


WALTER J. HICKEL, GOVERNOR

DEPARTMENT OF COMMERCE & P 0. B0X D
ECONOMIC DEVELOPMENT JUNEA, ALASKA 998110500
DIVISION OF INSURANCE February 24’ 1992

The Honorable Dave Donley
Alaska House of Representatives
Room 122, Capitol

P.0. Box V

Juneau, Alaska 99811

re: HB 425
Dear Representative Donley,

The enclosed article appeared in the February 10, 1992 issue of "Insurance
Week." As you can see other states are going through the same process we
are and are very aggressive about it

Of particular concern is the highlighted Bortion at the end of the article
which points out that Washington “could be in even better shaﬁe - and
ahead of its insurance-department brethren in the West - by the end of the
summer." Alaska alreadfy] loses a significant amount of its market to
Outside brokers and we hope to reverse that trend with the passage of HB
425 and the national accreditation which the bill will allow us to seek.

Your committee is, of course, very bus?{ with many pieces of critical
legislation. However, prompt consideration of HB 425 will allow us to get
a spot on the NAIC accreditation team's schedule for this year. Delay may
mean that we will not be on the schedule for this year, thus fulfilling the
Brophecy of the Washington department to the detriment of Alaskan
usinesses and consumers.

Please consider early scheduling and passage of HB 425. As always, if you
have any questions or if | can ever he of service, please do not hesitate to
contact me.

Sincerely,

David J. Walsh

08-H11LH primedon i cycled paper by CD.
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MEMORANDUM State of Alaska

TO. Dave Walsh date: February 21, 1992
Director
Division of Insurance

SUBJECT: Amendments

from: Stan Garlington SB 376
Insurance Market Analyst
Division of Insurance
Department of Commerce
and Economic Development

Summary of Proposed Changes

Third Party Administrator Registration

The American Council of Life Insurers requested that third party
administrators be licensed more in line with the NAIC Model Third Party
Administrator Statute rather than as managing general agents. The division
was able to develop acceptable consensus language for third party
administrator registration Changes 1, 3, 4, 7, 9, 10, Il, 17, and 19 iinpliment
this addition.

Attorney-in-fact License

Concern expressed regarding the lack of specifics inthe proposed bill has
been addressed by providing licensing procedures and qualifications. The
effective date of the license requirement has been changed to 1/1/94 to
accommidate a smooth transition. Changes 13, 14, and 20.

Premium Refund
Language is clarified that the 30 days begins 30 days from receipt of the
request for cancellation or the effective date of cancellation, which ever is
later. Change 12.

Mandatory Appraisal
Language is changed to address legislative concerns and public testimony
before House Labor and Commerce. Change 15.

Misc Cleanup
Changes 2, 5, 6, 8, 16 and 18



DOI

2/21/792

AMEMBMEMI

OFFERED IN THE SENATE
TO: SB 376

1. Page 34, line 23, after "who™":

Insert: "for residents of this state, or for residents of another
jurisdiction from a place of business in this state, performs administrative
functions such as claims administration and payment, marketing
administrative functions, premium accounting, premium billing, coverage
verification, underwriting authority, or certificate issuance only in regard
to life insurance, disability insurance, or annuities isnot required to be
additionally licensed as a managing general agent if the person s
registered under this chapter as a third party administrator or only
investigates and adjusts claims and is licensed under this chapter as an
independent adjuster.”

Delete: "performs administrative functions, including claims
administration and payment, marketing administrative functions, premium
accounting, premium billing, coverage verification, underwriting authority,
or certificate issuance in regard to insurance as a third-party administrator
shall be licensed as a managing general agent unless the person only
investigates and adjusts claims and is licensed under this chapter as an
independent adjuster.”

2. Page 66, line 30, after "bond"

Delete "with admitted insurers authorized to transact surety
insurance"



3. Page 73, line 8,

Insert: "Sec. . AS 21.27 is amended by adding a new
section to read:

ARTICLE 4. THIRD PARTY ADMINISTRATORS.

Sec. 21.27.640. REGISTRATION REQUIRED, (a) A person may not act
as or represent to be a third party administrator in this state or relative to
a subject resident, located, or to be performed in this state unless
registered under this chapter or by another juridiction under
AS 21.27.660. A person may not act as or represent to be athird party
administrator representing an insurer domiciled in this state regarding a
risk located outside this state unless registered by this state.

(b) A third party administrator may not transact business fora kind
or class of insurance for which the person is not registered.

(c) A person who performs administrative functions, including
claims administration and payment, marketing administrative functions,
premium accounting, premium billing, coverage verification, underwriting
authority, or certificate issuance in regard to insurance as a third party
administrator shall be registered as a third party administrator unless the
person only investigates and adjusts claims and is licensed under
AS 21.27 as an independent adjuster.

(d A third party administrator may not use a fictitious name or
alias unless the licensee's legal name and fictitious name or alias are on the
registration.

() A person who is an employee of an admitted insurer, who acts
within the course and scope of that employment, and within the scope of
the insurer's certificate of authority is not required to be registered under
this section.

