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For an  Act entitled: An Act relating to In surance guaranty  fu n d s and to
defin itions of "im paired or Impairment" and "Insolvent 
or Insolvency" in laws relating to Insurance: am ending 
R ules 24(a) and 62(a), R ules o f Civil P rocedure: and 
providing for an effective date.

S E C T I O N  I 

Sec. 21.21.250(c) Other Investments: Prohibitions
(Page 1, Lines 12 to 18.)

T his S ectio n  a llo w s in su re r s  to in v est in n otes and o th er ev id en ce of 
Indebtedness o f the A laska Life and Disability Insurance G uaranty A ssociation 
(ALDIGA) and to have th o se  n otes and oth er ev iden ce o f In d eb ted n ess 
con sid ered  as adm itted a ssets  of the insurer.

S E C T I O N  2 

Sec. 21.36.035 Prohibited Advertisements a n d  Representations
(Page 1. Line 19 to Page 2, Line 3.)

This Section  m a k es the u se  of the protection afforded by this Act to aid a 
p erso n  In the sa le  o f In su ran ce a prohibited u n fa ir trade practice. This 
w ould extend to a person  with an interest in a policy w ho u se s  the p resen ce  
of the A laska Life and Disability Insurance Guaranty A ssociation  (ALDIGA) to 
su p p ort the va lue of the policy a s collateral in  a loan  transaction , w hich 
action w ould be prohibited.

The leg itim ate fu n ction  o f a d v ertisin g  the ex isten ce  o f the Act by the 
ALDIGA and the D irector w ould be perm itted. T his w ould  be particularly  
d esirab le  in notifying policyholders of a com pany found to be insolvent. It 
w ould a lso  be appropriate for in su rer  trade groups not engaged in sa le s  to 
provide su c h  inform ation a s  public service announcem ents.

E nforcem ent m ech an ism s for this section  already exist in cu rren t statute.

S E C T I O N  3

Sec. 21.79 Alaska life and Disability Insurance Guaranty Association
(Page 2, Line 4  to Page 24, Line 4.)

T h is S ectio n  cre a tes  the A laska Life and D isability In su ran ce  G uaranty  
A ssociation  (ALDIGA) w hich  will a d d ress  the problem  of providing fu n d s for 
the paym ent of cla im s w hen an in su ra n ce com pany b ecom es insolvent. The 
proposal creates a funding m echanism  to guarantee life in su ra n ce, disability
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In su ran ce  and a n n u ity  w ritin gs of adm itted In su rers. T h ese  k in d s of 
Insurance are not presently  covered by any form of protection. The proposal 
is  b a sed  on  a m odel drafted  by the National A sso cia tion  of In su ran ce 
C om m ission ers.

Sec 21.79.010 Purpose
(Page 2 , L ines 7-12.)

The b a sic  p u rp o se  of ALDIGA is to provide protection for policyholders and 
c la im a n ts from  the fin an c ia l lo s s  resu lt in g  from  in su re r  im p airm en t or 
Insolvency.

Sec. 21.79.020 Scope
(Page 2, Line 13 to Page 4, Line 25.)

This section  outlines what ALDIGA does and does not cover.

Subsection (a)
(Page 2, Line 13 to Page 3. Line 3.)

This su b sectio n  lists p erson s covered by ALDIGA.

Subsection (b)
(Page 3, Lines 4 to 9.)

T his su b sectio n  lists  the k in d s of contracts and policies covered by ALDIGA. 
B asically  it covers life, disability , annu ity  and su p p lem en ta l con tracts or 
policies w ritten by in su rers  w hich  have subm itted to regulation in this state.

Subsection (c)
(Page 3. Line 10 to Page 4, Line 19.)

T his su b sectio n  lists  item s not covered by ALDIGA.

S u b sect io n  (c)(1) ex c lu d es  coverage for parts of the policy or contract not 
guaran teed  b y  the in su rer. It is  directed toward the non-guaran teed  portion 
of variable policies and contracts.

S u b section  (c)(2) ex clu d es that part of the risk  borne by the in su red . It acts 
to exclude the deductib le portion of a policy.

S u b se ct io n  (c)(3) ex c lu d e s  the re in su ra n c e  b u s in e s s  o f the im p aired  or 
insolvent in su re r  oth er than re in su ra n c e  for w hich  a ssu m p tio n  certificates 
are used.
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S u b se ct io n  (c)(4) lim its coverage for the rate o f in terest  on p o lic ies or 
contracts w hich exceed levels estab lish ed  in the section.

S u b sectio n  (c)(5) ex clu d es coverage for life, d isability  or annuity products 
offered by se lf  in su rers  or are se lf  funded.

S u b se ct io n  (c)(6) ex c lu d es  coverage for d iv id en d s or ex p erien ce  rating 
cred its or a llow ances for adm inistration of the policy or contract.

S u b section  (c)(7) ex cludes coverage for po licies Issued  by a m em ber in su rer 
while it w as nonadm itted in Alaska.

Subsection (d)
(Page 4, Lines 20  to 25.)

T his su b se ct io n  d e fin es  the term  "p u b lish ed  m onthly  average" u se d  in 
S u b section  (c)(4) w hich  lim its the rate o f in terest u se d  on covered p o lic ies 
and contracts.

Sec. 21.79.025 Liability limits
(Page 4, Line 26  to Page 5, Line 13.)

This section  states the lim its o f coverage offered by ALDIGA. The lim its are
V $ 3 0 0 ,0 0 0  on any one life.
V $ 1 0 0 ,0 0 0  for ca sh  su rren d er value.
V $100,000 for disability insurance benefits.
V $100,000 in the present value of annuity benefits.
V $ 5 ,0 0 0 ,0 0 0  in unallocated annuity  contract benefits irrespective of

num ber o f contracts held the contract holder.

See. 21.79.030 Construction
(Page 5, Lines 14 to 15.)

T his section  provides for liberal construction.

Sec. 21.79.040 Creation of Association
(Page 5, Line 16 to Page 6, Line 4.)

Subsection (a)
(Page 5, Lines 16 to 28.)

T his su b se ct io n  crea tes  ALDIGA a s a nonprofit entity. M em b ersh ip  in 
ALDIGA is  a  condition o f an in su rers  authority to transact in su ra n ce  in this 
state. To pay for a s s e s s m e n t  and a d m in istra tio n , two a c c o u n ts  are 
estab lish ed. One is  for disability in su ran ce and the other is for life in su ran ce 
annuity and unallocated annuity contracts.
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Subsection (b)
(Page 5, Line 29  to Page 6, Line 4..)

T h is su b se ct io n  p la ces  ALDIGA u n d er the su p erv ision  of the D irector of 
Insurance. Provision is m ade for public m eetings.

Sec. 21.79.050 Board of Governors
(Page 6. Lines 5 to 19.)

Subsection (a)
(Page 6. Lines 5 to 12.)

T his su b sectio n  provides for the n u m b er and term  of the m em b ers o f the 
Board of G overnors o f ALDIGA to be determ ined in the plan of operation.

Subsection (b)
(Page 6. Lines 13 to 15.)

T his su b sectio n  provides for approval by the D irector o f the board m em bers 
in w hich  h e m ust co n sid er fair representation  by m em ber in su rers .

Subsection (c)
(Page 6. Lines 16 to 19.)

T his su b sect io n  provides that board m em b ers are not to be com pensated  
except for ex p en ses in cu rred  w hile perform ing d u ties  a s  a m em b er of the 
board.

Sec. 21.79.060 Powers a n d  Duties of the Association
(Page 6. Line 2 0  to Page 14, Line 1.)

T his Section is the heart of the ALDIGA proposal. It details the duties of the 
ALDIGA by d istin gu ish ing  between:

1. those in su rers  w h ose "impaired" status is attributable to a finding by 
the D irector p rio r to an  o rd er o f liqu id ation  an d  th o se  w h ose 
"insolvent" statu s is attributable to su ch  an order; and,

2. insolvent dom estic in su rers  and Insolvent foreign or a lien  in su rers. 

Prior to an  order of liquidation. ALDIGA h a s no liability.

Subsection (a)
(Page 6, Line 2 0  to Page 7. Line 1.)

T his su b sectio n  allow s the ALDIGA to act to guarantee, a ssu m e  or re in su re  
a n y  or a ll p o lic ie s  o f an  im p aired  d o m estic  in su re r . ALDIGA w ould
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p resu m ab ly  do so  in  those situ ation s w here early action w ould prevent a 
m ore costly insolvency of later liquidation. Action u n d er this su b sectio n  is 
not lim ited to resid en t policyholders.

Subsection (b)
(Page 7. Lines 2 to 14.)

T his su b section  req u ires ALDIGA to act even w ithout an  order o f liquidation 
in the ca se  of an im paired m em ber in su rer (not insolvent) that is  not paying 
c la im s provided the cond itions in S u b sectio n  (c) a re  m et. ALDIGA. a s a 
condition o f its assistan ce, may negotiate any req uirem ents or sa fegu ard s it 
d eem s n ecessa ry  so  long a s they are approved by the Director, are accepted 
by the im paired in surer, and do not im pair the contractual obligations to the 
policyholders, in su red s , and beneficiaries.

In the a b sen ce  of any court order, before any negotiations becom e final the 
im paired in su rer 's  acceptance of the term s of ALDIGA is  necessary . Through 
this approach, a m ech an ism  is provided for early action by ALDIGA before 
the s itu a t io n  fu rth er  d e te r io ra te s . T he p o licy h o ld er, in s u r e d , and  
b en efic ia ries  are protected, cla im s are paid and cov erages con tin u ed , for 
exam ple through reh abilitating  the im paired  in su re rs , or re in su r in g  the 
p o lic ies elsew h ere.

Subsection (c)
(Page 7. Line 15 to Page 8, Line 13.)

T h is su b se c t io n  esta b lish es  con d ition s p reced en t to req u ired  action  by 
ALDIGA. O ne of the m ost im portant conditions is  that there be a statutory 
provision for the repaym ent of ALDIGA prior to the return  of the com pany to 
sh a reh o ld er  or private control. The ALDIGA role h ere  is  the paym ent o f 
b en efits  an d  "hardsh ip" c a sh  w ith d raw als to covered p e rso n s . It a lso  
e sta b lish es  that no action h as been  taken that w ould effectively ren d er the 
in su rer a non-viable entity.

Subsection (d)
(Page 8, L ines 14 to 26.)

T h is su b se c t io n  d eta ils  the m ain  ro le o f  ALDIGA in  the ev en t o f an  
insolvency. It provides that if the in su rer acq u ires its insolvent statu s a s a 
resu lt  of a final order o f liquidation, rehabilitation or conservation. ALDIGA 
sh a ll, ra th er than may, g u ara n tee , a ssu m e , r e in su re  or c a u s e  to be 
gu ara n teed , a ssu m ed , or re in su red , the covered p o lic ies  of the Insolvent 
in su rer  and to a ssu re  payment of contractual obligations.

Subsection (e)
(Page 8. Line 2 7  to Page 9. Line 26.)
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Subsection (e)(1)
(Page 8, Line 2 7  to Page 9. Line 12.)

T h is su b se c t io n  p rov ides tim e lim its for c la im s in cu rred  on life and 
disability in su ra n ce  policies. The responsibility  of ALDIGA varies depending 
on w hether the contract is group or individual.

Subsection (e)(2)
(Page 9, Lines 13 to 15.)

This su b section  ca lls for a diligent effort by ALDIGA to give at least 30  days 
notice o f term ination ol coverage.

Subsection (c)(3)
(Page 9, Lines 16 to 26.)

T his su b sectio n  req u ires ALDIGA to m ake su bstitute coverage available to 
in su red s  or policyholders w ho are by law  or contractual obligation entitled to 
continued  coverage.

Subsection (f)
(Page 9. Line 2 7  to Page 10, Line 7.)

This su b section  provides that the substitute coverage required in Subsection
(e)(3) be offered w ithout n ew  underw riting and with coverage for conditions 
that existed u n d er the rep laced  coverage.

Subsection (g)
(Page 10, Lines 8 to 22.)

This su b section  provides that the alternative policy offered by ALDIGA shall 
be subject to the approval o f the Director of Insurance. It allow s for m ultiple 
alternatives that are subject to the sam e kinds of rate and form standards as 
other life and disability  in su ra n ce  po licies. The prim ary d ifference is that 
ALDIGA cannot reflect ch an ges in the health of the in sured  after the original 
policy w a s last underw ritten.

Subsection (h)
(Page 10, Lines 23  to 28.)

T his su b sectio n  provides that re issu e  rates that are different from those on 
the term inated  coverage are su b ject to the approval of the D irector of 
Insurance or by the court.
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Subsection (i)
(Page 10, Line 2 9  to Page 11, Line 4.)

T his su b se c t io n  prov ides that ALDIGA's ob ligation s to provide coverage 
u n d er a policy of an im paired or insolvent in su re r  cea se  w hen the coverage 
is rep laced with sim ilar coverage.

Subsection (j)
(Page 11, Lines 4  to 7.)

This su b sectio n  ties the coverage providing for gu aran teed  in terest to the 
limit on  in terest in Section  21.79 .020(c)(4).

Subsection (k)
(Page 11. Lines 9  to 14.)

T his su b sectio n  provides that non-paym ent of p rem iu m s by 31 days after 
required by the contract term inates ALDIGA's obligations u n d er the contract 
other than for cla im s incurred  or ca sh  su rren d er  values due.

Subsection (1)
(Page 11. Lines 15 to 19.)

T his su b sect io n  provides that p rem iu m s d u e after an  ord er of liquidation 
belong to and are payable to ALDIGA.

Subsection (m)
(Page 11. Lines 2 0  to 23.)

T h is su b se c t io n  avoids d u p lica tion  o f cov erag e  by prov id ing that the 
assoc iation  sh a ll have no liability for any covered policy of a foreign or alien 
in s u r e r  d o m ic iled  in  a sta te  h av in g  s im ila r  p ro tection  by sta tu te  or 
regulation. If every state adopts the m odel act. each  state association  would 
protect only covered policies o f dom estic in su rers .

Subsection (n)
(Page 11, Line 2 4  to Page 12, Line 5.)

T his su b sect io n  provides that u n d er certa in  c ircu m sta n ces, the court can 
is s u e  p o licy  o r co n tra ct  lie n s , in  c o n n e c t io n  w ith  ALDIGA prov ided  
gu aran tees, a ssu m p tio n s or re in su ra n ce  agreem ents. T his is a device that 
h a s  b een  u se d  in  the p ast in co n n ection  w ith  the con tin u ation  o f the 
insolvent in su re rs ' coverage. S in ce by definition, the a sse ts  of the insolvent 
in su rer  w ere not adequate to support its contractual obligations, lien s w ere 
u sed  to red u ce its obligations to a level w here the a sse ts  w ould be adequate.
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Subsection (o)
(Page 12, Lines 6  to 11.)

T his su b sectio n  perm its ALDIGA to seek  court im posed tem porary stays on 
the paym ent of ca sh  values and policy loans. This is  intended to avoid a run 
on the a ssets  o f the im paired or insolvent insurer. The language on Lines 10 
to 11 w hich  rea d s "In addition to a contractual provision  for deferral o f a 
ca sh  or policy loan  value" refers to potential policy provisions w hich  delay 
a c c e ss  to cash  or policy loan value. The injunction ability is in addition to 
those contractual provisions.

Subsection (p)
(Page 12, Lines 12 to 15.)

This su b section  grants the Director o f Insurance the authority to a ssu m e the 
du ties and pow ers o f ALDIGA if it fails to exercise its authority under the Act 
w ithin a reason ab le period of time.

Subsection (q)
(Page 12. Lines 16 to 19.)

T his su b sectio n  allow s the Director o f Insurance to en list the aid of ALDIGA 
in m atters relating to an im paired or insolvent in surer.

Subsection (r)
(Page 12 Lines 2 0  to 25.)

T his su b se c t io n  co n fers sta n d in g  in  court o n  ALDIGA ex tendin g  to any 
m atters con cern in g  the du ties o f ALDIGA. T his en ab les ALDIGA to protect 
its in terests  and those o f the in su re d s  and policyholders in  the h andling  of 
an  im pairm ent or insolvency proceeding.

Subsection (s)
(Page 12. Line 2 6  to Page 13, Line 7.)

T his su b sectio n  provides that a p erson  w ho receives a benefit from ALDIGA 
on a covered policy  m ak es an a ssign m en t to ALDIGA to the extent of the 
b en efits  received . It a lso  e sta b lish es  su b rogation  righ ts for ALDIGA. It 
provides that ALDIGA's right to a ssets  ^ f the insolvent in su rer  is the sam e a s 
any other p erson  entitled to benefits u n d er this Act.

Subsection (t)
(Page 13, Line 8  to Page 14, Line 1.)

T his su b sectio n  a llow s ALDIGA to contract, su e  or be su ed , borrow  m oney, 
em ploy p erson s, negotiate, act a s a dom estic life or disability  in su rer, take 
legal action to avoid paym ent of im proper c la im s, to jo in  an a sso c ia tio n  of
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sim ilar organizations, and perform  other acts that are proper or n ecessary  to 
im plem ent this Act.

Sec. 21.79.070 Assessment
(Page 14. Line 2 to Page 15, Line 11.)

T h is S ectio n  e s ta b lish e s  a p ost-ln so lv en cy  a s se s sm e n t  ap p roach  a s  the 
funding m ech an ism  for the guaranty function Imposed by this legislation.

Subsection (a)
(Page 14, L ines 2  to 8.)

T his su b sectio n  esta b lish es the a ssessm en t m ech an ism  to fund the p u rp o ses 
of this Act. Late paym ents accru e a 10% penalty charge.

Subsection (b)
(Page 14, L ines 9  to 17.)

