ALASAA LEUIOLATURL
HOUSE and SENATE FINANCE COMMITTEE FILES, > 2005-2006 2617



Table 1: Title XI Roles and Responsibilities ter Appraisal Standards and Appraiser Qualifications

Private

Appraisal
Standards Board

(ASB)
Appraisal standards

Standard settin

Develo stand? sorfhe
gppParIs Eﬁnceo real eslate

Implementation/Monitoring

Appraiser

Qualifications Board

(AQB)

I'ntm i

Stato

Appraiser
regulatory
agencies

\Eﬂr}t[?rce Ca%s a?Ilance
stanc?grp S and
requirements.

-30-

Financial
Institution
regulatory agencie

Promul ate
L% t%ns that
standa

appral
meet or gxcte%(f SB'

bl
cfe Ull%% d

Monlt]or and enforce

il

regu ons

Federal

Appraisal
s Subcommittee

S

Monltor a]rp review the

pralsa oun tlon’s
g C%1(\:/t||(|:es 8ce Ures,
organlzatlonal structure.
Monllor gohc des

51& Urés ot slates to

[FHHGX?OHSIS ency

requirements.
Monltor a%pralsal
IS % odoral

reg qCIﬁ:ﬁ Instl

Iy agoncms
ako %%81'1% he|on lo

L

ac |V|tIos

<«A<>1KM 04 Krai Katalr A|>|>raU*l Imlu«try Overnight



(Continued From Previous Page)
Private

Appraisal
Standards Board
(ASB)

Appraiser qualifications

Standard selling

Implementation/Monitoring

Appraiser
Qualifications Board

(AQB)

Develop minimum
qualification criteria for
certified real estate
appraisers.

I'nge It)

State

Appraiser
regulatory
agencies

Set qualifications
criteria lor
certification, which
meet or exceed
AQB's criteria, and
licensing ol
appraisers.

Transmit to the
Appraisal
Subcommittee a
roster of anprr' ¢-s
who have b
licensed or cei. d.

Collect from
appraisers and
transmit lo lhe
Appraisal
Subcommittee a $25
annual registry fee.

Enforce compliance
with standards,
requirements, and
procedures

prescribed by Title XI.

Federal

Financial
Institution
regulatory agencies

Establish additional
qualification criteria
as maybe necessary
or appropriate lo carry
out their statutory
responsibilities.

Prescribe categories
of federally related
transactions Ihat
should be appraised
by a stale certified
appraiser and those
that can be performed
by either a slate
certified or licensed
appraiser,

Monitor and enforce
compliance by
federally insured
depository institutions
with appraisal
regulalions.

Appraisal
Subcommittee

Monitor qualification
criteria set by slates for
the certification and
licensing ol individuals
qualified lo perform
appraisals in connection
with federally related
transactions.

Maintain a national
registry of stale certified
and licensed appraisers
eligible lo perform
appraisals in federally
related transactions.

Monitor and review lhe
Appraisal Foundation's
practicos, procedures,
activities, and
organizational structure.

Make grants to lhe
Appraisal Foundation lo
aofray lhe costs ol lhe
Appraisor Qualifications
Board's Title Xl
activities.
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Frank H. Murkowski, Governor

Office of the Commissioner

P.0. Box 110800. Juneau. AK 99811-0800

Telephone: (907) 465-2500 ¢« Fax: (907) 465-5442 « Text Telephone: (907) 465-5437
Email: questions@dced.state.ak.us + Website: wwv\.deed.state.ak.us/

October 3 2008

RECEIVED

fjri £.3 2uu3
%P&t X '(ﬁu}a{ﬂiﬂ%}{e,ﬁmm LEGISLA'i IVE AUDIT

RE PRELIMINARY AUDIT - BOARD OF CERTIFIED REAL ESTATE APPRAISERS

Dear V6. Davicison,
E%tpk lor the apportunity to coment on your preliminary audit report on the Board of Crtified Redl

SIS,
me%gramﬁ@ 8pnréwvgﬁ uvgsth fincing |&y0ur report. ASyou requested, | have also proviced a summmary of
Xour |dent|festhe rdV\h|ch ed o o no th% @)

Fje;%g‘(‘é&le% Ale% %Yratﬂl%geggreaiea tFe ”gﬁcf | % raJser%elr}lse e

|nd| g of e Appaisers are in compliance
%jﬁg ’%ﬁs{l@ %Jno of aﬁhem de sE%Tew%e?ﬂp umlo 3 n\ecensSFt Ion
ConSIder i e Jeci QOJre I
|r ve %ic&'ﬁeﬁﬂ% Jovvs [ cor%S| ergﬁjeﬁr venoemna[ono
Ak %esr%r}ne(ﬁ Fiie Aotaes 010 Cortie ICEnsing Jon of pah
Aggain, | appreciate the opportunity to comment on your findings.
Corclially,

%gar Blatchford
ISSIONeY

Enclosure
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State of Alaska
Board of Certified Real Estate Appraisers
Schedule of License Revenues and Board Expenditures

FY 03
Revenue $119,240
Direct Expenses
Personal Services 20,011
Travel 1,005
Contractual 7,078
Supplies 195
Equipment
Total Expenses 28,289
Indirect Expense 8,597
Total Expenses 36,886
Annual Surplus (Deficit) 82,354
Beginning Cumulative
Surplus (Deficit) (32,314)

Unallocated Administrative
Indirect Revenue ~

Ending Cumulative Surplus

(Deficit) $ 5QQ40



Mr. Stephen F. Turner, Vice Chair
[r-r\

Board of Certified Real Estate Appraisers _
P. O. Box 240088 HEOEIVED
Anchorage, Alaska 99524-0088 AN

September 9, 2003 LEGISLATIVE AUDIT

Pat Davidson, CPA, Legislative Auditor

Alaska State Legislature
Legislative Budget and Audit Committed

Division of Legislative Audit
P. O. Box 113300
Juneau, Alaska 99811-3300

Dear Ms. Davidson,
| have carefully reviewed the “CONFIDENTIAL" preliminary audit report on:

Department of Community and Economic Development, Hoard of Certified
Real Estate Appraisers, Sunset Review.

| found the report to be thorough, both in its review of the historical context of the board, and in
its assessment of the board’s ongoing actions. The audit reaffirmed that we have appropriately
handled our responsibilities and that we play an essential role in appraiser oversight.