() A person who performs management services for an admitted
insurer is not required to be registered as a third party administrator if
the person's compensation is not based on the volume of premium written
and the person

(1) is a wholly-owned subsidiary of the admitted insurer;

(2) wholly owns the admitted insurer;

(3) is a wholly-owned subsidiary of the insurance holding
company that owns or controls the admitted insurer;



(4) is a United States manager of the United States branch of
an alien admitted insurer; or

(5) is the manager of a group, association, pool, or organization
of admitted insurers thatdoes joint underwriting if it is subject to
examination by the authorized insurance regulator in the state in which
the person's principal place of business is located.

(g) A credit union or a financial institution subject to supervision or
examination by federal or state banking authorities, or a mortagage lender,
that performs no functions other than advancing premiums to the insurer
and collecting a debt from the insured is not required to be registered as a
third party administrator

(h) A credit card issuing company that performs no functions,
including adjustment or settlement of claims, other than advancing and
collecting premiums from its credit card holders who have authorized
collection is not required to be registered as a third party administrator

() A person who exclusively provides services to bona fide
employee Dbenefit plans that are established by an employer or an
employee organization, or both, for which the insurance laws of this state
are preempted under the Employee Retirement Income Security Act of
1974, is not required tobe additionally registered as a third party
administrator if the person certifies to the director on or before February 1
of each year its exempt status.

(j) A third party administrator shall

(1) apply for registration under the procedures of
AS 21.27.040;
(2) renew its registration under the procedures of

AS 21.27.380; and
(3) be subject to hearings and orders on violations; denial,
nonrenewal, suspension, or revocation of registration; penalties; and
surrender of registration under the procedures of AS 21.27.405-
21.27.460;
Sec. 21.27.650. THIRD PARTY ADMINISTRATOR QUALIFICATIONS,
(@) For the protection of the people of this state, the director may not issue
or renew a registration except in compliance with this chapter and may not
issue a registration to a person, or to be exercised by a person, found by
the director to be untrustworthy, incompetent, financially irresponsible, or



who has not established to the satisfaction of the director that the person
is qualified under this chapter.

(b) To qualify for issuance or renewal of a registration, an applicant
or registrant shall comply with this title and

(1) be a trustworthy person;

(2) have active working experience in administrative functions
which, in the director's opinion, exhibits the ability to competently perform
the administrative functions of a third party administrator;

(3) not have committed an act that is a cause for denial,
nonrenewal, suspension, or revocation of a registration in this state or
another jurisdiction;

(4) if a corporation or partnership,

(A) maintain a lawfully established place of business as
described in AS 21.27.330 in this state, except as provided in

AS 21.27.270;
(B) disclose to the director all officers, directors, or
partners, and whether or not they are licensed in this state or

another jurisdiction;

(C) designate an officer or partner responsible for the
firm's compliance with the insurance statutes and regulations of this
state.

(5) provide in or with its application

(A) all basic organizational documents of the third party
administrator, including any articlesofincorporation, articles of
association, partnership agreement, trade name certificate, trust
agreement, shareholder agreementand other applicable documents
and all endorsements to such documents;

(B) the bylaws, rules, regulations or similar documents
regulating the internal affairs of the administrator;

(C) the names, mailing addresses, physical addresses,
official positions, and professional qualifications of persons who are
responsible for the conduct of affairs of the third party
administrator; including all members of the board of directors, board
oftrustees, executive committee or other governing board or
committee; the principal officers in the case of a corporation or the
partners or members in the case of partnership or association;



shareholders holding directly or indirectly 10 per cent or more of the
voting securities of the third party administrator; and any other
person who exercises control or influence over the affairs of the third
party administrator;

(D) certified financial statements for the prior two years
prepared by an independent certified public accountant which
establish that the applicant is solvent, that the applicant's system of
accounting, internal control, and procedure is operating effectively to
provide reasonable assurance that money is promptly accounted for
and paid to the person entitled to the money, and any other
information that the director may require to review the current
financial condition of the applicant; and

(E) a statement describing the business plan including
information on staffing levels and activities proposed in this state
and in other jurisdictions and providing details establishing the third
party administrator's capability for providing a sufficient number of
experienced and qualified personnel in the areas of claims handling,
underwriting, and record Kkeeping;

(6) provide to the director documents necessary to verify the
statements contained in or in connection with the application;

(7) notify the director within 30 days in writing by certified
mail of a change in principal or manager, residence, place of business,
mailing address, phone number; suspension or revocation of an insurance
license or registration by another state or jurisdiction; or a conviction of a
misdemeanor or felony ofthe third party administrator, its officers,
directors, partners, owners, or employees; and

(8) provide the director on January 1, April 1, July 1, and
October 1 of each year

(A) a list of current employees, identifying those
transacting business in this- stat? or upon subjects resident, located or
to be performed in this state;

(B) a list of current insurers under contract; and

(C) other information the director may require.

(c) The director may adopt regulations establishing additional
education orexperience requirements for applicants or registrants under
this chapter.



(d) The director may require that a third party administrator
maintain

(1) a bond as described in AS 21.27.190 in an amount
acceptable to the director and conditioned inthat the third party
administrator will conduct business as required by this title; and

(2) an errors and omissions insurance policy acceptable to the
director.

