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STATE OF ALASKA BILL VERSION:
1990 LEGISLATIVE SESSION PUBLISH DATE: HOUSE 1/26/90

FISCAL NOTE

REQUEST:
Revision Dale: Am»nrv AfTr<-trvi-  Commerce & Econ. Oeyv,
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Original sponsor(a): LABOR U COMMERCE COMMITTEE

Il THE HoOuSE BY THE LABOR (, COMMERCE COMMITTEE
CS FOR HOUSE BILL NO. 355 (LSC)
IN TiiE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION
A BILL.
For an Acc entitled: "An Act relating to 1insurance premium taxes; and
providing foran effective dace."
?E IT ENACTED 3Y THE LEGISLATURE OF TIIE STATE OF ALASKA:
* Section 1. AS 21.09.210(b) is repealed and reenacted to read:
(b) Except for a hospital and medical service corporation,

April 1 of each calendar year, an authorised 1insurer, or formerly
authorised insurer with respect to premiums received while fin autho—
rized insurer in this 3tace, snail pay to the director a tax on gross
premium income received during the preceding calendar year for insur—
ing property or risks resident, located, or to be performed in the
state at the rate of 2.7 percent. By April 1 of each calendar year, a
hospital and medical service corporation shall pay to the director a
tax on gross premium income received during the preceding calendar
year for health care insurance at the rate of six percent of gross
premium income less claims paid. In computing r.he tax due under this
subsection, an insurer may deduct i1rom gross premium income applicable
cancellations, returned premiums, the ur.absorbed portion of any de—
posit premium, all poiicy dividends, unubsorbed premiums refunded to
policyholders, refunds, savings, savings coupons, and other similar
returns paid or credited to d policyholder. A deduction from gross
premium 1income may not be made for the cash surrender value ci ¢
policy. Consideration received for an annuity contract may not bo
considered gross premium income and IS not subject to ts>: i1mposed bv

this subsection. The director nay adopt regulations that require tax
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payments jo made on other than an annual basis.
* Sec. 2. AS 21.09.210 1is amended by adding a new subsection to read:

a) The commissioner of administration shall separately account
for premium taxes <collected by the division of 1insurance <chat the
division deposits in the- general fund. The annual estimated balance
in the account tray be appropriated by the Jlegislature to the Alaska
medical malpractice matching fund under AS 21.3R.310.

* Sec. 3. AS 21.33.055(Ca) 1is repealed and reenacted to read:

(a) Except for a premium received for lawfully procured surplus i

lines insurance or a premium received for independently procured

insurance on which a tax has oeen paid under AS 21.33.061, a premium,

membership fee, assessment, or other consideration received for 1incur-

Ll -y

ar>ce i1ssued by a uonadmitced 1insurer 1is subject to the tax 1imposed on
insurers ocher than hospital and medical service corporations under
AS 71.09.110(b). Insurance on subjects resident, loeateo, or to bo
performed in this state procured through negotiation or application,
in whole or 1in part occurring in or out of this state, or for which
premiums in vnole or 1in part are remitted directly or indirectly from
in or ouc of this state, shall be considered to be insurance procured,
continued, or vrenewed 1in this state. Oon default of d nonadmittad
insurer in the payment of the tax, the insured shall pay the tax to
the director as required under A3 21.09.210(h), If the tax 1imposed
under this subsection 1is not paid when due the Lax shall ba increased
by a pemilty of 25 percent and by an additional penalty not to exceed
3I1CO a day from the data the payment was due to the date paid.
* Sec. 4. AS 71.33.061(c) La repealed and reenacted to read:

©) A premium, membership fee, assessment, or other considera-
tion received for insurance issued by c r.onadrnitted insurer 1is subject
to the tax imposed on insurers other than hospital and medical service.

CSKS 355(L&C) v

CCMMTTEE COPY



*

*

corporations under A3 21.09.210(b).
Sec. 5. AS 21 .33.061 (e) 1is amended to read:

(e) 1£ the insured fails to withhold fVYON the premium the amount
of tax levied, the insured is liable tor the amount and shall pay the
tax to the* director as required under AS 21.09.210(b) [WITiiIN THE TIME
STATED 1IN (c) OF THIS SECTION]. IT the tax imposed under (PRESCRIBED
BY] thi* section 1is not paid when due (WITHIN THE TIME STATED In (c)
OP* THIS o0aCTIOH], the tax snail hi* increased by a penalty of 25 per—
cent and by (THE AKOUNT OF] an additional penalty not to exceed $100
par day from the date the payment was due to the date paid.