1concur with the single recommendation that the wording of AS 08.87.010 be amended. As the
audit points out, the law presently requires two of the board members to be “licensed” *eal estate
appraisers in the State of Alaska. Since Alaska appraisers are certified, not licensed, ti,, correct
terminology should be “certified” real estate appraisers. | plan to bring this issue before the board
at our next meeting with the intent that a motion be passed recommending this change.

Thank you for this opportunity to review and respond to the audit report. My responses, of
course, are mine alone, and do not represent the entire board. Be assured that | understand that

the report is confidential at this time, and is not for public release pending final review and
approval by the Legislative Budget and Audit Committee.

Sincerely;

Stephen F. Turner, Vice Chair
Board of Certified Real Estate Appraisers
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Date of Committee Action: N IVY?
The FINANCE Committee considered: SSIIE 51
SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 51 EMPLOYER ASSN FOR WORKERS' COMP INS

"An Act relating to modifying (lie qualifications required for workers' compensation self-insurance and permitting
employers in the same trade or industry to form an employer association for self-insured workers' compensation coverage;
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FISCAL NOTE

STATE OF ALASKA
2006 LEGISLATIVE SESSION

Revision Date/Time (Note if correclion):

Title Employer Assn. for
Workers' Comp Insurance

Sponsor Meyer et al

Requester Labor & Commerce

Expenditures/Revenues

Fiscal Note Number:
Bill Version:

(H) Publish Date: 3/20/06
Dept. Affected: Commerce
RDU Insurance (116)

1
CSSSHB 51(L&C)

Component Insurance Operations

Component No.

(Thousands of Dollars)

Note: Amounts do not include inflation unless otheevise noted below.

OPERATING EXPENDITURES
Personal Services

Travel

Contractual

Supplies

Equipmea!

Land & Structures

Grants & Claims

Miscellaneous
TOTAL OPERATING

|[CAPITAL EXPENDITURET

CHANGE IN REVENUES (

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)
TOTAL

Estimate of any current year (FY200C) cost:

FY 200-7

FY 2008 FY 2009 FY 2010
(Thousands of Dollars)
9 9 .
0.0

354

FY 2011

Mark this box (X) if funding for this bill is included in the Governor's FY 2007 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:

(Attach a separate page it necessary)

FY 2012

This legislation modifies the qualifications required for workers' compensation self-insurance and permits

employers in the same trade or industry to form an employer association for self-insured workers'

compensation coverage.

The insurance premium level used as the basis for calculating premium lax will be reduced to the extent that

groups elect to self-insure. Tnis would reduce general fund revenue. The amount ol fiscal impact is

indeterminate since we are unable to ascertain the amount by which premium would be reduced and the

related drop in premium tax.

Prepared by: Linda S. Hall. Director
Division Insuranco

Approved by. Wailliam C Noll. Commissioner

Phone 907.269 7900

Dale/Time 2/9/06 3:35 PM

Date 2/9/2006

Agency Commerce. Community and Economic Development

Page 1of 1



FISCAL NOTE

Fiscal Note Number
Bill Version HBO051CSSS-DQLWD-WC-03-21-06

() PublishD a t e

STATE OF ALASKA
2006 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): Department: Labor & Workforce Development

Title: Employer Assn for Workers' Comp Ins RDU: Workers' Compens; tlcn
Component: Workers’ Compensation

Sponsor: Representative_Meyer

Requester. House Finance Component Number; 344 ~

Expenditures/Revenues (Th jusands of Dollars)

Note Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2C10 FY 2011 FY 2012
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous
TOTAL OPERATING 0.0 0.0 | 0.0 0.0 0.0 0.0

[CAPITAL EXPENDITURES

JCHANGE IN REVENUES ( ) T

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

1157 Workers’ Safety Account 00 00 00 00 00 00
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
None

Estimate of any current year (FY2006) cost:
Mark this box (X) if funding for this bill is included in the Governor's FY 2007 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

The Committee substitute for HB 51 places regulatory oversight of the group self-insurance program in the
Division of Insurance rather than the Workers' Compensation Division where it was placed .n the original

bill. With this change the legislation is not expected to have a financial impact on the Department of Labor

and Workforce Development

Pnone 465-6059
DateTime 3/21/06 3:20 PM

Date. 3/21/2006

Prepared by Paul F. Lisankic, Director
Division Workers' Compensation

Approved by Greg O'Clara- ,Commissioner
Agency Department of Labor and Workforce Development

Page* 10f 1



STATE OF ALASKA

2006 LEGISLATIVE SESSION

Revision Pate/Time (Note if correction):
Title: Employer Assn for Workers' Comp Ins
Sp onsor: Representative_Meyer

Requester: House L&C

FISCAL NOTE

Fiscal Note Nun,ber:
Bill Version:
(H) Publish Date:

Department:

RDU: Workers' Compensation
Component: Workers' Compensation

CSSSHB 51(L&C)
3/20/06

Labor & Workforce Development

Component Number:

Expenditures/Revenues

(Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING

|[CAPITAL EXPENDITURES
CHANGE IN REVENUES (

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

1157 Workers' Safety Account
TOTAL

Estimate of any current yoar (FY2006) cost:

FY 2007

89.7

9.7
32.1
14.0

145.5

145.5
145.5

FY 2008

89.7
9.7
32.1
2.0

133.5

133.5
133.5

None

FY 2009 FY 2010
89.7 89.7

9.7 9.7

32.1 32.1

2.0 2.0

133.5 133.5

(Thousands of Dollars)

1335 133.5
133.5 133.5

344

FY 2011
89.7

9.7

32.1

2.0

133.5

133.5
133.5

Mark this box (X) if funding for this bill is Included in tho Governor's FY 2007 budget proposal:

POSITIONS
Full-time

Part-time
Temporary

ANALYSIS:

(See Attached)

Proparod by:
Division:

Approved by: Grog O'Claray, Commissioner
Department of Labor and Workforce Dovclopmont

Agency.

iMool oo

Paul F. Llsankio. Director

(Attach a separate page if necessary)

Phono: 465-0059

Workers' Compensation

Dote/Time: 2/7/06 3:27 PM

FY 2012
89.7

9.7

32.1

2.0

133.5

133.5
133.5

Date: 2/7/200G

Page 1of2



FISCAL NOTE W2

STATE OF ALASKA BILL VERSION: CSSSHB 51(L&C)
2006 LEGISLATIVE SESSION

ANALYSIS: (continued)

This legislation would open the workers' compensation self-insurance program to an indeterminate number of trade
associations. Any association in existence for at least five years, composed of at least five member employers
engaging in a similar trade or industry and belonging to an Alaskan trade association, could seek lo self-insure their
workers' compensate t liabilities. This expansion of the program (currently comprised of a limiled number of large
employers and goveri mental entities) would require an increased level of regulatory oversight. The Division would
need to employ an Insurance Financial Examiner to develop and oversee the new regulatory system.

