that this
kind of protection should also be prouided for commercial policies.

To accomplish this, it is necessary to substantiall?/ reiuork RS
21.36.210 - 310. R number of sections haue been relocated and a
distinction made hbetmeen personal insurance and business or
commercial insurance. The personal insurance limitation is unchanged
eucept that notice period has been reuised.

The business or commercial insurance notice has a similar period. This
statute is similar to those in other states mith one major euception.
The proposed hill requires that any unearned premium be returned to
the Insured before the effectiue date of cancellation.

The normal period of notice for cancellation mill be 60 days. Notice for
nonpayment mill be 20 days. Notice for special reasons such as
suspension or reuocation of license, conuiction of a crime related to
the type of couerage prouided, and material misrepresentation mill
haue a 10 day notice. Notice of nonrenemal mill remain at 20 days for
personal insurance and mill be 45 days for commercial nonrenemals.
Section 31, (Page 16, Lines 13-24)

No substantiue change.

Section 52.  (Page 16, Lines 25-29; Page 17, Lines 1-12)

No substantiue change. This is merely a relocation of RS 21.36.300.

Section 55. (Page 17, Lines 13-29; Page 18, Lines 1-2)
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No substantiue change.

Section 54. (Page 18, Lines 3-29; Page 19, Lines 1-9)

This Section establishes the permissible reasons for cancellation of a
business or commercial insurance policy, in addition, the Director of
Insurance is granted discretion in the euent another ualid reason to
cancel has not been anticipated mith this legislation.

Section 35. (Page 19, Lines 10-25)

This Section lists the notice periods for personal insurance.

Section 56. (Page 19, Lines 26-29; Page 20, Lines 1-29
Page 21, Lines 1-4)

§(b) of this Section establishes the notice periods for business or
commercial insurance.

§(c) requires the return of unearned premium prior to the effectiue
dote of cancellation. If the cancellation is for nonpayment, return of
unearned premium must occur within 45 days after cancellation.
Audits on auditabie policies must also be made before he effectiue
date of cancellation and unearned premium returned before the
enpiration of the policy, where the reason for cancellation is other
than nonpayment. IDhile this may cause some difficulty for the
insurer, it should be remembered that this speaks to an insurer
initiated cancellation. Insurers can use tentatiue or projected
numbers for the period following the notice of cancellation. They
know they are going to cancel, so they can aiso control the audit
process. The insured with an auditabie policy is entitled to the same
protection as an insured with a nonauditable policy. The insurer may
elect to waiue an audit on cancellation, which is their right currently.
If the Diuision finds that the waiuer is not in the insureds interest, it
can require that an audit be made under §(e).
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8(d) requires that cancellation be made by certified mail with areturn
receipt requested. §(d) also requires that in the euent notice is
returned undeliuerable, that an additional good faith effort to contact
the insured be made.

Suggested Amendment
The Diuision of Insurance is uncomfortable with the prouision that an
additional "good faithu effort be made to deuuer notice. We would
prefer to see a more definable action described if an additional effort
is to be required. If an additional effort is required, we belieue it
should be specifically defined or that specific authority be giuen the

Director of Insurance to define it by regulation.

Potion 1. Delete sentence starting on Page 20, Line 25 with the
word "Sfuand ending on Page 20, Line 28.

Potion 2. Following the word "effortlon Page 20, Line 27, insert
", as defined in regulations adopted by the director,"”

§(e) prouides that the Director has the authority to order an audit
waiued by an insurer under §(c). This would be done when the director

belieues an insurer is acting unfairly to an insured.

§(f) clarifies that a reason for cancellation will be giuen in all cases.

Section 57. (Page 21, Lines 5-21)

The notice of nonrenewal is unchanged for personal insurance at 20
days. The notice of nonrenewal for business cr commercial insurance
is 45 days.

Section 58. (Page 21, Lines 22-29; Page 22, Lines 1-2)

No substantiue change.

Page
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Section 40. (Page 22, Lines 18-29; Page 23, Lines 1-29;
Page 24, Lines 1-16)

The definition of “business or commercial insurance" is neui. The
remainder of the changes in this Section are not substantiue. The limit
on cancellation mill eutend to uessels under 50 displacement tons
mhich mill couer most of Alaska's fishing fleet.

Section 45.  (Page 31, Lines 2-4)

(521.36.210(c) is repealed as it is not needed.

C5 21.36.210(e) is repealed because it has been relocated in the
definition ... "personal insurance" on Page 23, Lines 19-29 and Page
24, Lines 1-5.

(521.36.230 is repealed as it is not needed.

(521.36.300 is repealed because it has been moued to Section 32.
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BROKER BOND

This section proposes to increase the bond required of a broker from
the current $5,000 to $10,000. The bond is auaiiable for the people of
the state. The increased bond luiil haue an increased cost, but the
amount is not eucessiue This is not a Diuision of insurance proposal,
but me haue no objection to it.

Section 15. (Page 8, Lines 10-22)

The increased bond amount appears on Lines 16 and 18.
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BROKER RS AGENT

Alaska currently licenses two kinds of insurance producer under RS
21.27, agent and broker. The agent represents an insurance company
through appointment and contract. On the other hand, the broker
represents the purchaser of insurance. It is typical for an insurance
producer to hold both types of license. R purchaser of insurance
usually does not know, under which license a producer is acting. Most
insurance producers do try to balance the interests of the purchaser
of couerage and the prouider of couerage, and some do this quite well.
Normally this is not an issue of concern, but when a producer becomes
insoluent or has misused trust account monies, the issue can be uery
important.

If an agent collects premium funds for an insurer, the insurer is
deemed to haue receiued those funds whether they are sent to the
insurer or not. LUhen the insurer sends notice of cancellation for
nonpayment of premium, the insured need only show his cancelled
check and the couerage will be reinstated.

If a broker misappropriates premium funds, and does not pay them to
the insurer or intermediary, and a notice is sent by the company which
has not receiued payment, the couerages are generally not reinstated.
The Diuision has had two major cases of this description and a number
of smaller ones, where the public has been hurt. The resolution is to
prouide that when a broker places couerage which can be euidenced
by a binder, issuance of a policy, or some acknowledgement from the
insurer or its representatiue, then the insurer is considered to haue
receiued those funds whether it has or not. The broker is considered
to be the agent of the company for purposes of premium collection.

An additional issue, is the need to haue the producer collecting funds
at the initiation of the transaction, clearly state that he is acting as a
hroker and couerages are not bound until confirmed by an insurer, or
to return the funds to the purchaser of couerage.
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Section 5 (Page § Lines 10:2)

This Section deals uuith the brokers' bond. One group of persons who
could be aduersely impacted mith "agent as broker", is the wholesale
broker or general agent who is in between the producing broker and
the insurance company. It is possible that they might bear the
financial brunt of this solution. Relief is offered by allowing them to
access to the brokers' bond.

Section 15. (Page 8, Lines 27-29; Page 9, Line 1)

This Section makes clear the fact that the broker cannot bind an
insurer.

Section 16. (Page 9, Lines 2-14)

This Section establishes the concept of "broker as agent for purposes
of premium collection." (d) newly prouides that a broker may not

knowingly accept payment for couerage until that couerage is
authorized by an insurer.
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PIODUCEB FINANCIAL | FIOUC1BRV ACCOUNTS

The Diuision has been working with the Alaska Association of
Independent Insurance Agents and Brokers concerning financial
problems with some insurance agents and brokers and their handling
of insurance premium monies. To this end, me haue aided in
deueloping some clarifications to those sections of the insurance
code.

Agents and brokers are required to receiue insurance premium monies
in a fiduciary capacity. Unfortunately, the first sign that ail is not well
with an agents' or brokers' fiduciary account is when it is too late.
One good indicator of a deueloping problem would be good accounting
records accessible by the Diuision, which are required with this bill.

The Diuision has need of tools that can be used to resolue fiduciary
and financial difficulties at an earlier point in time. One tool is the
ability to reuiew financial summaries or detail, such as trial balance,
income statement, journal detail, etc. in a Diuision of Insurance office
for eHamination when requested. These documents would be
confidential.

The clarifications addressed in this issue coupled with the Broker as
Bgent resolution should mammize protection to insurance purchasers.

Section 19. (Page 9, Lines 27-29; Page 10, Lines 1-9)

This is a new requirement specifically requiring an agent or broker to
haue accounting and financial records and to maintain them in
accordance with generally accepted accounting principles. These
records are auailabie for reuiew and are confidential when in the
possession of the director.

Section 20. (Page 10, Lines 10-21)

§(b) contains the requirement for a premium fiduciary account. The
change clarifies the fact that other funds can not be commingled with
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it encept as specifically permitted in Section 21.

Section 21. (Page 10, Lines 22-29; Page 11, Lines 1-10)

§(d) permits a limited commingling of nonpremium funds in the
fiduciary account for specific premium related purposes. Accounting
for nonpremium funds is required.

§(e) makes clear that the premium funds required to be in the
fiduciary account can not be used or represented to be asset funds.
Funds optionally permitted to be in the fiduciary account, such as

reserue funds are an asset of the agent or broker.

§(f) introduces a definition for "fiduciary account.”
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PRO RRTHi ON CANCELLATIONS

There are tmo basic methods of computing return premium on a
cancelled policy. In industry parlance, tht.e are referred to as short
rate and pro rata. Short rate is used on a cancellation initiated by the
insured and has a built-in penalty. Pro rata is used on cancellations
initiated by the insurance company and the earned portion of premium
is proportionate to the period of couerage. The short rate method of
computation is often a cause for complaint and in our uieiu is no
longer necessary. It mas originally intended to reflect an enpense of
the insurer that mas, for the most part, beyond the insurers' control.
The Diuision has considered the elimination of short rate by regulation,
but authority is uague.

Section 59. (Page 22, Lines 3-17)

This Section requires pro rata cancellation and effectiuely prohibits
short rate cancellation.

Section 47. (Page 31, Lines 5-7)

This Section makes clear that this nem requirement does not affect

in-force contracts, thus sidestepping potential constitutional
conflicts.
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ALIEN TRUST DEPOSITS

This issue is considered the #1 priority legislatiue need this session
and it relates to the trust fund requirements for alien surplus lines
insurers wishing to business in Alaska, fin alien insurer is one formed
under the lams of a country other than the United States.

fit the present time, fiS 21.34.040(c) prouidps that an alien surplus
lines insurer must maintain a trust fund for the benefit of
policyholders in the United States in an amount not less than $3.5
million. That $3.5 million figure is scheduled to increase to $5 million
on June 20, 1987. This portion of the bill mould eliminate this
scheduled increase and reduce the trust fund requirement to $15
million, the leuel required before June 20, 1985.

This proposal mould auoid the necessity to declare as ineligible,
approHimately 95% of the alien surplus line companies doing business
in the Alaska market. There is a great deal of concern about the
reduction of auaiiable insurance markets for euposures in this state.
If the current language in statute mere to be enforced, many insurers
mho nom prouide uaiuable markets mould be ineligible for use here.
Alaska is out of step mith the rest of the country on this issue where
the norm is a deposit of $1.5 million. This proposal does not impact
the minimum capital and surplus required of alien insurers.

Section 50. (Page 15, Lines 8-29; Page 16, Lines 1-12)

The language to accomplish the change noted aboue appears on Page
15, Lines 21-22. Other changes are not substantiue.

Section 48. (Page 31, Lines 8-9)

This Section is an immediate effectiue date for Section 30 only.
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NURSE CQQUEBRGE

This proposal mill add nurses to the list of health care professionals
mho can obtain professional liability insurance from the Medical
Indemnity Corporation of flleska uuhich uuas formed under RS 21.88 in
1976. This is primarily a backup action since nurses haue recently
been able to put together a national program that appears to resolue
their auailability difficulties. The Diuision of Insurance has no
objection to this proposal.

Section 42. (Page 24, Lines 24-29: Page 25, Lines 1-29;
Page 26, Lines 1-29; Page 27, Lines 1-16)

"Nurse" is added on Page 24, Line 28; Page 25, Lines 2, 5, 13, 14, and
17; and, Page 27, Line 10.
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BELOCNUON CF DEFINITIONS

Definitions in the Insurance Code (Title 21) are found in AS 21.90, In
addition, chapters contain definitions that in some cases haue a more
general application. These should be located in the general definition
chapter. The changes in this case are not substantiue, but merely
represent relocation mith one euception, the definition of "firm,"

mhich has been already discussed on Page 8-9, under Sections 10 and
43.

Section 45. (Page 27, Lines 17-29; Page 28, Lines 1-29;
Page 29, Lines 1-29; Page 30, Lines 1-17)

§(1), "adjusterl on Page 27, Lines 20-26, iuas formerly RS
21.27.510(a).

§(2), "agent" on Page 27, Lines 27-29 and Page 28, Lines 1-2, mas
formerly RS21.27.470.

§(5), “broker" on Page 28, Lines 9-16, mas formerly RS21.27.480.
§(11), "firm" on Page 28, Lines 26-29, is nem. See discussion on Page 8.

§(13), "independent adjuster" on Page 29, Lines 4-5, mas formerly RS
21.27.510(b).

§(20), "solicitor" on Page 30, Lines 3-6, mas formerly RS21.27.490.

Section 44. (Page 30, Lines 18-29: Page 31, Line 1)

This Section mas formerly RS21.27.520. No substantiue change.

Section 45. (Page 31, Lines 2-4)

RS 21.27.470, RS 21.27.480, RS 21.27.490, RS 21.27.510, & RS 21.27.520
are repealed as discussed in Sections 43 and 44 aboue.
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BEMOURL CF OBSOLETE GB DUPIICHTIUE PROLUSIONS

The present Insurance Code was adopted in 1966. Rt the time of
adoption, there were a number of prouisions intended to preoent
disruption of, then, current actiuities. These prouisions are no longer
since some 20+ years haue passed and the sections are obsolete.
Included in the repeal is a section that duplicates prouisions of the
ethics bill adopted by the Fourteenth Legislature.

Section 45.  (Page 31, Lines 2-4)

RS 21.03.030, RS 21.03.040, RS 21.03.050 and RS 21.06.040 are
repealed.
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Prepared by: Alaska Diuision of Insurance
Date: 4/8/87

QRMU

This committee substitute encompasses about 12 insurance issues in
one "omnibus" biil on insurance issues. Most of the it ms contained in
the bill haue, at one time or another, been requested by the Diuision of
Insurance. The Diuision of Insurance supports this legislation.

For a detailed analysis of this proposal, please refer to the section by
section commentary dated 4/8/87. The issues in the bill are:

General Agents / Managers

Continuous License

Firm / Indiuidual License

Commercial Cancellation

Broker Bond

Broker as Agent

Producer Financial / Fiduciary Accounts
Pro Rata on Cancellations

Alien Trusts Deposits

Nurse Couerage

Relocation of Definitions

Remoual of Obsolete or Duplicatiue Prouisions

GENERAL AGENTS / MANAGERS

This issue eliminates confusion mith AS 21.09.280, mhich currently
attempts to distinguish betmeen "general agents” mho are required to
be licensed and "managers” mho are not. It is a distinction that has
been difficult to apply. The basic role of both entities is often the
same, and the Alaska Insurance Code does not adequately make a
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distinction between the two. The bill eliminates references to
managers and requires all general agents to be licensed. It then lists
those specific entities that will not be considered general agents.
These are persons or entities who perform general agent type
services for an insurance company when that person or entity is:

(1) a salaried employee of the insurance company;

(2) a subsidiary of the insurance company;

(3) the owner of the insurance company; or

(4) owned by the holding company that owns the insurance
company.

CONTINUOUS LICENSE

This bill introduces a continuous insurance license for agenis, brokers,
solicitors, adjusters, and general agents, rather than the current
system requiring annual renewal, fill licensees, however, will still pay
an annual fee, and failure to pay will result in revocation or
suspension of the license. This change should reduce the paperwork
currently handled by the Division.

Some consolidation of fee dates is incorporated in the bill.  The one
license untouched by this proposal is the surplus lines broker license.
This type of licensee is the one that provides entry to the nonadmitted
market place and is required to post a $200,000 bond. Further,
producers of business for risk retention groups or risk purchasing
groups under the recently passed Federal law must have this type of
license. We would prefer to see how things are going to shape up
with the new Federal Act before we recommend a change

FIRM / INDIUIDUAL LICENSE

This portion of the bill creates a new distinction between individual
licenses issued to individual persons, and firm licenses issued to
associations of individual licensees. Under current law, persons
operating under a firm's license do not typically hold an individual
license, but are named to act on the firm license. This renders
individual accountability difficult. In some cases there is a constant
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activity on afirm's license file as indiuiduals are added or deleted.

Also under current law, adjusting firms are not licensed, only
indiuiduals. We haue euperienced situations where firms haue ignored
Hlaska Law to the detriment of the public and individual licensees
within the firm. This eutends the accountability principle to adjusting
firms. It will give the Division of Insurance a belter regulatory
oversight of the industry by requiring that every person selling or
adjusting insurance contracts, whether individual or firm, have the
appropriate license. B new definition of "firm" has been introduced on
Page 28, Lines 26-29.

COMMERCIAL CANCELLATION

AS 21.36.210 - 310 currently places a limitation on an insurance
company's right to cancel in mid-term, personal lines of insurance,
such as automobile insurance or homeowners insurance. This whole
section of law deals with insurer initiated cancellations. The
insurance crisis of the past few years, accented the need that this
kind of protection should also be provided for commercial policies.

To accomplish this, it is necessary to substantially rework AS
21.36.210 - 310. R nrmber of sections have been relocated and a
distinction made betiueen personal insurance and business or
commercial insurance. The personal insurance limitation is unchanged
encept that notice period has been revised.

The. business or commercial insurance notice has a similar period of
notice. This statute is similar to those in other states with one major
euception. The proposed bill requires that any unearned premium be
returned to the insured before the effectiue date of cancellation.

The bill proposes permissible reasons for cancellation of a business or
commercial insurance policy. IThe Director of Insurance is granted
discretion in the event another valid reason to cancel has not been
anticipated with this legislation. Reference to cancellations for
changes in reinsurance, financial condition, change in law, and
eucessiue claims,will require prior approval.
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Suggested Amendment

Many commercial or business policies are mritten mith conditions that
require some form of cooperation on the part of the person insured.
For enample, a policy mhose premium is based on payroll mill
generally contain an audit feature or a requirement for the insured to
prouide periodic reports concerning the amount of payroll, if an
insured refuses to prouide this kind of data, the insurer can not
determine mhether the estimates on mhich the policy is based are
accurate. Such a refusal to prouide is a reasonable cause for
cancellation of the insurance policy. Me mould suggest that an
additional reason for cancellation be inserted on Page 18 betmeen
Lines 13 and 14 mhich mould read:

"(7) failure or refusal to prouide data or information necessary
to confirm enposure or on mhich to base policy premium."

The normal period for notice of cancellation mill be 60 days. Notice for
nonpayment mill be 20 days. Notice for special reasons such as
suspension or reuocation of license, conuiction of a crime related to
the type of couerage prouided, and material misrepresentation mill
haue a 10 day notice. Notice of nonrenemal mill remain at 20 days for
personal insurance and mill be 45 days for commercial nonrenemols.