T his su b se ct io n  prov ides for two k in d s of a sse ssm e n t  that will be u se d  by 
ALDIGA to pay cla im s u n d er the Act a s  well a s  certain  exam inations and the 
adm inistrative co sts  of ALDIGA.

Subsection (c)
(Page 14, Lines 18 to 27.)

T his su b sectio n  d escr ib es  how  the a sse ssm e n t  to fund certain  exam inations 
and the adm inistrative costs o f ALDIGA will be m ade.

Subsection (d)
(Page 14, Line 2 8  to Page 15, Line 4.)

T his su b sectio n  d escrib es  how  the a sse ssm e n t to fund cla im s u n d er the Act 
w ill be m ade.

Subsection (e)
(Page 15, L ines 5 to 11.)

T h is  s u b s e c t io n  a llo w s ALDIGA to re d u c e  o r  d e fe r  p ay m en t o f  the 
a s se s s m e n t  If s u c h  w ould  en d an ger the ability o f  the in su re r  to m eet its 
obligations.

Sec. 21.79.080 Plan of Operation
(Page 15, Line 12 to Page 16, Line 20.)

T h is sec t io n  req u ires  the adoption  o f a p lan  o f operation  by ALDIGA to 
provide for the ad m in istration  of ALDIGA. T his plan w ould be su b ject to 
review and approval by the D irector o f Insurance. The National A ssociation  
of Insur a iice  C om m issio n ers  h as adopted a m odel plan of operation w hich  is
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available In the office o f the Division of Insurance. It Is anticipated that 
ALDIGA, upon p a ssa g e  of this Act would substantia lly  adopt the provisions 
contained In the m odel plan.

Sec. 21.79.090 Powers a n d  Duties of the Director
(Page 16, Line 21 to Page 17, Line 14.)

Subsection (a)
(Page 16. Lines 21 to 24.)

T his su b sectio n  req u ires  the D irector to provide prem ium  data to ALDIGA 
on request. T his data will be u sed  to confirm  that a s se ssm e n ts  are being 
properly paid.

Subsection fb)
(Page 16. Line 25  to Page 17, Line 7.)

T his su b sectio n  a llow s the D irector to take action aga in st an  in su re r  that 
fails to com ply with the Act, su ch  a s failure to pay a sse ssm e n ts  and failure to 
com ply with the ALDIGA Plan of Operation.

Subsection (c)
(Page 17, L ines 8 to 11.)

'rh is  su b sectio n  provides an appeal m echanism  to the D irector for actions of 
ALDIGA.

Subsection (d)
(Page 17, Lines 12 to 14.)

T his su b sect io n  req u ires  the liquidator, rehabilltator, or con serv ator (the 
D irector o f Insurance) to notify interested  p arties o f the effect o f this Act. 
O ther sec t io n s  in Title 21 tie in with th is Act. AS 2 1 .6 9 .5 3 0  provides a 
resp o n se  to a  situation  w here a deficiency in capital or a sse ts  is  found. AS 
2 1 .7 8  con ta in s prov isions for the d irector to seek  appointm ent a s  receiver 
and sp eak s to rehabilitations and liquidations.

Sec. 21.79.100 Prevention of Insolvencies
(Page 17. Line 15 to Page 19, Line 17.)

T h is sectio n  b a sica lly  e sta b lish e s  a d ia logu e betw een  the D irector and 
ALDIGA. con cern in g  im pairm ent and Insolvency Issues.

Subsection (a)
(Page 17. Lines 15 to 26.)

T his su b sectio n  req u ires the D irector to notify other sta tes o f action  taken 
against an in su rer relating to is su e s  impacted by this Act.
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Subsection (b)
(Page 17, Line 2 7  to Page 18, Line 3.)

This su b sectio n  req uires the D irector to notify ALDIGA of actions taken by 
other states against an  in su rer relating to is su e s  im pacted by this Act.

Subsection (c)
(Page 18, Lines 4  to 6.)

T his su b se c t io n  req u ires  the D irector to notify ALDIGA of co m p an ies 
su sp ected  of being im paired or insolvent du rin g  the co u rse  o f or following 
an exam ination.

Subsection (d)
(Page 18. Lines 7 to 12.)

This su b sectio n  requ ires the Director to fu rn ish  ALDIGA with early w arning 
data developed by the National A ssociation of Insurance C om m ission ers used 
in detecting problem  in su rers.

Subsection (e)
(Page 18. Lines 13 to 15.)

This su b section  allow s the D irector to seek  the advice of ALDIGA concerning 
com panies seek ing  to do b u sin e ss  in Alaska.

Subsection (f)
(Page 18, Lines 16 to 23.)

T his su b sectio n  req u ires ALDIGA to report and m ake recom m en d ation s to 
the D irector con cern in g  com p an ies seek in g  to do b u s in e ss  in A laska, and 
report to the D irector inform ation indicating im pairm ent or insolvency of a 
m em ber in su rer.

Subsection (g)
(Page 18, Line 2 4  to Page 19. Line 8.)

This su b sectio n  allow s ALDIGA to request an exam ination by the Director of 
an in su rer. This exam  is  paid for by ALDIGA. Exam ination is the principle 
tool in determ ining financial status.

Subsection (h)
(Page 19. Lines 9 to 10.)

This su b sectio n  a llow s ALDIGA to m ake recom m en d ation s to the Director 
con cern in g  the detection and prevention of in so lvencies.
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Subsection (i)
(Page 19. Lines 11 to 17.)

T his su b sectio n  req u ires ALDIGA to m ake a report at the con clu sion  of an 
insolvency. T his report is  to d isc u ss  the history and ca u se  of the insolvency. 
T his su b sectio n  seek s  to find com m on ca u ses  w hich may be u sed  to detect 
future problem s with other in su rers.

Sec. 21.79.110 Miscellaneous Provisions
(Page 19, Line 18 to Page 21, Line 26.)

Subsection (a)
(Page 19. L ines 18 to 21.)

T his su b section  provides that a ssessm en ts  u n d er an a sse ssa b le  policy are not 
forgiven through the p resen ce of th is Act.

Subsection (b)
(Page 19. Line 2 2  to Page 20, Line 1.)

T his su b sectio n  req u ires ALDIGA to m aintain record s o f all its negotiations 
and actions. ALDIGA sh ou ld  be held publicly accountable for its actions. On 
the other h an d , effective h an d lin g  o f a rehabilitation  o r liquidation  effort 
req u ires m inim um  publicity. T hus, su ch  record s will be m ade pub lic only 
a fter  the liq u id a tio n , re h a b ilita t io n  o r  c o n se rv a t io n  p ro c e e d in g  is  
term inated, the im pairm ent or insolvency  is term inated or there is  a prior 
order by the court.

Subsection (c)
(Page 20, L ines 2  to 17.)

This su b section  provides that sin ce  ALDIGA h as the obligation im posed upon 
it to continue coverage for policyholders of insolvent in su rers , the a ssets  of 
the in so lv en t in su re r  ough t to be u sed , to the extent available, for the 
purpose of continuing su c h  coverage.

Subsection (d)
(Page 20. L ines 18 to 29.)

T his su b se c t io n  is  Intended to prevent the sh a re h o ld ers  of an  im paired 
in su rer  from  sitting back  and doing nothing and then reaping the benefit of 
fu n ds put up by the ALDIGA. T h ese stockh olders sh ou ld  not obtain a more 
advantageous position than they w ould have occupied  in the a b sen ce  of this 
Act. The co u rt is em p ow ered  by ord er to m odify a n d  d istrib u te  the 
ow nersh ip  rights of im paired in su rers  to estab lish  equity.
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Subsection (e)
(Page 21 , L ines 1 to 26.)

T his su b sectio n  is d esig n ed  to recapture ex cessiv e  div idend paym ents to 
affiliates that ex ercised  control over the insolvent in su rer. AS 2 1 .2 2  deals 
with m uch of this issu e , however, if dividends are paid u n d er circu m stan ces 
that the In su rer sh o u ld  have reasonab ly  know n that su c h  paym ent could 
rea so n a b ly  b e ex pected  to affect its ability to perform  its con tractu a l 
obligations to its policyholders, the holding com pany and affiliates sh ou ld  be 
required to repay su c h  div idends subject to certain  reasonab le lim itations.

See. 21.79.120 Examination of tbe Association, Annual Report
(Page 21 , Line 2 7  to Page 22, Line 4.)

T his section  en ab le the D irector o f Insurance to exam ine ALDIGA. It also 
req uires ALDIGA to file an  annual report.

Sec. 21.79.130 T a x  Exemptions
(Page 22 , Lines 5 to 7.)

T his section  provides that ALDIGA is tax exem pt except for real property 
taxes. ALDIGA is not a profit m aking organization, rather, it is  a guarantee 
m echanism , th u s its tax exem pt status.

Sec. 21.79.140 I m m u n i t y
(Page 22. Lines 8 to 11.)

T his section  prov ides ALDIGA w ith im m unity protection  w hile perform ing 
its d u ties  u n d er  th is Act. S in ce  ALDIGA w ill be en gaged  in som e very 
sensitive is su e s  w hen perform ing its duties u n d er th is Act, this is needed.

Sec. 21.79.150 Stay of Proceeding, Reopening Default J u d g e m e n t s
(Page 22, Lines 12 to 16.)

T his section  provides for an  autom atic stay o f 6 0  days in actions involving 
the liquidation, rehabilitation or conservation o f an  insolvent in su rer, which 
req uires a  ch ange in  the ru les  of the court.

Sec. 21.79.900 Definitions
(Page 22. Line 17 to Page 24. Line 2.)

Sec. 21.79.990 Title
(Page 24, Lines 3  to 4.)

S ec 2 1 .7 9  will be cited a s the "Alaska Life and Disability Insurance Guaranty 
A ssociation Act."
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S E C T I O N  4

Sec. 21.80.020 Applicability
(Page 24, Lines 5 to 10.)

T h is  a m en d m en t e x p a n d s  the e x ist in g  A la sk a  In su ra n c e  G u a ran ty  
A ssociation  (AIGA) to in c lu d e m arine coverage for v esse ls  u n d er 100 feet in 
length . P resently  no m arin e coverage is  provided u n d er AIGA. It a lso  
c larifies that coverage is extended only for p o licies written by an adm itted 
in surer.

S E C T I O N  5

Sec. 21.80.040 Creation of Association
(Page 24, Lines 12 to 26.)

This expansion  of the existing A laska Insurance G uaranty A ssociation  (AIGA) 
to in c lu d e m arin e coverage for v e sse ls  u n d er IOC feet in length h a s b een  
placed in  the "all other in su ran ce" account.

S E C T I O N  6 

Sec. 21.80.050(a)
(Page 24, Line 2 7  to Page 2 5 , Line 7.)

T his a m en d m en t provides a  m ech a n ism  for a s su r in g  the AIGA board  is 
always fully staffed.

S E C T I O N  7  

Sec. 21.80.060(a)
(Page 2 5 , Line 8  to Page 27, Line 25.)

T his am en d m en t clarifies that the obligation of the assoc iation  com m en ces 
with an  o rd er from  the court w h en  the insolvent in su rer  or the receiver h a s 
cea sed  paym ent o f any or all claim s.(Page 25. Lines 12 to 16).

T h is am en d m en t In crea ses the covered claim  am ou n t from  $ 3 0 0 ,0 0 0  to 
$ 5 0 0 ,0 0 0  (Page 25 . Line 21).

A sse ssm e n ts  m ay be d eferred  if it w ou ld  en d an ger the m em b er in su re r s  
ability to m eet its contractual obligations (Page 26 , Lines 23  to 24).
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It req u ires that AlGA's serv icing  facility operate and m aintain  its principal 
office In A laska u n le s s  co st sav ings can  be dem onstrated  w ithout serv ice 
delays (Page 27. Lines 14 to 18).

S E C T I O N  8 

Sec. 21.80.070(a)
(Page 27, Line 2 6  to Page 28 , Line 9.)

This am endm ent rem oves langu age that is no longer n ecessary . S in ce  the 
p lan d o es  ex ist and the D irector m ay req u ire  rev isio n , it no lon ger 
accom plish es anything.

S E C T I O N  9 

Sec. 21.80.080(b)
(Page 28, Line 10 to Page 29, Line 3.)

The level o f penalty for fa ilure h as been  Increased from a  m inim um  of $ 1 0 0  
per m onth to $ 2 5 0  per m onth (Page 2 8 . Line 26).

T his am en d m en t a lso  a llow s the D irector o f In su ran ce to a ssu m e  AIGA 
pow ers if  the cou rt finds that AIGA h a s failed to act in  a ccord an ce with 
statute, or its p lan of operation (Page 28. Line 29  to Page 29. Line 3).

S E C T I O N  10

Sec. 21.80.120 Examination of Association
(Page 29. Lines 4  to 9.)

This am endm ent req u ires that the an n u a l report by AIGA be certified.

S E C T I O N  11

Sec. 21.80.140 Recognition of Assessments in Rates
(Page 29 , Lines 10 to 24.)

T his Section  a llow s a sse ssm e n ts  to be reflected in future ch arges m ade for 
in su ra n ce policies. This am endm ent allow s an a sse ssm e n t  to be reflected as 
a sep arate charge on the policy. It a lso  allow s a rating organization to m ake 
a provision in the rate stru ctu re  for recovery of a sse ssm e n ts  by its m em ber 
or su b scrib er in su rers. That charge is not taxable.
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S E C T I O N  12

Sec. 2 1 .90.900(24)-(25)
(Page 29, Line 2 5  to Page 30, Line 5.)

T his am endm ent a d d s defin itions for "impaired", "im pairm ent", "insolvent", 
and "Insolvency" to the Title.

S E C T I O N  13 

Repealed
(Page 30, Lines 6 to 7.)

AS 21.8 0 .070 (d ) is  repealed. This section  relates to allow ing the functions 
of AIGA to be perform ed out of state.

AS 2 1 .8 0 .1 7 0  is  repealed. T his section  relates to term ination of AIGA. If 
AIGA is  to be d isbanded, it w ould be appropriate to a d d ress that issu e  at the 
time it becom es a possibility.

S E C T I O N  14

Rule 62(a) Rules of Civil Procedure
(Page 30, Lines 8 to 11.)

T his Section  reflects the ch ange m ade in Sec. 2 1 .7 9 .1 5 0  on Page 22 . Lines 
12 to 16.

S E C T I O N  15

Rule 24(a) Rules of Civil Procedure
(Page 30 , Lines 12 to 15.)

T his S ection  re flects  the ch an ge m ade in S ec. 2 1 .7 9 .0 6 0 (r) on  Page 12. 
Lines 2 0  to 25.

S E C T I O N  16

Initial Organization of Association
(Page 30 . Lines 16 to 24.)

T his is  a tem porary statute s in ce  its im pact is o f short duration. To avoid 
p ro b lem s in  in itia lly  se lect in g  the b oard , th is sectio n  p rov ides for an 
organizational m eeting to be called by the D irector o f In surance. A voting

Page 16
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p ro cess  is  described . If nc board m em bers are selected  within 60  days the 
Director m ay appoint the initial board.

S E C T I O N  17 

Effective Date
(Page 30. Line 25.)

T his proposal is  effective January 1. 1991.
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T C 3 I  I d d O M T O l

LEGISLATIVE AFFAIRS AGENCY

M E M O R A N D U M  M a r c h  15, 1990

SUBJECT: CSSB 2 5 9 ( L & C ) ; g o 0 129sE

TO: Senator Dick Eliason, Chairman
Senate Labor and Commerce Committee

FROM: P a m e l a  F i n l d y ^ ^ t ' ^ ^
A s s i s t a n t  R e v i s o r  of Statutes

I’OUCn * jtAff f.AW'tOl 
JUMAy AiASrtA H B

7\J 4*̂ iHuO

E n c l o s e d  is the draft you requested. In a d d i t i o n  to changes 
to c o n f o r m  the draft to the d r a fting manual, w e  have made 
the f o l l owing  changes to the bill as introduced by the 
g o v e r n o r :

1. In AS 21.79.020(b), "life, disability, annuity, or 
supplemental " was inserted after "direct group".

2. The last three sentences of AS 21.79.050(a), w i t h  some 
changes, w e r e  m o v e d  to tem porary law (new sec. 17). In the 
first sentenc e of AS 21.79.050(a) " r e p r e s e n t a t i v e  of" was 
inserted before "member insurers."

3. In AS 2 1 . 7 9 . 0 6 0 ( j ), the cross refere nce was c h anged from 
AS 21.79.020(c)(3) to AS 21.79.020(c)(4).

4. AS 2 1 . 7 9 . 060(m) was rewritten.

5. In A S  21.79.060(o) the reference to a "tempo rary stay" 
was r e p l a c e d  w i t h  a r e f e r e n c e  to "an injunction". Stay is 
us u a l l y  u s e d  in c o n n e c t i o n  w i t h  a court order, judgment, or 
proceeding. The term "injuncti on" includes tempo rary and 
pe r m a n e n t  injunctions. Also, w e  do not u n d e r s t a n d  the last 
phrase in this sub section ("in a d d ition to . . . value.")
Is this a power in a d d iti on to the righ t to seek an injunction, 
or is it tied to the right to w i t h d r a w  funds?

6. In AS 21.79.900, the definit ions of "director,"
" i mpa ired," and " i nso lvent" were delete d becau se the 
d efinitions  in AS 21.90.900 will a p p l y  to AS 21.79 w i t h o u t  a 
cross reference.



Senator Dick E l iason
Page 2
M a r c h  15, 1990

7. In AS 21.80.080(b)(4), I deleted  a cross r e f e rence  to 
AS 21.80.065 b e c a u s e  that s e ction was deleted.

8. T h e  r efere n c e s  to "ma jority vote" in AS 21.79.100(f),
( g ) , and (h) w e r e  deleted. Boards act by m a j o r i t y  vote 
u nless o t h e rw ise provided.