(e) If the director finds that the applicant or registrant is qualified
and that application, registration, or renewal fees have been paid, the
director may issue or renew the registration.

Sec. 21.27.660. OPERATING REQUIREMENTS FOR THIRD PARTY
ADMINISTRATORS, (a) An insurer may not transact business with a third
party administrator unless

(1) the insurer holds a certificate of authority in this state;

(2) the third party administrator isregistered under this
chapter or, when the third party administrator isoperating only for a
foreign insurer, is registered as a third party administrator by the third
party administrator's resident insurance regulator in a state that the
director has determined has enacted provisions substantially similar to
those contained in AS 21.27.640 - 21.27.660 and that is accredited by
the National Association of Insurance Commissioners, if the third party
administrator provides the director on January 1, April 1, July 1, and
October 1 of each year

(A) a list of current employees, identifying those
transacting business in this state or upon subjects resident, located or
to be performed in this state;

(B) a list of current insurers under contract; and

(C) other information the director may require.

(3) a written. contract is in effect between the parties that
establishes the responsibilities of each party, indicates both party's share
of responsibility for a particular function, and specifies the division of
responsibilities;

(4) a written contract between an insurer and a third party
administrator contains the following provisions;

(A) the insurer may terminate the contract for cause
upon written notice sent by certified mail to the third party



administrator and may suspend the underwriting authority of the
third party administrator during a dispute regarding the cause for
termination; but the insurer must fulfill all lawful obligations with
respect to policies affected by the written agreement, regardless of
any dispute between the insurer and the third party administrator.

(B) the third party administrator shall render accounts to
the insurer detailing all transactions and remit all money due under
the contract to the insurer at least monthly;

(C) all money collected for the account of an insurer shall
be held by the third party administrator in a fiduciary account as
described wunder AS 21.27.360;

(D)  the third party administrator shall comply with all
applicable fiduciary account statutes and regulations;

(E) a fiduciary account shall be used for all payments on
behalf of the insurer;

(F) the third party administrator may not retain more
than three months estimated claims payments and allocated loss
adjustment expenses;

(G) the third party administrator shall maintain separate
records for each insurer in a form usable by the insurer; the insurer
or its authorized representative shall have the right to audit and the
right to copy all accounts and records related to the insurer’s
business; the director, in addition to authority granted in this title,
shall have access to all books, bank accounts, and records of the third
party administrator in a form usable to the director; any trade
secrets contained in books and records reviewed by the director,
including the identity and addresses of policyholders and
certificateholders, shall be keptconfidential, except that the director
may use the information in a proceeding instituted against the third
party administrator or the insurer.

(H) the contract may not be assigned in whole or in part
by the third party administrator;

Q) if the contract permits the thirdparty administrator
to dounderwriting, the contract must include the following:

() the third party administrator's maximum

annual premium volume;



(i)  the rating system and basis of the rates to be
charged;

(i)  the types of risks that may be written;

(iv)  maximum limits of liability;

(v) applicable exclusions;

(vi)  territorial limitations;

(vit)  policy cancellation provisions;

(viii)  the maximum policy term; and

(ix)  that the insurer shall havethe right to cancel
ornot renew a policy of insurance subjectto applicable state
law;

(J)if the contract permits the third party administrator
to settle claims on behalf of the insurer, the contract must include
the following:

(1) written settlement authority must be provided
by the insurer and may be terminated for cause upon the
insurer’s written notice sent by certified mail to the third party
administrator or upon the termination of the contract, but the
insurer may suspend the settlement authority during a dispute
regarding the cause of termination;

(i) claims shall be reported tothe insurer within
30 days;

(itt) a copy of the claimfile shall be sent to the
insurerupon request or as soon as itbecomes known that the
claim has the potential to exceed an amount determined by the
director or exceeds the limit set by the insurer, whichever is
less; involves a coverage dispute; may exceed the third party
administrator's claims settlement authority; is open for more
thansix months; involves extra contractual allegations; or s
closed by payment in excess of an amount set by the director
or an amount set by the insurer, whichever is less;

(iv) each party to the contract shall comply with
unfair claims settlement statutes and regulations;

(v)  transmission ofelectronic data must occur at
least monthly if electronic claim files are in existence; and



(vi) claim files shall be the sole property of the
insurer; upon an order of liquidation of the insurer, the third
party administrator shall have reasonable access to and the
right to copy the files on a timely basis;

(K) the contract may not provide for commissions, fees,
or charges contingent upon savings effected in the adjustment,
settlement, and payment of losses covered by the insurers
obligations; but a third party administrator may receive
performance-based compensation for providing hospital or other
auditing services or may receive compensation based on premiums
or charges collected or the number of claims paid or processed;

(L) if the insurer is domiciled in this state or the third
party administrator has a place of business in this state, a copy of the
contract must be filed with and approved by the director at least 30
days before the third party administrator transacts business on
behalf of the insurer; and

(M) if the contract is not required to be approved in
advance by the director, the insurer shall provide written
notification to the director within 30 days of the entry into or
termination of a contract with a third party administrator; the notice
must include a statement of duties to be performed by the third
party administrator on behalf of the insurer, the kinds and classes of
insurance for which the third party administrator has authorization
to act, and other information required by the director.