This bill requires the return of unearned premium prior to the
effectiue date of cancellation. If the cancellation is for nonpayment,
return of unearned premium must occur mithin 45 days after
cancellation. Audits on auditabie policies cancelled for other than
nonpayment must also be made before the effectiue date of
cancellation and unearned premium returned before the enpiration of
the policy. Mhile this may cause some difficulty for the insurer, it
should be remembered that this speaks to an insurer initiated
cancellation. Insurers can use tentatiue or projected numbers for the
period folloming the notice of cancellation. Insurers usually knom
they are going to cancel, so they con also control the audit process.

The insured mith an auditabie policy is entitled to the same protection
as an insured mith a nonauditable policy. The insurer may elect to
maiue an audit on cancellation, mhich is their right currently. If the
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Diuision finds that the Luaiuer is not in the insureds interest, it can
require that an audit be made.

The bill requires that cancellation be made by certified mail Luith a
return receipt requested, and a reason be giuen in all cases. It also
requires that in the euent notice is returned undeliuerable, that an
additional good faith effort to contact the insured be made.

Suggested Amendment

The Diuision of Insurance is uncomfortable mith the prouision that an
additional "good faith" effort be made to contact the insured, me
mould prefer to see a more definable action described if an additional
effort is required. If an additional effort is required, me belieue it
should be specifically defined or that specific authority be giuen the
Director of Insurance to define it by regulation. Accordingly me
suggest one of the folloming amendments:

Option |. Delete sentence starting on Page 20, Line 7 mith the
mord "If" and ending on Page 20, Line 10.

Option 2. Folloming the mord "effort” on Page 20, Line 9, delete
the mords "to contact the insured"” and insert ", as defined in
regulations adopted by the director, to deliuer notice"

BROKER BOND

This section proposes to increase the bond required of a broker from
the current $5,000 to $10,000. The bond is auailable for the people of
the state. The increased bond mill haue an increased cost, but the
amount is not eucessiue This is not a Diuision of Insurance proposal,
but me haue no objection to it.

BROKER RS AGENT

Rlaska currently licenses tmo kinds of insurance producer under AS
21.27, agent and broker. The agent represents an insurance company
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through appointment and contract. On the other hand, the broker
represents the purchaser of insurance. It is typical for an insurance
producer to hold both types of license, fi purchaser of insurance
usually does not knom, under mhich license a producer is acting. Most
insurance producers do try to balance the interests of the purchaser
of couerage and the prouider of couerage, and some do this quite mell.
Normally this is not an issue of concern, but mhen a producer becomes
insoluent or has misused trust account monies, the issue can be uery
important.

If an agent collects premium funds for an insurer, the insurer is
deemed to haue receiued those funds mhether they are sent to the
insurer or not. lllhen the insurer sends notice of cancellation for
nonpayment of premium, the insured need only shorn his cancelled
check and the couerage mill be reinstated.

If a broker misappropriates premium funds, and does not pay them to
the insurer or intermediary, and a notice is sent by the company mhich
has not receiued payment, the couerages are generally not reinstated.
The Diuision has had tmo major cases of this description and a number
of smaller ones, mhere the public has been hurt. The resolution is to
prouide that mhen a broker places couerage mhich can be euidenced
by a binder, issuance of a policy, or some acknomledgement from the
insurer or its representetiue, then the insurer is considered to haue
receiued those funds mhether it has or not. The broker is considered
to be the agent of the company for purposes of premium collection.

Rn additional issue, is the need to haue the producer collecting funds
at the initiation of the transaction, clearly state that he is acting as a
broker and couerages are not bound un+il confirmed by an insurer, or
to return the funds to the purchaser of couerage.

One group of persons mho could be aduersely impacted mith "agent as
broker", is the mholesale broker or general agent mho is in betmeen
the producing broker and the insurance company. It is possible that
they might bear the financial brunt of this solution. Relief is offered
by alloming them to access to the brokers' bond.
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PRODUCER FINANCIAL / F1DUCIRRV ACCOUNTS

The Diuision has been morking mith the Alaska Association of
Independent Insurance Agents and Brokers concerning financial
problems mith some insurance agents and brokers and their handling
of insurance premium monies. To this end, me haue aided in
deueloping some clarifications to those sections of the insurance
code.

Agents and brokers are required to receiue insurance premium monies
in a fiduciary capacity. Unfortunately, the first sign that all is not well
mith an agents' or brokers' fiduciary account is mhen it is too late.
One good indicator of a deueloping problem mould be good accounting
records accessible by the Diuision, mhich are required mith this bill.

The Diuision has need of tools that can be used to resolue fiduciary
and financial difficulties at an earlier point in time. One tool is the
ability to reuiern financial summaries or detail, such as trial balance,
income statement, journal detail, etc. in a Diuision of Insurance office
for euamination mhen requested. These documents mould be
confidential.

The clarifications addressed in this issue coupled mith the Broker as
Rgent resolution should mauimize protection to insurance purchasers.

PRO RRTR ON CANCELLATIONS

There are tmo basic methods of computing return premium on a
cancelled policy. In industry parlance, these are referred to as short
rate and pro rata. Short rate is used on a cancellation initiated by the
insured and has a built-in penalty. Pro rata is used on cancellations
initiated by the insurance company and the earned portion of premium
is proportionate to the period of couerage. The short rate method of
computation is often a cause for complaint and in our uiew is no
longer necessary. It mas originally intended to reflect an enpense of
the insurer that mas, for the most part, beyond the insurers' control.
The Diuision has considered the elimination of short rate by regulation,
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but authority is uague.

OLIEN TRUST DEPOSITS

This issue is considered the #1 priority legislative need this session
and it relates to the trust fund requirements for alien surplus lines
insurers wishing to do business in Hlaska. fln alien insurer is one
formed under the laws of a country other than the United States.

fit the present time, AS 21.34.040(c) prouides that an alien surplus
lines insurer must maintain a trust fund for the benefit of
policyholders in the United States in an amount not less than $3.5
million. That $3.5 million figure is scheduled to increase to $5 million
on June 20, 1987. This portion of the bill would eliminate this
scheduled increase and reduce the trust fund requirement to $1.5
million, the leuel required before June 20, 1985.

This proposal would avoid the necessity to declare as ineligible,
apprommatcly 95% of the alien surplus line companies doing business
in the Alaska market. There is a great deal of concern about the
reduction of available insurance markets for euposures in this state.
If the current language in statute were to be enforced, many insurers
who now provide valuable markets would be ineligible for use here.
Alaska is out of step with the rest of the country on this issue where
the norm is a deposit of $1.5 million. This proposal does not impact
the minimum capital and surplus required of alien insurers.

NURSE COUERAGE

This proposal will add nurses to the list of health care professionals
who can obtain professional liability insurance from the Medical
Indemnity Corporation of Alaska which was formed under RS 21.88 in
1976. This is primarily a backup action since nurses haue recently
been able to put together a national program that appears to resolve
their availability difficulties. The Diuision of Insurance has no

objection to this proposal.
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Work Draft: 4/7/87

RELOCATION CF DEFINITIONS

Definitions in the Insurance Code (Title 21) are found in fIS 21.90. |In
addition, chapters contain definitions that in some cases haue a more
general application. These should be located in the general definition
chapter. The changes in this case are not substantiue, but merely
represent relocation luith one exception, the definition of "firm,”
Luhich has been preuiously noted.

BEMQURL CF OBSOLETE CR OUPLICAITILIE PROLUSIONS

The present Insurance Code was adopted in 1966. fit the time of
adoption, there mere a number of prouisions intended to preuent
disruption of, then, current actiuities. These prouisions are no longer
since some 20+ years haue passed and the sections are obsolete.
Included in the repeal is a section that duplicates prouisions of the
ethics bill adopted by the Fourteenth Legislature.
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SECTION BV SECTION COMMENTARY
CSHB 46 (Jud)
Offered: 4/7/87

Prepared by: fllaska Diuision of Insurance
Date: 4/8/87

QUERUIEI)

This committee substitute encompasses about 12 insurance issues in
one "omnibus" bill on insurance issues. Most of the items contained in
the bill haue, at one time or another, been requested by the Diuision of
Insurance. The Diuision of Insurance supports this legislation.

The material that folloios mill attempt to identify each issue
addressed by the bill, euplain the purpose and to comment section by
section. Numerous ammendments suggested preuiously haue been
incorporated in this bill.

For ease in tracking the uarious issues, me haue prouided page breaks
folloming the commentary o:; each issue. The issues are:

General flgents / Managers (Pages 2-3)

Continuous License (Pages 4-6)

Firm / Indiuidual License (Page0 7-9)

Commercial Cancellation (Pages 10-13)

Broker Bond (Page 14)

Broker as Rgent (Pages 15-16)

Producer Financial / Fiduciary Recounts (Pages 17-18)
Pro Rata on Cancellations (Page 19)

Rlien Trusts Deposits (Page 20)

Nurse Couerage (Page 21)

Relocation of Definitions (Page 22)

Remoual of Obsolete or Duplicatiue Prouisions (Page 23)
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GENERAL AGENTS / MAINRGERS

This issue eliminates confusion mith RS 21.09.280, mhich currently
attempts to distinguish betmeen "general agents” mho are required to
be licensed and "managers” mho are not. It is a distinction that has
been difficult to apply. The basic role of both entities is often the
same, and the Alaska insurance Code does not adequately make a
distinction betmeen the tmo. The bill eliminates references to
managers and requires ail general agents to be licensed. It then lists
those specific entities that mill not be considered general agents.

Section 1. (Page 1, Lines 9-20)

RS 21.09 deals mith insurance companies that apply for and are issued
a Certificate of Authority. These companies haue elected to make
themselues subject to regulation by the Alaska Director of Insurance
and are referred to as admitted companies. The change in this Section
makes it clear that an admitted company may only do business
through persons or entities licensed by filaska including general
agents.

Section 2. (Page 1, Lines 21-29; Page 2, Lines 1-16)

This Section remoues the references to managers. In §(b), the point
that the general agent is licensed in the same manner as an agent
licensed under RS 21.27, is clarified. This is a uiem that the Diuision
has applied in practice, but is more than a little uague in statute.

In 8(c), the reference to RS 21.27.500 is remoued since its content is
incorporated in the neut Section.
Section 5. (Page 2, Lines 17-29; Page 3, Line 1-2)

§ (f) in this Section, moues a prouision from RS 21.27.500. It prouides
that salaried employees of an insurance company are not subject to
license for their actiuities on behalf of the insurer, euen though that
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octiuity may haue the same appearance as a general agent.

8(g) enempts persons or entities mho perform general agent type
seruices for an insurance company mhen that person or entity is:

(1) asubsidiary of the insurance company;

(2) the omner of the insurance company; or

(3) omned by the holding company that omns the insurance
company.

Section 45. (Page 30, Lines 13-15)

This Section includes a repeal of AS21.27.500, on line 14.
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CONTINUOUS LICENSE

This bill introduces a continuous insurance license for agents, brokers,
solicitors, adjusters, and general agents, rather than the current
system requiring annual renemal. fill licensees, homeuer, mill still pay
an annual fee, and failure to pay mill result in reuocation or
suspension of the license. This change should reduce the papermork
currently handled by the Diuision.

Section 2. (Page 1, Lines 21-29; Page 2, Lines 1-16)

Continuous license language appears on Page 2, Lines 9-13.

Section 4. (Page 3, Lines 3-10)

Reference to renem is remoued on Lines 5 & 6. The change on Line 9 is
not substantiue.

Section 5. (Page 3, Lines 11-28)

RS 21.27.030(a)(1) is a controlled business prohibition. The substance
of this paragraph has been moued to the neut Section. §(a) is reuised
in a may to deal mith the nem applicant. Continuing licenses are
addressed in the Section 6. Reference to renemal has been remoued.
Section 6. (Page 3, Line 29; Page 4, Lines 1-7)

This addition to RS 21.27.030 addresses the controlled business
prohibition on an issued license.

Section 7. (Page 4, Lines 8-29; Page 5, Lines 1-9)

Reference to renemal remoued on Page 5, Line 6.
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Section 10 (Page G Lines 1529 Page 7 Lines 1-3

Reference to date of expiration is remoued on Page 7, Line 2.

Section 12. (Page 7, Lines 26-29; Page 8, Lines 1-9)

This Section addresses licenses for nending machines that dispense
policies of personal trauel accident insurance. The only change of
substance is that on Page 8, Line 3 inhere reference to annual
continuation and expiration is remoued.

Section 13. (Page 8, Lines 10-22)

The references to renemal are addressed on Lines 11-13.

Section 17 (Page 9, Lines 15-19)

The reference to renemal appears on Line 17.

Section 18. (Page 9, Lines 20-26)

The reference to date of expiration is remoued on Line 24.

Section 22.  (Page 11, Lines 11-27)

This Section has been completely remorked to reflect continuous
licenses. In §(a) and §(b), annual fee dates differ in some cases from
current renemal dates. Under present lam, resident licenses expire on
June 30, except for brokers, mhich expire on December 31.
Nonresident agent and brokers expire a year from issue and
nonresident adjusters on June 30. The continuation fee proposed
mould be due on all agents, solicitors, or adjusters on June 30, and all
brokers on December 31.
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The only other substantiue change appears in §(d) cohere the sur-
charge for late renewal is established by regulation. This concept is
already the case for all other fees of the Diuision of Insurance.

Section 24. (Page 12, Lines 16-29; Page 13. lines 1-19)

The reference to refuse to renew is remoued on Page 12, Line 18.
Surplus lines broker licenses are not being changed to continuous
license. This accounts for the inserted language on Lines 19 and 20.
This type of licensee is the one that prouides entry to the nonadmitted
market place and is required to post a $200,000 bond. Further,
producers of business for risk retention groups or risk purchasing
groups under the recently passed Federal law must haue this type of
license. Wl would prefer to see how things are going to shape up
with the new Federal Ret before we recommend a change

Section 26. (Page 13, Lines 25-29; Page 14, Lines 1-7)

References relating to renewal remoued.

Section 27. (Page 14, Lines 8-19)

References relating to renewal remoued.

Section 28. (Page 14, Lines 20-29)

References relating to renewal remoued.

Section 29. (Page 15, Lines 1-7)
Reference relating to eupiration remoued.

Section 41. (Page 23, Lines 28-29; Page 24, Lines 1-5))

Reference relating to renewal rentoueu.
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FIRM / INDUUDURL LICENSE

This portion of the bill creates a neiu distinction betioeen indiuidual
licenses issued to indiuidual persons, and firm licenses issued to
associations of indiuidual licensees. Under current laiu, persons
operating under a firm's license do not typically hold an indiuidual
license, but are named to act on the firm license. This renders
indiuidual accountability difficult. In some cases there is a constant
actiuity on a firm's license file as indiuiduals are added or deleted.

Also under current lam, adjusting firms are not licensed, only
indiuiduals. We haue enperienced situations mhere firms haue ignored
Rlaska Lam to the detriment of the public and indiuidual licensees
mithin the firm. This entends the accountability principle to adjusting
firms. It mill giue the Diuision of Insurance a better regulatory
ouersight of the industry by requiring that euery person selling or
adjusting insurance contracts, mhether indiuidual or firm, haue the
appropriate license.

Section 7. (Page 4, Lines 8-29; Page 5, Lines 1-9)

This Section concerning eKamination of applicants for insurance
license has been changed to apply to indiuidual licensees. Since each
indiuidual is licensed it is not necessary to require that a firm be
enamined. This is accomplished mith insertions at Page 4, Line 10 and
Page 5, Line 3.

Section 8. (Page 5, Lines 10-29; Page 6, Lines 1-8)
This Section addresses the qualifications for license. It has been
modified to make it applicable to indiuidual licensees. The language on

Page 6, Lines 1 and 2, auoid additional papermork by prouiding that a
person acting on behalf of a firm is couered by the firm's appointment.

Section 9 (Page 6 Lines 9-14)
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This Section also addresses the qualifications for license. It applies to
firm licenses.

Section 10. (Page 6, Lines 15-29; Page 7, Line 1-3)

The only changes of substance in this Section are found on Page 6,
Lines 22-25. The distinction betmeen firm and corporation is remoued.
B definition for firm is introduced in Section 43 on Page 28, Lines 8-11.
Also, the only person to be named on a firm license mill be the
principal or manager of the firm.

Section 11. (Page 7, Lines 4-25)

This Section requires that the firm be licensed to the same entent as
persons employed jy the firm. Use by a firm of unlicensed persons
mho are required to be licensed is cause for reuocation or suspension.
Section 14. (Page 8, Lines 23-26)

This Section prouides that the firm broker bond couers indiuidual
broker members of the firm.

Section 23. (Page 11, Lines 28-29; Page 12, Lines 1-15)

This Section addresses temporary licenses. It prouides for a
temporary license if the principal or manager should die. This is not a
substantiue change.

Section 25. (Page 13, Lines 20-24)

Since persons are no longer desighated in the license to enercise its
pomers, the language has been reuised to acting on behalf of the firm.
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Section 45. (Page 26, Lines 28-29; Page 27, Lines 1-29;
Page 28, Lines 1-29; Page 29, Lines 1-28)

Definition of "firmuintroduced on Page 28, Lines 8-11.
Section 45. (Page 30, Lines 13-15)

AS 21.27.040(b) is repealed. This is the subsection that requires firms
to designate all indiuiduals on the firm license.

Page 9
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COMMERCIAL CANCELLATION

RS 21.36.210 - 310 currently places a limitation on an insurance
company's right to cancel in mid-term, personal lines of insurance,
such as automobile insurance or homeowners insurance. This whole
section of law de8Is with insurer initiated cancelations. The
insurance crisis of the past few years, accented the n”ed that this
kind of protection should also be prouided for commercial policies.

To accomplish this, it is necessary to substantially rework RS
21.36.210 - 310. fl number of sections haue been relocated and a
distinction made between personal insurance and business or
commercial insurance. The personal insurance limitation is unchanged
encept that notice period has been reuised.

The business or commercial insurance notice has a similar period. This
statute is similar to those in other states with one major enception.
The proposed bill requires that any unearned premium be returned to
the insured before the effectiue date of cancellation.

The normal period of notice for cancellation will be 60 days. Notice for
nonpayment will be 20 days. Notice for special reasons such as
suspension or reuocation of license, conuiction of a crime related to
the type of couerage prouided, and material misrepresentation will
haue a 10 day notice. Notice of nonrenewal will remain at 20 days for
personal insurance and will be 45 days for commercial nonrenewals.

Section 31. (Page 16, Lines 13-24)

No substantiue change.

Section 52. (Page 16, Lines 25-29; Page 17, Lines 1-2)
No substantiue change. This is merely a relocation of RS 21.36.300.

Reference U- SOME receptions has been deleted since those will be
picked up under the commercial or business definition.

Page 1
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Section 55. (Page 17, Lines 3-21)

No substantiue change.

Section 54. (Page 17, Lines 23-29; Page 18, Lines 1-20)

This Section establishes the permissible reasons for cancellation of a
business or commercial insurance policy. In addition, the Director of
Insurance is granted discretion in the euent another ualid reason to
cancel has not been anticipated with this legislation. Reference to
cancellations for changes in reinsurance, financial condition, change in
law, and encessiue claims, haue been remoued since those are
appropriately considered with a prior approual mechanism.