Personal Services: Insurance Financial Examiner Il will be responsible for developing a program and monitoring self
insured employers and entities. ($89.7)

Travel: Funding of S7.7 is necessary for the travel, per diem and hotel costs to enable the Insurance Financial
Examiner to go on-site to verify the financial status of self-insured entities. In addition, travel funds of S2.0 is

requested to attend necessary training.

Contractual: Contractual services for the new position include lease costs (S6.7); mail (S3.0); departmental
administrate support costs (511.1); interdepartment chargeback costs (S5.3); copies, printing, etc (S4.0) and

training (S2.0).

Commodities: Funding of S14.0 for supplies for the new positions is required. (S12.0 for one-time set-up costs and

$2.0 for ongoing costs)

Page 2 of 2
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CS FOR SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 51( )

WORK DRAFT

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FOURTH LEGISLATURE - SECOND SESSION PRIA "
BY CI(V(ArE
Offered:
Referred:
Sponsor(s): REPRESENTATIVES MEYER, ilolm, Ramras, Wilson, Neuman, Harris IV %
po-

A BILL
FOR AN ACT ENTITLED
"An Act relating to associations of self-insured employers for purposes of providing
workers' compensation coverage and allowing employers who are members of the same

trade to form associations for providing self-insurance for workers' compensation

coverage; and providing for an effective date."”

I BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*Section 1. AS 21 is amended by adding a new chapter to read:
Chapter 77. Associations of Self-insured Employers for Providing Workers'
Compensation Coverage.

Sec. 21.77.010. Self-insurance certificates, (a) The director may issue a sell-
insurance certificate to an association of employers if the association files an
application fora certificate and demonstrates that

(1)

employees in the aggregate;
(2) the members of the association of employers have a tangible net

ol* CSSS!IB 51( )
Now Tost underlined (DELETED TEXT BRACKETED)

((~5Lz

the members of the association of employers have
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CSSSIIB 51( )

WORK DRAFT 24-1.50233\C

worth of at least $5,000,000 in the aggregate;
(3) the association of employers has paid the annual service fee

assessed under AS 23.05.067;
(4) each member of the association ofemployers has a workplace

safciy rate reduction program in effect under AS 21.89.015;
(5) the association of employers has obtained excess insurance

coverage in amounts and with coverage required by the director; and
(6) the association of employers has filed with thedirector an

indemnity agreement in a form approved by the director jointly and severally binding

eachmember of the association of employers to secure  the payment of all

compensation due to the members' employees under AS 23.30.
(b) An application for a self-insurance certificate must include
(1) the name of the association of employers;
(2) the address of the principal office of the association of employers
and the location where the books and records of the association will be maintained;
(3) the date the association of employers was organized;
(4) the name and address of each member of the association of

employers;
(5) the names of the initial members of the board of directors of the

association of employers and the name of the association's initial administrator;
(6) a copy of agreements entered into with the administrator of the

association of employers and a third-party administrator;

(7) acopy of the bylaws of the association uf employers;

(8) a pro forma financial statement prepared by an independent
certified public accountant in accordance with generally accepted accounting
principles that shows the financial ability of the association of employers to pay all
compensation due to its members' employees and their beneficiaries under AS 23.30;

(9) acompiled, reviewed, or audited financial statement prepared by an
independent certified public accountant for each member of the association ol
employers or internal financial statements with at least three years of tax returns or
evidence of the ability of the association or its members to provide a solvency bond

-2-
~Veiv '1X1 Undt-z | :n<-d (DELETED TEXT BRACKETED]
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under AS 21.77.050(c);
(10) proof that each member of the association of employers will mak<

the initial payment to the association required under AS 21.77.160 on a date specified
by the director.

(c) Financial information relating to a member of an association of employers
received by the director under this section is confidential and is not a public record.

(d) For purposes of this section, "association of employers™ means a group of

five or more employers who arc

(1) merchants, craftsmen, or businesses in a similar trade or industry;
and

(2) members of an Alaska trade association for that trade or industry;
the Alaska trade association shall be organized under the laws of this state to promote
the common interests of the trade or industry and shall have been in existence for at
least five years.

See. 21.77.020. Issuance of certificate of self-insurance, (a) On determining
that an association is qualified as an association of self-insured employers, the director
may issue a certificate of self-insurance to the association and the association’s
administrator.

(b) A certificate of self-insurance must include, without limitation, the name
of the association of self-insured employers, the name of each employer who the
director determines is a member of the association at the time the certificate is issued,
an identification number assigned to the association by the director, and the date the

certificate was issued.

(c) A certificate of self-insurance is valid until it is withdrawn by the director

or voluntarily terminated by ibe association.
idi The director may not issue a certificate o! self insurance to an association
that has had its certification as an association of self-insured employers involuntarily

withdrawn by the director within two yearS immediately preceding the association’s

application.

(c) The director may not grant a request to cancel a certificate of self-

insurance unless the association has insured or reinsured all incurred obligations with

CSSS 11l 51( |
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WORK DRAFT WORK DRAFT 24-LS0233\C

an insurer authorized to do business in the state under an agreement filed with and

1

2 approved by the director. The agreement must include coverage for actual claims,
3 claims incurred but not reported, and expenses associated with those claims.

4 Sec. 21.77.030. Effect of certificate, (a) An association of self-insured
5 employers directly assumes the responsibility for providing compensation due the
6 employees of the members of the association and the employees' beneficiaries under
7 AS 23.30.

