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SB 32: "An Act authorizing loss of income insurance under the
Alaska Small Loans Act."

The department has reviewed SB 322 and makes the following comments:

Consumer lenders licensed under the Alaska Small Loan Act have statutory
limitations on the products they can charge for in conjunction with their lending
activity._Alaska Statute 06.20.200(2)(2) sets out what premiums for insurance
can_be included In the loan .~ Consumer finance companies are now
asklnq for the authority to offer; a fee, an insurance policy for involuntary
unemployment. This policy would protect borrowers from loan default ifthey
should lose their job and be unable to continue tomake loan payments.

There are prohibitions that would require the insurance as a condition for the
loan which provides protection from abuse. Examinations by the department
assures compliance. The department has contacted other States wnere this
Insurance is offered and can _find no irridence of abuse. Many borrowers who
use consumer finance companies for a source of funds are subject to jab turmover
through no fault of their own, thus, coulld be protected by this type ofF insurance.
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LAW OFFICES OF

FAULKNER, B&%KL’\R%&AN A IIOLMKS

302 GOLD STREET
*|ITXKAIT, ALASKA IMMOI
19071 506*2210

. *|
TELECOPIER: 19071 506*0090 SEATTLE OFFICE

R

February 9, 1990

Ms. Sheila Peterson
senator Richard Eliason's O ffice

Room 417, Capitol Building
Juneau, Alaska 99801

Re: SB 322

t « *e

Dear Ms. Peterson:
As | mentioned over the telephone, our firm represents Norwest
Financial Inc., which strongly supports SB 322. I enclose a

relative? jrief fact sheet which provides background concerning
loss of inc ome insurance and what it accomplishes.

Please give me a call if you have any questions.

Yours very truly

AMS/Imw/encl



LOSS OF INCOME INSURANCE
FACT SHEET
SB 322

Loss of Income Insurance (LIlI) 1is a coverage that provides
protection for the borrower against loss of employment during the

term of the loan due. Coverage arises 1if unemployment 1is due to
lay-off, termination, lockout, labor dispute, or strike. If the
borrower becomes unemployed as a result of one of the foregoing,
LH steps: in to make payments on the customer®s loan. It offers
protection similar to credit disability insurance. Coverage is not
provided for voluntary unemployment, retirement, accident or
sickness, discharge for misconduct and some other exclusions.

LIl reduces the risk to both the lender and the borrower. It
reduces the risk to the lender of credit losses where the customer
is unemployed 1involuntarily. It also permits the customer to

continue making his or her lean payments while involuntarily
unemployed, keeping the customer out of default and with credit
intact. LIl is an additional protection for the customer as well
as the lender.

Most policies contain eligibility requirements such as:*

1) the borrower must be employed by salary or
wages for at least 30 hours per week,

2) the borrowercannot be self employed, or

3) the borrower must have been employed for 12
consecutive months prior to the effective date
of the coverage.

Many policies also contain a schedule of benefits which provide a
maximum number of monthly benefits ranging from four on a 12 month
loan to twelve on a 60 month loan.

LIl is usually limited to loans which have an equal monthly
payment of $500 or less. In these instances, there is no limit to
the 1loan term. Other LIl 1loans, with equal monthly payments of
$750 or less, have terms of sixty (60) months or less.

Most of the loans for which LIl protects the borrower are
small loans. Typically, these small loans are secured by
collateral such as automobiles or other kinds of personal property.
LIl steps in to save the borrower"s car or other property when
otherwise it might be lost because of the borrower®s 1inability to
continue paying the loan, allowing the borrower time to obtain new
employment or otherwise get back on his or her feet financially.



There are a number of loan transactions for which this
optional insurance coverage would be beneficial to Alaskan
borrowers and lenders. For example, Norwest Financia, Alaska, Inc.
has three offices 1in Anchorage and one in Fairbanks. As of
December 31, 1989, it had 3,977 outstanding Jloans and sales
accounts, with balances cf approximately $10,287,883. While not
all borrowers would opt for LIlI, unquestionably there are a number
who would, and they would benefit from this insurance coverage.

LIl is a coverage which cannot be required of any borrower,
and it cannot be made a condition of the Iloan. It is strictly an
optional 1insurance coverage, but one for which there 1is a growing
demand. Five years ago LIl was virtually an unknown product in the
consumer Tfinance 1industry, but today Norwest Financial has the
program available in twenty-one states. Many western states,
including California, Colorado, Idaho, Nevada, New Mexico, Oregon,
Utah and Washington, already permit com”nies to offer LIl to th ir
customers.

Premiums for LIl, based on rates used in other states where
the program is available, are about 3.5% of the coverage amount.
The following examples demonstrate typical situations and charges:

Jack Green has been a full-time laborer for an Alaskan

pipeline company for* three years. Last year, he took out
a $2,500 loan from his local finance company. The loan
term is for 24 months with monthly payments of $124.81.
Since Mr. Green®"s employment situation is somewhat
tenuous, he also purchased LII. His total premium is
3.5% x $2,500 or $87.50. Mr. Green recently became

involuntarily unemployed due to a labor dispute and LII
coverage stepped in to make his loan payments.