9. A  n e w  sec tion 16 was added to note a court rule change.

10. The title was c h a n g e d  to include the added court rule 
change and the definitions  of terms (in bill sec. 13) that 
apply to m a t t e r s  other than g u a r a n t y  funds.

If y o u  have a n y  questions, p l e a s e  call me (until M a r c h  19) 
or M i k e  F o r d  (after M a r c h  18). Y o u  m a y  w a n t  to consult w i t h  
the A G ' s  O f f i c e  about the changes n o t e d  above, as w e l l  as 
the m e a n i n g  of the last phrase of AS 2 1 . 7 9 . 0 6 0 ( o ) , m e n t i o n e d  
in #5 above.

PF :gc 
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STEVE COWPER, COVERNOR

D E P A R T M E N T  O F  C O M M E R C E  & 
E C O N O M I C  D E V E L O P M E N T

DIVISION OF INSURANCE

March 12, 1990

Honorable Richard I .  Eliason 
Maska State Senate 
P.O. Box V 
Juneau, AK 99811

Dear Senator Eliason:

Re: SB 259, Insurance Guaranty Funds

Enclosed please find  proposed amendments to  SB 259, re la ting  tc Insur­
ance Guaranty Funds, which are offered fo r consideration by the Senate 
Labor and Commerce Committee. These amendments are the resu lt o f 
extensive discussions, both in te rn a lly  and w ith industry representa­
tive s , since th is  b i l l  was heard in your committee on A p ril 14, 1989.

Substantive changes to the b i l l  include:

o changing the l i f e  and d is a b il ity  guaranty fund to post
assessment rather than preassessment; 

o excluding hospital and medical service organizations from the
provisions o f the l i f e  and d is a b il ity  guaranty fund; 

o including marine insurance in  the account fo r  "a ll other"
line s  o f insurance rather than se tting  i t  out as a separate 
account;

o establish ing tha t a court order is  necessary fo r  the d ire c to r
o f insurance to assume the powers o f the board o f d irectors 
o f an insurer upon fa ilu re  to meet the requirements o f the 
Insurance Guaranty Association Act; and 

o establish ing that a ra ting  organization may make a provision
in  i t s  f i l in g  o f rates to recover an assessment made to the 
fund, and tha t an assessment charge is  not considered to be 
premium and is  not subject to the premium tax.

p o BOX D
JUNEAU, ALASKA 99811-0600 
PHONE: (90/) <165-2515



Honor a b l e  R i ch a r d  I .  E l i a s o n - 2 - March 12,  1990

I w il l  be discussing the proposed amendments w ith industry representa­
tives th is  week, and would lik e  to request a hearing on the b i l l  on 
Friday, March 23, i f  tha t date would be compatible w ith your committee 
schedule. Unfortunately, I have out-of-town commitments e a r lie r  that 
week and also the week a fte r.

Thank you fo r  your consideration. I would be happy to discuss th is  
b i l l  w ith you or your s ta ff  at any time.

David Walsh 
D irector

DW/lw/mst0067Q
031290a
Enclosure



Proposed Amendments to SB 259; Inguimc_e_Guaranty Funds

New Section

Page 1, line 10, ndd a new section and renumber the following sections 
accordingly.

* Sec. 1. AS 21.21.250 is amended by adding a new subsection to read:
(c) A domestic insurer may invest in notes or other evidence of 

indebtedness of the Alaska Life and Disability Insurance Guaranty 
Association, and the director may consider those notes, and other evidence 
of indebtedness, that are not in default, as admitted assets of the insurer.

Section 2
Page 14, line 3 to page 15, line 10. Replace Sec. 21.79.070 with:

Sec. 21.79.070. ASSESSMENTS, (a) For the purpose of providing funds 
necessary to carry out the powers and duties of the association, the board of 
directors shall assess the member insurers, separately for each account, at 
such time and for such amounts as the board finds necessary. Assessments 
shall be due not less than 30 days after prior written notice to the member 
insurers and shall accrue interest at 10% per year from the date payment is 
due.

(b) There shall be two assessments as follows:
(1) Class A assessments shall be made for the purpose of meeting 

administrative and legal costs and other expenses and examinations conducted 
under the authority of Sec. 21.79.060. Class A assessments may be made 
whether or not related to a particular impaired or insolvent insurer.

(2) Class B assessments are post assessment charges and shall be 
made only as necessary to carry out the powers and duties of the association 
with regard to an impaired or an insolvent insurer.

(c) (1) The amount of any Class A assessment shall be determined by 
the board and may be made on a pro rata r nonpro rata basis. If pro rata, the 
board may provide that it be credited agaii t future Class B assessments. A 
nonpro rata assessment shall not exceed $2oO,00 per member insurer in any 
one calendar year. The amount of any Class B assessment shall be allocated 
for assessment purposes among the accounts pursuant to an allocation formula 
which may be based on the premiums or reserves of the impaired or insolvent 
insurer or by any other standard deemed by the board as being fair and 
reasonable under the circumstances.

(2) Class B assessments shall be based on the premiums received 
on business in this state by each assessed member insurer or for policies or 
contracts covered by each account in proportion to the premiums received on 
business in this state by all assess member insurers during the three calendar 
years preceding the year in which the insolvency or impairment occurred.

Page 1 of 4
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(d) The association may abate or defer, in whole or in part, the 
assessment of a member insurer if a payment of the assessment would 
endanger the ability of the member insurer to fulfill its contractual 
obligations. The amount by which an assessment against a member insurer is 
abated or deferred may be assessed against the other member insurers in a 
manner consistent with the basis for assessments set forth in section (c).
Page 21, line 29, between "a" and "financial": insert certified.
Page 23, lines 7 through 8, after "insurer": Delete [OR HOSPITAL OR 
MEDICAL SERVICE ORGANIZATION].
Page 23, line 9, after "(b)": Insert or subscriber contract providii 
provided for in AS_2118_7,12Q.(a)(2)-(4j or AS 21,87,130(a)(2) and (3).
Page 23, line 17, after "basis,": Delete [OR],
Page 23, line 18, after "exchange": Delete [.] and in se rt; or.

Page 23, after line 19, insert a new subparagraph to read: (F) hospital or 
medical service organization.

Page 23, line 24, after "amounts": Insert charged for an assessment or any 
amounts.

SectiQQ-3:
Page 24, line 14, after "insurance": Insert written by an admitted insurer.

Page 24, line 16, after "insurance": Delete [AS IT APPLIES TO] and insert for. 
Section 4:

Page 24, line 28, delete the change: "four" is removed and "three" remains.

Page 25, line 3, remove new language: "(3) The marine insurance account:" 
Renumber remaining subsection accordingly.

Page 25, line 4, after "applies": In se rt. including coverage on vessels less than 
100 feet long us measur ed at the water line.
Section 6:

r

Page 25, line 16, after "association": Delete [SHALL].
Page 25, line 17, before "obligated": Delete [BE] and insert is.
Page 25, line 19, after "insolvency": Insert by_a.cQurt_oLcGmpetent jurisdiction 
where the insolvent insurer or receiver ceases to pay any or ail claims 
pursuajQLtQ_pceparing_a.nl_ad.Qp.ting-a.-pkn _qL  lioiuidaliQ.o_QL. hay in g, en tered  
i nioji. pJan_oj^.quii aiicLn_9pprQY£dJjy_the_CQurLuaderAS_2L75.

1348m
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Page 26, line, 29, before "considered": Delete [BE] and Insert ig.
Page 26, line 4, before "allocate": Insert shall.

Page 26, lines 4 through page 27, line 2: Retain language of current statute.
Page 27, line 1, after "part,": Delete [THE] and Insert an.
Page 27, line 2, after "would": Insert "endanger the ability of the member 
insurer_to_fUIfilLitg_gcmtractual obligations; P
Page 27, line 10, before "investigate": Insert shall.
Page 27, line 16, before "notify": Insert shall.
Page 27, line 18, before "handle": Insert shall.

Page 27, line 21, after "state": Insert unless the use of a servicing facility 
located outsideJhe-S_tate would result in operating cost savings of at least 10% 
and no material delay in claim payments.

Page 27, line 24, before "reimburse": Insert shall.
Section 7:

Page 27, line 28 through page 28, line 10: Delete entire section.
Section 9:

Page 29, lines 14 and 15 after "upon": Delete [DECLARATION OF A STATE 
OF EMERGENCY, FOLLOWING A FAILURE OF] and Insert a finding bv the 
superior court that.
Page 29, line 15, after "directors": Insert has failed.

Section 11:

Page 29, line 27: Delete [SHALL] and Insert may.
Page 29, line 27, after "the": Delete [RATE OF].

Page 29, line 28: Delete [ESTABLISHED IN AS 21.80.060(a)(3)] and insert 
roa de.un dentlif g_db.a_pler.
Page 29, line 29: Remove bracket after "insurer."
Page 30, line 1: Remove bracket after "association."

Page 30, line 5, after "policy": Insert A_rating_organization .mny__make_a 
provision in its filing .of rates to recover an assessment .under jh is  ohaplerjor 
it3_m m becand_s.ub^cnbeo ^n^;eLS J h j ^ s s .e ^ s^ n ^ ^ - g £ ^ j i oici}nsidgxgd
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Se.c.tioQ-1.6:
Page 30, lines 25 and 26: Delete Section 16.
Section 17:
Page 30, line 27, after "January 1,": Delete [1990] and Insert 1991.

1348m
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REQUESTS

STATE OF ALASKA
1989 LEGISLATIVE SESSION

BILL VERSION: SB 259
PUBLISH DATE: 4MV89

FISCAL NOTE
Revision Date: ._______________
Title: An Act re la tin g  to Insurance

Guarantee Funds 
Sponsor: Rules
Requester:__Governor________________

Agency A ffected: Commerce & Econ. Dev.
BRU: Insurance____________________

Components: Operations____________

EXPENDITURES I REVENUES : (Thousands of Dollars)
OPERATING FY 89 FY 90 FY 91 FY 92 FY 93 FY 94

PERSONAL SERVICES ; i : :
TRAVEL I 1 ‘
CONTRACTUAL i '
SUPPLIES ,
EQUIPMENT 11 i

I
. . .

LAND & STRUCTURES I 1
GRANTS. CLAIMS !
MISCELLANEOUS 1
TOTAL OPERATING "  0 u 0 U 0 0

CAPITAL 0 0 0 0 O' 0

REVENUE 0 0 0 0 0 0

FUNDING: (Thousands of dollars)

GENERAL FUND 
FEDERAL FUNDS 
OTHER 
TOTAL

! ! 1 1

1 1
1 1 i

0 0 0 1 0 1 0 0

POSITIONS:

FULLTIME 0 0 0 1 0 I 0 0
PARTTIME 1 ' !
TEMPORARY i '1 i

ANALYSIS: (Attach a separate page if necessary.) 

No f is c a l impact on the d iv is io n .

Prepared by: Joan Brown. Adm in istra tive  O ffice r
Division: Insurance_________________

Approved by Commissioner: Larry M ercu lie ff,____________
Agency: Department o f Commerce & Economic Development

Distribution (by preparer):
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agency(ies)

Phone: 4 6 5 -2 5 9 7  
Date: 3-31 -8 9

Phone: 4 6 5 -2 5 0 0  
Date: J I 3 M Z
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REQUEST

STATE OF ALASKA
1989 LEGISLATIVE SESSION

BILL VERSIONS SB 259 (L&C)

PUBLISH DATE: 3 / 2 7/VU

FISCAL NOTE
Revision Date: ___________________
Title : An A c t  r e l a t i n g  to  In s u ra n c e

G u a ra n te e  Funds 
Snonsor: R u le s
Reauester: G o v e rn o r____________________

Agency Affected: Commerce & Econ. Dev.
BRU: Insurance____________________

C om ponen ts : O p e ra t io n s ______________

EXPENDITURES I REVENUES : (Thousands o f Dollars)

OPERATING 1 FY 89 ! FY 90 FY 91 FY 92 FY 93 FY 94
PERSONAL SERVICES •

t -

TRAVEL i l
CONTRACTUAL i
SUPPLIES li
EQUIPMENT 1 1
LAND 4 STRUCTURES ii
GRANTS. CLAIMS [-
MISCELLANEOUS T"~
TOTAL OPERATING 0 i 0 O' 0 0 0

CAPITAL 0 0 0 0 O’ 0

| REVENUE I o 0 0 0 0 0

FUNDING: (Thousands o f dollars)

GENERAL FUND ! :

FEDERAL FUNDS ' i
OTHER i i i
TOTAL 0 0 0 0 0 0

POSITIONS:

FULLTIME 0 0 0 0 0 0
PARTTIME 1
TEMPORARY 1

ANALYSIS: (A ttach'a separate page if necessary.) 

No f is c a l impact on the d iv is io n .

Prepared oy: Joan Brown, Adm in is tra tive  O ffice r_______
Division:   Insurance  ________

Approved oy C om m issioner: Larry Mercul
Agency: Department o f Commerce & Economic Development

D is tribu tion  (by preoarer):
Leg is la tive  F inance 
Leg is la tive  Sponsor 
Reouestor
O ffice  o f M anagem ent and Budget 
im pacted  Agencyoesi

37120-1/040389a

Phone: 465-2597 
Date: 3-31 -8 9

Phone: 
Date: _

465-2500
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IN THE S ENATE BY T H E  L A B O R  & C O M MERCE  COMMITTEE

CS FOR SENATE BILL NO. 259 (L&C)

IN THE L E G I S L A T U R E  OF T H E  STATE OF A L A S K A  

SIXTEENTH L E G I S L A T U R E  - S E C O N D  S E SSI ON

A  BILL

For an Act entitled: "An Act relating to insurance g u a r a n t y  funds and to

de finitions  of " i m p a i r e d  or impairment" and " i n s o l­

vent or insolvency" in laws relati ng to insurance; 

amending Rules 24(a) and 62(a), A l a s k a  Rules of Civil 

Procedure; and p r o v i d i n g  for an ef fective date."

BE IT E N A C T E D  BY THE L E G I S L A T U R E  OF T H E  STATE O F  ALASKA:

* S e c t i o n  1. AS 21.21.250 is a m e n d e d  by a dding a n e w  subsectio n to

read:

(c) A  domestic insurer m a y  invest in notes or other evidence of 

i n d ebtedne ss of the A l a s k a  Life and D i s a b i l i t y  Insurance Guaranty 

A s s o c i a t i o n  estab l i s h e d  u nder AS 21.79.040, and the dire ctor m ay  

c o n s i d e r  those notes and other e v i d e n c e  of indebtedness, that are not 

in default, as a d m itted assets of the insurer.

* Sec. 2. AS 21.36 is a m e n d e d  by a d d i n g  a n e w  section to read:

Sec. 21.36.035. P ROHIBITED A D V E R T I S E M E N T S  A N D  REPRESENTATIONS,

(a) A  p e rson m a y  not place b e fore the public an a d v e rtisement , a n­

nouncement, or statement that uses the e x i s tence of the Alaska Life 

and D i s a b i l i t y  Insurance G u a r a n t y  A s s o c i a t i o n  e s t a b l i s h e d  under 

AS 21.79.040 to sell, solicit, or induce the pablic to purchase any 

form of insurance gover n e d  by AS 21.79.

(b) A  person h avi ng a benefi c i a l  interest in any form of insur­

ance g o v e r n e d  by AS 21.79 may not represent to a lender or another 

person that the insurance o r  form o f  insurance has v a l u e  as collateral  

for a loan b e c a u s e  the insurance is c o v e r e d  by the Alaska Life and

- I -  CSSB 2 5 9 ( LSC)
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Disability Insurance Guaranty Association. This subsection does not 

apply to the Alaska Life and Disability Insurance Guaranty Association 

itself, or to an entity that does not sell or solicit insurance.

Sec. 3. AS 21 is amended by adding a new chapter to read:

CHAPTER 79. ALASKA LIFE AND DISABILITY INSURANCE 

GUARANTY ASSOCIATION ACT.

Sec. 21.79.010. PURPOSE. The purpose of this chapter is to 

provide a mechanism to pay a covered claim under a life insurance 

policy, disability insurance policy, annuity contract, or supplemental 

contract? to protect a policyholder; and to avoid financial loss to a 

claimant or policyholder because of the impairment or insolvency of a 

member insurer issuing the policy or contract.

Sec. 21.79.020. SCOPE. (a) This chapter applies to a policy 

and contract specified in (b) of this section and to a person who

(1) except for a nonresident certificate holder under a

group policy or contract, is the beneficiary, assignee, or payee of a 

person described in (2) of this subsection; and

(2) is the owner of, or a certificate holder under, the 

policy or contract, or, in the case of an unallocated annuity con­

tract, is the contract holder, and who

(A) is a resident, or

(B) is not a resident, if the following conditions are

satisfied:

(i) the insurer that issued the policy or con­

tract is domiciled in this state;

(ii) the insurer never held a license or certifi­

cate of authority in the state in hich the person resides;

(iii) the state in which the person resides has an 

association similar to the association created by this



WORK DRAFT WORK DRAFT WORK DRAFT

chapter; and

(iv) the person is not e l i g ible for coverage of

the a s s o c i a t i o n  of the state in w h i c h  the person resides.

(b) This chapter  applies to a p erson s p e c i f i e d  in (a) of this 

section and to a direct, non group life, disability, annuity, and 

s upple m e n t a l  p o l i c y  or contract, to a c e rtifica te u nde r a direct group 

life, disability, annuity, or supp le m e n t a l  p olicy o r  contract, and to 

an u n a l l o c a t e d  a n nuit y contract issued by a m e m b e r  insurer, except as 

otherwise l i m i t e d  by this chapter.