8 (b) An association of self-insured employers is not required to pay premiums
9 required of other employers under AS 23.30, but is relieved from other liability for
10 personal injury to the same extent as other employers.

n (c) An association of self-insured employers may act on behalf of or for the
12 benefit of its members to provide for its members' workers’ compensation obligations
13 under AS 23.30. An association of self-insured employers shall have the rights and
14 obligations of an employer under AS 23.30.

15 (d) The claims of employees and their beneficiaries resulting from injuries
16 while in the employment of a member of an association of self-insured employers
17 must be handled in the manner provided under AS 23.30, and the association is subject
18 to regulations adopted by the Alaska Workers' Compensation Board.

19 Sec. 21.77.040. Board of directors; members; duties; prohibited acts, (a)
20 An association of self insured employers shall be operated by a board of directors
21 consisting of at least fi\c members elected by the members of the association for terms
22 as set out in the bylaws of the association. At least two-thirds of the members of the
23 board of directors shall be employees, officers, or directors of the members of the
= association. An association's administrator, third-party administrator, or an owner,
25 officer, employee or other person affiliated with the association's administrator or
26 third-party administrator may not serve as a member of the board of directors. A
27 member of the hoard of directors must be a resident ot this state or an officer of a
i) corporation authorized 10 do business in this stale.
24 (b) The board of directors of an association of self-insured employers shall
30 (11 ensure the prompt payment of compensation due under AS 23.30:
31 (2) take all actions necessary to protect the assets of the association;

<4*
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(3) employ full time an administrator to carry out the policies of the
board of directors and perform the duties the board delegates to the administrator; an
association's administrator may not perform the duties assigned to a third-party

administrator;
(4) employ a third-party administrator to administer the claims or other

obligations of the association during the period of the contract;
(5) engage the services of an independent certified public accountant to

prepare the statement of financial condition required under AS 21.77,150; and

(6) maintain minutes of the meetings of the board and make the

minutes available for inspection by the director.

(c) The board of directors of an association of self-insured employers may not

(1) extend credit to any member of the association for the payment of

that member's annual assessment, except under a payment plan approved by the

director;

(2) borrow money from the association or in the name of the

association, except in the ordinary course of its business, without prior approval from
the director.
insurance, reinsurance contracts, surety, and

Sec. 21.77.050. Excess

solvency bonds, (a) Except as otherwise provided in this section, an association of

self-insured employers shall

("

reinsurance contract in a form and amount required by the director; excess insurance

maintain a policy of specific and aggregate excess

or a reinsurance contract must be written by an insurer approved by the director;
nothing in this paragraph prohibits an association from purchasing secondary excess

insurance or reinsurance contracts in addition to the excess insurance or reinsurance

contract required under this paragraph;

H (2) collect an annual assessment from each member of the association

tn amount necessary to maintain the solvency of the association; -ft*®'
(3)
the director a bond executed by the association as principal and issued by a licensed

surety, payable to the State of Alaska, and conditioned on the payment of

('SSSIHt 51* i
Vev Text Undor'.ine.i irrLr., TF.D 75X? BRACKETED]

insurance or a

except as provided in (4) of this subsection, deposit as security with



WORK DRAFT WORK DRAFT 24-1LS0233\C

compensation due to the members’employees under AS 23.30;
4) in lieu of a bond, deposit with the director a like amount of lawf

money of the United States or other form of security authorized by the director; if
security is provided in the form of a savings certificate, certificate of deposit, or
investment certificate, the certificate mutt state that the amount is unavailable for
withdrawal except on order of the director.

(b) In addition to complying with the requirements of (a) of this section, an
association of self-insured employers shall maintain a combined tangible net worth of
all members in the association of at least 55,000,000 or deposit with the director a

solvency bond, in a form prescribed by the director, in an aggregate amount of at least

I 55,000,000.

© (c¢) The administrator of the association of self-insured employers shall deposit
13 with the director a bond, in an amount determined by the director, executed by the
M association’'s administrator as principal, issued by a licensed surety, payable to the
15 State of Alaska, and conditioned on the faithful performance of the administrator’s
16 duties.

17 id) A third-party administrator providing claims services for the association of
18 self-insured employers shall deposit with the director a bond, in an amount determined
19 by the director, executed by the third-party administrator as principal, issued by a
20 licensed surety, payable to the State of Alaska, and conditioned on the faithful
21 performance of the third-party administrator's duties.

=2 (©) The director may increase or decrease the amount of a bond or money
23 required to be deposited under this section in accordance with statutory and regulatory
21 requirements for loss reserves in casualty insurance. If the director requires an
25 association of self-insured employers, the association's administrator, or the third-
26 party administrator to increase its deposit, the director may specify the form of the
27 additional security. The association, association’s administrator, or third-party
28 administrator ".hall provide the additional security within 60 days after rcccmng notice
29 from the director.

30 (0 The security deposited under ilun section does not relieve an association of
3 self-insured employers from responsibility lor the administration of claims and

ISSIIR5K |
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payment of compensation under AS 23.30.
Sec. 21.77.060. Surety and solvency bonds. A surely or bonding company

may not furnish a bond or other form of security required under this chapter for an
association of self-insured employers or the association's members unless the surety or
bonding company is authorized to do business in the state.

Sec. 21.77.070. Fiscal responsibilities, (a) The board of directors of an
association of self-insured employers is responsible for the money colic vd and

disbursed by the association.

(b) The board of directors shall establish

(1) a claims account in a financial institution in this state that is
approved by the director and that is federally insured; except as provided in (c) of this
section, at least 65 percent of the annual assessments collected by the association from
its members must be deposited in the claims account to pay claims, expenses related to
those claims, costs associated with the association's policy of excess insurance or

reinsurance contract, and assessments, payments, and penalties related to the second

injury fund (AS 23.30.040);
(2) an administrative account in a financial institution in this state that

is approved by the director and that is federally insured; the amount of annual
assessments collected by the association not deposited in the claims account must be
deposited in die administrative account to pay the administrative expenses and to

support loss control and occupational safety programs of the association and the

members.
(c) The director may authorize an association of self-insured employers to

deposit less than 65 percent of the associations annual assessments in a claims account
if the association presents evidence satisfactory to the director that more than 35
percent of the association’s annual assessments are needed to maintain programs for
loss control and occupational safety.

td> The board of directors may invest the money o| the association of sell-

insured employers not needed to pay the obligations ol the association under AS 23 30

consistent with AS 21.21.