A local fish processing company in Anchorage employs Mary
Harrison. She has worked 30-35 hours per week there for
over a year. Mary has a $1,500 loan with ABC Finance Co.
c.. Anchorage. The term of the loan is 24 months with a
monthly premium of $74.15. Due to the seasonal nature
of the fisheries, Ms. Harrison®s total HIl payment er Xs
3.5% x $1,500, or $52.50. When the company la-" c¢" Ane

of its employees, Mary was one of them. She = .lot
have been able to continue her loan payments, hai xt not
been for the LIl coverage.
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AND MAIL

MOISTEN HERE,

FOLD,

Payment

A n important

complete Insurance

We sincerely hope you never have to use
the benefits of the Payment Protection.

But, if something should go wrong, it's nice
to know that you or your family won't have
to deal with the extra burden of a credit
card debt.

If you lose your job because of a layoff,
strike or involuntary, termination, Payment
Protection can give you a helping hand
until you get back to work. At times like
these, up to a maximum of $250 a month,
for up to 24 months, can help you weather
the storm.

If you become disabled, Payment Protection
can come to the rescue by paying your
minimum monthly credit card payments up
to a maximum of $250 a month, up to 24
months.

In the event of your death or dismember-
ment, Payment Protection pays off your
entire debt, up to $5,000 relieving your
family of a financial obligation and
protecting your estate.

Protection

part

of your

picture.

Peace of mind for pennies a day. If your
paycheck stops, the monthly payment
you're making now could become an
impossible hardship. But, why worry when
it costs so little to know that your deb* will
be paid. Just pennies a day will give you
peace of mind now, and a lot more than
that if you ever need it in the future.

Your Protection Costs Only Pennies A Day
- And It's Easy To Apply. The monthly cost
of your protection is .0070 of your monthly
card balance. The charge will be reflected on
your monthly credit card statement. For
example, if your monthly balance is $140,
your premium would be 98<f.

Enroll now. Payment Protection coverage is
not automatic. You must apply for it. We
encourage you to do so right now, using the
handy application form attached.

No physical exam is required and you do

not have to answer any health questions.

Enrollment is voluntary, and you have the
right to cancel at any time.

For a more complete description of benefits
please refer to the Description of Benefits
section.

YES! IWANT INVOLUNTARY
UNEMPLOYMENT CREDIT
DISABILITY AND CREDIT LIFE
INSURANCE!

I am eligible for these coverages because | am
less than 67 years old, am currently employed on
a full-time basis of at least 30 hours per .veek and
am not self-employed. My account will oe
charged 70c per $100 of outstanding balance each
month.

VALID UNTIL APRIL 30, 1990
Primery Cardholder CleseRit) Deale of Birth

Address
City/Sinte/Zip
Account No.

Your Signature/Dele

NOTE: ﬂmmnﬁnlderaﬁ%nseafccweredformm
dismembenent. The primery ( m’reu)anmntmlderls
oweredforcishl ty and unemployment

PaerEf‘tPM%tl oweragebanmeﬁect the cete

slatedonyour ive on

-%%Mnmmlymtofﬁnmaageis.MOfyourmmw
Progam not aailable in AZ CTDC]JJ,I\/EI\/DMI\ENJ

Nil, NJ, NY, NC, ND, PA VI,
DSIHIbEI_I baeiiisruaﬂlatiTemC WAD K$ WN, R, va
e For DE resgceris oweragsterm

bris, coverage term
fenployedpersorsacrrxell Hefor Protection
%kemagerua/aldielol 9 resicents

"This brochure dais not contain all of the provisions of the
certificates. You art encouraged to read the certificates themselves
farspecific details of coverage.
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DESCRIPTION OF BENEFITS

1. INVOLUNTARY UNEMPLOYMENT -
Underwritten by The Forum Insurance Company of
Schaumburg, IL, Policy Form 360-170 Series.

If you become unemployed for more than 30 days due
to a layoff, strike, or labor dispute which prevents you
from working. Payment Protection will make your
minimum monthly credit card payments up toa
maximum of $250 per month, for 24 consecutive
months. Payments are made retroactive to the first day
of unemployment. However, you will have to pay for
any new charges incurred during your unemployment.
At the time your claim begins, you must be working
full time (30 hours a week or more). Voluntary
unemployment such as quitting isnot covered.

2. LIFE, DISMEMBERMENT AND DISABILITY
COVERAGE - Underwritten by USLIFE Credit Life
Insurance Company of Schaumburg, IL, Policy Form
GPC14400 Series.

992109955

Payment Protection will pay up to $5,000 of your credit
card balance ifeither you or your spouse dies from any
cause before age 67 or ifeither of you suffers a covered
dismemberment (loss of sight in both eyes or loss of
either a hand or a foot) from any cause. Death and
dismemberment benefits are paid ina lump sum to
your account and are based on your balance as of the
date of death or dismemberment.

Payment Protection will make your minimum monthly
credit card payments up toa maximum of $250 per
month, for 24 consecutive months should you become
disabled and unable to work. Coverage starts from the
first day of disability and you can fileyour claim after
30 days of continued disability.

TERMINATION OF POLICY:

Payment Protection terminates when the master policy
issued to your bank terminates (you will be given

31 days notice of any such termination), your account
ceases to be in good standing for more than 90 days,
you reach age 67 (coverage terminates on the first
statement billing date following your 67th birthday), or
you request cancellation by giving written notico to the
insurance company telling them when the cancellation
is to take effect.
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