Sec. 6. AS 21.66.110 1is repealed and reenacted to read:

insurance company shall pay the tax 1imposed on insurers other chan
hospital and medical service corporations under AS 21.09.210(b) on
grosa premium income received during the calendar ™ar.

Sec. 7. AS 21.33.060 1is repealed and reenacted to read:

by the corporation for 1insurance 1issued under this ciiapter ia exempt

from taxation.

Sec. 9. APPLICABILITY. This Act applies to insurance policies that

Sec. 10. Section 2 of this ACt cakes effect uu the effective dace of

an Act establishing the Alaska medical malpractice matching fund.
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CSHB 365 (L&C): "An Act relating to imposition of a uniform
insurance premium tax; and providing for an
effective date.

While this department is neutral on the subject of tax level, we do support this
proposed legislation due to its effect on the Division of Insurance. The Act
substantially makes the rate of insurance premium tax uniform at 2.7% and
provides for a common method of computation. This simplifies the application
and calculation ofthe tax as well as the collection ofthe tax.

The Division of Insurance now has a number of sources with which to confirm
taxes based on gross premium income. It does not have a practical means to
determine or confirm taxes based on gross underwriting profit, the method
currently used on some wet marine and transportation insurance placements.
Except for hospital and medical service corporations, tax would be uniformly
applied to gross premium income.

Presently, there are eight different tax rates in the insurance code involving at
least three different methods of calculation with resultant variety of the forms
utilized to aid in the proper calculation of the appropriate tax. This legislation
would allow the Division of Insurance to operate more efficiently in its tax
collection role by consolidating the rate and method of taxation.
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HOUSE LABOR AND COMMERCE COMMITTEE

ALASKA STATE LEGISLATURE P.0. BOX Y, JUNEAU 99811
(907)465-3892

November 23, 1989

MEMORANDUM
To: Members, House Labor and Commerce Committee

From: Representative Dave Donley, Chair
House Labor and Commerce Committee

Re: HB 355 - Uniform Premium Tax

HB 355 establishes a uniform premium tax of 2.7 percent for insuring
property or risks located in Alaska.

The premium tax is one of the largest sources of revenues to the state,
generating between twenty and twenty-eight million dollars a year. The
complexity of the current statute and the differences between the rates
paid by various insurers makes collection and regulation of the premium tax
needlessly difficult for the Division of Insurance. HB355 will make it
easier for the Division to collect the premium tax and to regulate the
industry.

Property/casualty and life/disability insurers already pay a 2.7 percent
premium tax. A uniform premium tax will generate an estimated
$1,728,416.00 additional general fund dollars per year by making the tax
rate for hospital and medical service corporations, wet marine and
transportation insurance, independently procured insurance and title
insurance companies consistent with the rate other insurers pay.

There 1is a proposed committee substitute in your file that incorporates
amendments requested by the Division of Insurance (see attached analysis
and fiscal note). Jim Jordan, Acting Director of the Division of Insurance
will be present to testify and answer questions at our November 28 hearing.
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Insurance Premium Tax Rates by State