(e) The d*rector shall review the accounts of an association of sell-insured

7. CSSS 11t 511 |
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employers established under this section at the limes necessary to ensure compliance
with the provisions of this section.

Sec. 21.77.080. Prohibited relationships, (a) An administrator of an
association of self-insured employers or an employee, officer, or director of an
association's administrator may not be an employee, officer, or director of a third-party
administrator employed by the association or have a direct or indirect financial interest
in the third-party administrator.

(b) A third-party administrator or an employee, officer, or director of a third-
party administrator may not be an employee, officer, or director of the association's

administrator or have a direct or indirect financial interest in the association's

administrator.
21.77.090. Termination and cancellation of membership in

See.
association; coverage following termination or cancellation, (a) A member of an
association of self-insured employers may terminate its membership at any time by
submitting to the association’s administrator a notice of intent to withdraw from the
association at least 120 days before the effective date of withdrawal. The notice of
intent f withdraw must include a statement indicating that the member has

(1) been certified as a self-insured employer under AS 23.30.090;
(2) become a member of another association of self-insured employers;

or
(3) become insured for liability under AS 23.30 by a private carrier

authorized to do business in this state.

(bl The board of directors of an association of self-insured employers may

of the association.
(c) At the expense of the member whose membership is terminated or

cancelled, the association of self-insured employers shall maintain coverage for that

member for 30 days alter the notice is given under taj of this section unless the

has
111 been certified as a sell insured employer under AS 23.30.090;
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(2) become a member of another association of self-insured employers;

or
3) become insured for liability under AS 23.30 by a private carri

authorized to do business in this state.

Sec. 21.77.100. Notification of additional members, termination or
cancellation of membership, or change in information, (a) An association of self-
insured employers shall notify the director in writing within 30 days after a member
withdraws from the association, a new member joins the association, or the board of
directors of the association cancels a membership. In the case of a new member, (he

notice must include information that the new member is qualified under

AS 21.77.010(a) and (b).
(b) An association of self-insured employers shall notify the director of any

change in the information submitted in its application for a certificate of self-insurance
or in the manner of its compliance with AS 21.77.050 within 30 days after the change.

Sec. 21.77.110. Liability for compensation obligations of members. An
association of self-insured employers i> liable for the payment of any compensation
required to be paid by a member of the association under AS 23.30 during the period
of membership. Insolvency or bankruptcy of a member does not relieve the association
of liability for the payment of compensation.

See. 21.77.120. Examination of books, records, accounts, and assets;
payment of lees. The director may examine the books, records, accounts, and assets
of an association of self insured employers as necessary to carry out the provisions of
this chapter. The director may charge the association a reasonable fee for conducting
the examination.

Sec. 21.77.130. Director as resident agent of association. The director is
considered the resident agent to receive initial legal process authorized by law or court
rule to be served on the association of self-insured employers for as long as the
association is obligated to pay compensation under AS 23.30,

Sec. 21.77.MO. Merger of associations. An association of self-injured
employers may merge with another association of self-insured employers if the

members of the merging associations are members of the same trade association, the

oO* CSSSHIi5L( »
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resulting association assumes in full all obligations of the merging associations, and
the merger is approved by the director. The director may hold a hearing on a proposed
merger on the motion of the director or at the request of a member of the merging

associations. B
Sec. 21.77.150. Statement of financial condition, (a.) An aSSOCIatIOH Of Self'

InsUred employers shall file with the director an audited statement of financial
condition prepared by an independent certified public accountant. The statement must
be filed within 120 days after the conclusion of the association’s fiscal year and must

contain information for the previous fiscal ye.
(b) The statement required in (8) of this section must be prepared In

accoroance with generally accepted accounting principles and must incluce

(1) a statement of reserves for actual claims and expenses, claims
Incurred hut not reported and expenses associated with those claims, assessments that J
arc lue but not paid, andl unpaid oebts; unpaid debts must be shown as liabilities;

(2) an actuarial opinion regarding reserves, prepared by a member of
the American Academy of Actuaries or another specialist in loss reserves identified in
the amnual statement adopted by the National Association of Insurance
Commissioners, including a statement of actual claims and the expenses associated
with those claims and a statement of claims incurred hut not reported, and the

expenses associated with those claims,
(©) The director may require the filing of other reports necessary to carry out

the provisions of this section, including
(1) audits of the payrolls of the members of an association of self-

Insured employers;
(2) reports of losses; and
(3) quarterly financial statements,
Sec. 21.77.161). Calculation of annual assessments, (a) |IXO€pI S pFOVIded |n

I0) of tnis Section, the annual assessment icquired to be paid by each member of an
association of self-insured employers must ke

(1) calculatedl by a rate service organization that is @ member of the

American Academy of Actuaries or another specialist approved by the director; and

-10-
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based on ihc assessment rate for the industrial classification of th

(2)
member, adjusted by the member's individual experience.

(b) The director may approve a reduction in the annual assessment based on
the association's level of expenses and loss experience.

(c) If approved by the director, an association of self-insured employers may
calculate the annual assessment required to be paid by each member of the association.
An assessment calculated by the association must be based on at least three years of
the member's individual experience.

Sec. 21.77.170. Annual audits. An association of self-insured employers shall
cause to he conducted at least annually an audit of each member to verify the
individual experience of each member of the association, the payroll of each member
of the association, and the assessment required to be paid by each member of the
association. The audit required under this section must be conducted by a payroll
auditor approved by the director. An association shall pay the expenses of an audit
required under this section.

Sec. 21.77.180. Objections to industrial classification. An association of
self-insured employers or a member of the association may request a hearing before
the director to object to an industrial classification assigned to a member of the
association as a result of an audit conducted under AS 21.77.170. If the director
determines that the assessment required to be paid by a member of the association is

(1) insuff ;ient because of the industrial classification assigned to the

member, the director shall order the association to collect from that member any

amount required to recover the deficiency;
(2) excessive because of the industrial classification assigned to the

member, the director shall order the association to pay the member the excess amount

collected.
Sec. 21.77.190. Payment of dividends to members. The hoard of directors ol

an association of self-insured employers may, with the approval of the director,
declare and distribute dividends to the members of the association if the assets of the
association exceed the amount necessary to pay its obligations and administrative

expenses, carry reasonable reserves, and provide for contingencies. A dividend

. -11- CSSSIIB 51( )
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declared under this section must be distributed not less than 12 months after the date

of declaration. A dividend may be paid only to an employer who was a member for at

least 12 months before to the date of declaration, and payment of a dividend may not

be conditioned on a member's continuing membership in the association.