(c) This chapter does not apply to

(?) that part of a p olicy or contract that is not g u a r a n­

teed b y  the insurer;

(2) that part of the risk borne by the policy or contract

holder;

(3) a p olicy or con tract of reinsurance, unless an a s s u m p­

tion c e r t i f i c a t e  has bee n issued;

(A) that part of a p o licy or contract on w h i c h  the rate of

interest

(A) a v e rag ed o v e r  the p er iod of four years before the 

date on w h i c h  the a s s o c i a t i o n  becomes o b l i g a t e d  w i t h  respect to 

the p o l i c y  or contract, exceeds a race of interest d e t e r m i n e d  by

' s u b t r a c t i n g  two p er centage points from the p u b l ished m o n t h l y  

a v erage for chat same four-year p eriod or for a lesser period if 

the p o licy or contrac t was issued less chan four years before the 

a s s o c i a t i o n  became obligated; and

(B) on and after the date on w h i c h  the a s s o c i a t i o n  

becomes o b l i g a t e d  w i t h  respect to the policy or contract, exceeds 

the race of interest deter mined by subtr a c t i n g  three p ercentage  

points from the most recent publi s h e d  m o n thly average;

-3- CSSB  259(LSC)



(5) a plan or program of an employer, association, or 

similar entity to provide life, disability, or an annuity benefit to 

an employee or member, to the extent that the plan or program is self­

funded or uninsured, including a benefit payable by the employer, 

association, or similar entity under

(A) a multiple employer welfare arrangement as defined

in 26 U.S.C. 414 (Employee Retirement Income Security Act of 

1974) ;

(B) a minimum premium group insurance plan;

(C) a stop-loss group insurance plan; or

(D) an administrative services only contract;

(6) that part of a policy or contract that provides a divi­

dend or experience rating credit, or provides that a fee or allowance 

be paid to a person, including the policy or contract holder, in 

connection with the service to or administration of the policy or

contract; and

(7) a policy or contract issued in this state by a member 

insurer at a time when it was not licensed or d id not have a certifi­

cate of authority to issue the policy or contract in this state.

(d) in this section, "published monthly average" means the 

monthly average of corporate bond yields as published by Moody's

investor Service, Inc., or its successor, or, if Moody's corporate 

bond yield average-monthly average corporates is not published, a 

substantially similar average established by regulation adopted by the 

director.

Sec. 21.79.025. LIABILITY LIMITS. The benefits for which the 

association may become liable may not exceed the lesser of

(1) the contractual obligations for which the insurer is

liable or would have been liable if it wero not an impaired or

C SSB  259(L4C) -4-
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insolvent insurer; or

(2) with respect to any one life, regardless of the number 

of policies or contracts, and subject to an aggregate of $300,000,

(A) $300,000 in life insurance death benefits, but not 

more than $100,000 in net cash surrender and net cash withdrawal 

values for life insurance;

(B) $100,000 in disability insurance benefits, includ­

ing any net cash withdrawal values;

(C) $100,000 in the present value of annuity benefits, 

including net cash surrender and net cash withdrawal values;

(3) with respect to any one contract holder, $5,000,000 in 

unallocated annuity contract benefits, irrespective of the number of 

contracts held by that contract holder.

Sec. 21.79.030. CONSTRUCTION. This chapter shall be liberally 

construed to achieve the purposes set out in AS 21.79.010.

Sec. 21.79.040. ASSOCIATION ESTABLISHED. (a) There s estab­

lished as a nonprofit legal entity the Alaska Life and Disability 

Insurance Guaranty Association. An insurer that issues an insurance 

policy described in /*S 21.79.020(b) shall be a member of the asso­

ciation as a condition of the insurer's authority to transact insur­

ance in this state. The association shall perform its functions under 

a ’plan of operation established and approved under AS 21.79.080 and 

shall exercise its powers through the Board of Governors established 

under AS 21.79.050. For purposes of administration and assessment, 

the association shall maintain the following accounts:

(1) the disability insurance account; and

(2) the life insurance, annuity, and unallocated annuity 

contract account.

(b) The association is under the supervision of the director and

- 5 -  CSSB 2 5 9 (L&C)
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is subject to the insurance laws of the state. Except as provided in 

AS 21.79.110(b), meetings or records of the association may be open to 

the public upon majority vote of the Board of Governors of the asso­

ciation.

Sec. 21.79.050. BOARD OF GOVERNORS. (a) The Board of Governors 

of the association consists of not less than five nor more than nine 

representatives of member insurers. Terms of office for board members 

shall be established in the plan of operation submitted under AS 21.- 

79.080. Member insurers shall select the board members, subject to 

the approval of the director. A vacancy on the board shall be filled

for the unexpired term by a majority vote of the remaining board

members, subject to the approval of the director.

(b) Before the director approves the selection of a board member 

or appoints a board member, the director shall consider whether all 

member insurers are fairly represented on the board.

(c) A board member is not entitled to compensation by the asso­

ciation. However, a board member may be reimbursed from the assets of

the association for expenses incurred while performing duties as a

member of the board.

Sec. 21.79.060. POWERS AND DUTIES OF THE ASSOCIATION. (a) If a

domestic insurer becomes impaired, the association may, with the

approval of the director,

(1) guarantee, assume, reinsure, or provide for the guaran­

tee, assumption, or reinsurance of the policies or contracts of the 

impaired insurer;

(2) provide money, pledges, notes, guarantees, or other 

means that are necessary t:o act under (1) of this subsection and to 

assure payment of the contractual obligations of the impaired insurer 

until those obligations arc guaranteed, reinsured, or assumed; or

C S S B  2 5 9 ( L i e )  - 6 -
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(3) loan m o n e y  to the i m p a i r e d  insurer.

(b) If a m e mber insurer is an i m p a i r e d  insurer, and the insurer

is not paying claims in a timely manner, the a ssoci ation m a y

(1) take any of the actions s p e c ified in (a) of this s e c­

tion, or

(2) provide a substi tute benefit in lieu of the contractual  

obligation of the i m p air ed insurer solely for a

(A) d i s a b i l i t y  claim;

(B) p e r i o d i c  a n nuit y b e n e f i t  payment;

(C) death benefit;

(D) suppl e m e n t a l  benefit; and

(E) cash w i t h d r a w a l  for a p o l i c y  or contract owner who 

petitions under a claim of e m e r g e n c y  or hardship under a standa rd 

proposed by the a s s o c i a t i o n  and a p p r o v e d  by the director.

(c) The actions s p e c i f i e d  in (b) of this section m a y  not be 

taken unless

(1) the law o f  the impaired insurer's state of domicil e

provides that until all payments of or on account of a contr actual

obligation of the impaired insurer by a g u a r a n t y  association, along 

with all expenses and interest on all payments and expenses, have b e e n  

repaid to the guaranty associ a t i o n  or a rep ayment plan by the impaired  

insurer has been approved by a g u a r a n t y  association,

(A) a d e l i n q u e n c y  p r o c e e d i n g  may not be dismissed;

(B) n e i t h e r  the impaired insurer nor its assets may be

returned to the control of its s h areho lders or private m a n a g e­

ment; and

(C) s o l i c i t a t i o n  or accep t a n c e  of new business or 

restoration of a suspend ed or revoked license may not be p e r m i t­

ted; and
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(2) if the impaired insurer is a

(A) domestic insurer, the insurer has been placed 

under an order of rehabilitation by a superior court in this 

state; or

(B) foreign or alien insurer,

(i) the insurer has be-n prohibited from solicit­

ing or accepting new business in this state;

(ii) the insurer's certificate of authority has 

been suspended or revoked in this state; and

(iii) a petition for rehabilitation or liquidation 

has been filed in a court of competent jurisdiction in the 

insurer's state of domicile by the insurance commissioner of 

that state.

(d) If a member insurer becomes insolvent, the association 

shall, with the approval of the director,

(1) guarantee, assume, reinsure, or provide for the guaran­

tee, assumption, or reinsurance of the covered policies of the insol­

vent insurer held by residents;

(2) assure payment to residents of the contractual obliga­

tions of the insolvent insurer;

(3) provide money, pledges, notes, guarantees, or other 

means necessary to discharge the insurer's duties under this subsec­

tion; or

(4) with respect only to life and disability insurance 

policies, provide benefits and coverages required under (e) of this 

section.

(e) When proceeding under (b)(2) or (d)(4) of this section, the 

association shall, with respect to a life or disability insurance 

policy,

CSSB 2 5 9 ( L&C) -8-



(1) assure p a y m e n t  of benefits, other t h a n  ter ms of c o n v e r­

sion and renewability, for a p r e m i u m  identical to the p r e m i u m  that 

w o u l d  h a v e  b e e n  p a y a b l e  under a p o l i c y  o f  the i n s o l v e n t  insurer for 

c l a i m s  i ncurred with r e s p e c t  to

(A) a g r o u p  policy, not l a t e r  t h a n  the e a r l i e r  of the 

n e x t  renewal date u n d e r  the p o l i c y  o r  c o n t r a c t  or 45 days, but in 

no e vent less than 30 days, a f t e r  t h e  dat e on w h i c h  t h e  a s s o c i a­

tion b e comes o b l i g a t e d  w i t h  r e s p e c t  t o  the policy;

(B) an i ndividual  policy, not l a t e r  t h a n  the earlier 

o f  the n e x t  renewal date, if any, u n d e r  the p o l i c y  or one year, 

b u t  in no event less t h a n  30 days, from the d a t e  on w h i c h  the 

a s s o c i a t i o n  b e c omes o b l i g a t e d  w i t h  r e s p e c t  to t h e  policy;

(2) make a d i l i g e n t  e f f o r t  to p r o v i d e  a k n o w n  insurer or a 

g r o u p  policyholder, w i t h  resp ect to a g r o u p  policy, 30 days notice of 

the t e r m i n a t i o n  of the b e n e f i t s  provided;

(3) wit h r e s p e c t  to an i n d i v i d u a l  policy, m a k e  availa ble to 

each k n o w n  insured, or owner if o t h e r  t h a n  t he insured, and with 

r e s p e c t  to an individual  formerly i n sured u n d e r  a g r o u p  p o l i c y  who is 

not e l i g i b l e  for r e p l a c e m e n t  g r o u p  coverage, s u b s t i t u t e  c o v e r a g e  on an 

i n d i v i d u a l  basis u n d e r  the p r o v i s i o n s  of (f) of t h i s  section, if the 

i n s ured h a d  a right u n d e r  law o r  the t e r m i n a t e d  p o l i c y  to convert 

c o v e r a g e  to individual coverage, to c o n t i n u e  an indivi d u a l  p o l i c y  in 

force until a s p e c i f i e d  age, or for a s p e c i f i c  time d u r i n g  w h i c h  the 

i n s u r e r  d id not have the u n i l a t e r a l  right to m a k e  c h a n g e s  in any 

p r o v i s i o n  of the p o l i c y  o r  had a r i g h t  only to make c h a n g e s  in premium 

by class.

(f) With respect to life and d i s a b i l i t y  i n s u rance policies, the 

a s s o c i a t i o n

(1) in p r o v i d i n g  the s u b s t i t u t e  c o v e r a g e  u n d e r  ( e ) (3) of
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this section, shall ei ther o f f e r  to r e iss ue t he t e r m i n a t e d  coverage or 

to issue an a l t e r n a t e  policy;

(2) shall o f f e r  a l t e r n a t i v e  or r e i ssued p o l icies without 

requiring e v i dence of insurability, and m a y  not p r o v i d e  for any w a i t­

ing p e r i o d  or exclusion  that w o u l d  not h a v e  applied u n d e r  the t e r m i­

nated policy; and

(3) may r e i nsur e any a l t e r n a t i v e  or reissu ed policy.

(g) An a l t e r n a t i v e  life or d i s a b i l i t y  p o l i c y  must,

(1) if a d opted b y  the a ssociation, be s u bjec t to the a p­

proval of the director; the a s s o c i a t i o n  m a y  adopt a l t e r n a t i v e  policies 

of v a r i o u s  types for future issuanc e w i t h o u t  regard to a particular  

impai r m e n t  or insolvency;

(2) c o ntain at least t h e  m i n i m u m  s t a t u t o r y  provisions 

requi r e d  in this state and p r o v i d e  b e n e f i t s  that m a y  not be u n r e a­

sonable  in relation  to the p r e m i u m  charged; the a s s o c i a t i o n  shall set 

the p r e m i u m  u nder a table of rates t h a t  it shall adopt; the premium 

m u s t  r e f l e c t  the a mount of i n s u r a n c e  to be p r o v i d e d  a n d  the age and 

class of r i s k  of each insured, but m a y  not reflect c h ange s in the 

h e a l t h  of the insured afte r t h e  o r i ginal p o l i c y  was last underwritten;

(3) if issued b y  the association, p r ovide c o v e r a g e  of a 

type s i m i l a r  to that of the p o l i c y  i s sue d by the impai red or insolvent 

insurer, as d e t e r m i n e d  b y  the association.

(h) If the a s s o c i a t i o n  elects to r e issue t e r m i n a t e d  c o v e r a g e  at 

a p r e m i u m  rate d i f f erent from that c h a r g e d  u n d e r  the termin a t e d  p o l i­

cy, the p r e m i u m  shall be set by t h e  a s s o c i a t i o n  a c c o r d i n g  to the 

a m o u n t  of insurance provided, the age and class of risk, and is s u b­

ject to the approval of the d i r e c t o r  o r  by a court of c o m p e t e n t  j u r i s­

diction.

(i) T h e  a ssoci a t i o n ' s  o b l i g a t i o n s  w i t h  respect to c o v e r a g e  under 
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a p o l i c y  of an impaired or insolve nt i n s u r e r  or u n d e r  any r e is sue or 

a l t e r n a t i v e  p o l i c y  ceas e on the d a t e  the c o v erag e or p o l i c y  is re­

placed by a n o t h e r  s i m i l a r  polic y by the policyholder, the insured, or 

the association.

(j) W h e n  p r o c e e d i n g  under  (b)(2) or (d) of this section with 

r e s p e c t  to a p o l i c y  or c o n tract c a r r y i n g  g u a r a n t e e d  m i n i m u m  interest 

rates, the a s s o c i a t i o n  shall a ssure t h e  p a y m e n t  or c r e d i t i n g  of a rate 

of i n t e r e s t  c o n s i s t e n t  w i t h  21.79.020(c)(4 ).

(k) N o n p a y m e n t  of a p r e mium w i t h i n  31 days a f t e r  the date re­

quired u n d e r  the terms of a guaranteed, assumed, a l t e r n a t i v e  or reis­

sued p o l i c y  or c o n t r a c t  o r  s u b s t i t u t e  c o v e r a g e  t e r m i r a t e s  the o blig a­

tions of t h e  a s s o c i a t i o n  und er the p o l i c y  or c o v e r a g e  e x c e p t  with 

respect to the c laims incurred or t h e  net cash s u r r e n d e r  v a l u e  that 

m a y  be due u n d e r  t he provis i o n s  of t h i s  chapter.

(1) A  p r e m i u m  due for c o v e r a g e  a f t e r  entry of an o r d e r  of liq­

uid a t i o n  of an i n s o l v e n t  insurer b e l o n g s  to and is p a y a b l e  at the 

d i r e c t i o n  of the association, and the a s s o c i a t i o n  is l iabl e for u n­

earned p r e m i u m s  d u e  to a policy or c o n t r a c t  o w n e r  a r i s i n g  a f t e r  the 

entry of the order.

(m) T h e  p r o t e c t i o n  p r o v ided b y  this c h a p t e r  d o e s  not a p p l y  if 

g u a r a n t y  p r o t e c t i o n  is p r o v i d e d  to r e s i d e n t s  of this s t a t e  by the laws 

of a n o t h e r  state o r  j u r i s d i c t i o n  t h a t  is t h e  d o m i c i l e  of the impaired 

or i n s o l v e n t  insurer.

(n) In c a r r y i n g  out its d u t i e s  u n d e r  (b) , (c) , and (d) of this 

section, the a s s o c i a t i o n  may impose a p e r m a n e n t  p o l i c y  or contract 

lien u n d e r  a guarantee, assumption, or reinsu r a n c e  agreement, if the 

p olicy or c o n t r a c t  lien is ap proved by a court, and the co urt finds 

that

(1) the amount that may be a s s e s s e d  u n d e r  this c h a p t e r  is
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less than the amount needed to assure full and prompt performance of 

the insolvent insurer's contractual obligations; or

(2) the economic or financial condition that affects member 

insurers is sufficiently adverse that the imposition of a policy or 

contract lien is in the public interest.

(o) Before taking action under (b) - (e) of this section, the 

association may request the superior court to impose an injunction 

against the payment of a cash value and policy loan, or the exercise 

of another right to withdraw funds held in connection with a policy or 

contract, in addition to a contractual provision for deferral of a 

cash or policy loan value.

(p) If the association fails to take action under (b) - (e) of 

this section within a reasonable period of time after a member insurer 

becomes insolvent, the director shall assume the powers of the asso­

ciation under (b) - (e) of this section.

(q) If requested by the director, the association may assist and 

advise the director concerning rehabilitation, payment of claims, 

continuance of coverage, or the performance of other contractual 

obligations of an impaired or insolvent insurer.

(r) The association is entitled to appear in a court proceeding 

in the state involving an impaired or insolvent insurer. The standing 

conferred by this subsection extends to all matters germane to the 

powers and duties of the association, including proposals to reinsure 

or guarantee a covered policy of the impaired or insolvent insurer and 

the determination of a covered policy and a contractual obligation.

(s) A person who receives benefits under this chapter is con­

sidered to have assigned the rights under the covered policy to the 

association to the extent of the benefits received under this chapter. 

The association may require an assignment to the association of those 
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rights by the payees, policy or contract owner, beneficiary, insured,

or annuitant before a person receives the rights or benefits conferred

by this chapter. The association is subrogated to these rights 

against the assets of an insolvent insurer. The priority of the 

association's subrogation right to the assets of the insolvent insurer 

is the same as the priority of the person entitled to benefits under 

this chapter.