(b) If the contract provides for the third party administrator to
receive or collect premiums, payment by or on behalf of the insured of
premiums for insurance to the third party administrator shall be deemed
to have been received by the insurer; payment of return premiums or
claim payments forwarded by the insurer to the third party administrator
shall not be deemed to have been received by the person entitled to the
money until the payments are received by the insured or claimant; nothing
in this subsection Ilimits the rights that the insurer may have against the
administrator resulting from the failure of the administrator to make
payments to persons entitled to money.



(c) Policies, certificates, booklets, termination notices or other
written communications delivered by the insurer to the third party
administrator for delivery to the insured or covered individuals shall be
delivered by the third party administrator within 10 days after receipt of
instructions from the insurer to deliver them.

(d) When the services of a third party administrator are utilized, the
third party administrator shall provide a written notice approved in
writing by the insurer to a covered person advising the person the identity
and relationship among the third party administrator, the policyholder,
and the insurer;

(e) The third party administrator may not

(1) bind reinsurance or retrocessions on behalf of the insurer;

(2) commit the insurer to participate in insurance or
reinsurance syndicates;

(3) appoint a subagent unless the scope of the subagent's
license as an insurance producer includes the kinds and classes of
insurance for which  the subagent is appointed and there is in effect a
written agency agreement that specifically sets out the duties, functions,
powers, authority, and compensation of all parties to the contract;

{4, pay or commit the insurer to pay a claim, net of
reinsurance, the amount of which exceeds one percent of the insurer's
policyholder's surplus asof December 31 ofthe last completed calendar
year without the prior written approval of the insurer for the settlement
and the approval is received after the insurer has been notified in writing
that the claim settlement will exceed one percent of the insurer's
policyholder's surplus as of December 31 ofthe last completed calendar
year;

(5) collect a payment from a reinsurer or commit the insurer to
a claim settlement with a reinsurer without prior written approval of the
insurer, but if prior written approval is given, a complete report must be
forwarded to the insurer within 30 days;

(6) serve on the insurer's board of directors;

(7 jointly employ an individual who is employed by the
insurer;

(8) delegate third party administrator authority to another
person;



(9) solicit applications for insurance or renewals of insurance
directly through employees or by appointments of insurance producers as
its subagents under the procedures of AS 21.27.100 - 21.27.110 wunless its
employees or the insurance producers are licensed for the kinds or classes
of insurance and the solicitation or renewals are within the scope of
authority granted by the insurer contracting with the third party
administrator; or

(10) advertise the business underwritten by an insurer unless
the advertising has been approved in writing by the insurer in advance of
its use.

(f) In a form acceptable to the director, a third party administrator
shall annually provide and an insurer shall annually obtain a copy of
certified financial statements prepared by an independent certified public
accountant of each third party administrator with which the insurer has
done business.

(@) In addition to any other required loss reserve certification, if a
third party administrator establishes loss reserves, the insurer shall
annually obtain the opinion of an independent qualified actuary attesting
to the adequacy ofloss reserves established for losses incurred and
outstanding on business produced by the third party administrator. The
insurer retains an independent responsibility to determine the adequacy
of its loss reserves, including those established by its third party
administrators.

(h) If a third party administrator provides services for more than
100 certificateholders on behalf of an insurer, the insurer shall at least
semiannually conduct a review of the operations of the third party
administrator, at least one of which must be an on-site review.

(1) A third party administrator shall maintain records as described
in AS 21.27.350.

() An insurer may not appoint to its board of directors an officer,
director, employee, subagent, insurance producer, or controlling
shareholder of its third party administrator.

(k) An actual or apparently authorized act of the third party
administrator is considered to be the act of the insurer upon whose behalf
the third party administrator is acting.

11



(1) A third party administrator may be examined by the director
under AS 21.06.120 as if it were the insurer.

(m) If the director determines after a hearing under
AS 21.06.170 - 21.06.240 that a third party administrator caused loss
arising out of a violation of AS 21.27.640 - 21.27.660 to an insurer, the
director may order the third party administrator to reimburse the insurer,
the rehabilitator, or the liquidator of the insurer for the loss.
Reimbursement ordered wunder this subsection is in addition to any other
liability of the third party administrator and does not affect the rights of a

policyholder, claimant, creditor, or third party.

(n) In addition to- any other penalty provided by law, a person who
violates this section is subject to the penalties provided under
AS 21.27.440 and an insurer's certificate of authority may be suspended

or revoked."