State P&C Wet Marine Fire Other Total
Tax Tax Marshall Fire Tax
AL 4.00 GP 4.00 GP None None 4.00
AK 2.70 GP 0.75 Pr None None 2.70
AZ 1.70 GP 1.70 GP 0.20 + None 1.90
AR 2.50 GP 0.75 Pr None None 2.50
CA 2.35 GP 5.00 Pr<3) None None 2.35
Co 2.25 GP 2.25 GP None None 2.25
CT 2.00 GP 5.00 Pr(3) None None 2.00
DE 1.75 GP 5.00 Pr(3) None None 1.75
DC 2.00 GP 2.00 GP None None 2.00
FL 2,00 GP 0.75 Pr 0.63 + None 2.63
GA 2.25 GP 2.25 GP None 2.50 4.75
HI 4.28 GP 0.88 Pr None None 4.28
1D 3.00 GP 3.00 GP None None 3.00
IL 2.00 GP 2.00 GP 1.00 f 2.00 5.00
IN 2.00 GP 2.00 GP 0.50 1incl None 2.00
1A 2.00 GP 6.50 Pr<3) None None 2.00
KS 2.00 GP 2.00 GP 1.25 f 2.00 5.25
KV 2.00 GP 2.00 GP 0.75 + None 2.75
LA 1.85 GP 1.85 GP 1.25 f 2.25 5.35
ME 2.00 GP 2.00 GP 0.75 + None 2.75
MD 2.00 GP 2.00 GP None None 2.00
MA 2.28 GP 5.70 Pr(3) None None 2.28
M1 2.35 GP 2.35 GP None None 2.35
MN 2.00 GP 5.00 Pr(3) 2.00 f 2.00 6.00
MS 3.00 GP 3.00 GP 0.50 + None 3.50
MO 2.00 GP 2.00 GP None None 2.00
MT 2.75 GP 2.75 GP 0.75 f 1.25 4.75
NE 1.00 GP 1.00 GP 0.75 + None 1.75
NV 3.00 GP 3.00 GP None None 3.00
NH 2.00 GP 5.00 Pr None None 2.00
NJ 2.00 GP 5.00 Pr(3) None None 2.00
NM 3.00 GP 3.00 GP None None 3.00
NY 2.60 GP 2.60 GP 1.25 i None 3.8£
NC 2.50 GP 2.50 GP 1.00 } 0.50 4.00
ND 2.50 GP 2.50 GP None None 2.50
OH 2.50 GP 2.50 GP 0.75 + None 3.25
0K 4.00 GP 4.00 GP 0.31 + None 4.31
OR 2.25 GP 5.00 Pr(3) 1.00 + None 3.25
PA 2.00 GP 5.00 Pr None None 2.00
RI1 2.00 GP 5.00 Pr(3) None None 2.00
SC 2.00 GP 2.00 GP None 1.10 3.10
SD 2.50 GP 2.50 GP 0.50 + None 3.00
TN 2.50 GP 2.50 GP 0.75 + None 3.25
TX 3.50 GP 3.50 GP 1.25 + None 4.75
uT 2.25 GP 5.00 Pr None None 2.25
VT 2.00 GP 2.00 GP None None 2.00
VA 2.75 GP 2.75 GP None None 2.75
WA 2.00 GP 0.95 Pr None None 2.00
uv 4.00 GP 4.00 GP 0.50 + None 4.50
Wl 2.38 GP 0.50 GP None 2.00 4.38
Uy 2.50 GP 0.75 Pr None None 2.50
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The Honorable Dave DonlLey
Chairman, House Labor and
Commerce Committee

P.0. Box V

Juneau, Alaska 99811

Dear Mr. Donley:

We have received an Insurance Issues report on a House Labor and
Commerce Committee work session held on November 28, 1989, to

consider H.B. 355. This is the bill that would 1impose a wuniform
insurance premium tax of 2.7 percent.

Quoting from that report:

"Before the work session, Acting Insurance Director Jinm
Jordan advised Rep. Dave Donley, the committee chairman,
that the Division had a neutral position on the bill and
offered several technical amendments. A draft substitute
was prepared for the work session, incorporating Jordan®s
suggested changes, but he said he still remained neutral on
the legislation because he was concerned about the situa—

tion involving Blue Cross of Washington and Alaska. Jordan
said that the premium tax @S an expense that 1is passed
through directly to the consumer. He suggested that with
the high cost of health insurance, the committee mignc
consider exempting medical services corporations. Jordan
estimated the increased premium tax 1in this area would add
$1.5 million to health insurance costs in Alaska. The

committee agreed to exempt the medical services corpora—
tions and MICA."

We believe that exempting medical services corporations and MICA
from the bill vraises some equal protection constitutional issues.
We agree with Director Jordan "that the premium tax IS an expense
that is passed through directly to the consumer.”™ We then ask:

Why should a consumer who vreceives health care insurance
from a medical service corporation not have to pay this
expense whereas his neighbor who buys his medical insurance

from another insurer does?
JAN22 1930
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The Honorable Dave Donley
January 19, 1990
Page 2

Why should a physician (or, ultimately, the patients of
that physician) who buys medical malpractice insurance fronm
MICA not have to pay this expense whereas a competing

physician (or, his patient) who buys insurance from another
insurer does?

Why should policyholders of insurers who provide medical
insurance through the workers®™ compensation, general and
auto Iliability insurance system have to pay this expense
whereas the proposed exempted do not?

If the Legislature wants to help out the consumer with premium tax
expense, it seems to us that the proper way to do that 1is to reduce
the rate (California®s 1is 2.35%) but charge everyone equally.

There is one other item. We do not have a current draft of
H-.9. 355. The one we have from last year would continue taxing wet
marine insurers on their gross underwriting profit, normally a small
percentage of direct premium income. We believe that the tax on
marine 1insurers should be applied to direct premium income to meet
the test we advocate above. (We are putting our money where our

mouth is on this issue since we are beginning to underwrite marine
insurance this year).

Your comments would be appreciated.

Sincerely,

James E. Pfeifer
President

JEP 71w

cc: Senator Tim Kelly
Acting Director Jim Jordan