(t) The association may

(1) enter into contracts that are necessary or proper to 

carry out the provisions of this chapter;

(2) sue or be sued, and take legal action necessary or

proper for recovery of an unpaid assessment under AS 21.79.070;

(3) borrow money to carry out the purposes of this chapter;

(4) employ or retain those persons necessary to handle the

financial transactions of the association and other functions under 

this chapter;

(5) negotiate and contract with a liquidator, rehabil- 

itator, conservator, or ancillary receiver to carry out the powers and 

duties of the association;

(6) exercise, for the purposes of this chapter and to the 

extent approved by the director, the powers of a domestic life or

disability insurer; however, the association may not issue insurance

policies or annuity contracts ocher chan chose issued to perform the 

contractual obligations of an impaired or insolvent insurer;

(7) take legal action to prevent -he payment of improper

claims;

(8) join an organization of one or more ocher state asso­

ciations with similar purposes; and

(9) perform all ocher acts necessary or proper to implement
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this chapter.

Sec. 21.79.070. ASSESSMENTS. (a) For the purpose of providing

funds necessary to carry out the powers and duties of the association,

the Board of Governors shall assess the member insurers, separately

for each account, at a time and for an amount that the board finds

necessary. Assessments are due not less than 30 days after prior

written notice to the member insurers and accrue interest at 10 per­

cent a year from the date payment is due.

(b) There shall be two assessments as follows:

(1) class A assessments shall be made for the purpose of 

meeting administrative and legal costs and other expenses and examina­

tions conducted under the authority of AS 21.79.060; class A assess­

ments may be made whether or not related to a particular impaired or 

insolvent insurer;

(2) class B assessments are post assessment charges and

shall be made only as necessary to carry out the powers and duties of

the association with regard to an impaired or an insolvent insurer.

(c) The amount of a class A assessment shall be determined by 

the board and may be made on a pro rata or nonpro rata basis. If a

pro rata assessment is made, the board may provide that it be credited

21 'I
against future class B assessments. A  nonpro rata assessment may not

22 i
exceed $250 per member insurer in a calendar year. The amount of a

23 |
class B assessment shall be allocated for assessment purposes among

24 |
the accounts under an allocation formula that may be based on the

25
premiums or reserves of the impaired or insolvent insurer or by

?5
another standard determined by the ooard as being fair ano reasonable

under the circumstances.

78
(d) Class B assessments shall be based on the premiums received

on business in this state by each assessed member insurer or for 
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policies or contracts covered by each account in proportion to the

premiums received on business in this state by all assessed member

insurers during the three calendar years preceding the year in which 

the insolvency or impairment occurred.

(e) The association may abate or defer, in whole or in part, the 

assessment of a member insurer if a payment of the assessment would 

endanger the ability of the member insurer to fulfill its contractual 

obligations. The amount by which an assessment against a member

insurer is abated or deferred may be assessed against the other member 

insurers in a manner consistent with the basis for assessments set 

forth in (c) of this section.

Sec. 21.79.080. PLAN OF OPERATION. (a) The association shall 

submit to the director a plan of operation and any amendments to 

assure the fair, reasonable, and equitable administration of the 

association. The plan of operation and any amendments take effect on 

the written approval of the plan by the director.

(b) Notwithstanding (a) of this section, if the association

fails to submit a plan of operation acceptable to the director by 

July 1, 1991, or if at a later time the association fails to submit 

suitable amendments to the plan, the director shall, after notice and 

hearing, adopt regulations to implement this chapter. These regula­

tions remain in effect until amended or repealed by the director or 

superseded by a plan submitted by the association that is approved by 

the director.

(c) A member insurer shall comply with the plan of operation. 

The plan of operation must

(1) establish procedures for handling assets of the asso­

ciation;

(2) establish the amount and method of reimbursing members
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of the board under AS 21.79.050(c);

(3) establish regular places and times for meetings of the 

board in the state;

(4) establish procedures for keeping records of all finan­

cial transactions of the association, its agents, and the board;

(5) establish terms of office for members of the board, and

establish procedures for the selection of the members of the board and

for the director's approval of the members selected;

(6) establish additional procedures for assessments under 

AS 21.79.070; and

(7) contain additional provisions necessary or proper for 

the association to exercise its powers and duties.

(d) The plan of operation may delegate the powers and duties of 

the association, other than those under AS 21.79.060(t)(3) and 21.79.- 

070, to a corporation or other organization performing functions 

similar to those of the association, or its equivalent, in two or more 

states. The association shall reimburse the corporation or orga­

nization for a payment made for the association and for performing a 

function of the association. A delegation under this subsection takes 

effect only with the approval of the board and the director.

Sec. 21.79.090. POWERS AND DUTIES OF THE DIRECTOR. (a) Upon 

request of the board, the director shall provide the association with 

a statement of the premiums in the appropriate states for each member 

insurer.

(b) The director may

(1) after notice and hearing as provided in AS 21.06.180 - 

21.06.230, suspend or revoke the certificate of authority to transact 

insurance in this state of a member insurer that fails to pay an 

assessment when due or fails to comply with the plan of operation;
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1 (2) levy a penalty on a member insurer that fails to comply

2 with the plan of operation? or

3 (3) levy a penalty on a member insurer that fails to pay an

4 assessment when due; if the unpaid assessment is more than $2,000, the

penalty may not exceed five percent of the unpaid assessment per month

6 or be less than $100 per month; if the unpaid assessment is $2,000 or

7 less, the penalty is $100 per month.

8 (c) An action of the board or the association may be appealed to

the director by a member insurer if the appeal is taken within 30 days 

after the date the notice of the action is mailed. Final action or

order of the director may be reviewed by the superior court.

(d) The liquidator, rehabilitator, or conservator of an impaired 

insurer may notify all interested persons of the effect of this chap­

ter.

Sec. 21.79.100. PREVENTION OF INSOLVENCIES. (a) The director 

shall notify, by mail, the commissioner, director, or superintendent 

of insurance of the other states, territories of the United States, 

and the District of Columbia, within 30 days after the date on which 

j| the following actions are taken against a member insurer;

(1) revocation of a license;

(2) suspension of a license; or

' (3) a formal order that a member insurer restrict its

premium writing, obtain additional contributions to surplus, withdraw 

from the state, reinsure all or any part of its business, or increase 

capital, surplus, or any other account for the security of policy­

holders or creditors.

(b) The director shall report to the board if an action set out 

in (a) of this section is taken or a report is received from a state 

insurance regulator chat siin^ar action has been taken in another
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state. The report to the board must contain all significant details 

of the action taken or the report received from another insurance 

regulator.

(c) The director shall report to the board if there is reason­

able cause to believe, during or after an examination of a member 

insurer, that the company may be impaired or insolvent.

(d) The director shall furnish the board with the NAIC Insurance 

Regulatory Information System (IRIS) ratios and a listing of companies 

not included in the ratios developed by the NAIC, and the board may 

use that information to carry out its duties and responsibilities 

under this section. The information shall be kept confidential by the 

board until it is made public by the director.

(e) The director may seek the board's advice and recommendations 

concerning the financial condition of member insurers and insurers who 

apply for admission to transact insurance business in the state.

(f) The board shall

(1) make reports and recommendations to the director relat­

ing to the solvency, liquidation, rehabilitation, or conservation of a 

member insurer or the solvency of insurers who apply to transact

insurance business in the state; the director and the board shall keep

the reports and recommendations confidential;

(2) notify the director of any information that indicates

that a member insurer may be impaired or insolvent.

(g) The board may request the director to examine a member

insurer that: the board believes may be an impaired or insolvent in­

surer. Within 30 da>s after receipt of the request, the director

shall begin the examination. The examination may be conducted as a

NAIC examination or may be conducted by persons the director desig­

nates. The cost of examination shall be paid by the association, and
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the examination report shall be treated in the same manner as other 

examination reports under AS 21.06. The completed examination report 

may not be released to the board before it is released to the public, 

but this does not preclude the director from complying with (c) of 

this section. The director shall notify the board when the examina­

tion is completed. The request for an examination shall be kept on 

file by the director and may not be released to the public before the 

release of the examination report to the public.

(h) The board may make recommendations to the director for 

detecting and preventing insurer insolvencies.

(i) The board shall, at the conclusion of an insurer insolvency 

in which the association was required to pay covered claims, prepare a 

report to the director that sets out information concerning the his­

tory and cause of the insolvency. The board shall cooperate with the 

boards of guaranty associations in other states in preparing a report 

on the history and causes of insolvency of an insurer, and may adopt 

by reference a report prepared by other associations.

Sec. 21.79.110. MISCELLANEOUS PROVISIONS. (a) This chapter 

does not reduce the liejility for unpaid assessments of an insured of 

an impaired or insolvent insure* operating under an insurance policy 

with assessment liability.

(b) The association shall keep records of negotiations and 

meetings relating to its activities. Records of negotiations or 

meetings may only be made public under AS 21.79.040(b)

or conservation proceeding that involves the impaired or insolvent

(1) after the termination of a liquidation, rehabilitation,

insurer;

(2) after the insurer is no longer impaired or insolvent;

or
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(3) upon the order of a court of competent jurisdiction.

(c) The association is considered to be a creditor of the im­

paired or insolvent insurer to the extent of assets attributable to 

covered policies that are reduced by an amount to which the asso­

ciation is entitled under AS 21.79.060(s). Assets of the impaired or 

insolvent insurer that are attributable to covered policies shall be 

used to continue all covered policies and pay all contractual obliga­

tions of the impaired or insolvent insurer as required by this chap­

ter. Assets attributable to covered policies include those assets 

that should have been established as reserves for the covered poli­

cies. These assets are determined by multiplying the total assets of 

the impaired or insolvent insurer by a fraction, the numerator of 

which is the amount that should have been established as reserves for 

the covered policies of the impaired or insolvent insurer, and the 

denominator of which is the amount that should have been established 

as reserves for all policies of insurance issued in all states by that 

insurer.

(d) Before the termination of a liquidation, rehabilitation, or 

conservation proceeding, the court may consider the contributions of 

the respective parties, including the association, the shareholders 

and policyholders of the impaired or insolvent insurer, and any other 

party with a bona fide interest, in distributing the ownership rights 

of the impaired or insolvent insurer. The court shall consider the 

welfare of policyholders of the continuing or successor insurers. A 

distribution to stockholders of an impaired or insolvent insurer may 

not be made until the total amount of valid claims of the association 

for money spent in carrying out its powers and duties under AS 21.- 

79.061, with respect to the insurer, has been fully recovered by the 

association.
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(e) The receiver appointed under an order for liquidation or 

rehabilitation of a domestic insurer may recover the amount distribut­

ed, other than stock dividends paid by the insurer on its capital 

stock, to a controlling affiliate, as defined in AS 21.22.200, during 

the five years preceding the petition for liquidation or rehabilita­

tion. However, if the insurer shows that, when paid, the distribution 

was lawful and reasonable, and that the distribution might adversely 

affect the ability of the insurer to fulfill the insurer's contractual 

obligations, the receiver may not recover the amount distributed to 

the controlling affiliate. The following provisions apply to recovery 

of amounts distributed:

(1) a controlling affiliate of the insurer at the time the 

distribution was paid is liable for a distribution received; a con­

trolling affiliate at the time the distribution was declared is liable 

for a distribution that would have been received if the distribution 

had been paid at that time? if two or more persons are liable with 

respect to the same distribution, they are jointly and severally 

liable;

(2) if an affiliate liable under (1) of this subsection is 

insolvent, all its controlling affiliates at the time the dividend was 

paid are jointly and severally liable for any amount that is not 

recovered from the insolvent affiliate?

(3) the amount needed to pay the contractual obligations of 

the insolvent insurer that exceeds the available assets of the insol­

vent insurer is the greatest amount that may be recovered under this 

subsection.

Sec. 21.79.120. EXAMINATION OF THE ASSOCIATION, ANNUAL REPORT. 

The association may be examined by the director. The board shall 

submit to the director, net later than May 1 of each year, a certified
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financial report for the preceding calendar year in a form approved by 

the director and a report of its activities during the preceding

calendar year. Nothing in AS 21.79.110(b) limits the duty of the 

association to report under this section.

Sec. 21.79.130. TAX EXEMPTION. The association is exempt from

payment of all fees and taxes levied by the state or its political 

subdivisions, other than real property taxes.

Sec. 21.79.140. CIVIL IMMUNITY. The association and its agents

and employees, members of the Board of Governors, and the director and

the director's representatives are not civilly liable for action taken

by them to perform duties under this chapter.

Sec. 21.79.150. STAY OF PROCEEDING ENFORCING JUDGMENT. Pro­

ceedings that involve the enforcement of a judgment of liquidation, 

rehabilitation, or conservation against an impaired or insolvent 

insurer may not be taken until at least 60 days after the entry of the 

judgment.

Sec. 21.79.900. DEFINITIONS. In this chapter,

(1) "account" means an account created under AS 21.79.040;

(2) "association" means the Alaska Life and Disability 

Insurance Guaranty Association;

(3) "board" means the Board of Governors of the Alaska Life 

and Disability Insurance Guaranty Association;

(4) "contractual obligation" means an obligation under a

policy, contract, or certificate under a group policy or contract, or

a portion of one;

(5) "covered policy" means a policy or contract described 

in AS 21.79.020(a) and (b);

(6) "member insurer" means an insurer licensed to transact 

insurance in the state that issues a policy described in
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AS 21.79.020(a) and (b) , or a subscriber contract providing benefits 

described in AS 21.87.120(a)(2) - (4) or 21.87.130(a)(2) and (3), and 

includes an insurer whose license or certificate of authority in this 

state may have been suspended, revoked, not renewed, or voluntarily 

withdrawn; "member insurer" but does not include

(A) a health maintenance organization;

(B) a fraternal benefit society;

(C) a mandatory state pooling plan;

(D) a mutual assessment company or an entity that 

operates on an assessment basis;

(E) an insurance exchange; or

(F) a hospital or medical service organization;

(7) "NAIC" means the National Association of Insurance 

Commissioners;

(8) "premium" means the amount received on a covered policy 

or contract less a premium, consideration, and deposit returned, and 

less a dividend and experience credit; "premium" does not include an 

amount charged for an assessment or an amount received for a policy or 

contract or for th , portions of a policy or contract for which cover­

age is not provided under AS 21.79.020(b) and (c);

(9) "resident" means a person who resides in this state at

the time a member insurer is determined to be an impaired or insolvent

insurer and to which a contractual obligation is owed; a person may be

a resident of only one state, which in the case of a person other than

a natural person shall be the principal place of business;

(10) "supplemental contract" means an agreement entered into 

for the distribution of policy or contract benefits;

(1 1) "unallocated annuity contract" means an annuity contract 

or group annuity certificate that is not issued to and owned by an
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individual, except to the extent of annuity benefits guaranteed to ar 

individual by an insurer under the contract or certificate.

Sec. 21.79.990. SHORT TITLE. This chapter may be cited as the 

Alaska Life and Disability Insurance Guaranty Association Act.

* Sec. 4. AS 21.80.020 is amended to read:

Sec. 21.80.020. APPLICABILITY. This chapter applies to all 

kinds of direct insurance written by an admitted insurer [, ] except 

life, title, surety, disability, credit, mortgage guaranty, and wet 

[OCEAN] marine and transportation insurance for vessels 100 feet or 

more in length as measured at the water line.

* Sec. 5. AS 21.80.040 is amended to read:

Sec. 21.80.040. CREATION OF ASSOCIATION. There is created a 

nonprofit incorporated legal entity to be known as the Alaska Insur­

ance Guaranty Association. All insurers defined as member insurers in 

AS 21.80.180(6) shall be and remain members of the association as a 

condition of their authority to transact insurance in this state. The 

association shall perform its functions under a plan of operation 

established and approved under AS 21.80.070 and shall exercise its 

powers -through a board of directors established under AS 21.80.050. 

For purposes cf administration and assessment, the association shall 

be divided into three separate accounts:

' (1) the workers7 compensation insurance account;

(2) the automobile insurance account; and

(3) the account for all other insurance to which this 

chapter applies, including coverage on vessels less than 100 feet in j 

length as measurec at the water line. I

* Sec. 6 . AS 21.80.050(a) is amended to read:
'

(a) The board of directors of the association consists of not 

fewer than five nor more than nine persons serving terms as 
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established in the plan of operation. The members of the board shall 

be selected by member insurers subject to the approval of the direc­

tor. Vacancies of the board shall be filled for the remaining period 

of the term in the same manner as initial appointments. If a member 

is not selected to fill a vacancy on the board of directors within 90 

days of the vacancy, the director may appoint a member for the remain­

ing period of the term.