4. Page 73, line 8, after "ARTICLE":

Insert: "5"
Delete: "4"
5. Page 73, line 16, after "(1)"

Delete "an in-force, unimpaired”

6. Page 73, line 16, after "bond"

Delete "with admitted insurers authorized to transact surety

insurance"

7. Page 77, line 14, after "ARTICLE":

Insert: "6"
Delete: "5"
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8. Page 77, line 30, after "bond"

Delete "with admitted insurers authorized to transact surety

insurance"

9. Page 84, line 19, after "ARTICLE":

Insert: "7"
Delete: "6"

10. Page 87, line 10, after "ARTICLE":

Insert: "8"
Delete: "7"

11. Page 90, line 9, after "ARTICLE":

Insert: "9"
Delete: "8"

12. Page 114, line 11
Insert " (A) within 30 days of receipt of the request for cancellation
or the effective date of cancellation, which ever is later, on a policy not

subject to audit; or
(B) within 30 days completion of an audit; the insurer shal

perform and complete an audit within 30 days of receipt of the request for

cancellation or the effective date of cancellation, which ever is later, unless

the audit cannot reasonably be completed using due diligence and the

insured is advised in writing of the reason why additional time s

necessary to complete the audit and when the audit will be completed.
Delete ™ (A) within 30 days on a policy not subject to audit; or

13



(B) within 30 days of completion of an audit; the i
shall perform and complete an audit within 30 days unless the audit
cannot reasonably be completed using due diligence and the insured is
advised in writing of the reason why additionaltime is necessary to
complete the audit and when the audit will be completed.

13. Page 129, line 13, after "ATTORNEYS-IN-FACT"

Insert "(a)"

14. Page 129, line 21, after "insurer."

Insert "(b) For the protection of the people of this state, the
director may not issue or renew a license to a person, or to be exercised by
a person, found by the director to be wuntrustworthy, incompetent,
financially irresponsible, or who has not established to thesatisfaction of
the director that the person is qualified under this chapter.

(c) To qualify for issuance or renewal of a license, an applicant or
license shall comply with this title and

(1) be a trustworthy person;

(2) have active working experience in administrative functions
which, in the director's opinion, exhibits the ability to competently perform
the administrative functions of an attorney-in-fact;

(3) not have committed an act that is a cause for denial,
nonrenewal, suspension, or revocation of a license in this state or another
jurisdiction;

(4) have and maintain a lawfully established place of business
physically accessible to the public where the attorney-in-fact principally
conducts transactions under the license in this state, or if for a foreign
reciprocal, in the state domicile;

(5) disclose to the director all officers, directors, partners,
principals, or manager and whether or not they are licensed in this state or

another jurisdiction;
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(6) designate an officer, partner, or principal responsible for
the firm's compliance with the insurance statutes and regulations of this
state.

(7 provide certified financial statements for the prior two
years prepared by an independent certified public accountant which
establish that the applicant is solvent, that the applicant's system of
accounting, internal control, and procedure is operating effectively to
provide reasonable assurance that money is promptly accounted for and
paid to the person entitled to the money, and any other information that
the director may require to review the current financial condition of the
applicant; and

(8) provide to the director documents necessary to verify the
statements contained in or in connection with the application;

(9) notify the director within 30 days in writing by certified
mail of a change in officer, director, partner, principal, or manager; placeof
business; mailing address; phone number; suspension or revocation of an
insurance license by another state or jurisdiction; or a conviction of a
misdemeanor or felony of the attorney-in-fact, its officers, directors,
partners, owners, or employees; and

(d) The director may adopt regulations establishing education
requirements, experience requirements, or examination requirements for
applicants or licensees under this chapter.

(e) The director may require that an attorney-in-fact maintain an
errors and omissions insurance policy acceptable to the director.

(f) If the director finds that the applicant or licensee is qualified and
that application, license, or renewal fees set under AS 21.06.250 have
been paid, the director may issue or renew the license.

(90 The license shall be renewed each year by the attorney-in-fact
when the annual statement is filed under AS 21.75.130.

(h) An attorney-in-fact shall be subject to hearings and orders on
violations; denial, nonrenewal, suspension, or revocation of license;
penalties; and surrender of license under the procedures of
AS 21.27.405 - 21.27.460."
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15. Page 143, line 25, after "APPRAISAL"

Insert "A motor vehicle or similar policy, a policy providing property
coverage, or any other policy providing first party property, casualty, or
inland marine coverage, issued or delivered in this state, must include an
appraisal clause providing a contractual means to resolve a dispute
between the insured and the insurer over the value of a covered first
party loss for real property, personal property, business property, or
similar risks. If the insured and the insurer fail to agree on the amount of
such a covered first party loss, either may make written demand upon the
other to submit the dispute for appraisal. Within 10 days of the written
demand, the insured and insurer must notify the other of the competent
appraiser each has selected. The two appraisers will promptly choose a
competent and impartial umpire. No later than 15 days after the umpire
has been chosen, unless the time period is extended by the umpire, each

appraiser will separately state in writing the amount of the loss. If the
appraisers submit a written report of agreement on the amount of the loss,
the agreed amount will be binding upon the insured and insurer. If the
appraisers fail to agree, the appraisers will promptly submit their

differences to the umpire. A decision agreed to by one of the appraisers
and the umpire will be binding upon the insured and insurer. All expenses
and fees, not including counsel or adjuster fees, incurred because of the
appraisal shall be paid as determined by the umpire. Except as specifically
provided, nothing in this section is intended to or shall in any manner limit
or restrict the rights of insureds or insurers or confer any rights to such
persons.”