Suggested Amendment

Many commercial or business policies are written with conditions that
require some form of cooperation on the part of the person insured.
For enample, a policy whose premium is based on payroll will
generally contain an audit feature or a requirement for the insured to
prouide periodic reports concerning the amount of payroll. If an
insured refuses to prouide this kind of data, the insurer can not
determine whether the estimates on which the policy is based are
accurate. Such a refusal to prouide is a reasonable cause for
cancellation of the insurance policy. We would suggest that an
additional reason for cancellation be inserted on Page 18 between
Lines 13 and 14 which would read:

"(7) failure or refusal to prouide data or information necessary
to confirm enposure or on which to base policy premium."

Section 55. (Page 18, Lines 21-29; Page 19, Lines 1-7)

This Section lists the notice periods for personal insurance.

Section 36 (Page 19 Lines 829, Page A Lines 1-15
Page 1
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8(b) of this Section establishes the notice periods for business or
commercial insurance.

§(c) requires the return of unearned premium prior to the effectiue
date of cancellation. If the cancellation is for nonpayment, return of
unearned premium must occur within 45 days after cancellation.
Audits on auditabie policies must also be made before the effectiue
date of cancellation and unearned premium returned before the
enpiration of the policy, where the reason for cancellation is other
than nonpayment. While this m8y cause some difficulty for the
insurer, it should be remembered that this speaks to an insurer
initiated cancellation, insurers can use tentatiue or projected
numbers for the period following the notice of cancellation. They
know they are going to cancel, so they can also control the audit
process. The insured with an auditabie policy is entitled to the same
protection as an insured with a nonauditable policy. The insurer may
elect to waiue an audit on cancellation, which is their right currently.
If the Diuision finds that the waiuer is not in the insureds interest, it
can require that an audit be made under §(e).

§(d) requires that cancellation be made by certified mail with a return
receipt requested. §(d) also requires that in the euent notice is
returned undeliuerable, that an additional good faith effort to contact
the insured be made.

Suggested Amendment

The Dwision of Insurance is uncomfortable with the prouision that an
"additional good faith effort to contact the insured” be made. We
would prefer to see a more definable action described if an additional
effort is to be required. If an additional effort is required, we belieue
it should be specifically defined or that specific authority be giuen the
Director of Insurance to define it by regulation.

Option 1. Delete sentence starting on Page 20, Line 7 with the
word "If" and ending on Page 20, Line 10.

Option 2. ruuGiiiing the WOiI'd "effort” CHraye 2u, LiPe 9, delete

the words "to contact the insured" and insert , as defined in

Page 2
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regulations adopted by the director, to deliuer notice"
§(e) prouides that the Director has the authority to order an audit
warned by an insurer under 8§(c). This would be done when the director
belieues an insurer is acting unfairly to an insured.
§(f) clarifies that a reason for cancellation will be giuen in all cases.
Section 57.  (Page 20, Lines 16-29; Page 21, Lines 1-3)
The notice of nonrenewal is unchanged for personal insurance at 20
days. The notice of nonrenewal for business or commercial insurance
is 45 days.
Section 58. (Page 21, Lines 4-13)
No substantiue change.
Section 40. (Page 21, Line 1; Page 22, Lines 1-29;

Page 23, Lines 1-27)
The definition of "business or commercial insurance" is new. The
remainder of the changes in this Section are not substantiue. The limit
on cancellation will entend to uessels under 50 displacement tons
which will couer most of Alaska's fishing fleet.
Section 45. (Page 30, Lines 13-15)

AS 21.36.210(c) is repealed as it is not needed.

RS 21.36.210(e) is repealed because it has been relocated in the
definition of ."personal insurance" on Page 23, Lines 1-16.

RS 21.36.230 is repealed as it is not needed.

AS 21.36.300 is repealed because it has been moued to Section 32.

Page 13
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BROKER BOND

This section proposes to increase the bond required of a broker from
the current $5,000 to $10,000. The bond is auailable for the people of
the state. The increased bond null haue an increased cost, but the
amount is not ewcessiue This is not a Diuision of Insurance proposal,
but me haue no objection to it.

Section 15. (Page 8, Lines 10-22)

The increased bond amount appears on Lines 16 and 18.

Page 14
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BROKER RS AGENT

Rlaska currently licenses two kinds of insurance producer under RS
21.27, agent and broker. The agent represents an insurance company
through appointment and contract. On the other hand, the broker
represents the purchaser of insurance. It is typical for an insurance
producer to ho‘d both types of license, fl purchaser of insurance
usually does not knom, under mhich license a producer is acting. Most
insurance producers do try to balance the interests of the purchaser
of couerage and the prouider of couerage, and some do this quite mell.
Normally this is not an issue of concern, but mhen a producer becomes
insoluent or has misused trust account monies, the issue can be uery
important.

If an agent collects premium funds for an insurer, the insurer is
deemed to haue receiued those funds mhether they are sent to the
insurer or not. When the insurer sends notice of cancellation for
nonpayment of premium, the insured need only shorn his cancelled
check and the couerage mill be reinstated.

If a broker misappropriates premium funds, and does not pay them to
the insurer or intermediary, and a notice is sent by the company mhich
has not receiued payment, the couerages are generally not reinstated.
The Diuision has had tmo major cases of this description and a number
of smaller ones, mhere the public has been hurt. The resolution is to
prouide that mhen a broker places couerage mhich can be euidenced
by a binder, issuance of a policy, or some acknomledgement from the
insurer or its representatiue, then the insurer is considered to haue
receiued those funds mhether it has or not. The broker is considered
to be the agent of the company for purposes of premium collection.

fin additional issue, is the need to haue the producer collecting funds
at the initiation of the transaction, clearly state that he is acting os a
broker and couerages are not bound until confirmed by an insurer, or
to return the funds to the purchaser of couerage.

Page B
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Section 15. (Page 8, Lines 10-22)

This Section deals with the brokers' bond. One group of persons who
could be aduersely impacted with "agent as broker"”, is the wholesale
broker or general agent who is in between the producing broker and
the insurance company. It is possible that they might bear the
financial brunt of this solution. Relief is offered by allowing them to
access to the brokers' bond.

Section 15. (Page 8, Lines 27-29; Page 9, Line 1)

This Section makes clear the fact that the broker cannot bind an
insurer.

Section 16. (Page 9, Lines 2-14)

This Section establishes the concept of "broker as agent for purposes
of premium collection." (d) newly prouides that a broker may not

knowingly accept payment for couerage until that couerage is
authorized by an insurer.
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PRODUCER FINRNCI1BL / FiDUCIBPV RCCOUNTS

The Diuision has been working with the Rlaska Association of
Independent Insurance Rgents and Brokers concerning financial
problems with some insurance agents and brokers and their handling
of insurance premium monies. To this end, we haue aided in
deueloping some clarifications to those sections of the insurance
code.

Rgents and brokers are required to receiue insurance premium monies
in a fiduciary capacity. Unfortunately, the first sign that all is not well
with an agents' or brokers' fiduciary account is when it is too late.
One good indicator of a deueloping problem would be good accounting
records accessible by the Diuision, which are required with this bill.

The Diuision has need of tools that can be used to resolue fiduciary
and financial difficulties at an earlier point in time. One tool is the
ability to reuiew financial summaries or detail, such as trial balance,
income statement, journal detail, etc. in a Diuision of Insurance office
for enamination when requested. These documents would be
confidential.

The clarifications addressed in this issue coupled with the Broker as
Rgent resolution should manimize protection to insurance purchasers.

Section 19. (Page 9, Lines 27-29; Page 10, Lines 1-9)

This is a new requirement specifically requiring an agent or broker to
haue accounting and financial records and to maintain them in
accordance with generally accepted accounting principles. These
records are auailable for reuiew and are confidential when in the
possession of the director.

Section 20. (Page 10, Lines 10-21)

§(b) contains the requirement for a premium fiduciary account. The
change clarifies the fact that other funds can not be commingled with
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it eucept as specifically permitted in Section 21.

Section 21. (Page 10, Lines 22-29; Page 11, Lines 1-10)

§(d) permits a limited commingling of nonpremium funds in the
fiduciary account for specific premium related purposes. Accounting
for nonpremium funds is required.

8{e) makes clear that the premium funds required to be in the
fiduciary account can not be used or represented *o be asset funds.
Funds optionally permitted to be in the fiduciary account, such as

reserue funds are an asset of the agent or broker.

§(f) introduces a definition for "fiduciary account.”
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PRO RAITR ON CANCELLATIONS

There are two basic methods of computing return premium on a
cancelled policy. In industry parlance, these are referred to as short
rate and pro rata. Short rate is used on a cancellation initiated by the
insured and has a built-in penalty. Pro rata is used on cancellations
initiated by the insurance company and the earned portion of premium
is proportionate to the period of couerage. Th" short rate method of
computation is often a cause for complaint and in our uiew is no
longer necessary. It was originally intended to reflect an enpense of
the insurer that was, for the most part, beyond the insurers' control.
The Diuision has considered the elimination of short rate by regulation,
but authority is uague.

Section 59. (Page 21, Lines 14-28)

This Section requires pro rata cancellation and effectiuely prohibits
short rate cancellation.

Section 46. (Page 30, Lines 16-18)

This Section makes clear that this new requirement does not affect

in-force contracts, thus sidestepping potential constitutional
conflicts.
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RL1EN TRUST DEPOSITS

This issue is considered the priority legislatiue need this session
and it relates to the trust fund requirements for alien surplus lines
insurers wishing to business in Rlaska. fin alien insurer is one formed
under the laws of a country other than the United States.

fit the present time, RS 21.34.040(c) prouides that an alien surplus
lines insurer must maintain a trust fund for the benefit of
policyholders in the United States in an amount not less than $3.5
million. That $3.5 million figure is scheduled to increase to $5 million
on June 20, 1987. This portion of the bill would eliminate this
scheduled increase and reduce the trust fund requirement to $1.5
million, the leuel required before June 20, 1985.

This proposal would auoid the necessity to declare as ineligible,
approximately 95% of the alien surplus line companies doing business
in the Alaska market. There is a great deal of concern about the
reduction of auailable insurance markets for enposures in this state.
If the current language in statute were to be enforced, many insurers
who now prouide ualuable markets would be ineligible for use here.
Alaska is out of step with the rest of the country on this issue where
the norm is a deposit of $1.5 million. This proposal does not impact
the minimum capital and surplus required of alien insurers.

Section 50. (Page 15, Lines 8-29; Page 16, Lines 1-12)

The language to accomplish the change noted aboue appears on Page
15, Lines 21-22. Other changes are not substantiue.

Section 47.  (Page 30, Lines 19-20)

This Section is an immediate effectiue date for Section 30 only.

Page 2



Wk St 47T

NURSE COUBBRGE

This proposal will add nurses to the list of health care professionals
who con obtain professional liability insurance from the Medical
Indemnity Corporation of Alaska which was formed under AS 21.88 in
1976. This is primarily a backup action since nurses haue recently
been able to put together a national program that appears to resolue
their auailability difficulties. The Diuision of Insurance has no
objection to this proposal.

Section 42. (Page 24, Lines 6-29; Page 25, Lines 1-29;
Page 26, Lines 1-27)

"Nurse" or "nurses", is added on Page 24, Lines 10, 13, 16, 24, 25, and
28; and on Page 26, Line 21.
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RELOCATION CF DEFINITIONS

Definitions in the Insurance Code (Title 21) are found in AS 21.90. In
addition, chapters contain definitions that in some cases haue a more
general application. These should be located in the general definition
chapter. The changes in this case are not substantiue, but merely
represent relocation luith one euception, the definition of "firm,"”

mhich has been already discussed on Page 0-9, under Sections 10 and
43.

Section 45. (Page 26, Lines 28-29; Page 27, Lines 1-29;

Page 28, Lines 1-29; Page 29, Lines 1-28)
§(1), "adjuster" on Page 27, Lines 1-8, mas formerly RS21.27.510(a).
§(2), "agent” on Page 27, Lines 9-13 , was formerly AS 21.27.470.
§(5), "broker" on Page 27, Lines 20-27, was formerly RS 21.27.480.
§(11), "firm" on Page 28, Lines 8-11, is new. See discussion on Page 8.

§(13), "independent adjuster” on Page 28, Lines 15-16, was formerly
AS21.27.510(b).

§(20), "solicitor" on Page 29, Lines 14-17, was formerly AS 21.27.490.

Section 44. (Page 29, Line 29: Page 30, Lines 1-12)

This Section was formerly AS 21.27.520. No substantiue change.
Section 45. (Page 30, Lines 13-15)

AS 21.27.470, AS 21.27.480, AS21.27.490, AS 21.27.510, & RS 21.27.520
are repealed as discussed in Sections 43 and 44 aboue.
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REMOURL OF OBSOLETE CR DUPLICRTIUE PROUISIONS

The present Insurance Code mas adopted in 1966. flt the time of
adoption, there mere a number of prouisions intended to preuent
disruption of, then, current actiuities. These prouisions are no longer
since some 20+ years haue passed and the sections are obsolete.
Included in the repeal is a section that duplicates prouisions of the
ethics bill adopted by the Fourteenth Legislature.

Section 45. (Page 30, Lines 13-15)

RS 21.03.030, RS 21.03.040, RS 21.03.050 and RS 21.06.040 are
repealed.
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i/7/87
Original sponsors: l;llnadvaglr”eu,1 Swackhammer

1
11|N THE HOUSE BY THE JUDICIARY COMMITTEE
20 CS FOR HOUSE BILL NO. 46 (Judiciary)
& IN THE LEGISLATURE OF THE STATE OF ALASKA
41 FIFTEENTH LEGISLATURE - FIRST SESSION
q A BILL
6: For an Act entitled: "An Act relating to insurance; and providing for an
"\ effective date."
8 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
9] * Section 1. AS 21.09.250 is amended to read:
bl Sec. 21.09.250. PROHIBITED ACTS. An insurer doing business in
i this state may not make, write, place or cause to be made, written or
L placed in this state a policy, duplicate policy or contract of insur-
= ance of any kind or character, or general or floating policy upon
s persons or property resident, situated or located in this state, from
' or through a broker, agent, general agent, surplus line broker™ or
e person who has not secured a license in this state. An insurer may
o not pay a commission or any form of remuneration to a person, firm” or
. organization for the writing or placing of insurance coverage in this
r state unless that person, firm™ or organization holds a license issued

by the director.

2

23

24

25

26

27

23

29

Sec. 2. AS 21.09.280 is amended to read:

Sec. 21.09.280. GENERAL AGENTS [AND MANAGERS]. (a) An insurer
appointing a person as its general agent [OR MANAGER] to represent it
in this state shall file notice of the appointment with the director
on forms prescribed and furnished by the director,

(b) A general agent [OR MANAGER] has the authority, consiste

with this title, that may be conferred by the insurer. A general
agent, resident or nonresident, qualified in AS 21.27.090, licensed as

provided in this section in the same manner as is provided for agents
-1- CSHB 46(Jud)
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in AS 21.27, may exercise the powers conferred by this title upon
agents licensed for the kinds of insurance that the general agent is
authorized to transact for the insurer appointing the agent.

(c) The [EXCEPT AS PROVIDED UNDER AS 21.27.500, THE] appointment
of a resident or nonresident general agent is not effective unless the
person appointed 1is licensed as the general agent of the insurer by
the director upon application and payment of a fee set under AS 21.-
06.250.

(d Every license 1is subject to the payment of an annual fee set
under AS 21.06.250 and payable on or before [EXPIRES AT] the <close of
business on the 30th day of June of each year [FOLLOWING THE DATE OF
ISSUE, AND MAY BE RENEWED FOR AN ADDITIONAL YEAR UPON APPLICATION AND
PAYMENT OF THE FEE].

(e) The director may deny, suspend, or revoke a license for any
cause specified in AS 21.27.410 in the manner provided in AS 21.27.-
420.

Sec. 3. AS 21.09.280 1is amended by adding new subsections to read:

(f) Persons employed on salary by an insurer, including officers
and salaried employees performing the same services as general agents,
are considered to be service representatives and are not required to
be licensed.

(g) For purposes of this section, a person, firm, or corporation
that performs management services for an 1insurer 1is not considered a
general agent if

(1) the person, Tfirm, or corporation is a wholly-ownec
subsidiary of the insurer;

(2) the person, firm, or corporation wholly owns the insur—
er ; or

(3) the person, Tfirm, or corporation is a wholly-ownec

CSHB 46 (Jud) -2-
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subsidiary of the insurance holding company that owns or controls the
insurer.
Sec. A. AS 21.27.020 is amended to read:

Sec. 21.27.020. GENERAL QUALIFICATIONS FOR LICENSE. For the
protection of the people of this state, the director may not issue [OR
RENEW] a Ilicense except 1in compliance with this chapter [, OR] to 4
person, or to be exercised by [,] a person® found by the director to
be untrustworthy, incompetent, or who has not established to the
satisfaction of the director that the person 1is qualified under [IN
ACCORDANCE WITH] this chapter.

Sec. b. AS 21.27.030(a) 1is amended to read:

(a) The director may not grant an agent, solicitor, or broke

license to a person if the director has reasonable cause to believe
that

[(D) DURING EITHER OF THE TWO CALENDAR YEARS IMMEDIATELY
PRECEDING THE REQUEST FOR RENEWAL OF THE LICENSE THE AGGREGATE AMOUNT
OF COMMISSIONS REPRESENTED BY THE CONTROLLED BUSINESS PROCURED BY OR
THROUGH THE LICENSEE EXCEEDED THE AGGREGATE AMOUNT OF COMMISSIONS
REPRESENTED BY ALL OTHER INSURANCE BUSINESS PROCURED BY OR THROUGH THE
LICENSEE; OR

(2)] the circumstances of the applicant for the license [OR
OF A LICENSEE] are such [AS TO CAUSE THE DIRECTOR REASONABLY TO
BELIEVE] that during the 12-month period immediately following 1issu—
ance [OR RENEWAL] of the license, 1if issued [OR. RENEWED], the aggre-—
gate amount of commissions to be represented by the controlled busi—
ness would exceed the aggregate amount of commissions to be repre—
sented by all other 1insurance business to be procured by or through

the applicant [OR LICENSEE].

* Sec. 6. AS 21.27.030 1is amended by adding a new subsection to read:

-3- CSHB 46(Jud)
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@ The director may revoke an agent, solicitor, or bro

license 1if the director has reasonable cause to believe that during
either of the two preceding calendar vyears the aggregate amount of
commissions vrepresented by the controlled business procured by or
through the Jlicensee exceeded the aggregate amount of commissions
represented by all other insurance business procured by or through the
licensee.