* Sec. 7. AS 21.80.060(a) is amended to read:

(a) The association [SHALL]

(1) is [BE] obligated to the extent of the covered claims 

existing before the determination of insolvency and arising within 30 

days after the determination of insolvency bv a court of competent 

jurisdiction if the insolvent insurer or receiver ceases to pay any or 

all claims while preparing and adopting a plan of liquidation or 

having entered into a plan of liguidation approved bv the court under 

AS 21.78, or before the policy expiration date if less than 3 0 days 

after the determination, or before the insured replaces the policy or

causes its cancellation[, ] if the insured does so within 30 days of

the determination, but this obligation includes only that amount of 

each covered claim that [WHICH] is in excess of $100 and is less than 

$500,000 [$300,000], except that the association shall pay the full

amount of any covered claim arising out of a workers' compensation 

policy; in no event is the association obligated to a policyholder or 

claimant in an amount in excess of the obligation of the insolvent 

insurer under the policy from which the claim arises;

(2) is [BE] considered the insurer to the extent of its

obligation on the covered claims and to that extent has all rights, 

duties, and obligations of the insolvent insurer as if the insurer had 

not become insolvent;
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(3) shall allocate claims paid and expenses incurred among 

the three accounts separately, and assess member insurers separately 

for each account anourts necessary to pay the obligation of the asso­

ciation under (a)(1) of this section subsequent to an insolvency, the 

expenses of handling covered claims subsequent to an insolvency, the 

cost of examinations under AS 21.80.110^ and other expenses authorized 

by this chapter; the assessments of each member insurer must [SHALL] 

be in the proportion that the net direct written premiums of the 

member insurer for the preceding calendar year on the kinds of insur­

ance in the account bears to the net direct written premiums of all 

member insurers for the preceding calendar year on the kinds of insur­

ance in the account; each member insurer shall be notified of the 

assessment not later than 3 0 days before it is due; a member insurer 

may not be assessed in any year on any account an amount greater than 

two per cent of the member insurer's net direct written premiums for 

the preceding calendar year on the kinds of insurance in the account; 

if the maximum assessment, together with the other assets of the asso­

ciation in any account, does not provide in any one year in any ac­

count an amount sufficient to make all necessary payments from that 

account, the funds available shall be prorated and the unpaid portion 

shall be paid as soon thereafter as funds become available; the asso­

ciation may exempt or defer, in whole or in part, an [THE] assessment 

of any member insurer, if the assessment would endanger the ability of 

the member insurer to fulfill the insurer's contractual obligations or 

cause the member insurer's financial statement to reflect amounts of 

capital or surplus less than the minimum amounts required for a cer­

tificate of authority by any jurisdiction in which the member insurer 

is authorized to transact insurance; each member insurer may set off 

against an assessment, authorized payments made on covered claims and 
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expenses incurred in the payment of these claims by the member insurer 

if they are chargeable to the account for which the assessment is 

made ;

(4) shall investigate claims brought against the associa­

tion and adjust, compromise, settle.*. and pay covered claims to the 

extent of the association's obligation and deny all other claims and 

may review settlements, releases^ and judgments to which the insolvent 

insurer or its insureds were parties to determine the extent to which 

settlements, releaseŝ , and judgments may be properly contested;

(5) shall notify persons [AS THE DIRECTOR DIRECTS] under

AS 21.80.080(b)(1);

(6) shall handle claims through its employees or through

one or more insurers or other persons designated as servicing facili­

ties ; a servicing facility shall operate and maintain its principal

office in this state unless the use of a servicing facility located

outside of the state would result in operatina cost savinas of at

least 10 percent and would not result in material delay in claim

payments; designation of a servicing facility is subject to the ap­

proval of the director, but designation may be declined by a member 

insurer;

(7) shall reimburse each servicing facility for obligations 

of the association paid by the facility and for expenses incurred by 

the facility while handling claims on behalf of the association and 

shall pay the other expenses of the association authorized by this 

chapter.

* Sec. 8. AS 21.80.070(a) is amended to read:

(a) The association shall submit to the director a plan of 

operation and any amendments necessary or suitable to assure the fair, 

reasonable, and equitable administration of the association. The ;̂lan
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of operation and amendments become effective upon approval In writing 

by the director. If [THE ASSOCIATION FAILS TO SUBMIT A SUITABLE PLAN 

OF OPERATION BY NOVEMBER 4, 1970 OR IF AT ANY SUBSEQUENT TIME] the

association fails to submit suitable amendments to the plan, the 

director shall, after notice and hearing, adopt reasonable regulations 

necessary or advisable to effectuate the provisions of this chapter. 

These regulations shall continue in force until modified by the direc­

tor or superseded by a plan submitted by the association and approved 

by the director.

* Sec. 9. AS 21.80.080(b) is amended to read:

(b) The director may

(1) require that the association notify the insureds of the

insolvent insurer and any other interested parties of the determina­

tion of insolvency and of their rights under this chapter; this noti­

fication shall be by mail at their last known address, when available,

but if sufficient information for notification by mail is not avail­

able, notice by publication in <. newspaper of general circulation is 

sufficient;

(2) suspend or revoke, after notice and hearing, the certi­

ficate of authority to transact insurance in this state of any member

insurer that [WHICH] fails to pay an assessment when due or fails to 

com'ply with the plan of operation; as an alternative, the director may 

levy a fine on any member insurer that [WHICH] fails to pay an assess­

ment when due; this fine may not exceed five per cent of the unpaid 

assessment per month or portion of a m o n t h , except that a [NO] fine

may not be less than $250 [$100] a month;

(3) revoke the designation of any servicing facility upon a 

finding that claims are being handled unsatisfactorily^

(4) upon a finding by the superior court that the board of 
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directors has failed to comply with a requirement of this chapter or

the plan of operation, assume the powers of the board of directors

under AS 21.80.060.

* Sec. 10. AS 21.80.120 is amended to read:

Sec. 21.80.120. EXAMINATION OF THE ASSOCIATION. The association!

is subject to examination and regulation by the director. The board 

of directors shall submit, not later than March 30 of each year, a 

certified financial report for the preceding calendar year in a form 

approved by the director.

* Sec. 11. AS 21.80.140 is amended to read:

Sec. 21.80.140. RECOGNITION OF ASSESSMENTS IN RATES. The rates

and premiums charged for insurance policies to which this chapter 

applies may [SHALL] include amounts sufficient to offset the assess­

ment made under this chapter and [RECOUP A SUM EQUAL TO THE AMOUNTS] 

paid to the association by the member insurer less [ANY] amounts 

returned to the member insurer by the association and these rates may 

[SHALL] not be considered excessive because they contain an amount 

reasonably calculated to offset [RECOUP] assessments paid by the 

member insurer. The amount charged on a policy shall be shown sepa­

rate from the premium for coverage on the policy. A rating organi­

zation may make a provision in its rate filing to recover an assess- 

mdnt under this chapter for the organizations member and subscriber 

insurers. The assessment charge is not considered a premium and is 

not subject to the premium tax imposed under AS 21.09.210.

* Sec. 12. AS 21.90.900 is amended by adding new paragraphs to read:

(24) "impaired" or "impairment" means that

(A) an insurer's policyholder surplus is greater than 

zero but less than that required by AS 21.09.070 for the authori­

ty to transact the kinds of insurance being transacted; or
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(B) an insurer is being operated in a manner such that 

irreparable loss and injury has occurred, or might occur, to the 

insurer or to the public;

(25) "insolvent" or "insolvency" means that an insurer's 

policyholder surplus is less than or equal to zero.

* Sec. 13. AS 21.80.060(b)(6), 21.80.070(d), and 21.80.170 are re­

pealed.

* Sec. 14. AS 21.79.150, enacted in sec. 3 of this Act, has the effect 

of changing Rule 62(a), Alaska Rules of Civil Procedure, by providing for 

an automatic 60-day stay of action in a liquidation, rehabilitation, or 

conservation proceeding.

* Sec. 15. AS 21.79.060 (r) , enacted in sec. 3 of this Act, has the

effect of amending Rule 24(a), Alaska Rules of Civil Procedure, by giving

the Alaska Life and Disability Insurance Guaranty Association the right to 

intervene in certain civil actions.

* Sec. 16. INITIAL ORGANIZATION OF ASSOCIATION. To organize the Alaska 

Life and Disability Insurance Guaranty Association established under 

AS 21.79.040, as enacted by sec. 3 of this Act, and to select its first 

Board of Governors, the director of the division of insurance shall give 

notice to all member insurers of the time and place of the organizational 

meeting. A member insurer is entitled to one vote in person or by proxy at 

the organization meeting. If the members of the board are not selected 

within 60 days after the date that notice of the organizational meeting is 

given, the director may appoint the members.

* Sec. 17. This Act takes effect January 1, 1991.
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DEPARTMENT OF COMMERCE & ECONOMIC DEVELOPMENT
DIVISION OF INSURANCE

Senate Bill 259 - Sectional Analysis

For an ACT entitled: "An Act relating to insurance guaranty funds: changing
Rule 62(a), Rules of C'Tl Procedure: and providing for 
an effective date."

SECTION 1

Sec. 21.36.035 Prohibited Advertisements and Representations
(Page 1. Lines 11 to 24.)

This Section m akes the use of the protection afforded by this Act to aid a 
person in the sale of insurance a prohibited unfair trade practice. This 
would extend to a person with an interest in a policy who uses the presence 
of the Alaska Life and Disability Insurance Guaranty Association (ALDIGA) to 
support the value of the policy as collateral in a loan transaction, which 
action would be prohibited.

The legitimate function of advertising the existence of the Act by the 
ALDIGA and the Director would be perm itted. This would be particularly 
desirable in notifying policyholders of a company found to be insolvent. It 
would also be appropriate for insurer trade groups not engaged in sales to 
provide such information as public service announcem ents.

Enforcement mechanisms for this section already exist in current statu te.

SECTION 2

Sec. 21.79 Alaska Life and Pisat Tty Insurance Guaranty Association
(Page 1, Line 26 to Page 24, Line 11.)

This Section creates the Alaska Life and Disability Insurance G uaranty  
Association (ALDIGA) which will address the problem of providing funds for 
the payment of claims when an insurance company becomes insolvent. The 
proposal creates a funding mechanism to guarantee life insurance, disability 
insurance and annuity  writings of adm itted insu rers. These kinds of 
insurance are not presently covered by any form of protection. The proposal 
is based  on a model drafted by the National Association of Insurance 
Commissioners but does depart from that model on some issues.
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Sectional Analysis

Sec 21.79.010 Purpose
(Page 1. Line 28 to Page 2. Line 4.)

The basic purpose of ALDIGA is to provide protection for policyholders and 
claim ants from the financial loss resulting from insu rer im pairm ent or 
insolvency.

Sec. 21.79.020 Scope
(Page 2. Line 5 to Page 4. Line 16.)

Ih is  section outlines what ALDIGA does and does not cover.

Subsection (a)
(Page 2, Lines 5 to 24.)

This subsection lists persons covered by ALDIGA.

Subsection (b)
(Page 2, Lines 25 to 29.)

This subsection lists the kinds of contracts and policies covered by ALDIGA. 
Basically it covers life, disability, annuity  and supplem ental contracts or 
policies written by insurers which have submitted to regulation in this state.

Subsection (c)
(Page 3, Line 1 to Page 4, Line 10.)

This subsection lists items not covered by ALDIGA.

Subsection (c)(1) excludes coverage for parts of the policy or contract not 
guaranteed by the insurer. It is directed toward the non-guaranteed portion 
of variable policies and contracts.

Subsection (c)(2) excludes that part of the risk borne by the insured. It acts 
to exclude the deductible portion of a policy.

Subsection (c)(3) excludes the reinsurance business of the im paired or 
insolvent in su rer other than reinsurance for which assum ption certificates 
are used.

Subsection (c)(4) limits coverage for the rate of in terest on policies or 
contracts which exceed levels established in the section.

Subsection (c)(5) excludes coverage for life, disability or annuity  products 
offered by self insurers or are self funded.

Subsection (c)(6) excludes coverage for dividends or experience rating 
credits or allowances for administration of the policy or contract.
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Subsec .Ion (c)(7) excludes coverage for policies issued by a member insurer 
while it was nonadmitted in Alaska.

Subsection (d)
(Page 4, Lines 11 to 16.)

This subsection  defines the te r n  "published m onthly average" used in 
Subsection (c)(4) which limits the rate of interest used on covered policies 
and contracts.

Sec. 21.79.025 Liability Limits
(Page 4, Line 17 to Page 5, Line 4.)

This section states the limits of coverage offered by ALDIGA. The limits are
V $300,000 on any one life.
V $100,000 for cash surrender value.
V $100,000 for disability insurance benefits.
V $100,000 in the present value of annuity benefits.
V $5,000,000 in unallocated annuity contract benefits irrespective of

num ber of contracts held the contract holder.

Sec. 21.79.030 Construction
(Page 5, Lines 5 to 6.)

This section provides for liberal construction.

Sec. 1.79.040 Creation of Association
(Page 5, Lines 7 to 24.)

Subsection (a)
(Page 5, Lines 7 to 19.)

This subsection  creates ALDIGA as a nonprofit entity. M embership in 
ALDIGA is a condition of an insurers authority to transact insurance in this 
sta te . To pay for assessm en t and adm  lis tra tio n , two accounts are 
establ. thed. One is for disability insurance and the other is for life insurance 
annuity and unallocated annuity contracts.

Subsection (b)
(Page 5, Lines 20 to 24.)

This subsection places ALDIGA under the supervision of the Director of 
Insurance. Provision is made for public meetings.
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Sec. 21.79.050 Board of Governors
(Page 5, Line 25 to Page 6. Line 16.)

Subsection (a)
(Paige 5, Line 25 to Page 6. Line 9.)

This subsection provides for the num ber and term of the members of the 
Board of Governors of ALDIGA to be determined in the plan of operation. To 
avoid problems in initially selecting the board, this subsection provides for 
an organizational meeting to be called by the Director of Insurance. A voting 
process is described. If no board members are selected within 60 days the 
Director may appr.int the initial board.

Subsection (b)
(Page 6, Lines 10 to 12.)

This subsection provides for approval by the Director of the board members 
in which he m ust consider fair representation by member insurers.

Subsection (c)
(Page 6, Lines 13 to 16.)

This subsection provides that board members are not to be com pensated 
except for expenses incurred while performing duties as a member of the 
board.

Sec. 21.79.060 Powers and Duties of the Association
'Page 6, Line 17 to Page 14, Line 2.)

This Section is the heart of the ALDIGA proposal. It details the duties of the 
ALDIGA by distinguishing between:

1. those insurers whose "impaired" status is attributable to a finding by 
the Director prior to an order of liquidation and those whose
"insolvent" sta tus is attributable to such an order; and,

2. insolvent domestic insurers and insolvent foreign or alien insurers. 

Prior to an order of liquidation, ALDIGA has no liability.

Subsection (a)
(Page 6, Lines 17 to 27.)

This subsection allows the ALDIGA to act to guarantee, assum e or reinsure 
any or all policies of an impaired dom estic in su rer. ALDIGA would
presum ably do so in those situations where early action would prevent a
more costly insolvency of later liquidation. Action under this subsection is 
not limited to resident policyholders.
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Subsection (b)
(Page 6. Line 28 to Page 7, Line 12.)

This subsection requires ALDIGA to act even without an order of liquidation 
in the c^se of an impaired member insurer (not insolvent) that is not paying 
claims provided the conditions in Subsection (c) are met. ALDIGA. as a 
condition of its assistance, may negotiate any requirem ents or safeguards it 
deems necessary so long as they are approved by the Director, are accepted 
by the impaired insurer, and do not impair the contractual obligations to the 
policyholders, insureds , and beneficiaries. (See error notes.)

In the absence of any court order, before any negotiations become final the 
impaired insurer's acceptance of the terms of ALDIGA is necessary. Through 
this approach, a mechanism is provided for early action by ALDIGA before 
the s itu a tio n  fu rth er deterio rates. The policyholder, in su red , and 
beneficiaries are protected, claims are paid and coverages continued, for 
example through rehabilitating tL_ impaired insurers, or reinsuring the 
policies elsewhere.

Subsection (c)
(Page 7, Line 13 to Page 8, Line 11.)

This subsection  establishes conditions precedent to required action by 
ALDIGA. One of the most im portant conditions is th a t there be a statutory 
provision for the repayment of ALDIGA prior to the return  of the company to 
shareholder or private control. The ALDIGA role here is the paym ent of 
benefits and "hardship" cash w ithdraw als to covered persons. It also 
establishes th a t no action has been taken tha t would effectively render the 
insurer a non-viable entity.

Subsection (d)
(Page 8, Lines 12 to 23.)

This subsection  details the m ain role of ALDIGA in the event of an 
insolvency. It provides tha t if the insurer acquires its insolvent s ta tu s as a 
resu lt of a final order of liquidation, rehabilitation or conservation. ALDIGA 
shall, ra th e r th an  may, guarantee assum e, re in su re  or cause to be 
guaranteed, assum ed, or reinsured, the covered policies of the insolvent 
insurer and to assure payment of contractual obligations.
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Subsection (e)
(Page 8, lin e  24 to Page 9. Line 25.)

Subsection (e)(1)
(Page 8, Line 24 to Page 9, Line 11.)

This subsection  provides time lim its for claim s incurred  on life and 
disability insurance policies. The responsibility of ALDIGA varies depending 
on whether the contract is group or individual.

Subsection (e)(2)
(Page 9, Lines 12 to 14.)

This subsection calls for a diligent effort by ALDIGA to give at least 30 days 
notice of termination of coverage. (See error notes.)

Subsection (e)(3)
(Page 9. Lines 15 to 25.)

This subsection requires ALDIGA to make substitu te  coverage available to 
insureds or policyholders who are by law or contractual obligation entitled to 
continued coverage.

Subsection (f)
(Page 9, Line 26 to Page 10. Line 6.)

This subsection provides that the substitu te coverage required in Subsection
(e)(3) be offered without new underwriting and with coverage for conditions 
th a t existed under the replaced coverage.

Subsection (g)
(Page 10, Lines 7 to 22.)

This subsection provides tha t the alternative policy offered by ALDIGA shall 
be subject to the approval of the Director of Insurance. It allows for multiple 
alternatives tha t are subject to the same kinds of rate and form standards as 
other life and disability insurance policies. The prim ary difference is th a t 
ALDIGA cannot reflect changes in the health of the insured after the original 
policy was last underwritten.

Subsection (h)
(Page 10, Lines 23 to 27.)

This subsection provides that reissue rates tha t are different from those on 
the term inated coverage are subject to the approval of the D irector of 
Insurance or by the court.
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Subsection (i)
(Page 10, Line 28 to Page 11, Line 3.)