Delete "An automobile, homeowner, or dwelling policy issued or
delivered in the state must include an appraisal clause providing a
contractual means to pursue a dispute over the value of an insured's
property loss. The appraisal right shall be the insured's first right of
appeal. The insured may invoke the right of appraisal by giving written
notice to the insurer of the insured's intent. The notice must include the
name, address, and phone number of an appraiser of the insured's choice.
Within 10 working days from receipt of information, the insurer shall
provide the name, address, and phone number of an independent
appraiser of the insurer's choice to the insured. The appraiser shall
provide final appraisals within 30 working days from the date of the

16



written demand by the insured toinvoke the appraisal provision. If a
mutual value is not agreed upon bythe two appraisals, the appraisers shall
select a third appraiser. A valuation in writing agreed upon by two of the
three appraisers shall determine the amount of the loss. The insured and
insurer shall pay the cost of their own appraisals and the expense of a
third appraiser shall be divided equally between them

16. Page 147, line 7, after "more"

Insert "admitted"

17. Page 147, line 11, after "issuance":

Delete: ™managing general agent’ includes a third-party
administrator™

18. Page 148, line 5, after "assuming"

Insert "admitted"

19. Page 148, line 27, after "who"

Insert: "for residents of this state, or for residents of another
jurisdiction from a place of business in this state, performs administrative
functions such as claims administration and payment, marketing
administrative functions, premium accounting, premium billing, coverage
verification, underwriting authority, or certificate issuance in regard to life
insurance, disability insurance, or annuities;"

Delete: "performs administrative functions such as claims
administration and payment, marketing administrative functions, premium
accounting, premium billing, coverage verification, underwriting authority,
or certificate issuance in regard to insurance;"

17



20.

Page 149, line 22, after "94"

Insert ", 95, and 188"

Delete "and"
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Dear Representative Donley:

Please see attached urgent message regarding H.B. 425 and S.B.

376 from the American Institute of Marine Underwriters.



AlIMU

aprit 1, 1992

Re: Alaska H. 425

Representative David Donley, Chairman
House Judiciary Committee

State Capitol

Juneau, AK 99801-1182

Dear Representative Donley:

Alaska H. 425 presents serious problems for American ocean
marine 1insurers. Section 144 of the bill would delete the
exemption for wet marine and transportation 1insurance from the
definition of business or commercial insurance. This step
contravenes the unique 1international character of ocean marine
insurance. As a result of this proposed change, ocean marine
would be subject to the cancellation and non-renewal provisions
of the code which could seriously disrupt trade and commerce 1in
Alaska.

Ocean marine 1insurance encompasses insurance protection
for exports or imports while in transit (known as cargo
insurance), hull coverages, various marine liability exposures,
and war risks at sea on both hull and cargo risks. Through
marine exemptions, both the state and federal governments have
recognized the international, extra-territorial nature of ocean
marine risks as well as the strong competition found not only
within the domestic market but with foreign marine 1insurance
markets as well.

One of the many unique Tfeatures of the marine 1insurance
market 1is the "open?”” cargo 1insurance policy. An open cargo

policy is usually 1issued to cover all of the shipments of an

A merican Institute of Marine Underwriters
14 W all Street * New York. New York 10005 * © 212.233*0550 * Fax: 212.227.5 102



insured regardless of destination. Open policies facilitate
trade by providing for automatic coverage without the necessity
of individually negotiating and 1insuring each shipment. The
policies are issued without an expira.tion date and coverage
attaches to each shipment when it is declared to the insurer.
H. 425 would require a marine cargo insurer to continue on an
open policy ad infinitum because there is no renewal date.
[Notice of non-renewal must be sent 45 days before expiration
of the policy pursuant to Alaska Insurance Code
821.36.235(a) (2)]-

Since the marine cargo 1insurance market in the United
States is intensely competitive and coverage is readily
available at very low cost, these new requirements would create
an unnecessary burden on American 1insurers and may place them
at a competitive disadvantage with foreign markets. We doubt
that consideration was given to the application of these new
statutes to ocean marine policy forms and practices.

Application of the cancellation and non-renewal provisions
to wet marine insurance may also created an immediate problenm
with respect to war risk coverages. War risk insurance
protects against risk of loss or damage at sea caused by an
outbreak of hostilities. A cargo war risk policy is a separate
policy with no expiration date, written today (peacetime) for a
very low premium. Because of this, marine insurers require the
flexibility to respond to rapidly changing political conditions
to protect themselves from catastrophic accumulation of risk,
inadequate premium or disappearance of reinsurance.

Throughout the world, cargo war risk policies provide that
either party may cancel on 48 hours notice for shipments not
yet in transit. Such cancellations do not affect goods already
at risk. In the event that the United States were to go to
war, there exists a stand-by federal war risk insurance progranm

which would replace private war risk insurance (as it did in



World War Il and Dessert Storm). Other major governments have
similar progranms.

American companies writing war risk 1insurance generally
are subject to a seven day notice of cancellation from their
reinsurers. Those reinsurers, many of whom are foreign, would
not be subject to the cancellation and renewal provisions.
Application of the new statutes to marine war risk 1insurers
will subject them to the possibility of being compelled,
without reinsurance, to continue to insure shipments into areas
where armed conflict is in progress. Under these
circumstances, it would be necessary for them, if they were to
stay in the market at all, to apply much higher rates (wartime
premiums for peacetime shipments). In fact, the practical
effect would be to force war risk cover to go to foreign
insurers. As a further consequence, much of the marine cargo
insurance would go abroad with 1it. Service to the 1insureds in
Alaska could be reduced and, of course, the U.S. balance of
payments problems would be intensified. We cannot believe such
was the intent.