Sec. 7. AS 21.27.060 1is amended to read:

Sec. 21.27.060. EXAMINATION OF APPLICANTS. (a) Each applicant
for an individual license as agent, broker, solicitor, or adjuster
shall, before the issuance of the license, personally take and pass”®
to the satisfaction of the director™ an examination given by the
director as a test of the qualifications and competence of the appli—
cant. This requiremer_ does not apply to

(¢)) applicants for [limited Ulicenses, as travel insurance
agents only, under AS 21.27.150, or, at the discretion of the direc—
tor, to applicants for licenses as disability insurance agents for the
purpose of handling limited coverages pertaining to sports and recre—
ation;

(2) applicants who at any time within the five-year period
immediately preceding the date of application have been licensed in
this state under a license requiring qualifications required by the
license applied for and who are considered by the director to be fully
qualified and competent;

3) applicants for license as nonresident agent or as
nonresident broker who have fulfilled qualification requirements 1in
their state or province of residence and who are considered by the
director to be fully qualified and competent;

4) applicants for an agent or solicitor license covering

CSHB 46 (Jud) -4-
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the same kinds of insurance as an agent"s or solicitor®s license then
held by them.

) The director may atany time vrequire an individual [A]
licensed as an agent, broker, solicitor, or adjuster to take and
successfully pass an examination testing competence and qualifications
as a condition to the continuance [OR R.ENEWAL] of the license if the
licensee has been guilty of violation of this title, or has so con-—
ducted affairs under the license as to cause the director reasonably
to desire further evidence of the qualifications of the licensee.

* Sec. 8. AS 21.27.090(a) 1is amended to >ad:

() To qualify for an individual agent or broker [license
applicant shall comply with this title and

(1) be 19 years of age or over [, IF AN INDIVIDUAL];

) if for a resident agent"s or broker*s license, be a
bona fide resident before issuance of license [,] and actually reside
in the state [RESIDING IN ALASKA, OR IF A CORPORATION, BE OTHER THAN
AN INSURER AND MAINTAIN A LAWFULLY ESTABLISHED PLACE OF BUSINESS IN
THIS STATE, EXCEPT AS PROVIDED 1IN AS 21.27.270];

(3) [BE EMPOWERED TO BE AN AGENT OR BROKER, AS THE C "E MAY
BE, UNDER ITS MEMBERS®" AGREEMENT, IF A FIRM, OR BY ITS ARTICLES OF
INCORPORATION, IF A CORPORATION;

(€3] successfully pass any examination required under
AS 21.27.060;

(4) [(5)] be a trustworthy person;

(5) [(6)] not use or intend to use [OR USE]the license for
the purpose principally of writing controlled business, as defined in
AS 21.27.030;

(6) [(7)] iif for an agent license, be appointed as its
agent by one or more authorized 1insurers, subject to 1issuance of the

-5- CSHB 46 (Jud)
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acting on behalf of a firm 1is not

to have an appointment as an agent for that activity;

™

agent,

e

tion or

satisfty

necessary to fulfill

* Sec. 9.

(c

)

of

[(8)] if for broke

solicitor, adjuster,

insurers or representatives of

training of sufficient

the

AS 21.27.090

director that the

r license, have had experience either

general agent, broker, or as an

insurers, or special educa—

duration and extent reasonably to

applicant possesses the competence

the responsibilities of broker.

is amended by adding a new subsection to read:

To qualify for a firm agent or brokerlicense an applicant

shall comply with this title and

€9
&)

of business i

* Sec. 10.
Se
Agent,

C.

comply with (a)(5) and (6) of this section;

if a corporation,

maintain a lawfully established place

n this state, except as provided in AS 21.27.270.

AS 21.27.130 1is amended

21

.27.130.

to read:

CONTENT OF AGENT,

BROKER, SOLICITGR LICENSES.

solicitor, and broker licenses must [SHALL] be in the form the

director prescribes, and must [SH

ensee

is

required to have

¢y

ALL] set out

the name and address of the licensee, or if the lic—

place of business;

name of the principal

license

as

)

required by AS 21.27.140

if the agent or broker

a place

or manager of the

of business, the address of the

is a firm [OR CORPORATION], the

firm holding an individual

[EACH INDIVIDUAL AUTHORIZED TO

EXERCISE THE POWERS CONFERRED BY TnE LICENSE];

®

the kind or kinds

BY] licensed to handle;

4)

if a solicitor’™s

of insurance the licensee is [THERE—

license,

the name and address of the

agent or broker represented by the solicitor;
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(5) che condition under which the license 1is granted;

(6) the date of issuance [AND DATE OF EXPIRATION] of the
license.
Sec. 11. AS 21.27. 140 is amended to read:

Sec. 21.27.140. LICENSES TO FIRMS [AND CORPORATIONS]. A firm
shall have a firm license of the same degree as each individual 1i—
censee acting on behalf of the firm. A firm [JOR CORPORATION] may not
be licensed as an adjuster, agent™ or broker unless each individual
acting as or representing to be an adjuster, agent, or broker on
behalf of the firm is licensed as an individual, and the principal or
manager of the firm is licensed as an individual to exercise all the
powers conferred bv the firm"s license. If the licensee knov/s of and
consents to an act or representation on behalf of the firm bv an
individual v?ho is not licensed as required by this chapter, that act
or representation [TO BE EMPOWERED AND DESIGNATED IN THE LICENSE TO
EXERCISE THE POWERS CONFERRED BY THE LICENSE IS QUALIFIED AS THOUGH
THE INDIVIDUAL WERE THE SOLE INDIVIDUAL TO BE SO EMPOWERED, EXCEPT
THAT A FIRM OR CORPORATION LICENSED FOR ALL LINES MAY EMPOWER AND
DESIGNATE ANY INDIVIDUAL, OTHER THAN THE PRINCIPAL OR MANAGER, LI —
CENSED FOR ONLY PROPERTY-CASUALTY OR LIFE-DISABILITY TO EXERCISE THE
POWERS CONFERRED BY THE LICENSE TO THE EXTENT THAT INDIVIDUAL IS
QUALIFIED TO ACT. EXERCISE OR ATTEMPTED EXERCISE OF THE POWERS BY AN
INDIVIDUAL NOT SO DESIGNATED, WITH THE KNOWLEDGE OR CONSENT OF THE
LICENSEE,] 1is cause for the vrevocation or suspension of the firm
license.

Sec. 12. AS 21.27.170(b) 1is amended to read:

(b) The director shall 1issue to the agent a special vendi

machine license for each machine to be used. The license must [SHALL]

specify the name and address of the insurer and agent, the name of the
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policy to be sold, che serial number of the machine, and the place
where the machine 1is to be 1in operation. The license _is [SHALL BE]
subject to [ANNUAL CONTINUATION, TO EXPIRATION,] suspension or revoca—
tion coincidentally with that of the agent. The director shall also
revoke the license on a machine 1f the director finds that the condi —
tions upon which the machine was Ulicensed, under [AS REFERRED TO IN]
(a) of this section, no longer exist. Proof of the existence of a
[SUBSISTING] Ulicense shall be displayedon or about each vending
machine 1in use in the manner the director may reasonablyrequire.

Sec. 13. AS 21.27.190(a) 1is amended to read:

(a) Each applicant for a broker license [OR FOR THE RENEWAL OF A
BROKER LICENSE EXISTING ON JULY 1, 1966,] shall file with the applica—
tion [OR REQUEST FOR RENEWAL] and shall after that [THEREAFTER] main—
tain in force while [SO] licensed a bond in favor of the people of the
state, executed by an authorized corporate surety approved by the
director, in the amount of 310,000 [$5,000]. The bond may be continu—
ous in form, and total aggregate liability on the bond may be limited
to the payment of $10,000 [$5,00*1]. The bond must [SHALL] be contin—
gent on the accounting by the broker.” to da [ANY] person requesting the
broker to obtain insurance or to a person from whom the broker obtains
insurance, for money or premiums collected in connection with the
insurance [THEREWITH].

Sec. 14. AS 21.27.190 1is amended by adding a new subsection to read:
©) An individual who acts on behalf of a firm that files and
maintains in force the bond described in (a) of this section is exempt
from the requirements of (a) of this section.
Sec. 15. AS 21.27.200(a) 1is repealed and reenacted to read:
©)) A broker is not an agent or other representative of an

insurer and does not have power as a broker to bind the insurer
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regarding a risk or an insurance contract.
Sec. 16. AS 21.27.200 is amended by adding new subsections to read:
©) In determining an 1insured®s entitlement to coverage or
return premium, a premium payment made to a broker shall be considered
received by the insurer if
(1) the payment was, at the time it was made, designated
for specific coverage; and
(2) the insurer accepted or acknowledged coverage by issu—
inga policy, binder, or other contract for temporary 1insurance.
(d A broker may not knowingly accept payment for coverage until
coverage is authorized by an insurer.
©) Except as provided under (c¢)of this section, this section
isnot intended to alter the common law of agency as applied to trans—
actions under this title.
Sec. 17. AS 21.27.240(a) 1is amended to read:
(@A) An agent or broker who employs a solicitor shall pav the
[THE] feefor issuance or annual fee for continuation [RENEWAL] of a
solicitor license [SHALL BE PAID BY THE AGENT OR BROKER BY WHOM THE
SOLICITOR 1S EMPLOYED].
Sec. 18. AS 21.27.300 is amended to read:
Sec. 21.27.300. CONTENTS OF LICENSE. The director shall pre—
scribe the form of adjuster license, which mustcontain
(1) the name and business address of the adjuster;
(2) date of 1issuance [AND DATE OF EXPIRATION] of the Ili—
cense ;
(3) other statements proper to the purposes of the license.
Sec. 19. AS 21.27.350 1is amended by adding a new subsection to read:
(¢) In addition to the record required under (a) of this sec—
tion, each agent or broker shall have and maintain at the agent"s or
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broker®s principal place of business current accounting and financial
records maintained 1in accordance with generally accepted accounting
principles. The director may request summary or detailed copies for
examination by the division. Records examined under this subsection
are confidential when 1in the possession of the division, but may be
used by the director in a proceeding against the licensee. For pur—
poses of this subsection, the records of a firm shall be considered
the records of an individual agent or broker acting on behalf of the
firm.

Sec. 20. AS 21.27.360(b) 1is amended to read:

(b) All funds, except those made payable to the insurer, repl

senting premiums or return premiums received by an agent or broker,
shall be received in the fiduciary account of the agent or broker, and
shall be deposited in a bank account or depository separate from any
other account or depository, and shall be promptly accounted for and
paid to the insured, 1insurer, or agent entitled to the funds. For
purposes of this subsection, the fiduciary account of the firm shall
be considered the fiduciary account of an individual agent or broker
acting on behalf of the firm. Funds deposited 1into a fiduciary
account may not be commingled or otherwise combined with other funds,
except as allowed under (d) of this section.

Sec. 21. AS 21.27.360 1is amended by adding new subsections to read:

()] An agent or broker may commingle with premium funds, add

tional funds for the purpose of advancing premiums, establishing
reserves for the payment of return premiums, or reserves for receiving
and transmitting premium or return premium funds. Funds collected for
the payment of premium taxes, policy or filing fees, late payment
charges, and interest from fiduciary funds on deposit, may be com—

mingled in a fiduciary account, but shall be separately accounted for

CSB 46(Jud) 10-
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and periodically removed fromthe fiduciary account.

(e) An agent orbroker may not treatfunds required to be in a
fiduciary account as a personal asset, as collateral for a personal or
business loan, or as a personal asset or 1income on a financial state—
ment, except that funds 1in a fiduciary account may be 1included in a
financial statement of the agent or broker if clearly identified as
fiduciary account assets.

@) In this section, "fiduciary account™ means an account 1in
which the agent or broker holds funds as a trustee for the insured,
insurer, or agent entitled to the funds.

Sec. 22. AS 21.27.380 1is repealed and reenacted to read:

Sec. 21.27.380. ANNUAL FEE FOR LICENSES. (a) An annual fee set
under AS 21.06.250 for resident and nonresident agent, solicitor, and
adjuster licenses isdue on or before the close of business on the
30th day of June.

(b) An annual fee set under AS 21.06.250 for resident and non-—
resident broker licenses 1is due on or before the close of business on
the 31st day of December.

©) An agent or broker shall file the annual fee set under
AS 21.06.250 on behalf of a solicitor employed by the agent or broker.

()] IT payment of the annual Ulicense fee 1is not received by the
director before the due date as required under this station, the
licensee shall pay to the director and the director shall collect, in
addition to the regular fee, a surcharge as established by regulation
under AS 21.06.250. This subsection may not be considered to exempt a
person from a penalty provided by law for transacting business without

a valid license.

* Sec. 23. AS 21.27.390(a) 1is amended to read:

(@) The director may adopt regulations regarding the issuance oi

“11- CSHB 46(Jud)
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an agentor broker temporary license to

(1) the surviving spouse or next of kin or to theadminis—
trator or executor of a deceased licensed agent or broker;

(2) the spouse, next of kin, employee, or legalguardian of
a licensed agent or broker who is disabled because of sickness, insan—
ity, or injury;

©) a surviving member” [OF A FIRM OR SURVIVING] officer”
or employee of a firm [CORPORATION] [licensed as agent or broker” upon
the death of the principal or manager of the firm holding the same
licenses as the firm [AN INDIVIDUAL DESIGNATED IN THE FIRM OR CORPO-—
RATION®S LICENSE TO EXERCISE POWERS THEREUNDER];

4 the designee of alicensed agent who enters active
service in thearmed forces of the United States;

(5) a person preparing Tfor examination for permanent [Ii—
cense under the supervision of an authorized insurer.

* Sec. 24. AS 21.27.410(a) 1is amended to read:
(a) The director may refuse to issue a license or may suspend
[.] revoke [, OR REFUSE TO RENEW] a license issued under this chapter
or a surplus 1line broker license, or may refuseto renew a surplus
line broker license, for a cause specified 1in another [ANY OTHER]
provision of this title, or for any of the following causes:

(1) for a [ANY] cause for which 1issuance of the license
could have been refused had it then existed and been known to the
director;

(2 if the Jlicensee or applicant wilfully violates or
knowingly participates in the violation of a provision of this title;

(3) 1if the licensee or applicant has obtained or attempted
to obtain the license through wilful misrepresentation or fraud, or
has failed to pass an [ANY] examination required under this chapter;

CSHB 46 (Jud) -12-
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%) if the licensee or applicant has misappropriated or
converted to personal use or has illegally withheld money required to
be held in a fiduciary capacity;

) if the licensee or applicant has, with intent to de—
ceive, materially misrepresented the terms or effect of an 1insurance
contract; or has engaged or 1is about to engage in a fraudulent trans—
action ;

(6) if the licensee or applicant has been guilty of "twist—
ing,"” under AS 21.36.050, or of rebating, under AS 21.36.100;

@) if the licensee or applicant has been convicted, by
final judgment, of a felony;

(S) if in the conduct of affairs under the Ilicense, the
licensee exhibits conduct considered by the director to reflect incom—
petence, untrustworthiness, or a source of injury and 1loss to the
public;

(©)) if the licensee or applicant has dealt with, or at—
tempted to deal with, 1insurances or to exercise powers relative to
insurance outside the scope of the licenses of the licensee or appli—
cant.

Sec. 25. AS 21.27.410(b) 1is amended to read:

(b) The 1license of a firm [ORCORPORATION] may besuspended,
revoked, or refused for any of the causes that [WHICH] relate to a
[ANY] person acting on behalf of the firm [DESIGNATED IN THE LICENSE
TO EXERCISE ITS POWERS].

Sec. 26. AS 21.27.420 1is amended to read:

Sec. «21.27.420. PROCEDURE FOR SUSPENDING OR [,] REVOKING [OR
REFUSING TO RENEW] A LICENSE. The director may suspend or [,] revoke
[LOR REFUSE TO RENEW] a license

[(D) BY ORDER GIVEN TO THE LICENSEE NOT LESS THAN 15 DAYS

13- CSHB 46 (Jud)
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BEFORE THE EFFECTIVE DATE OF THE LICENSE, SUBJECT TO THE RIGHT OF THE
LICENSEE TO HAVE A HEARING AS PROVIDED IN AS 21.06.180(b); PENDING A
HEARING THE LICENSE SHALL BE SUSPENDED; OR

2] by an order on hearing made as provided in AS 21.06.-
220 effective 10 days after the date of the giving of the order,
subject to the right of the licensee to appeal to the superior court
as provided in AS 21.06.230.
Sec. 27. AS 21.27.440 1is amended to read:

Sec. 21.27.440. CIVIL PENALTIES MAY BE IMPOSED. After hearing
and 1in addition to or 1in lieu of the suspension or (,] revocation of
[, OR REFUSAL TO RENEW] a [license, the director may levy a civil
penaltv upon the licensee not to exceed $2,500. The order levying the
civil penalty must [SHALL] specify the period within which the civil
penalty shall be fully paid. The [, WHICH] period may not be less
than 15 or more than 30 days after [FROM] the date of the order. Upon
failure to pay the civil penalty when due, the director shall revoke
the licenses of the licensee 1if not already revoked. A [THE] civil
penalty collected [SHALL BE PAID] by the director shall be paid to the
commissioner of revenue for deposit in the general fund.

Sec. 28. AS 21.27.450 1is amended to read:

Sec. 21.27.450. FINE IN LIEU OF ACTION AGAINST THE LICENSE.
Upon the hearing of an appeal from an order suspending or (,] revoking
[, OR REFUSING TO RENEW] a license 1issued under this chapter, the
court, if it finds that the licensee 1is guilty of violation of the law
and if it considers the suspension or [,] revocation [, OR REFUSAL TO
RENEW THE LICENSE] too severe a penalty under the facts as found, may
instead impose a fine of not more than $2,500. Payment of the fine
within 10 days after 1its 1imposition reinstates or restores [SHALL

REINSTATE, RESTORE, OR RENEW] the license.

CSHB 46 (Jud) ~14-
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* Sec. 29. AS 21.27.460(a) 1is amended to read:

(a) Each license issued under this chapter, although issued and
delivered to the licensee agent, broker, solicitor™ or adjuster, 1is
the property of the state. Upon the [EXPIRATION,] termination, sus—
pension”™ or revocation of the license, the licensee or other person
having possession or custody of the license shall immediately deliver
it to the director either by personal deliveryor by mail.

Sec. 30. AS 21.34.040(c) is amended to read:

©) A nonadmitted insurer may be eligible to provide coverage
this state if it qualifies under one of the following:

€D a foreign but nonalien 1insurer mav qualifyunderthis
subsection if it has a minimum capital andsurplus equal to that
required in its domiciliary jurisdiction”™ or [,] $1,500,000 on Septem—
ber 18, 1984, [AND] $2,500,000 on June 20, 1985, [AMD] $3,500,000 [,]
on June 20, 1986, and $5,000,000 on June 20, 1987, whichever is great—
er,-

2 an alien 1insurer may qualify under this subsection if
it meets the minimum capital and surplus requirements in (1) of this
subsection and maintains in the United States an irrevocable crust
fund in either a national bank or a member of the Federal Reserve
system, 1in an amount not less than $1,500,000 [THAT REQUIRED AS MINI —
MUM CAPITAL AND SURPLUS 1IN (1) OF THIS SUBSECTION], for the protection
of all its policyholders 1in the United States; the trust fund must
[SHALL] consist of instruments of substantially the same character and
quality as those that are eligible investments for the capital and
statutory reserves of admitted insurers authorised to write like Kkinds
of insurance 1in this state or of irrevocable letters of credit; the
trust fund must [FUNDS SHALL] have an expiry date that at no timet is

less than five years;
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3) a Lloyd"s or other similar unincorporated group of
alien individual 1insurers may qualify if it maintains a trust fund of
not Iless than $50,000,000 as security to the full amount, for all
policyholders and creditors in the United States, of each member of
the group;

%) an "insurance exchange" <created by the laws of indi—
vidual states may qualify if it maintains capital and surplus, or the
substantial equivalent, of not less than $15,000,000 in the aggregate;
in the event the insurance exchange does not maintain funds for the
protection of all 1its policyholders, each individual syndicate shall
meet the minimum capital and surplus requirements of (1) of this
Subsection.