Sec. 21.77.200. Plan for payment of annual assessment. An association of

self-insured employers shall adopt a plan for the payment of annual assessments by the

members of the association. The plan must be approved by the director and must

include a requirement for an initial payment, in advance, of a portion of the annual

assessment due from each member of the association and for the balance of the annual

installment to be paid in quarterly or monthly installments. The advance payment must

be in an amount equal to at least 15 percent of the member's annual assessment.

shall

reserves for

maintain actuarially appropriate loss reserves.

Sec. 21.77.210,. Required reserves. An association of self-insured employers

Loss reserves must include

(1) actual claims and the expenses associated with those claims;

(2) claims incurred but not reported and the expenses associated wit*

those claims; and

(3) reserves for uncollected debts based on the experience o

association or other associations.

Sec. 21.77.220. Regulation by division of insurance. Self-insurance provided

under a certificate issued to an association of self-insured employers may not be

considered insurance for the purpose of any other law of the state and is subject only

to regulations adopted by the director to implement this chapter.

Sec.

21.77.230. Insufficient assets to pay compensation and maintain

reserves, (a) If the assets of an association of self-insured employers are insufficient

to pay all compensation under AS 23.30 and to maintain the reserves required under

AS 21.77.210, the association shall immediately notify the director and

(1) transfer surplus funds acquired from a previous year to the current i

year to make up the deficiency;

(2) transfer money from the administrative account of the association

to the claims account of the association;

CSSSIIB5K
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(3) collect an additional assessment from the members of the

association in an amount required to make up the deficiency; or

(4) take any other action, approved by the director, to make up the
deficiency.

(b) If an association of self-insured employers wishes to transfer surplus funds
from one year to another, the association shall first notify the director of the transfer.

(c) The director shall order the association of self-insured employers to make
up any deficiency in accordance with (a) of this section if the association fails to do so
within 30 days after notifying the director of the deficiency.

(d) An association of self-insured employers is considered to be insolvent if it
fails to collect an additional assessment from its members within 30 days after being
ordered to do so by the director.

Sec. 21.77.240. Order to cease and desist; penalties, (a) The director may
issue an order requiring an association of self-insured employers or a member of an
association to cease and desist from engaging in an act or practice found to be in

violation of this chapter or a regulation adopted under AS 21.77.300.

(b) If the director determines that an association of self-insured employers or
member of an association has violated an order to cease and desist, the director may
impose an administrative line of not more than S10.000 for each violation of the order,
not to exceed an aggregate amount of $100,000, and may, in addition, withdraw the
association's certificate of self-insurance.

Sec. 21.77.250. Administrative fines. The director may impose an
administrative fine for each violation of a provision of 'his chapter or regulation
adopted under AS 21.77.300. Except as provided in AS 21,11.240, the amount of the
fine may not exceed $1,000 for each violation or an aggregate amount of $10,000.

Sec. 21.77.260. Withdrawal of certificate; effect of withdrawal, fa) The
director may withdraw the certificate of an association of sc If-insured employers if

(1) the association's certificate was obtained by fraud;
(2) the application for the certificate contained a material

misrepresentation;

(3) the association is found to he insolvent;
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(4) the association fails to have five or more members;
(5) the association fails to pay the costs of an examination or a penally

fee, 01 assessment required under this chapter;

(6) the association fails to comply with a provision of this chapter oi

regulation adopted under AS 21.77.300;
(7) the association fails to comply with an order of the director withir

the time prescribed by law or in the director’s order; or

(8) the association or its third-party administrator misappropriates,
converts, illegally withholds, or refuses to pay any money to which a person is entitled
and that was entrusted to the association in its fiduciary capacity.

(b) If the director withdraws a certificate of self-insurance, each employer who
is a member of the association of self-insured employers remains liable for the
employer's oblige ns incurred before and after the order of withdrawal.

(c) Before withdrawing a certificate under this section, the director shall give
written notice to the association of self-insured employers by certified mail that the
certificate of the association will be withdrawn 10 days after receipt of the notice
unless, within that time, the association corrects the conduct set out in the notice as the
reason for the withdrawal or submits a written request for a hearing to the director.
The director may grant additional time, not to exceed an additional 120 days, before
the withdrawal of the certificate if the grounds for withdrawal are based on (a)(4) of
this section and the association is financially sound and capable of fulfilling its
commitments.

(d) The director may not take action under this section unless the director has
provided the association of self-insured employers with an opportunity for an informal
meeting to discuss and seek correction of conduct that would be grounds for
withdrawal of the association’s certificate of self-insurance.

Sec. 21.77.270. Retention of security deposit in event of termination. If the
certificate of an association of self-insured employers is terminated or withdrawn for
any reason, the security deposited under AS 21.77.050 must remain on deposit for at
least 36 months in an amount necessary to secure the outstanding and contingent

liability for compensation payable under AS 23.30. At the expiration ol the 36-month

-M-
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period, or another period the director may prescribe, the director may accept a paid-up

1

2 policy of insurance in a form approved by the director in lieu of the previously

3 deposited security.

4 Sec. 21.77.280. Insolvency; termination of liability on surety bond; effect

5 of termination of surety bond, (@) |If an association of self-insured employers

6 becomes insolvent under AS 21.77.230, institutes any voluntary proceeding under the

1 bankruptcy laws of the United States or is named in any involuntary proceeding under

8 those laws, makes a general or special assignment for the benefit of creditors, or fails

9 to pay compensation due under AS 23.30, after an order for the payment of a claim

10 becomes final, the director may, after giving at least 10 days' notice to the association

1 and its insurer or guarantor, use money or interest on securities, sell securities, or
12 institute legal proceedings on a surety bond deposited with the director to the extent

13 necessary to make the payment.