AIMU urges that H. 425 be amend"d to preserve the marine
exemption 1in Code 821.36.310 (i) . IT you have any questions
about the effect of this legislation upon the ocean marine
industry, please do rot hesitate to contact us. We would
welcome the opportunity to discuss these matters with you.

The American Institute of Marine Underwriters is a trade
association representing the American ocean marine 1insurance

industry.
Very truly yours,

Ward L.<Mau;
President



ALASKA STATE LEGISLATURE

P.O. Box 770296 State Capitol
Eagle River, Alaska 99577 Juneau, Alaska 99301-1182
(907)694-6683 (907)465-3711

3111 C Street, Suite 540
Anchorage, Alaska 99503
(907) 561-8459

Senator Sam Gotten

March 2, 1992

Peter C. Huycke
Huycke General Agency
2904 Boniface Parkway
Anchorage, Al< 99504

Dear Peter:

Thank you for your letter of February 24, concerning House Bill
425/Senate Bill 376.

House Bill 425 is currently before the House Judiciary Committee
for consideration. Senate Bill 376 1is before the Senate Labor &
Commerce Committee for consideration.

I have sent a copy of your comments to the <chairs of these
committees so that your concerns are made a part of the record. |
appreciate the comments and suggestions contained in your letter.

2ir"Q>0iw

Sam cotten
State Senator

ccC: Senator Drue Pearce (w/enclosure)
Chair, Senate Labor & Commerce Committee

Representative Dave Donley (w/enclosure)
Chair, House Judiciary Committee



Huycke General A gency

2904 Boniface Parkway

(IAAMGAI Anchorage, Alaska 99504

FAX 907-338-7234 February 24, 1992 907-338-

Honorable Senator Sam Cotten
P.O. Box V
Juneau, Alaska 99811

Re: HB 426/SB 376

Dear Senator Cotten:

You will recall | had briefly visited with you about these Omnibus Insurance
bills. | had indicated ny support foi these, explaining they were a result of
generally acceptable compromises worked out by the Division of Insurance and the
insurance industry representatives. And that the general purpose of these bills
is to enable the State of Alaska Division to be accredited by the National
Association of Insurance Commissioners.

Have finally had an opportunity to go through and digest the almost 150 pages.
I noted several discrepancies, which possibly occurred in the legal translation
from our working drafts to what was presented to you.

The first is on Bonds, Section 70, page 46-47. The Divisior nad accepted ny

request to insert "or an alternative indemnity” on line 12. EXisting statute
does not define the nature of the bond. This revision does so define a bend.

The problem is with the size of the indemnity ($200,000. for a Surplus Lines

Broker). Few bond insurers are willing to write this bond for smaller Surplus
Lines Brokers.

| fall into this category. At least once in the past, | have had to resort to
obtaining a Letter of Credit from a local bank as a substitute. What concerns
me is the wording presented to you on lines 29-31; "may adopt, by regulation.”
| request the word "may" be replaced by "shall.” If | again have to resort to
a LOC, | think the Director should have to recognize that a LOC from First
National Bank of Anchorage is as good as, if not superior to a bond provided
by sone of the "admitted” insurers presently working the market.

The other concern | have is on Return Premiums, Section 143, page 114. First,
if insurers generally are not paid until 45 days (after the close of the current
accounting month), why the choice of 30 days from the policy cancellation date?
| can see instances where this would require the insurer to nmeke a refund

before it has even been paid!

Secondly, this 30 day requirement ignores requirements elsewhere in statute
that insurers give specific cancellation notice to interested third parties.
These requirements are regardless of who is requesting cancellation. To be
required to issue a refund before the policy is even cancelled does not neke
any sense to ne.



Re: HB 426/SB 376 Page Two

Instead, if the insured requests cancellation, | suggest the wording be changed
to 45 days after the insurer has discharged its obligation to notify all
interested third parites that the policy is being cancelled.

Thank you for your interest, and

Very truly yours,

Peter C. Huycke

PCH:jsh
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vending machine license for each machine to be used. The license must specify the name and
mailing address of the insurer and insurance producer [AGENT], the name of the policy to be
sold, the serial number of the machine, and the physical location [PLACE] where the machine
is to be in operation. The special vending machine license is subject to nonrenewal,
suspension® or revocation coincidentally with that of the insurance producer [AGENT]. The
director shall also revoke the license on a machine if the director finds that the conditions upon
which the machine was licensed, under (a) of this section, no longer exist. Proof of the existence
of a license shall be displayed on or about each vending machine in use in the manner the

director may [REASONABLY] require.