Sec. 31. AS 21.36.210(a) 1is amended to read:

(a) An insurer may not exercise its right to cancel a policy
personal [AN] automobile 1insurance [POLICY] except for the following
reasons:

(1) nonpayment of premium; or

(2) the driver®s license or motor vehicle registration of
either the named 1insured or of an operator who resides in the same
household as the named insured or who customarily operates a motor
vehicle 1insured under the policy has been under suspension or revoca-—
tion during the policy period or, if the policy 1is a renewal, during
its policy period or the 180 days immediately preceding its effective
date.

Sec. 32. AS 21.36.210(d) 1is amended to read:

(d This section does not apply to

(1) the failure to renew a policy, except as to coverage in
force for less than 12 monthsj_

(2 a policy that has been in effect less than 60 days at
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the time notice of cancellation 1is mailed cr delivered bv the insurer,
unless it is a renewal policy.
Sec. 33. AS 21.36.210(f) 1is amended to read:

(f) An [NOTWITHSTANDING (e) OF THIS SECTION, AN] insurer may not
exercise 1its right to cancel a policy of personal insurance other than
personal automobile 1insurance, except for the following reasons [THE
TYPE DESCRIBED IN (e) OF THIS SECTION IF ONE OF THE FOLLOWING CON-—
DITIONS OR CIRCUMSTANCES ARISES):

(1) nonpayment of premiums, including nonpayment of addi—
tional premiums, calculated in accordance with the current rating
manual of the 1insurer, jJustified by a physical change 1in the 1insured
property or a change in its occupancy or use;

(2) conviction of the insured of a crime havirg as one of
its necessary elements an act increasing a hazard insured against;

3) discovery of fraud or material misrepresentation made
by the 1insured or a representative of the 1insured in obtaining the
insurance or by the insured in pursuing a claim under the policy;

(4) discovery of a grossly negligent act or omission by the
insured that substantially- increases the hazards insured against; or

(5) physical changes in the insured property that result in
the property becoming uninsurable.

Sec. 34. AS 21.36 1is amended by adding a new section to read:

Sec. 21.36.215. LIMITS ON THE CANCELLATION OF BUSINESS OR COM-—
MERCIAL [INSURANCE POLICIES. (a) Except as allowed by the director
under (b) of this section, an insurer may exercise its right to cancel
a policy of business or commercial 1insurance only for the following
reasons:

(@) nonpayment of premiums, 1including nonpayment
tional premiums, calculated 1in accordance with the current rating

17- CSHB 46(Jud)
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manual of the insurer, justified by a physical change in the insured
property or a change in its occupancy or use;

(2) conviction of the insured of a crime having as one of
its necessary elements an act increasing a hazard insured against;

(3) discovery of fraud or material misrepresentation made
by the insured or a representative of the insured in obtaining the i
insurance or by the insured in pursuing a claim under the policy;

(A) discovery of a grossly negligent act or omission
insured that substantially increases the hazards insured against;

(5) physical changes in the insured property that result in
the property becoming uninsurable; or

(6) physical changes in the operations of the insured that
result in the property becoming uninsurable.

(b) Before issuing a notice of cancellation, an insurer mé
request the director to determine in a particular case or cases whe-
ther a reason for cancellation not specified in (a) of this section s
a valid reason for cancellation. The director may allow the insurer
to exercise its right to cancel if the director finds that the cancel-
lation is justified. The insurer may not implement the requested can-
cellation before receiving the approval of the director.

Sec. 35. AS 21.36.220 is amended to read:

Sec. 21.36.220. NOTICE OF CANCELLATION. An insurer may not
exercise its right to cancel a personal insurance policy wunless a
written notice of cancellation is mailed or delivered to the named
insured, at the address shown in the policy, at least 60 [20] days
before the effective date of cancellation. However, if [, EXCEPT THAT
WHEN] cancellation is for nonpayment of premium” the notice shall be
mailed or delivered to the named insured at the address shown in the

policy at least 2 [10] days before the effective date of
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cancellation. If cancellation is for a reason described in
AS 21.36.210(a)(2) or (f)(2) or (3), the notice shall be mailed or
delivered tc the named insured at the address shovm in the policy at
least 10 davs before the effective date of cancellation (AND SHALL
INCL"9E OR BE ACCOMPANIED FY A STATEMENT OF THE RExVSON FOR THE
CANCELLATION. THIS SECTION DOES NOT APPLY TO THE FAILURE TO RENEW A
POLICY, EXCEPT AS TO COVERAGE IN FORCE FOR LESS THAN 12 MONTHS].

Sec. 36. AS 21.36.220 is amended by adding new subsections tc read:

(b) An insurer may not exercise its right to cancel a policy of
business or commercial insurance unless a written notice of cancellar
tion is mailed or delivered to the named insured, at the address shown
in the policy, and to the agent or broker of record, at least 60 days
before the effective date of cancellation. However, if cancellation
is for nonpayment of premium, the notice shall be nailed or delivered
to the named insured at the address shovm in the policy and to the
agent or broker of record at least 20 davs before the effective date
of cancellation. If cancellation is for a vreason described in
AS 21.36.215(a)(2) or (3)., the notice shall be mailed or delivered to
the named insured at the address shown in the policy and to the agent
or broker of record at least 10 days before the effective date of
cancellation.

(c) If an insurer cancels a policy under (b) of this section, it
shall return or credit any unearned premium to the agent or broker of
record or directly to the insured or prenium finance company, if
applicable, before the effective date of cancellation, except that

(1) if cancellation is for nonpayment of premium, any
unearned premium shall be returned or credited within 45 days after
the notice of cancellation is given;

(2) if the policy is cancelled for other than nonpayment of
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premium and is subject to audit, the insurer shall perform or waive

2. the audit before the effective date of the cancellation and return or
3ﬂ credit any estimated wunearned premium before the effective date of
a cancellation.

o (d)  An insurer who mails a notice of cancellation required under
6l this section shall mail the notice by certified mail and shall request
! a return receipt that indicates the notice has been delivered. If a
3, notice of cancellation is returned wundelivered to the insurer, the
J insurer shall make an additional good faith effort to contact the
m: insured.

u (e) The division may require an insurer to perform an audit that
L the insurer has elected to waive under (c) of this section.

" (f) A notice of cancellation of insurance required to he given
Y under this section must include or be accompanied by a statement of
* the reason for the cancellation.

e * Sec. 37. AS 21.36,240 is amended to read:

o Sec. 21.36.240. FAILURE TO RENEW. An insurer may not fail to
e renew a personal insurance policy in force for less than 12 months.
o An insurer may not fail to renew a policy [IN FCR.CE FOR 12 MONTHS OR
0 MORE] wunless a written notice of nonrenewal is nailed or delivered to
2 the named insured, at the address shovm in the policy, at least 20
22 days for a personal insurance policy, and at least 45 davs for a
* business or commercial insurance policy, before the expiration date of
2 the policy [,] or of the anniversary date of a policy written for a
2 term longer than one year or with no fixed expiration date. This
*° section does not apply

2! (1) if the insurer has in good faith manifested [IN ANY
28

WAY] its willingness to renew;

* (2) in case of nonpayment of premium for the expiring

CSHB 46(Jud) -20-
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*

policy; or

(3) if the insured fails to pay the premium as requ
the insurer for renewal
Sec. 38. AS 21.36.250 is amended to read:

Sec. 21.36.250. NOTICE OF ELIGIBILITY. When a policy of automo-
bile liability ‘insurance is cancelled, other than for nonpayment of
oremium, or is not renewed in accordance with [FOR FAILURE TO RENEW A
POLICY OF AUTOMOBILE LIABILITY INSURANCE TO WHICH] AS 21.36.240 [AP-
PLIES], the insurer shall notify the named insured of possible eligi-
bility for automobile insurance through the automobile assigned risk
plan, or aut<mobile insurance plan. The notification must [SHALL] |
accompany or be included in the notice of cancellation or nonrenewal |
required by AS 21.36.220 [AS 21.36.230] and 21,36.240.

Sec. 39. AS 21.36 is amended by adding a new section to read:

Sec. 21.36.255. PREMIUM REFUND. (a) If an insurance policy is
cancelled, rejected, or rescinded by the insurer or the insured, the
insurer shall refund the unearned premium paid to the insured. The
insurer may not provide a penalty for midterm cancellation of a policy
by the insured or by the insurer and the premium charged may not be
more than that provided by the rating plan of the insurer for that
coverage.

(b) Notwithstanding (a) of this section, if the insurer clear
indicates one or more of the following features in the policy, an
insurer may issue a policy

(1) whose premium is earned at a varying rate due to
seasonality of exposure;

(2) that contains a minimum earned premium; or

(3) witn a fluctuating premium base.
Sec. 40. AS 21.36.310 is amended to read:

-21- CSHB 46 (Jud)
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21.36.310. DEFINITIONS. In AS 21.36.210

(1)

personal

Sec.

"business or commercial insurance"

other than insurance, life ‘insurance,

fidelity and surety insurance, title insurance, wet

portation insurance as defined I AS 21.34.900, or an

tract ;
means

(2)

discharge

"nonpayment of premium"

insured to when due any obligations of the

connection with the payment of premium on a policy, or any

of the premium, whether the premium is payable directly to

or its agent or indirectly under any premium finance

of credit;

automohile insurance” means

(3)

business or

"personal

related to commercial activities, covering

MEANS AN

AS 21.36.210(e) OR AN AUTOMOBILE POLICY THAT |INCLUDES]

liability, uninsured or wunderinsured motorists

MOTORIST COVERAGE], automobile medical payments

bile physical damage [COVERAGE], that is delivered or

delivery in this state [INSURING AS THE NAMED INSURED,

OR HUSBAND AND WIFE RESIDENT OF THE SAME HOUSEHOLD]
the only:

insured vehicles are of

(A)
type

the following

types

a motor vehicle of the private

tion wagon that is not used as a public or

rented to others; or

(B)

capacity of

ance, nor

any other four-wheel motor vehicle

1,500 pounds or less that is not used in

tion, profession™ or business of the ‘insured, nor

public or livery conveyance™ nor rented to others;
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disability
marine

annuity

failure of

named

insurance

[(2)
INSURANCE POLICY COVERING THE RISKS AND EXPOSURES LISTED

[COVERAGE,
[COVERAGE],

ONE

and under

passenger or

livery

vith a
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21.36.310

insurance
insurance,
and trans-

con-
the named
insured in
installment

the insu-er

plan or extension

not
"POLICY"
IN
automobile

UNINSURED
or automo-
issued for

INDIVIDUAL

which

sta-

convey-

load
the occupa-

used as
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(4) "personal insurance"

(A)  means personal automobile insurance, or insurance

covering

(1) loss of or damage to real property

used predominantly for residential purposes and that does
not consist of more than four dwelling units;

(i) loss of or damage to personal property
including personal effects, household furniture, fixtures
and equipment located in not more than four dweclling units;
or

(i) legal liability of natural persons for loss
of, damage to, or injury to persons or property if the in-
surance docs not cover liability arising from or in con-
nection with business or commercial activities;

(5) does not include an annuity contract or a policy
of life insurance, disability insurance, or title insurance;

(5) [(3)] “"renewal" or "renew" means

(A) the issuance and delivery [BY AN INSURER] of an
insurance [A] policy [REPLACING] at the end of the policy period?
that replaces a policy previously issued and delivered by the
same insurer™ [,]

(B) the issuance and delivery of a certificate or
notice extending the term of a policy beyond its policy period or
termj [,] or

(C) the extension of the term of a policy beyond its
policy period or term under a provision for extending the policy
by payment of a continuation premium.

41, AS 21.SA.430(c) is amended to read:
(¢c) The director may refuse to issue or may suspend or revoke

-23- CSHB 46 (Jud)
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[RENEW] an insurance agent's license if, in the judgment of the direc-
tor, the proposed licensee is not trustworthy and competent to act as
agent, or has given cause for revocation or suspension of the license,
or has failed tocomply with a prerequisite for theissuance [OR
RENEWAL, AS THE CASE MAY BE,] of the license.
* Sec. 42. AS 21.88.050 Is amended to read:

Sec. 21.88.050. POWERS ANDDUTIES OF THE CORPORATION. (a) 'The

corporation shall
(1) inthe form approved by the director, issue to all

physicians, nurses, and hospitals who are found to be acceptable risks
under standards developed under (5) of this subsection, and who pay
the premiums for it, a contract or contracts indemnifying physicians”
nurses, and hospitals and their employees who are health care provid-
ers against loss by reason of liability for covered claims for an act
or omission in the delivery of professional health care in this state
and agreeing to tender on behalfof the physicians, nurses, and hos-

pitals and their employees who are health care providers a defense to

a covered claim in a ceeding brought under AS 09.55.530 - 09.55.-
560; the limits > lity for policies issued by the corporation
shall be approveduy the director; the contract shall cover the de-

fense against butneed not indemnify liability for punitivedamages
arising from a covered claim; at the option of the corporation, if
approved by the director, and for an additional premium the contract
may cover claims against the physician, nurse, or hospital that arise
out of professional services performed by the physician, nurse, or
hospital for any period before the contract is issued, except that
coverage will not be provided for a claim already filed or that [OF
WHICH] the physician, nurse, or hospital had or reasonably should have
had notice at the time the retroactive insurance was purchased;

CSHB 46(Jud) 24 -
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(2) charge a premium for the protection provided by the

2 contracts issued by the corporation which shall be determined by the
3 board of governors in accordance with AS 21.88.080 and subject to the
4 approval of the director;
5! (3) comply with or be subject to AS 21.06.090, 21.06.120,
6i| 21.06.140, 21.06.160, 21.06.250, AS 21.09.180 - 21.09.200, 21.09.250,
7 21.09.280, AS 21.12.020(b)-(e), AS 21.18, AS 21.21, AS 21.24 and
AS 21.36; and shall be exempt from participation as a member insurer
MI! in the Alaska Insurance Guaranty Corporation;
o (4) carry out the obligations of the contracts issued by
"! the corporation by defending all covered claim'* made against insured
12 health care providers and by paying all liabilities that [WHICH] are
13 finally adjudicated against the insured health care provider or that
1 [WHICH] may in the opinion of the corporation reasonably be expected
1 tobe finally adjudicated against the health care provider to the
10 extent of the contract obligation;
o (5) establish standards for the acceptability of risks; in
18 establishing these standards the corporation may exclude an applicant
19 for insurance based on individual risk selection factors, but may not
20 exclude an applicant basec. only on the classification of the appli-
2 cant.
22 (b) The corporation may
2 (1) employ or retain persons, individual or corporate, to
2 discharge its obligations and pay reasonable compensation for these
2 services; employees of the corporation are not considered state em-
26 ployees ;
27 (2) negotiate for and procure reinsurance from private
28 casualty insurers or reinsurers for any and all liability incurred by
29

contracts issued by it;
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(3) provide coverage to insureds for other hazards custom-
arily included in medical malpractice insurance policies when there is
a finding by the director that this <coverage is not available to
insureds of the Medical Indemnity Corporation of Alaska in the private
insurance market at a competitive price;

(4) borrow or advance funds necessary to carry out the
purposes of the corporation;

(5) negotiate and become a party to those contracts as are
necessary to carry out the purposes of the corporation;

(6) sue or be sued in the name of the corporation;

(7) provide risk management advice and services to hospi-
tals ;

(8) negotiate and become a party to contracts for manage-
ment services for the corporation;

(9) perform all other acts necessary and proper to carry

out the duties of the corporation;

(10) in a form approved by the director and for an ad«¢

al premium determined under AS 21.88.080, issue endorsements which
provide indemnity for <claims not yet reported which arise out of
professional services rendered during a period of continuous coverage
under the originally ‘issued <contract, to physicians, nurses, and
hospitals who pay the premium for it and who are terminating their
original covered claims contract with the corporation for a period of
not less than one year;

(11) subject to approval by the director, extend
to a person, entity, or facility that renders health care services in
the state under the supervision of a physician.

Sec. 43. AS 21.90.900 is amended to read;
Sec. 21.90.900. DEFINITIONS FOR TITLE. In this title, unless

CSHB 46(Jud) -26-
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the context requires otherwise,
(1) "adiuster" means a person who, for compensation as an

independent contractor or as an employee of an independent contractor,

or for fee or commission, investigates and adiusts claim s arising
under insurance contracts on behalf of the insurer, but does not
include an attorney at lav? who adjusts insurance losses from time to
time incidental to the practice of law or a salaried employee of an
insurer:;

(2) "agent" means a person appointed bv an insurer to
solicit applications for insurance or.annuities on its behalf, and if
authorized to do so , to effectuate and countersign insurance ccn -
tracts, except life or disability insurance or annuities, and to

collect premiums on insurance or annuities’',

(3) "alien insurer"” means an insurer formed wunder the laws
of acountrv other than the United States of America, its states,
districts, territories, and commonwealths;

(4) [(2)] "authorized insurer" means an insurer authorized
by a ISUBSISTING] certificateof authority issued by the director _c
transact insurance in this state;

(5) "broker" means a person who is not an agent of the
insurer and w ho, on behalf of the insured, for compensation as an
independent contractor by commission or fee, solicits, negotiates, or
procures insurance or reinsurance or the renew al or continuance of
insurance or reinsurance; or in any manner aids in the solicitation,
negotiation, procur ment, renewal, or continuance of insurance or
reinsurance, for insureds or prospective insureds not including the
broker;

(6) [(3)] "commissioner" means the commissioner of the

Department of Commerce and Economic Development;

-27- CSHB 46 (Jud)
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11 (7) [(A)] "court" means superior court;

(8) [(5)] "director” means the director of the division of

3 insurance;

4 (9) r(6)] "division" means the division of insurance,
bj Department of Commerce and Economic Development;

6 (10) [(7)] "domestic insurer" means an insurer formed under

the laws of this state;:

(11) "firV means an organization of two or more licensees
91 acting in association with each other, either in a partnership, corpo-
103 ration, or otherwise, or an organization in which a single licensee
”“i i has less than 50 percent ownership interest in the organization:
l]’i (12) [(S)] “"foreign insurer" means an insurer formed under
IJ the laws of a jurisdiction other than this state and includes an alien
H insurer:
1 (13) "Independent adjuster” means an adjuster representing

16 the interests of the insurer;

Y (LA)  f(9)] “"industrial life insurance" means that form of
L life insurance written under policies with a face amount of $1,000 or
+ less, with the words "industrial policy" imprinted on the face as part
20 of the descriptive matter, and under which premiums are payable month-
2 ly or more often;

2 (15) [(10)] "insurance" means a contract whereby one under-
23 takes to indemnify another or pay or provide a specified or determin-
> able amount or benefit upon determinable contingencies;

29 (16) [(11)] "insurer" includes a person engaged as indemni-
26 tor, surety, or contractor in the business of entering into contracts
27 of insurance or of annuity:

2 (17) [(12)]"person" has the meaning given in AS 01.10.C60
29

and includes an insurer, Lloyd's, fraternal benefit society, medical

CSHB A6(Jud) -28-



service or hospital service plan as defined in AS 21.87, iciprocal or
interi.nsurance exchange, syndicate, and any other legal entity engaged
in the business of transacting insurance, including agents, brokers,
and claims adjusters;

(18) [(13)] "policy" means thewritten contract of or writ-
ten agreement for or effecting insurance, by whatever name called, and
includes all clauses, riders, endorsements and papers attached to it
and a part of it;

(19) [(14)] ‘"premium" means the consideration for insurance,
by whatever name called, and by whatever method paid or collected,
including an assessment, or membership, policy, survey, inspection,
service or similar fee or charge made in consideration for an insur-
ance contract;

(20) "solicitor" means an individual authorized by an agent
or broker to solicit applications for insurance as a representative of
the agent or brokerand to collect premiums in connection with the
insurance;

(21)  [(L15)] "state” means a state, District of Columbia,
territory, commonwealth, or possession of the United States of
America;

(22) [(16)] "transact" with respect to insurance includes

(A) solicitation and inducement;

(E) preliminary negotiations;

(C) effectuation of a contract of insurance;

(D) transaction of matters subsequent to effectuation
of the contract of insurance and arising out of it;

(23) [(17)] "unauthorized insurer" means an insurer not
authorized to transact insurance in this state.