This subsection provides th a t ALDIGA's obligations to provide coverage 
under a policy of an impaired or insolvent insurer cease when die coverage 
is replaced with similar coverage.

Subsection (j)
(Page 11, Lines 4 to 7.)

This subsection ties the coverage providing for guaranteed interest to the 
limit on in terest in Section 21.79.020(c)(4). (See error notes.)

Subsection (k)
(Page 11, Lines 8 to 14.)

This subsection provides th a t non-payment of prem iums by 31 days after 
required by the contract term inates ALDIGA's obligations under the contract 
other than  for claims incurred or cash surrender values due.

Subsection (1)
(Page 11, Lines 15 to 19.)

This subsection provides th a t prem iums due after an order of liquidation 
belong to and are payable to ALDIGA.

Subsection (m)
(Page 11, Lines 20 to 23.)

This subsection  avoids duplication of coverage by providing th a t the 
association shall have no liability for any covered policy of a foreign or alien 
in su re r domiciled in a s ta te  having sim ilar protection by s ta tu te  or 
regulation. If every state adopts the model act, each state association would 
protect only covered policies of domestic insurers.

Subsection (n)
(Page 11, Line 24 to Page 12, Line 6.)

This subsection provides th a t under certain circum stances, the court can 
issue policy or contract liens, in connection with ALDIGA provided 
guarantees, assum ptions or reinsurance agreements. This is a device that 
has been used in the past in connection with the continuation of the 
insolvent in su rers’ coverage. Since by definition, the assets of the insolvent 
insurer were not adequate to support its contractual obligations, liens were 
used to reduce its obligations to a level where the assets would be adequate.
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Subsection (o)
(Page 12, Lines 7 to 12.)

This subsection perm its ALDIGA to seek court imposed temporary stays on 
the payment of cash values and policy loans. This is intended to avoid a run 
on the assets of the impaired or insolvent insurer.

Subsection (p)
(Page 12, Lines 13 to 16.)

This subsection grants the Director of Insurance the authority to assum e the 
duties and powers of ALDIGA if it fails to exercise its authority under the Act 
within a reasonable period of time.

Subsection (q)
(Page 12, Lines 17 to 20.)

This subsection allows the Director of Insurance to enlist the aid of ALDIGA 
in m atters relating to an impaired or insolvent insurer.

Subsection (r)
(Page 12 Lines 21 to 27.)

This subsection  confers standing in court on ALDIGA extending to any 
m atters concerning the duties of ALDIGA. This enables ALDIGA to protect 
its in terests and those of the insureds and policyholders in the handling of 
an im pairm ent or insolvency proceeding.

Subsection (s)
(Page 12, Line 28 to Page 13, Line 8.)

This subsection provides tha t a person who receives a benefit from ALDIGA 
on a covered policy m akes an assignm ent to ALDIGA to the extent of the 
benefits received. It also establishes subrogation rights for ALDIGA. It 
provides that ALDIGA's right to assets of the insolvent insurer is the sam e as 
any other person entitled to benefits under this Act.

Subsection (t)
(Page 13, Line 9 to Page 14, Line 2.)

This subsection allows ALDIGA to contract, sue or be sued, borrow money, 
employ persons, negotiate, act as a domestic life or disability insurer, take 
legal action to avoid payment of improper claims, to join an association of 
similar organizations, and perform other acts tha t are proper or necessary to 
implement this Act.
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Sec. 21.79.070 Assessment
(Page 14, Line 3 to Page 15, Line 10.)

This Section estab lishes a pre-insolvency assessm en t approach as the 
funding mechanism as opposed to the usual post-insolvency approach. The 
principle advantages include the ability to respond quickly to situations 
requiring funds , rather than need to wait until assessm ents can be made 
and collected. It is expected that since funds will be on hand, in state, it 
will also generate some employment in state and an increased activity level 
in the prevention of insolvencies.

Subsection (a)
(Page 14, Lines 3 to 9.)

This subsection establishes an assessm ent rate of 2% of premium which is 
to be remitted to ALDIGA on a quarterly basis to fund the purposes of this 
Act. Late payments accrue a 10% penalty charge.

Subsection (b)
(Page 14, Lines 10 to 18.)

This subsection provides th a t the funds assessed will be used by ALDIGA to 
pay claim s und er the Act as well as certain  exam inations and the 
administrative costs of ALDIGA.

Subsection (c)
(Page 14, Lines 19 to 22.)

This subsection  allows ALDIGA to reduce or defer paym ent of the 
assessm ent if such  would endanger the ability of the in su rer to m eet its 
obligations. This is unlikely to occur since it is expected th a t th is 
assessm ent will routinely be built into the rate. An in su rer needing such 
protection is a prime candidate for insolvency.

Subsection (d)
(Page 14, Lines %3 to 26.)

This subsection allows ALDIGA to provide a method of allocation of funds 
when the funds are insufficient to meet all obligations.

Subsection (e)
(Page 14, Line 27 to Page 15, Line 1.)

This subsection allows ALDIGA to reduce the ass essm ent when the fund 
reaches $50,000,000. This am ount should be sufficient to contain that 
portion of an insolvency affecting Alaska insureds and policyholders.
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Subsection (£)
(Page 15, Lines 2 to 6.)

This subsection allows ALDIGA to increase coverage as the health of the fund 
grows and stabilizes.

Subsection (g)
(Page 15, Lines 7 to 10.)

Tnis subsection allows insurers to reflect the assessm ent in their rates.

Sec. 21.79.080 Plan of Operation
(Page 15, Line 11 to Page 16, Line 19.)

This section requires the adoption of a plan of operation by ALDIGA to 
provide for the adm inistration of ALDIGA. This plan would be subject to 
review and approval by the Director of Insurance. The National Association 
of Insurance Commissioners has adopted a model plan of operation which is 
available in the office of the Division of Insurance. It is anticipated th a t 
ALDIGA, upon passage of this Act would substantially adopt the provisions 
contained in the model plan.

Sec. 21.79.090 Powers and Duties of the Director
(Page 16, Line 20 to Page 17, Line 14.)

Subsection (a)
(Page 16, Lines 20 to 23.)

This subsection requires the Director to provide prem ium  data to ALDIGA 
on request. This data will be used to confirm th a t assessm ents are being 
properly paid.

Subsection (b)
(Page 16, Line 24 to Page 17, Line 6.)

This subsection allows the Director to take action against an insurer th a t
fails to comply with the Act, such as failure to pay assessm ents and failure to
comply with the ALDIGA Plan of Operation.

Subsection (c)
(Page 17, Lines 7 to 11.)

This subsection provides an appeal mechanism to the Director for actions of 
ALDIGA.
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Subsection (d)
(Page 17, Lines 12 to 14.)

This subsection requires the liquidator, rehabilitator. or conservator (the 
Director of Insurance) to notify interested parties of the effect of this Act. 
O ther sections in Title 21 tie in with this Act. AS 21.69.530 provides a 
response to a  situation where a deficiency in capital or assets is found. AS 
21.78 contains provisions for the director to seek appointm ent as receiver 
and speaks to rehabilitations and liquidations.

Sec. 21.79.100 Prevention of Insolvencies
(Page 17, Line 15 to Page 19, Line 19.)

This section basically establishes a dialogue between the Director and 
ALDIGA, concerning impairment and insolvency issues.

Subsection (a)
(Page 17, Lines 15 to 26.)

This subsection requires the Director to notify other states of action taken 
against an insurer relating to issues impacted by this Act.

Subsection (b)
(Page 17, Line 27 to Page 18, Line 3.)

This subsection requires the Director to notify ALDIGA of actions taken by 
other states against an insurer relating to issues impacted by this Act.

Subsection (c)
(Page 18, Lines 4 to 6.)

This subsection  requires the  D irector to notify ALDIGA of com panies 
suspected of being impaired or insolvent during the course of or following 
an examination.

Subsection (d)
(Page 18, Lines 7 to 12.)

This subsection requires the Director to furnish ALDIGA with early warning 
data developed by the National Association of Insurance Commissioners used 
in detecting problem insurers.

Subsection (e)
(Page 18, Lines 13 to 15.)

This subsection allows the Director to seek the advice of ALDIGA concerning 
companies seeking to do business in Alaska.
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Subsection (f)
(Page 18, Lines 16 to 21.)

This subsection requires ALDIGA to report and make recommendations to 
the Director concerning companies seeking to do business in Alaska.

Subsection (g)
(Page 18, Lines 22 to 24.)

This subsection  requires ALDIGA to report to the Director inform ation 
indicating impairment or insolvency of a member insurer.

Subsection (h)
(Page 18, Line 25 to Page 19, Line 10.)

This subsection allows ALDIGA to request an  examination by the Director of 
an  insurer. This exam is paid for by ALDIGA. Examination is the principle 
tool in determining financial status.

Subsection (i)
(Page 19, Lines 11 to 12.)

This subsection allows ALDIGA to make recom m endations to the Director 
concerning the detection and prevention of insolvencies.

Subsection (j)
(Page 19, Lines 13 to 19.)

This subsection requires ALDIGA to make a report a t the conclusion of an  
insolvency. This report is to discuss the history and cause of the insolvency. 
This subsection seeks to find common causes which may be used to detect 
future problems with other insurers.

Sec. 21.79.110 Miscellaneous Provisions
(Page 19, Line 20 to Page 21, Line 26.)

Subsection (a)
(Page 19, Lines 20 to 23.)

This subsection provides that assessm ents under an assessable policy are not 
forgiven through the presence of this Act.
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Subsection (b)
(Page 19, Line 24 to Page 20, Line 3.)

This subsection requires ALDIGA to m aintain records of all its negotiations 
and actions. ALDIGA should be held publicly accountable for its actions. On 
the other hand, effective handling of a rehabilitation or liquidation effort 
requires minimum publicity. Thus, such records will be made public only 
a fte r the liqu idation , rehab ilita tion  or conservation  p roceeding  is 
term inated, the im pairm ent or insolvency is term inated or there is a prior 
order by the court.

Subsection (c)
(Page 20, Lines 4 to 18.)

This subsection provides that since ALDIGA has the obligation imposed upon 
it to continue coverage for policyholders of insolvent insurers, the assets of 
the insolvent in su rer ought to be used, to the extent available, for the 
purpose of continuing such coverage.

Subsection (d)
(Page 20, Line 19 to Page 21, Line 1.)

This subsection  is intended to prevent the shareholders of an impaired 
insurer from sitting back and doing nothing and then reaping the benefit of 
funds pu t up by the ALDIGA. These stockholders should not obtain a more 
advantageous position than they would have occupied in the absence of this 
Act. The court is empowered by order to modify and  d istribu te  the 
ownership rights of impaired insurers to establish e

Subsection (e)
(Page 21, Lines 2 to 26.)

This subsection is designed to recapture e:i /e dividend paym ents to 
affiliates tha t exercised control over the inso insurer. AS 21.22 deals 
with m uch of this issue, however, if dividends paid under circum stances
th a t the in su rer should have reasonably kno\ h a t such  paym ent could
reasonably  be expected to affect its ability perform its contractual 
obligations to its policyholders, the holding compi. ' and affiliates should be 
required to repay such dividends subject to certain easonable limitations.

Sec. 21.79.120 Examination of the Association, Annual Report
(Page 21, Line 27 to Page 22, Line 4.)

This section enable the Director of Insurance to examine ALDIGA. It also 
requires ALDIGA to file an annual report.
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Sec. 21.79.130 Tax Exemptions
(Page 22, Lines 5 to 7.)

This section provides that ALDIGA is tax exempt except for real property 
taxes. ALDIGA is not a profit making organization, rather, it is a guarantee 
mechanism, thus its tax exempt status.

Sec. 21.79.140 Immunity
(Page 22, Lines 8 to 11.)

This section provides ALDIGA with immunity protection while performing 
its duties under this Act. Since ALDIGA will be engaged in some very 
sensitive issues when performing its duties under this Act, this is needed.

Sec. 21.79.150 Stay of Proceeding, Reopening Default Judgements
(Page 22, Lines 12 to 16.)

This section provides for an automatic stay of 60 days in actions involving 
the liquidation, rehabilitation or conservation of an insolvent insurer, which 
requires a change in the rules of the court.

Sec. 21.79.160 Title
(Page 22, Lines 17 to 18.)

Sec 21.79 will be cited as the "Alaska Life and Disability Insurance G uaranty 
Association Aot."

Sec. 21.79.900 Definitions
(Page 19, Line 20 to Page 21, Line 26.)

SECTION 3

Sec. 21.80.020 Applicability
(Page 24, Lines 12 to 17.)

T his am endm en t expands the existing A laska In su ran ce  G uaran ty  
Association (AIGA) to include marine coverage for vessels under 100 feet in 
length. Presently no marine coverage is provided under AIGA.

SECTION 4

Sec. 21.80.040 Creation of Association
(Page 24, Line 18 to Page 25, Line 4.)

This am endm ent estab lishes an additional account in AIGA for m arine 
coverage.
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SECTION 5 

Sec. 21.80.050(a)
(Page 25, Lines 5 to 14.)

This am endm ent provides a m echanism  for assuring  the AIGA board is 
always fully staffed.

SECTION 6 

Sec. 21.80.060(a)
(Page 25, Line 15 to Page 27, Line 27.)

This am endm ent increases the covered claim am ount from $300,000 to 
$500,000 (Page 25. Line 24).

It estab lishes the rate of assessm ent a t 4% initially (Page 26, Line 12), 
reducing to 2% in five years (Page 26, Line 15).

Since the AIGA is being changed to a pre-insolvency plan from a p o s t­
assessm ent plan, inappropriate language is being removed (Page 26, Lines 4 
to 8; Page 26 Lines 15 to 24; and Page 26 Line 29 to Page 27 Line 5).

It requires th a t AIGA's servicing facility operate and m aintain its principal 
office in Alaska.

SECTION 7 

Sec. 21.80.060 Limit on Assessment
(Page 27, Line 28 to Page 28, Line 10.)

This new Section places an upper limit on the growth of the AIGA fund tha t 
cannot exceed total premium volume for the previous year.

SECTION 8 

Sec. 21.80.070(a)
(Page 28, Line 11 to 23.)

This am endm ent removes language tha t is no longer necessary. Since the 
p lan  does exist and the D irector m ay require revision, it no longer 
accomplishes anything.
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SECTION 9 

Sec. 21.80.080(b)
(Page 28, Line 24 to Page 29, Line 17.)

This amendment, allows the Director of Insurance to assum e AIGA powers if 
AIGA fails to act in accordance with statute, or its plan of operation and the 
Director has declared a state of emergency.

SECTION 10

Sec. 21.80.120 Examination ' f Association
(Page 29, Lines 19 to 23.)

This am endm ent requires tha t the annual report by AIGA be certified. This 
reflects on the fact tha t AIGA will be holding funds tha t it previously held 
only after an insolvency.

SECTION 11

Sec. 21.80.140 Recognition of Assessments in Rates
(Page 29, Line 24 to Page 30, Line 5.)

This am endm ent requires the assessm ent to be reflected as a separate  
charge on the policy.

SECTION 12

Sec. 21.80.180(1)
(Page 30, Lines 6 to 8.)

This am endm ent changes the definition of account to reflect the added 
account for marine coverages.

SECTION 13

Sec. 21.90.900(24)-(25)
(Page 30, Lines 9 to 18.)

This am endm ent adds definitions for "impaired", "impairment", "insolvent", 
and "insolvency" to the Title.

Page 16



Senate Bill 259
Sectional Analysis

SECTION 14 

Repealed
(Page 30. Lines 19 to 20.)

AS 21.80.060(b)(6) is repealed. This section relates to excess funds in the 
post insolvency fund accounts.

AS 21.80.070(d) is repealed. This sectio- dates to allowing the functions 
of AIGA to be performed out of state.

AS 21.80.170 is repealed. This section relates to term ination of AIGA. If 
AIGA is to be disbanded, it would be appropriate to address that issue at the 
time it becomes a possibility.

SECTION 15

Rule 62(a), Rules of Civil Procedure
(Page 30, Lines 21 to 24.)

This Section reflects the change made in Sec. 21.79.150 on Page 22, Lines 
12 to 16.

SECTION 16

Sec. 21.87.340
(Page 30, Lines 25 to 26.)

The addition of this reference in AS 21.87.340 m akes Hospital Medical 
Service Corporations such as Blue Cross subject to the Act.

SECTION 17

Effective Date
(Page 30, Line 27.)

This proposal is effective Jan u ary  1, 1990. This should be sufficient lead 
time to complete the work necessary to implement the bill.
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Senate Bill 259
Sectional Analysis

CORRECTIONS

(Page 6, Line 29.)

Change the word "may" to read "shall"

(Page 9, Line 12.)

Change the word "insurers" to read "insureds"

(Page 11, Line 7.)

Change the reference "AS 21.79.020(c)(3)" to read "AS 21.79.020(c)(4)"
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J. P. T a n g en
ATTORNEY AT LAW 

105 Municipal Way, Suite 500 
P. O. Box 21808

Phone (9071 586-2286 Juneau, Alaska 99802-1808 Teleropv (907) 586-2 517

April 11, 1989 

HAND DELIVERED

The Honorable Dick Eliason, Chairman 
Senate Labor and Commerce Committee 
Alaska State Legislature 
P. 0. Box D 
Juneau, AK 99822

Re: SB 259 "An Act Relating to Insurance Guaranty
Funds"

Dear Senator Eliason:

On February 16, 1989, on behalf of the American Council 
of Life Insurance (ACLI) , I commented extensively upon the draft 
version of SB 259 in a letter to the Director of the Division of 
Insurance.. A copy of that letter is enclosed for your 
consideration.

SB 259, as introduced, contains all of the points on
which we commented, unchanged.

ACLI is sincerely concerned about a prefunded guaranty 
fund which does not contain a tax offset and respectfully requests 
that you address this issue in your deliberations.