14 (b) A surety providing a surety bond under AS 21.77.050 may terminate
15 liability on its surety bond by giving the director and the association of self-insured

16 employers, the association's administrator, or the third-party administrator 90 days'

17 written notice. Termination does not limit liability that was incurred under the surety

IS bond before the termination. If the association fails to rcqualify as an association of

19 self-insured employers on or before the termination date, the director shall withdraw
20 the association's certificate of self-insurance, effective on the date the termination
21 becomes effective.

22 Sec. 21.77.290. Judicial review. A party aggrieved by a decision of the
23 director under this chapter may seek judicial review in accordance with applicable
24 court rules.
25 Sect 21-77.300. Regulations. Thee diredtor may adopt regulationg to implement
26 the provisions of this chapter™ € n 0 Y i\T~n cujt \xXp
27 See. 21.77.399. Definitions. In this chapter, r\o i vajo r-vr™ 7"
28 <l) "association of self-insured employers” means an association of
29 employers that has been granted a certh.eate of self-insurance under AS 21.77.010;
30 2) "industrial classification" means the industry group code specified
31 in the most current version of the North American Industry Classification System.

*-Bc CSSSMII51( )
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United States in accordance with the established classification practices found in the
most current version of the North American Industry Classification System manua

prepared by the United Slates Office of Management and Budget.

(3) third-party administrator' means a person under contract with an
association of self-insured employers to administer, from one or more offices in this

state, all claims for the association arising under AS 23.30 and maintain records

concerning those claims.

* Sec. 2. This Act takes effect immediately under AS 01.10.070(c).
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DATE:

TO:

FROM

RE:

Representative Kevin Meyer
HOUSE DISTRICT 30

MEMORANDUM
April 4, 2006

Representative Kevin Meyer, Co-Chairman
Mouse Finance Committee

Representative Kevin Meyer

Changes to CSSSIIB 51 (L&C) Employer Associationfor Workers’
Compensation Insurance in blank CS i'orSSMBSI version 24-

LS0233\C.

The attached blank committee substitute for sponsor substitute for MB 51 includes several
technical corrections to the L&C CS. Citations below arc made for version 24-LS0233\C.

Chanties:

Reorder: Sections 2 1.77.020 & 2 1.77.030 were reordered to follow 21.77.050,
21.77.060 and 21.77.070 to make the bills progression more logical.
Page 4. line 11: “employers”’ was replaced with “employees™ to correct an

oversight.
Page 7. line 16: replaced “subsequent injury fund" with ""second injury fund" to

correct statutory reference.

Page 7 one 20-22: added, “loss control and occupational safety programs™ to the
list of “administrative expenses” to clarify 21.77.070 (c).

Page 7, line 30: added “consistent with AS 21.21" to clarify it standard for the
investment of an association’s assets.

Page 9, line 11:clarified that a new member must meet the qualifications of AS
21.77.010 (a) and (b).

Rewrote 2 1.77.1SO to be consistent in the use of “member” vs “employer” and
separated language into subsection (1) & (2) for drafting purposes.

Clarified 21.77.230 (d) to establish a set point of insolvency.

Referenced the changed 21.77.230 as the point of insolvency for purposes of

21.77.2S0.
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® Representative Kevin Meyer

HOUSE DISTRICT SO

Sponsor Statement
House Hill 51

“An Act relatmg 0 Rer |tt|nﬁ emBIO ers |r1<the same trade fo form joint insurance
arrangEments Tor sefi-Insuretl workers™ compensation COverage.

The workers compensation system was developed as a compromise between employees
and employers to ensure thatemployees received compensation for injuries received on
the job. Employers provide compensation for medical expenses and lost wages, and in

exchange employees agree not to sue employers for damages.

Traditionally, employers have transferred the ris! sf compensation liability to insurance
companies, who, fora premium, agree to cover the costs of an employee’s claim under
the worker’s compensation system. Several states, including Alaska, allow an employer

to self-insuie providing that they meet firincial requirements set in statute and

regulation.

House Bill 51 allows a group of five or more employers to form an association to scll-
insure the employers’ workers compensation obligations. The members of the association
must be engaged in the same or similar employment classifications, be members of a
qualified trade association, and receive a certificate to self-insure under Alaska’s existing

rules and regulations.

Workers compensation insurance premiums arc a significant cost for employers. While
ihe prospect of reducing costs attracts employers to self-insurance associations,
employers and employees in states with similar statutes have seen other benefits. Directly
assuming the risks for workers compensation obligations aligns employers and
employees in managing workers compensation claims and costs. MB 51 is a tool for

Alaska’s trade associations and employers to take direct control of the obligations they

are exposed to under current law.
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Alaska Independent Insurance Agents & Brokers
Position Paperon HB 51

The Alaska Independent Insurance Agents & Brokers is a professional trade association
representing business people throughout Alaska. We work with our insurance company
partners while representing the interests ofour clients. Because we deal with the Alaskan
consumer on a daily basis, we are particularly sensitive to their needs and concerns. We
believe the best consumer protection is a healthy, competitive insurance marketplace.

HB51 - "An Act relating to modifying the qualifications required for workers'
compensation self-insurance and permitting employers in the same trade or industry to
form an employer association for self-insured workers' compensation coverage; and

providing for an effective date."

The Alaska Inclependent Insurance Agents & Brokers Oppose HB51.
Concerns that we have with this bill include hut are not limited to:

There is no safety net for employees - they will not be protected by the Alaska
Insurance Guarantee Act therefore the general fund could become the source of

claim payments.

« There are already current statutes that allow for the formation of a reciprocal
insurer which is a viable option to these groups. An example is the Alaska Timber

Exchange.

« Workers’ Compensation Reform legislation in 2005 hasn’t had any time to make
an impact on workers’ compensation costs.

e The bill calls forjoint and several liability but should include personal indemnity
There is also concern in the wording in how joint and several liability tics the

membership to the association.

Wec respectfully request that you consider these issues when reviewing the bill We
welcome the opportunity to discuss the issues with you in more detail

Sincerely.

Mike Combs, CIC. CRM
President

P.0. Box I12°A\S « Amhonuc. Aliska ‘WslI 1-°WH « t.I: (*07) - Fax: 1>07) )00



CS HB 51 (L&C): How workers'compensation claims are paid.
Prepared by Representative Meyer's Office: 907-465-2812

Dividends & Reduced Assessments
Excess & Aggregate

Dividends or reduced Reinsurance
assessments arclonly Limits liability with
with the director's approval levels of coverage set by

the director of the division
of insurance.