Sec. 44. AS 21.90 is amended by adding a new section to read:
-29- CSHB 46(Jud)
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Sec. 21.90.910. EXCEPTIONS FROM DEFINITIONS. The definitions of
"adjuster," "agent,” "broker," "firm," and "solicitor" in AS 21.90.900
do not include

(1) individuals employed and used by agents for tI® perfor-
mance of clerical, stenographic, and similar office duties; incidental
taking of an application for insurance from time to time in the office
of the employing agent if the employee's compensation is not contin-
gent upon orrelated to the volume of applications, insurance, or
premiums;

(2) the attorney-in-fact of a reciprocal insurer, or the
salaried traveling representative of a reciprocal or mutual insurer
not compensated on a commission basis.

* Sec. 45. AS 21.03.030, 21.03.040, 21.03.050; AS 21.06.040; AS 21.27.-
040(b), 21.2/.470, 21.27.480, 21.27.490* 21.27.500, 21,27.510, 21.27.520;
AS 21.36.210(c), 21.36.210(e), 21.36.230, and 21.36.300 are repealed.

* Sec. 46. Sections 1 - 29 and 31 - 45 of this Act apply to insurance
policies entered into or renewed on or after the effective date of secs.
! - 29 and 31 -450f this Act.

* . Sec. 47Section 30 of this Act takes effect immediately under

AS 01.10.070(c).
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This committee substitute encompasses about 13 insurance Issues in
one “6mnibus" klllon insurance issues. Most of the i1tems contained in
the bill haue, at one time or another, been requested by the Diuision of
Insurance. The Diuision of Insurance supports this legislation.

The material that folloios mill attempt to identify each issue
addressed by the hill, enplain the purpose and to comment section by
section.

For ease in tracking the uarious issues, me haue prouided page breaks
folioiuing the commentary on each issue. The issues are:

General Rgents / Managers (Pages 2-3)

Continuous License (Pages 4-6)

Firm / Indiuidual License (Pages 7-9)

Broker Bond (Page 10)

Broker as Agent (Pages 11-12)

Producer Financial / Fiduciary Recounts (Pages 13-14)
Alien Trusts Deposits (Page 15)

Commercial Cancellation (Pages 16-19)

Pro Rata on Cancellations (Page 20)

Nurse Couerage (Page 21)

Relocation of Definitions (Page 22)

Elimination of Domestic Ta» Enemption (Page 23)
Remoual of Obsolete or Duplicatiue Prouisions (Page 24)
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GENERAL RGENTS / MRNRCERS

This issue eliminates confusion with RS 21.09.280, which currently
attempts to distinguish between "general agents"™ who are required to
be licensed and "managers™ who are not. It .s a distinction that has
been difficult to apply. The basic role of both entities iIs often the
same, and the Alaska Insurance Code does not adequately make a
distinction between the two. The bill eliminates references to
managers and requires all general agents to be licensed. It then lists
those specific entities that will not be considered general agents.

Section 1. (Page 1, Lines 9-20)

RS 21.09 deals with insurance companies that apply for and are issued
a Certificate of Authority. These companies haue elected to make
themselues subject to regulation by the Alaska Director of Insurance
and ore referred to as admitted companies. The change in this Section
makes it clear that an admitted company may only do business
through persons or entities licensed by Alaska including general
agents.

Section 2. (Page 1, Lines 21-2” Page 2, Lines 1-16)

This Section remoues the references to managers. In §0), the point
that the general agent is licensed In the same manner as an agent
1icensed under RS 21.27, is clarified. This is a uiew that the Diuision
has applied in practice, but ismore than a little uague in statute.

In §0), the reference to RS 21.27.500 is remoued since its content is
incorporated in the newt Section.

Section 5.  (Page 2, Lines 17-29; Page 3, Line 1-2)

() in this Section, moues a prouision from RS 21.27.500. It prouides
that salaried employees of an insurance company are not subject to
license for their actiuities on behalf of the insurer, euen though that

Page 2
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actiuity may naue the same appearance as a general agent.
Q) exempts persons or entities mho perform general agent type
services for an insurance company mhen that person or entity is:

(D a subsidiary of the insurance company;

(@ the omner of the insurance company; or

(@ omned by the holding company that omns the insurance
company.

Section 46  (Page 31, Lines 1-4)

This Section includes a repeal of AS 21.27.500, on line 2.

Page 3
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CONTINUOUS LICENSE

This bill introduces a continuous insurance license for agents, brokers,
solicitors, adjusters, and general agents, rather than the current
system requiring annual renemal. il licensees, homeuer, mill stall pay
an annual fee, and failure to pay mill result iIn revocation or
suspension of the license. This change should reduce the papermork
currently handled by the Division.

Section 2. (Page 1, Lines 21-29; Page 2, Lines 1-16)

Continuous license language appears on Page 2, Lines 9-13.

Section 4.  (Page 3, Lines 3-10)

Reference to renem is removed on Lines 5 06. The change on Lines 9
0" 10 isnot substantive.

Section 5.  (Page 3, Lines 11-28)

HS 21.27.030(a)(1) is a controlled business prohibition. The substance
of this paragraph has been moved tr>Section 6. &@) isrevised to deal
mith the nem applicant. Reference w renemal has been removed.
Section 6. (Page 3, Line 29; Page 4, Lines 1-7)

This addition to RS 21.27.030 addresses the controlled business
prohibition on an exist nq license.

Section 7.  (Page 4, Lines 8-29; Page 5, Lines 1-9)

Reference to renemal remoued on Page 5, Line 6.

Page 4



CSHB 46 (RIls) (4/291/87)
Prepared 5/1/37

Section 10. (Page 6, Lines 15-29; Page 7, Lines 1-3)

Reference to date of expiration isremoved on Page 7, Line 2.

Section 12. (Page 7, Lines 26-29; Page 8, Lines 1-9)

This Section addresses licenses for vending machines that dispense
policies of personal travel accident insurance. The only change of
substance is that on Page 8, Line 3 1ivhere reference to annual
continuation and expira&ion is removed.

Section 15.  (Page 8, Lines 10-22)

The references to renemal are addressed on Lines 11-13.

Section 17.  (Page 9, Lines 15-19)

The reference to renemal appears on Line 17.

Section 18.  (Page 9, Lines 20-26)

The reference to date o* expiration is removed on Line 24.

Section 22.  (Page 11, Lines 11-27)

This Section has been completely remorked to reflect continuous
licenses. In @ and &), annual fee dates differ in some cases from
current renemal dates. Under present lam, resident licenses expire on
June 30, except for brokers, mhich expire on December 31.
Nonresident agent and brokers expire a year from issue and
nonresident adjusters on June 30. The continuation fee proposed
mould be due on all agents, solicitors, or adjusters on June 30, and all
brokers on December 31.

Page 5
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The only other substantiue change appears in &d) u/here the sur—
charge for late renewal is established by regulation. This concept is
already the case for all other fees of the Diuision of Insurance.

Section 24.  (Page 12, Lines 16-29; Page 13, Lines 1-19)

The reference to refuse to renew iIs remoued on Page 12, Line 18.
Surplus lines broker licenses are not being changed to continuous
license. This accounts for the inserted language on Lines 19 and 20.
This type of licensee is the one that prouides entry to the nonadmitted
market place and is required to post a $200,000 bond. Further,
producers of business for risk retention groups or risk purchasing
groups under the recently passed Federal law must haue this type of
license. 0Je would prefer to see how things are going to shape up
with the new Federal Ret before we recommend a change

Section 26. (Page 13, Lines 25- 29; Page 14, Lines 1-7)

References relating to renewal remoued.

Section 27.  (Page 14, Lines 8-19)

References relating to renewal remoued.

Section 2B.  (Page 14, Lines 20-29)
References relating to renewal remoued.
Section 29.  (Page 15, Lines 1-7)
Reference relating to enpiration remoued.
Section 42.  (Page 24, Lines 16-22)
Reference relating to renewal remoued.

Page 6
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FIRM / INDIUIDURL LICENSE

This portion of the bih creates a new distinction between indiuidual
licenses issued to indiuidual persons, and firm licenses issued to
associations of indiuidual licensees. Under current law, persons
operating under a fim"s license do not typically hold an indiuidual
license, but are named to act on the firm license. This renders
indiuidual accountability difficult. In some cases there isa constant
actwity on a fimm"s license file os indiuiduuls are added or deleted.

Also under current law, adjusting firms are not licensed, only
indiuiduals. We haue experienced situations where firms haue ignored
Alaska Law to the detriment of the public and indiuidual licensees
withir. the firm. This extends the accountability principle to adjusting
firms. It will yiue the Diuision of Insurance a better regulatory
auersight of the industry by requiring that euery person selling or
adjusting iInsurance contracts, whether indiuidual or firm, haue the
appropriate license.

Section ».  (r"age 4, Lines 8-29; Page 5, Lines 1-9)

This Section concerning examination of applicants for insurance
license has been changed to apply to indiuidual licensees. Since each
indiuidual s licensed it is not necessary to require that a firm be
examined. This is accomplished with insertions at Page 4, Line 10 and
Page 5, Line 3.

Section 8.  (Page 5, Lines 10-29; Page 6, Lines 1-8)
This Section addresses the qualifications for license. It has been
modified to make ttapplicable to indiuidual licensees. The language on

Page 6, Lines I and 2, auoid additional paperwork by prouiding that a
person acting on behalf of a firm is couered by the firm"s appointment.

Section 9. (Page 6, Lines 9-14)

Page 7
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This Section also addresses the qualifications for license. It applies to
firm licenses.

Section 10.  (Page 6, Lines 15-29; Page 7, Line 1-3)

The only changes of substance in this Section are found on Page 6,
Lines 22-25. The distinction between firm and curpsration is remoued.
fi definition for firm is introduced in Section 44 on Page 28, Lines
25-28. The only person to be named on a firm license will be the
principal or manager of the firm.

Section 11. (Page 7, Lines 4-25)

This Section requires thot the firm be licensed to the same extent as
persons employed by the firm. Use by a firm of unlicensed persons
who are required to be licensed is cause for reuocation or suspension.

Section 14. (Page 8, Lines 23-26)

This Section prouides that the firm broker bond couers indiuidual
broker members of the fimm.

Section 23.  (Page II, Lines 28-29; Page 12, Lines 1-15)

This Section addresses temporary licenses. It prouides for a
temporary license if the principal or manager should die. This isnot a
substantiue change.

Section 25.  (Page 13, Lines 20-24)

Since persons are no longer designated in the license to exercise Its
powers, the language has been reuised to acting on behalf of the firm.
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Section 44.  (Page 27, Lines 16-29; Page 28, Lines 1-29;
Page 29, Lines 1-29; Page 30, Lines 1-16)

Definition of "firmm" introduced on Page 28, Lines 25-28.

Section 46.  (Page 31, Lines 1-4)

AS 21.27.040(b) 1s repealed on Line 2. This is the subsection that
requires firms to designate all indiuiduals on the firm license.
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BROKER BOND

This section proposes to increase the bond required of a broker from
the current $5,000 to $10,000. The bond is available for the people of
the state. The increased bond uiill haue an increased cost, but the
amount iIs not excessive This is not a Division of Insurance proposal,
but we have no objection to It

Section 14.  (Page 8, Lines 10-22)

The increased bond amount appears on Lines 16 and 13.
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BROKER RS RGENT

Alaska currently licenses tmo kinds of insurance producer under RS
21.27, agent and broker. The agent represents an insurance company
through appointment and contract. On the other hand, the broker
represents the purchaser of insurance. It is typical for an insurance
producer to hold both types of license. R purchaser of insurance
usually does not knom, under mhich license a producer is acting. Host
Insurance producers do try to balance the interests of the purchaser
of couerage and the prouider of couerage, and some do this quite mell.
Normal ly this isnot an issue of concern, but mhen a producer becomes
insoluent or has misused trust account monies, the issue can be uery
important.

If an agent collects premium funds for an insurer, the insurer 1is
deemed to haue receiued those funds mhether they are sent to the
insurer or not. UJhen the insurer sends notice of cancellation for
nonpayment of premium, the insured need unly shorn his cancelled
check and the couerage mill be reinstated.

IT a broker misappropriates premium funds, and does not pay them to
the insurer or intermediary, and a notice issent by the company mhich
has not receiued payment, the couerages are generally not reinstated.
The Diuision has had tmo major cases of this description and a number
of smaller ones, mhere the public has been hurt. The resolution is to
prouide that mhen a broker places couerage mhich can be euidenced
by a binder, issuance of a policy, or some acknomledgement from the
Insurer or Its representatiue, then the insurer is considered to haue
receiued those funds mhether it has or not. The broker is considered
to be the agent of the company for purposes of premium collection.

An additional issue, iIs the need to haue the producer collecting funds
at the initiation of the transaction, clearly state that he iIs acting as a
broker and couerages are not bound until confirmed by an insurer, or
to return the funds to the purchaser of couerage.
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Section 15.  (Page 8, Lines 10-22)

This Section deals with the brokers® bond. One group of persons who
could be aduersely impacted wigh "agent as broker", is the wholesale
broker or general agent who in between the producing broker and
the insurance company. It is possible that they might bear the
financial brunt of this solution. Relief is offered by allowing them to
access to the brokers® bond.

Section 15.  (Page 8, Lines 27-29; Page 9, Line 1)

This Section makes clear the fact that the broker cannot bind an
insurer.

Section 16. (Page 9, Lines 2-14)

This Section establishes the concept of "broker as agent for purposes
of premium collection." (d) newly prouides that o broker may not

knowingly accept payment for couerage until that couerage 1is
authorized by an insurer.
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PRODUCER FINBNCifIL | FIDUCIARY ACCOUNTS

The Diuision has been working with the Alaska Association of
independent Insurance Agents and Brokers concerning financial
problems with some iInsurance agents and brokers and their handling
of insurance premium monies. To this end, we haue aided in
deueloping some clarifications to those sections of the insurance
code.

Agents and brokers are required to receiue insurance premium monies
in a fiduciary capacity. Unfortunately, the first sign that all is not well
with an agents® or brokers® fiduciary account is when it is too late.
One good indicator of a deueloping problem would be good accounting
records accessible by the Diuision, which are required with this bill.

The Diuision has need of tools that can be used to resoiue fiduciary
and financial difficulties at an earlier point in time. One tool is the
ability to reuiew financial summaries or detail, such as trial balance,
Income statement, journal detail, etc. in a Diuision of Insurance office
for enamination when requested. These documents would be
confidential.

The clarifications addressed in this issue coupled with the Broker as
Agent resolution should manimize protection to insurance purchasers.

Section 19.  (Page 9, Lines 27-29; Page 10, Lines 1-9)

This i1sa new requirement specifically requiring an agent or broker to
haue accounting and Tfinancial records and to maintain them in
accordance with generally accepted accounting principles. These
records are aueilable for reuiew and are confidential when iIn the
possession of the director.

Section 20.  (Page 10, Lines 10-21)

gb) contains the requirement for a premium fiduciary account. The
change clarifies the fact that other funds can not be commingled with
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it eucept as specifically permitted in Section 21

Section 21.  (Page 10, Lines 22-29; Page 11, Lines 1-10)

g0 permits a limited commingling of nonpremium funds in the
fiduciary account for specific premium related purposes. Accounting
for nonpremium funds iIs required.

8e) makes clear that the premium funds required to be iIn the
fiduciary account can not be used or represented to be asset funds.
Funds optionally permitted to be iIn the fiduciary account, such as
reserue funds are an asset of the agent or broker.

) introduces a definition for "fiduciary account."
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ALIEN TRUST DEPOSITS

This issue is considered the #1 priority legislatiue need this session
and it relates to the trust fund requirements for alien surplus lines
insurers wishing to business in Alaska. An alien insurer isone formed
under the laws of a country other than the United States.

At the present time, AS 21.34.040(c) prouides that an alien surplus
lines 1insurer must maintain a trust fund for the benefit of
policyholders in the United States in an amount not less than $3.5
million. That $3.5 million figure is scheduled to increase to $5 million
on June 20, 1987. This portion of the bill would eliminate this
scheduled increase and reduce the trust fund requirement to $1.5
million, the leuel required before June 20, 1985.

This proposal would auoid the necessity to declare as ireligible,
approuimately 95% of the alien surplus line companies doing business
in the Alaska market. There is a great deal of concern about the
reduction of auailable insurance markets for euposures in this state.
If the current language In statute were to be enforced, many insurers
who now prouide ualuable markets would be ineligible for use here.
Alaska 1is out of step with the rest of the country on this issue where
the norm 1is a deposit of $1.5 million. This proposal does not impact
the minimum capital and surplus required of alien insurers.

Section 30.  (Page 15, Lines 8-29; Page 16, Lines 1-12)
The language to accomplish the change noted aboue appears on Page

15, Lines 21-22. Other changes are not substantiue.

Section 48. (Page 31, Lines 8-9)

This Section i1san immediate effectiue date for Section 30 only.

Page 15



CSHB 46 (Rls) (4/291/87)
Prepared 5/1/87

COMMERCIRL CRNCELLRTION

RS 21.36.210 - 310 currently places a limitation on an 1insurance
company®s right to cancel in mid-term, personal lines of insurance,
such as automobile insurance or homeowners insurance. This whole
section of law deals with insurer initiated cancellations. The
insurance crisis of the past few years, accented the need that this
kind of protection should also be prouided for commercial policies.