I shall be prepared to present these concerns in person
at the scheduled hearing Friday, April 14; however, I wanted to
afford your committee the opportunity to review these points in
advance.

We appreciate your attention to the problems which we 
associate with this bill.

Enclosure 

cc: ACLI

0411acli



J. P. T a n g en
ATTORNEY AT LAW 

• 105 M unicipal Way, Suite 300
P. O. Box 21808

Phone (907) 586-2286 Juneau, Alaska 99802-1808  Telecopy (907) 536-2317

February 16, 1989

Paul Roller, Director 
Division of Insurance 
Department of Commerce

and Economic Development 
State of Alaska 
P. 0. Box D 
Juneau, Alaska 99811

Re: Proposed Life and Disability Tnsurance Guaranty
Association

Dear Paul:

The American Council of Life Insurance {ACLI), a 
n itional trade association representing 64 8, life insurance 
companies (354 of whom presently do business in Alaska), has 
reviewed the Division's draft bill to establish the Alaska Life 
and Disability Insurance Guaranty Association. As presently 
written, we think this proposal poses significant problems for 
u s .

The Division's bill is based upon the latest version of 
the NAIC Model Act, but simplif’"s and omits much of the original 
Model language. We would prefer that the state's bill more 
closely track the language contained in the NAIC Model.

ACLI's primary opposition to this bill stems from the 
fact that it provides no premium tax offset for assessments paid 
by member insurers to the guaranty association. We would much 
rather see no guaranty fund Y 1 at all than see a bill with no 
tax offset.

Life insurance and many health insurance policies 
differ from property-casualty insurance in that the former are 
issued for substantially long periods of time with the premiums 
guaranteed and not subject to change. Property and casualty 
insurance policies are yearly renewable term policies and any 
assessment can be readily passed on to policyholders in the form 
of an increase in premiums. Life insurance policies, on the 
other hand, are lifetime policies issued at fixed premium rates 
so assessment against a life insurer cannot be passed on to its 
policyholders. Thus, life and health insurance companies differ 
from casualty insurance companies by being unable to recover the
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costs of an assessment by adjusting the rates for their
outstanding block of business. Accordingly, if a life insurance 
guaranty fund bill is enacted without a tax offset, rather than 
equal treatment, a gross inequity is created between life 
insurers and property and casualty insurers.

In addition to the distinction with respect to 
premiums, this legislation imposes requirements not contained in 
the Guaranty Law now applicable to property and casualty 
insurers. With respect to life and health insolvencies, a 
Guaranty Association is obligated to not only pay outstanding 
claims, but also to continue in force the policies of existing 
policyholders and pay future claims. Moreover, if the insolvent 
insurer had a substantial block of business for which the 
premiums proved inadequate to cover benefits and expenses, 
additional losses will continue to accrue over the lifetime of 
the business. Thus, the potential liability is substantially
greater than in the case of property and casualty insurers, since 
under the latter the liability of the Guaranty Association is 
limited to claims incurred before the insolvencies.

While it is true that the premium rate on future life 
insurance policyholders could be increased, assuming that 
reasonably accurate estimates could be made as to future 
insolvencies and consequent assessments, such future 
policyholders would also have to bear the cost of present
insolvencies whereas present policyholders would not. On 
participating policies, the dividend could be reduced to reflect 
the increased expense, however, nonparticipating policyholders 
would not be so affected. In calculating premiums conservative 
assumptions can only, at best, provide for what is either known 
or can reastnably be anticipated on the basis of experience. 
Therefore, the adoption of insolvency guaranty legislation
without a premium tax offset exposes the insurers that are 
underwriting the insolvent insurer's policies, to a potential 
future liability which is unknown and immeasurable. •

One of the difficulties in measuring the potential cost 
to life insurers is the absence of figures on previous life 
company insolvencies that are usable to project future losses. 
The statistical information that is available is not particularly 
meaningful unless related to the amount which would be assessed 
in various states in order to carry our the obligation of the 
respective insolvency guaranty associations. More specifically, 
an initial loss to policyholders in the case of one insolvency 
may require no assessment if the business is assumed by an 
insurer in sound financial condition and full continuity of 
coverage, or with only a temporary lien or moratorium on policy 
cash values.
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The concept of "policy value" further distinguishes 
life-insurance from other lines of insurance and facilitates the 
disposition of the business when a life insurer becomes 
insolvent. In these situations, the assuming insurer acquires 
not only the remaining assets, if any, but may also require an 
agency force and the good will attached thereto for having acted 
to preserve coverage, which in many instances could not have been 
replaced due to poor health. For these and other reasons, the 
impairment of a life insurer has traditionally been handled by 
state insurance departments with no loss to policyholders and 
beneficiaries other than liens on cash value, even through the 
depression years 1930-1939. Lastly, and most importantly, the 
public interest would be served by allowing otherwise uninsurable 
individuals to maintain their existing coverage in the event of 
an insurance company insolvency.

The Life and Health Insurance Guaranty Association 
Model Act, as adopted by the NAIC, allows as an option a premium 
tax offset. Thirty-three states have enacted legislation 
permitting the offset. They did so because they recognized that 
the problem of insurance company insolvencies is a social problem 
and not simply an industry problem, the remedial cost of which 
should be borne by the citizens as a whole. They also realize 
that it is patently unfair to require the solvent, well-managed 
life insurance companies to bear the entire financial burden. In 
the infrequent case of a life insurance company insolvency, the 
life .insurance industry under a guaranty association law usually 
picks up the entire tab for the loss in the year in which it 
occurs so that in most cases policyholders are paid immediately. 
(The exception being when the insolvency is very large and runs 
up against a statutory cap.) In effect, the life insurance 
industry is "loaning" the state the money to fulfill its social 
obligation and the state allows the "lending insurance companies" 
to be repaid this advance over a five-year period via a premium 
tax offset.

When an insolvency occurs and solvent companies are 
assessed as a result, there is logic in the state accepting this 
responsibility. In the case of property and casualty insurance 
this burden is passed on to all citizens of the state who are 
policyholders through increased premium rates. Since life 
insurers are unable to do this, the burden can only be shared by 
the state through the form of a premium tax offset. Thus, the 
burden is not shifted completely to solvent companies and their 
future policyholders. The responsibility of the state remains an 
important element of regulation and is primary.
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Giving life and health insurance companies the right to 
offset assessments against future taxes provides a practical and 
equitable alternative to the right given the property and 
casualty insurers to increase premiums on their entire block of 
business. Such an approach recognizes the fundamental difference 
betv/een the two types of insurance. It would prevent the 
pyramiding effects that might occur in times of economic stress 
when repeated assessments could force otherwise sound companies 
into financial hardship. The actual cost in revenue to a 
particular state, though difficult to measure, would almost 
certainly be minimal when measured against total tax revenue from 
life insurance companies.

The tax offset provision requires the solvent insurers 
to stand in the shoes of t h e  state, and rather than the state 
doing so, the solvent insurers advance the necessary funds to 
carry out the various duties of the guaranty association, for 
which certificates of assessment are issued. This permi-i s such 
insurers to offset a limited percentage of this amount assessed 
against future taxes over a period of not less than five years.

In the event that the ultimate value of certificates 
exceeds the tax credit received, a distinct possibility based on 
the history of life company impairments, the state would of 
course be the recipient of such funds. Even when the life and 
health insurance guarantee bill contains a full tax offset (100% 
over 5 years or stated a different way, 20% per year), the net 
effect is to allow the insurance companies an offset of only 75% 
of their assessment because the tax offset does not take into 
consideration the time loss of money. If an insurance company 
had not been assessed, those funds would have gone into the 
company surplus account and been available for investments which 
earn interest. Therefore, w i t h  the loss of interest these funds 
could have earned, an insurance company will recoup only 75% of 
its assessment even with the full premium tax offset.

We also oppose this bill because it provides for a p r e­
funded guaranty association; i.e., assessments are to be levied 
against member insurers prior to the existence of any 
insolvencies. The NAIC Model Act is a post-assessment act; i.e., 
no assessments are levied until an insurer has been declared 
insolvent and the guaranty association has been activated.

There has historically been minority support for p r e­
assessment funds, both on the property/casualty and life/health 
sides of the business, among some regulators and even some 
companies. The theory behind this support, from a regulator's 
viewpoint, is that the lag time between an insurer insolvency and 
payment of policyholder claims will be severely diminished if a
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fund already exists. With a post-assessment fund, assessments 
are due (under the NAIC Model) not less than 30 days after prior 
written notice from the Association to member insurers and begin 
to accrue interest on and after the due date until paid. The few 
companies that support pre-assessment funds contend that pre- 
funding enables them to plan for their guaranty fund liabilities 
more easily, since, as in the Alaska proposal, payments would be 
due at regular intervals and the fund would be maintained at a 
set amount ($50,000,000 in the Alaska proposal).

The vast majority of companies oppose pre-funded 
guaranty associations for two main reasons - (1 ) the existence of 
readily-available cash to take care of troubled companies creates 
a disincentive for regulators, both to maintain and enforce 
stringent solvency standards for companies, and to rehabilitate a 
company rather than seek a declaration of insolvency; and (2 ) the 
existence of a large pool of money lying idle provides an 
overwhelming temptation for legislators to appropriate the funds 
for other purposes when the state is in financial need. New York 
is the only state that has a prefunded guaranty association and 
its legislators have dipped into the fund on more than one 
occasion. As a result, the insurance industry has filed a 
lawsuit against the state for the purpose of requiring them to 
replace the money.

We also oppose the inclusion of Blues plans in "our" 
guaranty fund (see the definition of member insurer). As you 
know, Blues plans are not subject to the same regulatory 
standards as commercial health insurers. They are,
theoretically, operated on a non-profit basis and pick up through 
their open enrollment periods, many high-risk individuals. In 
exchange for this "service," they often pay no premium tax at 
all, or are taxed at lower rates than commercial carriers, and 
they are given hospital discounts. Because of these benefits, 
which enable Blues to offer lower premiums and/or expanded 
coverage, commercial carriers often become noncompetitive. It'is 
not at all unusual for the Blues in a particular state to have 
50-65% of the health insurance market. It is also not at all 
unusual for Blues plans to suffer severe financial problems. 
Understandably, commercial carriers do not want to pick up the 
pieces when a Blues plan, with which they could not compete in 
the marketplace, goes under.

Finally, we oppose the inclusion of unallocated funding 
obligations in the draft legislation and the NAIC draft. We 
believe that it is not necessary to establish statutory 
protection for investors in this type of investment primarily 
because such investors are universally sophisticated entities
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such as pension plans. As such, they are well-equipped to make 
financial judgments about the soundness of the companies in which 
they are investing.

Certainly, if there does have to be an unallocated 
annuity account set up as part of the guarantee association, 
$5,000,000 is much too high a threshold. We recommend either 
elimination of this account, or settling it at $1,000,000.

I hope this information is helpful. Please let me know 
if you have any questions.

Very truly yours,

J. P. Tangen

JPT:lyn 
2 - 2-1



John L. George And Associates 
9515 Moraine V/ay 

Juneau, Alaska 99801 
(907) 789-0172

April 13, 1989

The Honorable Dick Eliason 
Chai rman
Senate Labor And Commerce Committee 
Pouch V
Juneau, Alaska 99811

RE: SB 259 - Insurance Guaranty Funds 

Dear Senator Eliason:

The National Association of Independent Insurers, a property 
and casualty insurer trade association, supports the 
consumer protection provided by the current Alaska Insurance 
Guaranty Association Act. Under the act Alaskans have oeen 
adequately protected from loss due to admitted insurer 
insolvency. MAII member companies have contributed funds to 
the association as needed to cover competing company 
i nsolvency.

The NAIJ is disturbed by certain provisions of SB 259 which 
call for establishment of an association account for marine 
insurance and which call for the pre-assessment of insurers 
in an amount of 4% of written premiums to cover potential 
i n s o 1vency.

Despite the appearance of providing consumer protection. 
SB 259 actually will result in an automatic premium Increase 
for all covered policyholders as insurers add on the cost of 
the pre-assessment to each policy. The policyholders pay for 
the protection provided by the association. In the case of 
SB 259 the added cost will be incurred whether or not funds 
are needed to cover insolvency. The high property and 
casualty coverage fund cap provided by the bill assures that 
policyholders will be impacted for at least the next 48 
years with the added cost.

For purchasers of marine Insurance the passage of SB-259 may 
well be a disaster. In no other jurisdiction in the United 
States is marine insurance regulated, much less covered by a 
guaranty act. As a virtually unregulated line of insurance, 
a very limited marine market has been available in Alaska. 
In addition to an immediate 4 % rate increase forced on 
marine policyholders the bill may cause admitted insurers to 
cease writing marine insurance in the state. Insurers of 
pleasure boats will not be interested in covering losses of 
insolvent fishing vessel insurers, nor will the
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policyholders be pleased with the rate increase to pre-fund 
r.he guaranty.

SB 259 does provide substantial Increased protection for 
life and health company insolvency. '"illar problems 
Involving pre-funding these funds exist. addition there
are many problems with the oi 1 1 which ate not readily 
apparent.

The MAI I urges the Senate Labor and Commerce Committee to 
fully explore all of the ramifications of this bill and to 
not take any action until all of the facts are fully 
consi dered.

As the Alaskan representative of MAI I, I stand ready to 
assist the committee in every way possible. Please let me 
know if I can be of assistance.
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The Honorable Dick Eliason 
Chairman
Senate Labor & Commerce Committee 
Pouch V
Juneau, AK 99811

RE: Senate Bill 259 - Insurance Guaranty Fund

Dear Senator Eliason:

The American Insurance Association (AIA), a trade 
organization representing over 190 property/casualty insurance 
companies, supports improvements in the State Guaranty Fund to 
enable it to respond to new challenges. The Division of Insurance
regulates for solvency utilizing several tiers of regulation,
including rate regulation, investment regulation, accounting and 
financial reporting requirements, and periodic examination of 
insurance companies. In the event that an insurer experiences 
extreme difficulties, a regulator may become involved with or 
assume control of the management of the company. In the unlikely 
event that these measures fail to protect against liquidation, the 
ultimate protection for the consumer is the State Guaranty Fund 
which operates in all 50 states, Puerto Rico, and the District of 
Columbia. Whether the reason for an insurer's failure is 
mismanagement, fraud, or business conditions, the insurance 
industry has accepted an obligation to protect the general
insurance-buying public from the ravages of an insurer liquidation.

Senate Bill 259 proposes the creation of the Alaska Life 
and Disability Insurance Guaranty Association. The bill also 
expands the current Alaska Insurance Guaranty Association to 
include a marine insurance account. The AIA is primarily concerned 
with the provisions of the bill which change the AIG Fund from a 
post-assessment plan to a pre-insolvency plan (Section 6 , page 25,
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subparagraph 3). The bill proposes an initial 4% assessment based 
on premiums. The upper limit of the AIG Fund could be up to 
approximately $600 million.

The AIA is opposed to the prefunded plan. The 
assessments would be passed directly on to the consuming public. 
New York is the only other state with a pre-assessment plan and it 
requires a $150 million minimum assessment. The New York 
Legislature "borrowed" $87 million from the pre-assessed guaranty 
fund. The New York Department of Insurance, in turn, reassessed 
the insurance carriers for the $87 million deficit which, in turn, 
means an assessment back to the policyholder. The raid on the 
funds in New York and the additional reassessment have resulted in 
litigation which is still ongoing.

The post-assessment process, in response to an
insolvency, has worked in Alaska --- as well as our sister states.
The Alaska Insurance Guaranty Association has adequately responded 
to claims left unpaid as a result of an insolvency covered by the 
AIGA. In New York, the only state which requires a pre-assessment, 
the mechanism to protect the fund for insolvencies has not worked.

The American Insurance Association urges the Senate Labor 
& Commerce Committee to thoroughly consider the ramifications of 
a pre-assessment of the Guaranty Fund and the subsequent increased 
cost to the consuming public. We recommend deletion of any 
prefunding requirements in SB 259.

On behalf of the American Insurance Association, I would 
be pleased to supply any additional background information, in 
particular on the consequences of a pre-assessment Guaranty Fund.

Sincer

Thomas J. Slagle 
Alaska Counsel 

American Insurance Association

cc: Senate Labor & Commerce Committee Members
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Aoril 4, 1989

The Honorable Tim Kelly 
President of the Senate 
Alaska State Legislature 
P.O. Box V 
Juneau, AK 99811

Dear Mr. President:

Under the authority of art. Ill, sec. 18, of the Alaska 
Constitution, I am transmitting a bill relating to insur­
ance guaranty funds. This bill addresses the problem of 
providing funds for the payment of claims when an insurance 
company becomes insolvent.

When insurer insolvencies occur, policyholders should be 
able to have their claims paid through an industry financed 
guaranty fund. The policy implemented by guaranty funds is 
that the risk of insolvency should be spread over all other 
insurers in the system. Although Alaska already has a 
guaranty fund, its inadequacies have been exposed by recent 
experience. The commissioner of the Department of Commerce 
and Economic Development reports that in a recent case as 
much as $5 million in claims of injured seamen could be 
deprived of coverage because our present fund does not 
provide for it. This proposal creates a new marine in­
surance account within our existing guaranty fund. The 
proposal also allows pre-funding assessments to the present 
fund so that it may be able to meet demands upon it in the 
future.

An even more serious inadequacy is our current lack of any 
guaranty fund at all for life, annuity, and disability 
insurance coverage. This proposal establishes a new 
guaranty fund for these kinds of insurance, based on the 
Life and Health Insurance Guaranty Association Model Act 
adopted by the National Association of Insurance Commiss­
ioners in 1986.

The division of insurance will provide a more detailed 
description of this proposal t6~'protect the Alaskan insur­
ance consumer. '

I
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