* Sec. 70. AS 21.27.190 is repealed and reenacted to read:

Sec. 21.27.190. BOND, (@) In addition to any other requirements in this title, a bond
or an alternative indemnity permitted under this section shall meet the following requirements:
(1) it shall be continuous in form;
(2) it shall remain in force until the licensee is released from liability by the
director or until cancelled by the issuer;
(3) without prejudice to any liability accrued before the effective cancellation, it
may be cancelled if the director receives 60 days advance written notice;
(4) the amount required to be maintained must be maintained unimpaired; and
(5) it shall be in favor of insurers, insureds, and this state.
(b) A bond may only be issued by an admitted insurer authorized to transact surety
insurance in this state that is acceptable to the director.
(c) For a firm licensee, a single bond or an alternative indemnity permitted under this
section may combine the sureties required
(1) by separate sections of this title;and
(2) for separate places of business.
(d) An individual in the firm who acts solely on behalf of a firm that has and maintains
a bond or an alternative permitted under this section may not be required to also have and
maintain a bond if the individual in the firm deposits all money into the firm’s fiduciary account.
(e) Except as provided in this title, the director may adopt, by regulation, a deposit of
cash, a certificate of deposit, or letter of credit as an alternative to a bond if the deposit of cash,

certificate of deposit, or letter of credit meets the requirements of this section, other provisions
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practices in the conduct of the business of insurance found by the director to be unfair or
deceptive.
* Sec 143. AS 21.36.255(a) is amended to read:
(@) If an insurance policy is cancelled, rejected, or rescinded by the

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

(2) insured, the insurer shall return any unearned premium paid to the insured or
premium finance company, less a cancellation fee not to exceed 7.5 percent of the unearned
premium; a cancellation fee maynot be charged unless the fee is clearly stated in the policy; the
insurer shall return or credit the unearned premium less a lawful cancellation fee

(A) within 30 days on a policy not subject to audit: or
(B) within 30 days of completion of an audit; the insurer shall perform
and complete an audit within 30 days unless the audit cannot reasonably be
completed using due diligence and the insured is advised in writing of the reason
why additional time is necessary to complete the audit and when the audit will be
completed.
* Sec. 144. AS 21.36.310(1) is amended to read:

(1) "business or commercial insurance" means insurance other than personal
insurance, reinsurance, life insurance, disability insurance, fidelity and surety insurance, title
insurance, [WET MARINE AND TRANSPORTATION INSURANCE AS DEFINED IN
AS 21.34.900,] or an annuity contract;

* Sec. 145. AS 21.36.320(a) is amended to read:
(@ On the complaint of a person or on the motion of the director, the director may
conduct an investigation to determine whether a person [IN THIS STATE] is engaged in an
unfair method of competition or unfair or deceptive act or practice prohibited by this chapter.

* Sec. 146. AS 21.36.320(c) is amended to read:

(© If the director determines that a person violated [ON A FINDING OF

VIOLATION OF] this chapter, the director shall serve upon the person charged an order
requiring that person to cease and desist from engaging in the act or practice [STOP THE
ACTS OR PRACTICES].

* Sec. 147. AS 21.36.320(d) is amended to read:

-114-
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Huycke General Agency FEb 2 b 1992

2904 Boniface Parkway
[(AAMGAII Anchorage, Alaska 99504

FAX 907-338-7234 February 24, 1992 907-338-0491

Honorable Representative Bettye Davis
P.O. Box V
Juneau, Alaska 99811

4 1S
Re: HB 427/SB 376
Dear Representative Davis:

You will recall | had briefly visited with you about these Omnibus Insurance
bills. 1 had indicated ny support for these, explaining they were a result of
generally acceptable compromises worked out by the Division of Insurance and the
insurance industry representatives. And that the general purpose of these bills
is to enable :the State of Alaska Division to be accredited by the National
Association of Insurance Commissioners.

Have finally had an opportunity to go through and digest the almost 150 pages.
I noted several discrepancies, which possibly occurred in the legal translation
from our working drafts to what was presented to you.

The first is on Bonds, Section 70, page 46-47. The Division had accepted ny
request to insert "or an alternative indemnity” on line 12. EXisting statute
does not. define the nature of the bond. This revision does so define a bond.
The problem is with the size of the indemnity ($200,000. for a Surplus Lines
Broker). Few bond insurers are willing to write this bond for smaller Surplus

Lines Brokers.

| fall into this category. At least once in the past, | have had to resort to
obtaining a Letter of Credit from a local bank as a substitute. What concerns
me is the wording presented to you on lines 29-31; "nmay adopt, by regulation.”
| request the word "may" be replaced by "shall.” |If | again have to resort to
a LOC, | think the Director should have to recognize that a LOC from First
National Bank of Anchorage is as good as, if not superior to a bond provided
by some of the "admitted” insurers presently working the market.

The other concern | have is on Return Premiums, Section 143, page 114. First,
if insurers generally are not paid until 45 days (after the close of the current
accounting month), why the choice of 30 days from the policy cancellation date?
| can see instances where this would require the insurer to meke a refund

before it has even been paid!

Secondly, this 30 day requirement ignores requirements elsewhere in statute
that insurers give specific cancellation notice to interested third parties.
These requirements are regardless of who is requesting cancellation. To be
required to issue a refund before the policy is even cancelled does not meke

any sense to nme.



Re: HB 426/SB 376 Page Two

Instead, if the insured requests cancellation, | suggest the wording be changed
to 45 days after the insurer has discharged its obligation to notify all
interested third parites that the policy is being cancelled.

Thank you for your interest, and

Very truly yours,

Peter C. Huycke
PCH:jsh