To accomplish this, It 1s necessary to substantially rework RS
21.36.210 - 310. R number of sections haue been relocated and a
distinction made between personal insurance and business or
commercial insurance. The personal insurance limitation is unchanged
eucept that notice period has been reuised. This issue has been the
one generating the most fine tuning during the hearing process.

The business or commercial insurance notice 1is similar to those in
many states. This proposal preserues the insurers right to cancel but
does require an adequate period of notice, a statement of the reasons
for the cancellation, and requires, In most cases, that any unearned
premium bs returned to the insured before the effectiue date of
cancellation, fl notice requirement has been added for an increase of
premium at renewal or a change In couerage. Notice must be giuen
prior to eupiration.

The normal period of notice for cancellation will be 30 days for
personal lines and 60 days for commercial and business insurance
policies. Notice for nonpayment will be 20 days. Notice for special
reasons such as suspension or reuocation of license, conuiction of a
crime related to the type of couerage prouided, and material
misrepresentation will haue a 10 day noti?e. Notice of nonrenewal
will remain at 20 days for personal insurance and will be 45 days for
commercial nonrenewals.

Section 31.  (Page 16, Lines 13-24)

No substantiue change.
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Section 32. (Page 16, Lines 25-29; Page 17, Lines 1-2)

No substantiue change. This is merely a relocation of RS 21.36.300.
Reference to some exceptions has been deleted since those will be
picked up under the commercial or business definition.

Section 35.  (Page 17, Lines 3-21)

No substantiue change.

Section 34.  (Page 17, Lines 22-29; Page 18, Lines 1-9)

This Section lists the notice periods for personal insurance.

Section 35.  (Page 18, Lines 10-29; Page 19, Lines 1-29;
Page 20, Lines 1-2)

8b) of this Section establishes the notice periods for business or
commercial insurance.

0O requires the return of unearned premium prior to the effectiue
date of cancellation. If the cancellation is for nonpayment, return of
unearned premium must occur within 30 days after notice of
cancellation is giuen. Rudits on auditabie policies must also be made
before the effectiue date of cancellation and unearned premium
returned before the expiration of the policy, where the reason for
cancellation is other than nonpayment, and some specified exceptions.

lilhile this may cause some difficulty for the insurer, it should be
remembered that this speaks to an insurer initiated cancellation.
Insurers can use tentatiue or projected numbers for the period
following the notice of cancellation. They often know they are going
to cancel, so usually they can also control the audit process. The
insured with an auditabie policy iIs entitled to the same protection as
an insured with a nonauditable policy. The insurer may elect to waiue
an audit on cancellation, which is their right currently. If the Diuision
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finds that the waiuer isnot inthe insureds interest, it can require that
an audit be made under Q).

&0 prouides that the Director has the authority to order an audit
warned by an insurer under 0. This would be done when the director
belieues an insurer is acting unfairly to on insured.

&) clarifies that a reason for cancellation will be giuen in all cases.

Section 56.  (Pag™ 20, Lines 3-21)

This section prouides for a notice to be giuen of a premium increase or
of a couerage change 20 days before expiration in the case of
personal insurance and 45 days before expiration in the case of
business or commercial insurance. This doe ..ot apply to workers”
compensation insurance.

Section 57.  (Page 20, Lines 22-29: Page 21, Lines 1-12)

The notice of nonrenewal is unchanged for personal insurance at 20
days. The notice of nonrenewal for business or commercial insurance
Is 45 days. Failure to giue required notice results in continued couer.

Section 58.  (Page 21, Lines 13-22)

No substantiue change.

Section 40.  (Page 22, Lines 10-16)

This section requires that a notice of cancellation be sent to the last
known address that the insurer haue a post office receipt of mailing.

Section 41.  (Page 22, Lines 17-29; Page 23, Lines 1-29;
Page 24, Lines 1-15)
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The definition of "business or commercial insurance” 1is new. The
remainder of the changes in this Section are not substantiue. The limit
on cancellation will extend to uessels under 50 displacement tons
which will couer most of Alaska"s fishing fleet.

Section 46. (Page 31, Lines 1-4)

RS 21.36.210(c) is repealed as it is not needed.

RS 21.36.210(e) is repealed because it has been relocated in the
definition of "personal insurance” on Page 23, Lines 18-29 and Page
24, Lines 1-4.

RS 21.36.230 is repealed as it is not needed.

RS 21.36.300 is repealed because 1thas been moued to Section 32.
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PRO RRTR ON CRNCELLRT18NS

There are two basic methods of computing return premium on U
cancelled policy. In industrg parlance, these are referred to os short
rate and pro rata. Short rate is used on a cancellation initiated by the
insured and has a built-in penalty. Pro rata is used on cancellations
initiated by the insurance company and the earned portion of premium
IS proportionate to the period of couerage. The short rate method of
computation 1is often a cause for complaint because of abuse. Most
complaints deal with the size of the penalty prouision.

Short rate penalty was originally intended to reflect an expense of the
insurer that was, for the most part, beyond the insurers® control. It
also prouides some protection from seuere market disruption. The
Diuision has considered the elimination of short rate by regulation, but
authority is uague. IDe would prefer to continue some form of short
rate penalty but be able to address the abuses.

Section 59.  (Page 21, Lines 23-29; Page 22, Lines 1-9)
This Section limits the short rote penalty to 7.5% of the unearned

premium.

Section 47.  (Page 31, Lines 5-7)
This Section makes clear that this new requirement does not affect

in-force contracts, thus sidestepping potential constitutional
conflicts.
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NURSE COUERBGE

This proposal will add nurses to the list of health care professionals
who can obtain professional ligbility insurance from the Medical
Indemnity Corporation of Rlaska which was formed under RS 21.88 in
1976. This is primarily a backup action since nurses haue recently
been able to put together a national program that appears to resolue
their availability difficulties. The Diuision of Insurance has no
objection to this proposal.

Section 45. (Page 24, Lines 23-29; Page 25, Lines 1-29;
Page 26, Lines 1-29; Page 27, Lines 1-15)

"Nurse" or "nurses", is added on Page 24, Line 27; Page 25, Lines 1, 4,
12, 13, 816 and on Page 27, Line 9.
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RELQCRTION OF DEFINITIONS

Definitions in the Insurance Code (Title 21) are found In RS 21.90. In
addition, chapters contain definitions that in some cases haue a more
general application. These should be located in the general definition
chapter. The changes in this case are not substantiue, but merely

represent relocation with one enception, the definition of "firm,"
which has been already discussed on Page 8-9, under Sections 10 0~ 44.

Section 44.  (Page 27, Lines 16-29; Page 28, Lines 1-29;
Page 29, Lines 1-29; Page 30, Lines 1-16)

1), "adjuster" on Page 27, Lines 19-25, was formerly RS
21.27.510(a).

g2, “4gent” on Page 27, Lines 26-29 and Page 28, Line 1, was
formerly RS 21.27.470.

8(5), "broker™ on Poge 28, Lines 8-15, wos formerly RS 21.27.480.
), "firm" on Page 28, Lines 25-28 isnew. See discussion on Page 8,

8(13), "independent adjuster" on Page 29, Lines 3-4, was formerly RS
21.27.510(b).

(), "solicitor” on Page 30, Lines 2-5, was formerly RS 21,27.490.

Section 45.  (Page 30, Lines 17-2.9)

This Section was formerly RS 21.27.520. No substantiue change.
Section 46.  (Page 31, Lines 1-4)

RS 21.27.470, RS 21.27.480, RS 21.27.490, RS 21.27.510, fr RS 21.27.520

are repealed as discussed In Sections 44 and 45 aboue.
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ELIMINATION OF DOMESTIC TRH EHEMPTION

This 1tem proposes to terminate a tan exemption presently granted to
a domestic Alaska insurer during i1ts first fine years of existence.
There is a potential constitutional issue with continuance of the tax
exemption. In the past, large national insurance holding companies
haue taken aduantage of this feature and in some coses, there has
been a strong question about whether some of those companies were
truly domestic Alaska insurers. The Diuision of insurance has no
objection to this proposal.

Section 46.  (Page 31, Lines 1-4)

AS 21.09.210(c) 1is repealed on Line 3, eliminating the domestic tax
exemption.
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REMOURL OF OBSOLETE OR DUPHCRTIUE PROLUSIONS

The present Insurance Code was adopted In 1966. Rt the time of
adoption, there were a number of prouisions intended to preuent
disruption of, then, current actiuities. These prouisions are no longer
since some 20+ gears haue passed and the sections are obsolete.
Included in the repeal is a section that duplicates prouisions of the
ethics hill adopted bg the Fourteenth Legislature.

Section 46.  (Page 31, Lines 1-4)

RS 21.03.030, RS 21.03.040, RS 21.03.050 and RS 21.06.040 are
repealed.
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GENERAL AGENTS / MRNRGERS

Section L.
Section 2.
Section 5.

Section 46

(Page 1, Lines 9-20)

(Page 1, Lines 21-29; Page 2, Lines 1-16)
(Page 2, Lines 17-29; Page 3, Line 1-2)
(Page 31, Lines 1-4)

CONTINUOUS LICENSE

Section 2.
Section 4.
Section 5.
Section 6.
Section 7.

Section 10.
Section 12.
Section 13.
Section 17.
Section 18.
Section 22.
Section 24.
Section 26.
Section 27.
Section 28.
Section 29.
Section 42.

(Page 1, Lines 21-29;Page?2, Lines 1-16)

(Page 3, Lines 3-10)

(Page 3, Lines 11-28)

(Page 3, Line 29; Page 4,Lines 1-7)

(Page 4, Lines 8-29; Page 5, Lines 1-9)
(Page 6, Lines 15-29; Page 7, Lines 1-3)
(Page 7, Lines 26-29; Page 8, Lines 1-9)
(Page 8, Lines 10-22)

(Page 9, Lines 15-19)

(Page 9, Lines 20-26)

(Page 11, Lines 11-27)

(Page 12, Lines 16-29; Page 13, Lines 1-19)
(Page 13, Lines 25- 29; Page 14, Lines 1-7)
(Page 14, Lines 8-19)

(Page 14, Lines 20-29)

(Page 15, Lines 1-7)

(Page 24, Lines 16-22)

FIRM /7 INDIUIDURL LICENSE

Section 7.
Section 8.
Section 9.

Section 10.
Section 11.
Section 14.
Section 25.

(Page 4, Lines 8-29; Page 5, Lines 1-9)
(Page 5, Lines 10-29; Page 5, Lines 1-8)
(Page 6, Lines 9-14)
(Page 6,Lines 15-29; Page 7, Linel-3)
(Page 7, Lines 4-25)
(Page 8, Lines 23-26)
(Page 11, Lines 28-29; Pagel?, Lines 1-15)
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Section 25.

Section 44.  (Page 27, Lines 16-29; Page 28, Lines 1-29;
Page 29, Lines 1-29; Page 30, Lines 1-16)

Section 46.  (Page 31, Lines 1-4)

BROKER BOND

Section 14.  (Page 8, Lines 10-22)

BROKER RS AGENT

Section 13.  (Page 8, Lines 10-22)

Section 15.  (Page 8, Lines 27-29; Page 9, Line 1)
Section 16.  (Page 9, Lines 2-14)

Section 19.  (Page 9, Lines 27-29; Page 10, Lines 1-9)
Section 20.  (Page 10, Lines 10-21)

Section 21. (Page 10, Lines 22-29; Page 11, Lines 1-10)

ALIEN TRUST DEPOSITS

Section 30. (Page 15, Lines 8-29; Page 16, Lines 1-12)
Section 48.  (Page 31, Lines 8-9)

COMMERCIAL CANCELLATION

Section 31.  (Page 16, L nes 13-24)

Section 32.  (Page 16, L nes 25-29; Page 17, Lines 1-2)

Section 35.  (Page 17, L nes 3-21)

Section 54.  (Page 17, L nes 22-29; Page 18, Lines 1-9)

Section 55.  (Page 18, L nes 10-29; Page 19, Lines 1-29;
Page 20, L nes 1-2)

Section 56.  (Page 20, L nes 3-21)

Section 37.  (Page 20, L nes 22-29; Page 21, Lines 1-12)
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Section 40. (Page 22, Lines 10-16)

Section 41. (Page 22, Lines 17-29; Page 23, Lines 1-29;
Page 24, Lines 1-15)

Section 46. (Page 31, Lines 1-4)

PRO RRTR ON CANCELLATIONS

Section 59.  (Page 21, Lines 23-29; Page 22, Lines 1-9)

Section 47.  (Page 31, Lines 5-7)

NURSE CQUERRGE

Section 45.  (Page 24, Lines 23-29; Page 25, Lines 1-29;

Page 26, Lines 1-29; Page 27, Lines 1-15)

RELOCRT1ON OF DEFINITIONS

Section 44.  (Page 27, Lines 16-29; Page 28, Lines 1-29;
Page 29, Lines 1-29; Page 30, Lines 1-16)

1), "adjuster" on Page 27, Lines 19-25, mas formerlg RS
21.27.510(a).

g2, "agent" on Page 27, Lines 26-29 and Page 28, Line 1, mas
Tformerly RS 21.27.470.

80), "broker" on Page 28, Lines 8-15, mas formerly RS 21.27.480.
@), "firm" on Page 28, Lines 25-28 isnem. See discussion on Page 8.

8(13), "independent adjuster” on Page 29, Lines 3-4, mas formerly RS
21.27.510(b).

(), "solicitor" on Page 30, Lines 2-5, mas formerly RS 21.27.490.
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Section 45.  (Page 30, Lines 17-29)
Section 46.  (Page 31, Lines 1-4)

ELIMINATION OF DOMESTIC TRH EHEMPT1DN

Section 46.  (Page 31, Lines 1-4)

REMOURL OF OBSOLETE OR DHPLICFITIUE PROUISIONS

Section 46.  (Page 31, Lines 1-4)
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Prepared bg Alaska Division of Insurance
Date: 5

This e{) gosal encompasses about 13 insurance |%stres in one "omnibus" bill on
Insurance Issues. Most of the items contained In the bill have, at one time or another,
been requested by the Division. The Division supports this legislation.

GENERALAGENTS/ MANAGERS

Thrs Issue elrmrnates contusron with AS 21.09.280, which currently attempts to distinguish

between "general agents" oare required fobe licensed and “managers” who aré’ not
The distinct ron Isdifficult to apply, since definition is unclear. The bill réquires all general
agents tobe rcensed and lists specific exceptions.

CONTINUOUS LICENSE

This bill introduces a contrnuous Ircense for %ﬂents brokers solrcrtors adjusters, and
?eneral agents, to.replace annual renewal. |censees will pay an annual fee with
aillure to pay resuiting in revocation, or suspension of license. Thrsc ange should reduce
the paperwark handled by the Division.

FIRM / INDIVIDUAL LICENSE

This portion of the hill creates a new distinction between individual licenses jssued to
mdrvrdua\INPersons and firm licenses. 1ssued to assoclations of individual licensees.
License will be re%urred for all rndrvrduals to provige Individual accountability. ~This
Prrncrﬁlewrllasob extended to ad rustrng Irms. We have experienced situatiors where
|rrtrrr]s t%vef ignored Alaska Law to the détriment of the public and individual licensees
within the firm.

BROKER BOND

This section proposes to increase the bond requrred of a broker from the current $5,000 to
$10,000. Thebond isavailable for the people’ofthe state. The increased bond will have
an Increased cost, butthe amount is notexcessive.

BROKERASAGENT

Alaska currently Ircensestvvokrndso msurance producer, agent and broker, The agent
represents an msurance compa ¥t rough apporntment an contract The broker does
not Producers typically hold hoth types of license. A purchaser of insurance usually
does not know which license is being used. This really becomes a concern when a
producer becomes insolvent or has misused trust account monies.
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This proposal provides thatwhen a broker places coverage which can be evidenced by a
binder, “issuance of a pollcly, or some acknowledgement from the insurer or “its
representative, then the insurer is considered to have received those funds whether it
has or notThe broker is considered to be the agent of the company for purposes of
premium collection,

PRODUCER FINANCIAL/ FIDUCIARY ACCOUNTS

The Division has been working with the Alaska Association of Independent Insurance
Agents and Brokers concerning financial problems with some insurance _agents ana
brokers and their handling of InsUrance prermium monies, Unfortunately, the firstsign that
all is notwell with an ai[gents or brokers" fiduciary account, inwhich he fequired to receive
all premium, iswhen If1s too late. One good indicator ofa developing problem would be
?ood accounting records accessible b,}/ e Division, which are requiréd with this bill. This
00l coupled with other items in this bill should maximize public protection.

ALIEN TRUST DEPOSITS

This issue is qur #{ priority legislative need this s?_ssio_n and itrelates to the trust fund
requirements for alien surplusTines insurers. An alien Insurer Is one formed under the
laws of anather country.

Statute now requires that an alien surplus lines insurer maintain a frust fund for_the
enefit of policynolders inthe United States inan amount not less than $3.5 million. That
3.5 million figtire 1s scheduleq to Increase to $5 million on June 20, 1987. This portion of

the bill would eliminate this scheduled ncrease and reduce the trust fund requirement to

$1.5 million, the level required by the other 49 states.

This proposal would avoid the necessity fo declare.as ineli?ible, approximately 95% of
the alien surplus line, companies doing business in the Afaska market, with resultant
reduction of available insurance markets for exposures inthis state.

COMMERCIAL CANCELLATION

The Insurance crisis of t‘]e p?st few'}gears, accented the neeﬁ tq provide some kind o[
Brotectlon Tor commercial policies. This proposal preserves the nsurers rignt to cance
ut d?es_ reqwﬁ an adequate period of notice, a statement of the reaSons for the
cancellation, and requires, In most cases, that any unearned premium be returned to the
Insured before the etfective date of cancellation. " A notice requirement has been added
for an Increase of premium at renews. | or a change incoverage. Notice must be given
prior to expiration.
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PRO RATA ON CANCELLATIONS

There are two hasic methods of computing return premium on a cancelled policy, which
are refemed toas pro rata and shortrate. Pro rata is used on cancellations intiatéd by the
Insurance company and the eamed portion of premium  is proportionate to the period of
coverage. Shart rate Is used ona cancellation Initiated by the insured ana has a built-in
penalty The short rate method of computation is often a cause for complaint because of
abuse. Mostcomplaints deal with the size of the penalty provision. This proposal places
a reasonable limiton the size of the penalty.

NURSE COVERAGE

This proposal will add nurses to the list of health care professionals who can gbtain
professional liability insurance from the Medical Indemnity Corporation.of Alaska. This is
primarily a backup’since nurses. have been able to put together a national program that
resolves their availability difficulties.

RELOCATION OF DEFINITIONS

Definitions_ in the Insurance Code (Title 21) are found In AS 21.90.  Inaddition, chaPters
contain definitions that Insome cases have a more general application. These should be
located Inthe general definition chapter. The changes inthis case are not substantive.

ELIMINATION OF DOMESTIC TAXEXEMPTION

This item P,ropose,s to terminate g tax exemption Ipre,sentl granted to a domestic Alaska
Insurer during itsfirstfive years of existence. There Isa potential constitutional Issue with
continuance of the tax exemption.

REMOVAL OF OBSOLETE OR DUPLICATIVE PROVISIONS
The present Insurance Code was adopted in 1966. A number of provisions intenced to
prevent disruption of activities still remain in statute. These provisions are now obsolete.

Included inthe repeal is a section that duplicates provisions of the ethics bill adopted by
the Fourteenth Legislature.
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AMENDMENT #1
RLTERNRT1DE#1
By Diuision of Insurance

[10n Page 16, Lines 13-29
Page 17, Lines 1-29
Page 18, Lines 1-10

Delete all language (Sections 31-33)

10n Page 18, Lines 11-15
Rewrite Section 34 to read:

"Sec. 34. RS 21.36.120(a) isamended to read:

(@ R property, casualty, or surety insurer [OR ITS EMPLOYEE OR
REPRESENTRTIUE, OR RN RGENT, OR SOLICITOR Jmay not pay, allow, giue,
or offer to pay, allow or giue, directly or indirectly, as an inducement
to insurance or after insurance has been effected, a rebate, discount,
abatement, credit or reduction of the premium named in the policy of
insurance, or a special fauor or aduantage in the diuidends or other
benefits to accrue thereon, or any ualuable consideration or
inducement, not specified in the policy, encept to the entint prouided
for in an applicable filing with the director as prouided by law. Rn
agent or broker may giue a rebate on a property, casualty, or surety
insurance, prouided the rebate results only in a reduction of the
commission due the agent or broker and does not reduce the amount
or type of Insurance couerage.

10n Page 26, Lines 23-29

Delete all language (Section 46)

10n Page 27, Lines 8-13

Delete all language (Section 48)
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[10n Page 33, Line 25

Change "52" to H47"

10n Page 33, Line 27

Change “52" to "47"

[1Renumber Sections as appropriate

Explanation:

This alternatiue is basically that discussed as the conceptual objectiue
sought by the House Judiciary Committee on 4/23/87. It permits
rebate by property and casualty agents and brokers but not by
insurers. It continues the present rebate prohibition for life, annuity,
disability, and title insurance.
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AMENDMENT#!

RLTERNRTIUE #2
By Diuision of Insurance

[10n Page 16, Lines 13-29
Page 17, Lines 1-29
Page 18, Lines 1-15

Delete all language (Sections 31-34)

10n Page 26, Lines 23-29

Delete ail language (Section 46)

10n Page 27, Lines 8-13

Delete all language (Section 48)

[10n Page 33, Line 23

Delete "RS 21.36.120(b)"

10n Page 33, Line 25

Change "52" to "46"

10n Page 33, Line 27

Change 52" to "46"

[1Renumber Sections as appropriate
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Explanation:

This alternatiue remoues the rebate repeal from the hill. This general
issue Is controuersial and the impact of the change It represents
should be giuen a good deal more thought. Our principal concern is the
impact on competition in the smaller communities and the opportunity
presented mith this legislation to the larger brokerage houses to
monopolize business.
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RMENDMENT #1
RLTERNRTIUE #3
By Diuision of Insurance

[10n Page 16, Lines 13-29
Page 17, Lines 1-29
Page 18, Lines 1-10

Dolete all language (Sections 31-33)

[10n Page 18, Lines 11-15
Rewrite Section 34 to read:

"Sec. 34. RS 21.36.120(a) isamended to read:

(@ Ml property, casualty, or surety insurer [ OR ITS EMPLOYEE OR
REPRESENTRTIDE, OR RN AGENT, OR SOLICITOR 1may not pay, allow, giue,
or offer to pay, allow or giue, directly or indirectly, as an inducement
to insurance or after insurance has been effected, a rebate, discount,
abatement, credit or reduction of the premium named in the policy of
Insurance, or a special fauor or aduantage iIn the diuidends or other
benefits to accrue thereon, or any ualuable consideration or
inducement, not specified in the policy, except to the extint prouided
for in an applicable filing with the director as prouided by law. Rn
agent or broker may giue a rebate on a property, casualty, or suretu
Insurance, prouided the rebate

(1) results only In a reduction of the commission due the agent
or broker:

(2) does not reduce the amount or type of iInsurance couerage:
and.

() applies only to an insured with insurance premium in excess
of $50.000 per gear.

[10n Page 26, Lines 23-29

Delete all language (Section 46)
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10n Page 27, Lines 8-13
Delete all language (Section 48)
10n Page 33, Line 25

Change "527%o0 "47"

[10n Page 33, Line 27

Change *527%o0 "47"

[JRenumber Sections as appropriate

EHPlanation:

This alternative 1is similar to that discussed as the conceptual
objective sought by the House Judiciary Committee on 4/23/87. It
permits rebate by property and casualty agents and brokers but not
by insurers. It continues the present rebate prohibition for life,
annuity, disability, and title insurance. The difference betmeen this
alternatiue and alternatiue #1, is that the rebate prohibition mould
only be lifted on those cases mhere the premium is iIn encess of
$50,000.
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March 23, 1987

Rep. John Sund
P.O. Box V
Juneau, AK 9981l
Re: HB 46

Dear Representative Sund;

| wish to express my support for HB 46. As a
Family Nurse Practitioner and a Certified Nurse
Midwife | would like to be able to provide my ser-
vices to all clients and be fairly reimbursed.

Sincerely,
Georg Ann Beckwitt R.N.C., M.S.

Certified Nurse Midwife
Family Nurse Practitioner



Pouch V
Juneau,Alaska 99811
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Labor and Commerce Committee

Phone:
(907)465-3892

March 24, 1987

M EMOURANDUM

To Members, House Labor and Commerce Committee

From Representative Dave Donley, Chair

House Labor and Commerce Committee

Re Proposed CS HB 46 (L&C) W .0.#5-0306L

A new proposed CS for HB 46 (L&C), dated March 23, 1987, is in

your Committee folder.

The proposed CS reflects numerous technical changes from the

previous CS that were agreed on by the House Labor and

Commerce Subcommittee on HB 46.

The Subcommittee agreed that the following issues should be

brought before the full Committee for consideration in

preparing a final CS. They are:
1. Notice of Cancellation. HB 46 requires 60 days
notice of cancellation on commercial and personal
insurance. Representatives from the insurance industry
ask that we reduce that time. The prime sponsor of HB 46
asks that we leave the section as it is.
2. M ailing Address for Notice of Cancellation. HB 46
requires an insurance company to send notice of
cancellation to the address shown on the policy. |
believe we should require more effort on the part of the
insurer to make sure the notice of cancellation actually
reaches the insured.
3. 10 Day Notice of Cancellation. The Division of
Insurance suggested amending AS 21.36.220 to allow
insurers to cancel a personal insurance policy with only
10 days notice under circumstances listed under AS
21.36.215(a) subparagraphs 1 through 3.
4, Correct technical errors. Page 27, line 6 defines
"nurse" for the purposes of this section. "Nurse" is



already defined in current law, AS 21.77.900(121), so this

language is unnecessary.
In addition to technical changes, the Subcommittee agreed on
some substantive changes that are incorporated in the CS
before you today. They include:

1. Restoring the bonding requirement to $5,000, as in

current law.

2. A separate effective date for sections dealing with
the Alien Trust Fund.

3. Requiring insurers to obtain a receipt to show proof
of mailing and making the receipt presumptive evidence of
having met the notification requirements.



To: Members of the House Judiciary Committee

From: American Insurance Association, Tom Slagle
Date: April 8, 1987
Re: HB46

The American Insurance Association, representing 171
property-casualty insurance companies in the United States today,
supports legislation on cancellation and non-renewal of
commercial insurance policies that w ill both provide reasonable
protection for commercial insurance consumers, and provide
companies with the flexibility they neeu to react to changes
affecting individual risks.

There are several changes the AIA would urge you to
consider, and which we w ill be actively encouraging. Among these

concerns:

Sec 34: We support this section limiting the grounds
on which an insurer may cancel a business or commercial policy.
We would lik e to suggest an additional reason. This would be
violation of material policy terms and conditions by the insured.
As basic matters of contract law and equity, companies ought to
have the explicit authority to cancel or non-renew policies where
the insured has violated any material term or condition other
than those already specified in the section.

Sec. 35: We have four suggestions for changing this
section on cancellation notice for personal policies: (1) This
notice (as well as every other notice required to be sent to
insureds) should be sent not to the address shown in the policy,
but rather to the insureds' address last known to the insurer.
The "last known address" w ill always be as current, and wusually
more so, than the address on the policy; (2) The advance notice
should be reduced from 60 days to 30 days (except in those <cases
already indicated with shorter notice periods). A 60-day period
may be appropriate for commercial lines of insurance because of
the larger, or more unusual, risks involved:; a 30-day period is
more than adequate, however, for persons to obtain personal lines
of coverage,; (3) I'n the event that an insurer provides this
notice less than the required number of days in advance (but
s till at some point before the policy is to expire), the
cancellation should not be effective wuntil the required number of
days has passed; in other words, the notice period should "roll"

past the expiration date. This ensures that insureds w ill always



Memorandum to Members of the House Judiciary Committee
April 8, 1987
Page Two

have at least the minimum period of time to shop around for
coverage if their policy is cancelled; it requires insurers to
extend coverage even beyond what would have been the cancellation
date until the full notice period has been met; and it also
protects insurers from having to provide a full year (or other
term) of additional coverage merely because of a technical error.

Sec. 36: We have several of the same concerns on this
section, dealing with cancellation notice on commercial lines:
(1) Again, there is the problem of the address to which the
notice should be mailed; (2) We can live with the 60-day notice,
but only if there is a "rolling"™ provision, as described above;
(3) The requirement that notices be mailed by "certified mail”
should be dropped. California and other states that have imposed
“"certified mail"™ requirements on various notices have quickly
learned they create many problems and do not improve the quality
of notice. First, each consumer must individually go to the post
office, wusually during business hours, to get the letter, and
many consumers object to this imposition. Second, many consumers
fear that only bad news comes in such letters and refuse to
acknowledge their receipt (especially those consumers with

financial problems). In fact, more political pressure to drop
the certified mail requirement has come from consumers than
insurers; and (4) The time periods in subsection (c) are un-
realistically short especially where audits are required for
return of unearned premiums in the event of cancellation. The

specified periods of time are not practically reasonable.

Sec. 37: We would have several suggestions for this
section on non-renewal: (1) Again, the notice should be sent to
the last known address of the insured; (2) Again, a "rolling:
provision should be added, and coverage for any period of time
that extends beyond the expiration date should be determined
pro-rata, based on the previous year’s rate; (3) The time periods
should be no longer and ideally, should be shorter for both
personal and commercial lines than the notice periods for can-
cellation. As a practical matter, the factors involved in
non-renewal take longer to evaluate than those in cancellation;
(4) Insurers should also be required to provide similar notice of
premium increases, changes in deductibles, or reductions in
limits or coverages. These changes, arguably, can have the same
effect as non-renewal, and should be provided to consumers.

TJS:mb:dd: 11



April 14, 1987

Mr. Robert H. Ziegler, Sr.
127 N. Franklin
Juneau, AK 99801

Dear Bob,

| am an insurance broker specializing in aircraft insurance for all

types of Alaskan aviation risks. A copy of the Committee Substitute
for House B ill 46 (3/30/87) was sent to London for carrnent as to

how it would effect London Underwriters treatment of Alaskan aviation
risks. The reply included "The return of return premium prior to the
effective date of cancellation is quite onerous..." and that "The
London Market w ill not give coverage on this basis..."

The London insurance market is virtually the only source of aircraft
insurance in the state of Alaska. Clearly if this b ill is passed,
aircraft insurance in Alaska would not exist as we know it today.

It is entirely possible it would not be available at all.

In a broader view, it is my opinion that this is a bad b ill and that
it should not be passed. The b ill would significantly change the
method by which insurors conduct business and that almost certainly
Alaska would loose certain companies presently doing business here.
Why should they cornut capital to Alaska where they would be required
to submit to such one-sided contracts of insurance?

As a legislative committee member for the Alaska Independent Insurance

Agents and Brokers Association | am writing to express my desire that
you do everything in your capacity to k ill this bill.
PJD /ss

cc: Mr. Pat Cowan
AllIAB
P.O. Box 1547
Soldotna, AK 99669

1400 Benson BKd.. Suiie 410 Anchorage. Alaska 99503
Phone: (90")2"M825
FAX: (907)272-522?



INSURANCE cCoMbANY'
A policy ol service and protection
AVENDVENT #2

April 10, 1987

m m
Mr. Donald Koch APR.| 31987
State of Alaska
Division of Insurance
Pouch D
Juneau, AK 99811
Re: House Bill 46
Dear Don:
We are still concerned with the section of House Bill 46 that deals

with short rate penalties for cancellation. After a review of the
short rate tables filed by the National Council on Compensation
Insurance, we have to agree that there is a problem. On the other
hand, the Insurance Services Office short rate cancellation rule is
fair and | doubt that there have been any complaints filed over the
result of this approach.

The rule states "Compute return premium at .90 of the pro rata
unearned premium and round to the next higher whole dollar.” A ten
percent penalty does not seem unreasonable.

Our suggestion is that Section 21.36.255, Premium Refund, be rewrit-
ten as follows:

r

(a) If an insurance policy is cancelled', rejected, or rescinded
by the insurer or the insured, the insurer shall refund the
unearned premium paid to the insured. T-a insurer may not
provide a penalty for raid-term cancellation of a policy by
the insured that is more than ten (iO) percent of the
unearned premium and the premium charged may not be more
than that provided by the rating plan of the insurer for
that coverage.

Don, we feel this is a reasonable compromise and will contribute to
a more stable insurance marketplace.

Very truly'yours,

/

Carl L™ Anderson
Executive Vice president

CLA:hm

7001 Jewel Lake Road + Anchorage. Alaska 99502 ¢ Telephone (907) 248-2642 + Telex (090) 25~:56
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REPLY TO JUNEAU

April 29, 1987

Representative Mike Navarre
Alaska State Legislature

P. 0. Box V

Juneau, Alaska 99811

Re: House B ill 46
Our File No. 30-213 and 220-92

Dear Representative Navarre:

| am writing to you on behalf of my clients, State Farm
and Allstate Insurance Companies to reiterate their continuing
concerns as expressed in my testimony before the House Labor
and Commerce and Judiciary Committees regarding House B ill
46 .

State Farm and Allstate Insurance Companies are deeply
concerned about the extended time periods for notice of
cancellation and non-renewal that House B ill 46 would impose.
Currently, an insurer must give twenty days' notice of
cancellation on personal lines of insurance. The original
sponsors' version of HB 46 increased this to thirty days.
That increase we would not vehemently oppose. However, with
little reasoning expressed, the House Labor and Commerce
Committee increased the period to sixty days. That increase
we strongly oppose as well as the sixty day notice period HB
46 imposes on commercial lines.

Our <clients believe the 60 day periods are unnecessary
and unduly increase an insurer's exposure on bad risks,
thereby inviting high cost claim s, the cost of w hich w ill
ultimately be borne by all policyholders. It must be
remembered that only in certain, statutorily specified
instances can an insurer even exercise its right to cancel
personal lines. Reasons such as gross negligence of the

insured and uninsurability of the property for either personal
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. ATTORNEYS AT LAW
Rep. Mike Navarre

April 29, 1987

Page 2

or commercial lines would still require sixty days' notice of
cancellation. These are clearly warranted, justifiable
reasons for cancelling a policy and to require an insurer to
stay on these bad risks for sixty days is unduly onerous.
This is likewise true of the forty-five day notice of
non-renewal for commercial lines.

We recognize that the competing interests of the
insurer in minimizing its exposure on a bad risk and providing
the insured with adequate time to make other insurance
arrangements must be harmonized. We believe imposing a thirty
day notice of cancellation requirement for personal and
commercial lines and a thirty day notice of non-renewal for
commercial lines strikes the balance between these competing
interests. It is disadvantageous to all policyholders to
require the insurers to remain on a bad risk for extended
periods of time as wultimately, all will bear the costs of the
claims incurred as a result of these bald exposures.

On behalf of our clients, we respectfully request that
House B ill 46 be amended to address these concerns.

Please contact me if | may provide additional

information or answer any questions.

Sincerely,

HUGHES, THORSNESS, GANTZ,
POWELL & BRUNDIN

Donna P. Walker

DPW/mh
1743A



ALASKA CHAPTER OF THE AMERICAN COLLEGE OF NURSE-MIDWIVES
BOX 9616 HILAND ROAD
EAGLE RIVER, ALASKA 99577
June 19 1987

Rep. John Sund
Alaska State Le%lslature
P.0. Box V (MS 3100)
Juneau, Ak 99811

Dear Representative Sund:

On behalf of the Alaska Chapter of the American College of
Nurse-Midwives, | want to thank You for your efforts on behalf of HB 46
g\n Act Relating to Regulation of Insurance; and Providing for an Effective
ate ). We understand that the bill has been signed b{/lthe governor. We
will now be contacting the Division of Insurance and MICA regarding our
participation in the program.

Sinceyely,
e

Pat Crevensten, CNM Secretary




. HOUSE COMMITTEE REPORT
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Date referred: 1/ 19/87 FURTHER REFERRALS: Judiciary
DATE:
The Labor & Commerce Committee has considered HB 46
"An Act relating to insurance agents and brokers; and providing for an

effective date."

RECOMKEITDS:

[ ! replace with rit C A \y flv the same title

[V/] a new title
[ 1 attached amendment(s)
do pass

do not pass

no recommendation

individual recommendations
additional referral to the Committee
ADOPTS: [ ] letter of intent

ATTACHES KKrT FISCAL NOTE(s)

[ ] fiscal impact [ ] same as previous fiscal note
[ ] zero fiscal note published
[ ] zero with analysis [ ] same as previous zero fiscal

note published

SIGIUEG DO PASS: SIGHING OTHER RECOI4KEIIDAT10KS.
w \ \Y
I--, I\ / | l«/>AA 0 °‘Ci ~1i6 [IjL> ,

2 /]
-ir.

Chairman®s signature
/



STATE OF ALASKA 1987 LEGISLATIVE SESSION

FISCAL NOTE
Dill Version : CSHB 46 (L&C)

REQUEST: Rublish Date:HOUSE 3/30/87
Revision Dale: Agency Affected: Div- of Insurance-DCED
Tide: An Act relating to insurance; BRU -

and providing for an effective date.

Sponsor: Navarre,Sund,hwacShammer Components :

Reqestor T House Labor & Commerce

EXPENDITURES/REVENUES: (Thousands of Dol lars)
OPERATING FY 87 FY 83 FY 89 FY 90 FY a1 FY 92

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES

EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0 0 0 0 0 0

CAPITAL 0 0 0 0 0 9

REVENUE 0 0 0 0 0 9

FUNDING: (Thousands of Dollars)

GENERAL FUND

FEDERAL FUNDS

OTHER

TOTAL 0 0 n n 9 0

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS : Atach asgarate page ifrecsssary)

Phone: 465-2515
Division : Date: W MM -

Approved by Date:
Agency:
Distributian  (by preparer ):

Legislative Finance

Legislative Sponsor

Requestor

Office ofManagement and Budget

Inpected Agoncy(iics)

Serate Seoretary