Payment of Claims

Members' assessments arc calculated Association of
based on actuarial projections and
) Self-Insured
approved by the director of the
division of insurance. Employers Back to
Work

Members are bound by Surety & Solvency Bond

joint & several liability
for the solvency of the
association.

Available in the event of
an insolvency.

Joint & Several Liability



Representative Kevin Meyer

HOUSE DISTRICT 30

The table below compares the requirements a single self-insured employer vs. a group as
proposed by CSSSHB 51 must meet before they can be granted a certificate.

Requirements Self Insured Self Insured
Employer Group
Regulated by: Department of Labor (DOL) DOL/Insurancc
Employees 100 100 in the aggregate
Net Worth $5,000,000 $5,000,000'
Minimum Assessment none none2
Liability single employer joint & several
Excess & Reinsurance none yes
Surety Bond none yes
Guarantee Fund none none
no no

Premium laxcs

More than 25% of all the workers in the state of Alaska arc covered by an
employer that self-insures their workers compensation obligations.

"Alaska’s workers compensation premiums are the 2"'1highest in the nation and
we have seen businesses close and still other businesses elect not to lure new

workers as a result.”
Governor Frank Murkowski
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Representative Kevin Meyer

Ky HOUSE DISTRICT 30

MEMORANDUM

Date: January 23, 2006

TO: Representative Tom Anderson, Chairman
House Labor and Commerce Committee

FR: Representative Kevin Meyer, Co-Chairman
House Finance Committee

RE: Sponsor Substitute for HB 51

Representative Anderson,

| introduced a sponsor substitute to HB 51 Joint Insurance ArrangementsS after
working over the interim with interested parties. This memorandum is intended to
provide a comparison between the two versions of HB 51 and insight into the

reasons for the changes.
Statutory Change: FromAS 21.76.010 tOAS 23.30.00

The original \crsion ol lilt 51 amended AS 21.076.010, the .hum Insurance Association
statutes. The provisions of title 21 apply to Municipalities and their public corporations.
Hie joint insurance arrangements covered by title 21 are limited to public entities that
ultimately can turn to taxes and other revenue instruments and who were therefore
removed from regulation under AS 21.76.020. Ihougli the original version of Illi 51
inquired an association to meet the standards for a self-insurance certificate issued under
AS 23.30.090, there was no oversight due to AS 21.76.020.

Since the intent of IHi 51 is to apply to private entities, the sponsor substitute to | IIf 51
shifts the proposed changes from AS 21.76.010 Joint Inl—fraeArraeeinaitSto AS
23.30.090 Sehflimurance Grtafices. By moving to AS 23.30.090, the proposed
associations of employers are treated the same as an existing single employe! provided
the association meets similar financial cmcna 1litough the joint and several liability
provision ol SSI lIf 51 (page 2 lines S 10>the members ol an association are responsible
foi the workers compensation obligations acciued by any of the individual members of
the association, flic joint and several liability provision enables an association to. in the
aggregate, meet the minimum financial thresholds (a net worth of S5 million | a single

employer is currently required to meet.
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A single employer is allowed to self-insure their workers compensation obligations under
current statutes. SSI 11351 would repeal and reenact the current authorization in statute to
allow an association of employers to self-insure without changing the existing rules for a

single employer.
Changes to AS 23.30.090 SH-Inaurae Grtaficaiss

SSIIB 51 repeals and reenacts AS 23.30.090 to authorize an association ofemployers as
well as an employer to self-insure workers’ compensation obligations. The proposed
reenacted statute incorporates several provisions currently found in regulations adopted
by the Alaska Workers’ Compensation Board. Below is a summary of the provisions in
the proposed AS 23.30.090 and their source material.

23.30.090 (1) [Page Mines 10-12J- 8 AAC46.010 (5]

23.30.090 (2) |Page I. lines 13-1 | & Page 2 line 1J- S AAC 46.010 (6)
23.30.090 (3) [Page 2, lines 2-3j - Current AS 23.30.090

23.30.090 (4) [Page 2. lines 4-5J - S AAC 46.010 (4)

23.30.090 (5» [Page 2. lines6-7J - S AAC 46.050

23.30.090 .6* [Page 2. lines 8-10J New requirement limited to an association of
self-insured employers. Requires an association to
file an agreement with the board jointly and
severally binding each member of the association.

23.30.0900 (D) [Page 2. lines 11-18] —S AAC 46.020

23.30.090 (c) [Page 2. lines 19-201- New provision making information provided under
<b) conlidential.

23. 41.090 (d) [Page 2 lines 21-27) - Changed provision. Modifies existing AS
23.30 090 to provide that acertificate of self-

insurance remains in effect until revoked by the
board. Does not alter or change the timeline/process
ol revocation oi the authority to reissue a certificate.

23 30.090(c) |Page 2 lines 29-31j Curient AS 23.30.090

23.30.090 (f) [Page 3lines I-6] New requirement limited to an association of
scH-insured employers Requires an ussi>ciutinn to

notify the hoard if one of its members withdraws
from the association or a new member joins the
association.



23.30.090 (g) [Page 3 lines 7-10) -

23.30.090 (h) (Page 3 line 11)-

23.30.090 (i) [Page 3 lines 12-16) -

Thank you for considering SSI IB 51.

Representative Kevin Meyer

New provision limited to an association of self-
insured employers. Allows an association to

function on behalf of its members as an “employer"
for purposes of complying with AS 23.30.

Current AS 23.30.090 (explicitly allows the Hoard
to adopt regulations to implement this chapter.)

New provision defining an “association of
employers."



Employers Self-Insured For W orkers” Com pensation Liability In Alaska

Self-Insured Employers Currently Authorized

)

Total: 31 Private: 23 Public: 8

Alaska Airlines Fred Meyer Stores, Inc.

Alaska Communications Systems  General Communications, hie.

Alaska Interstate Construction Harnish Group (NG Machinery/Power)

Alaska Railroad Corp, Holland America Line-Wcstours (Carnival)

Alycska Pipeline Service Co. [cicle Seafoods. Inc.

Anchor%/([]e Daily News Kenai Peninsula Borough & SD

(MeClatchy Newspapers) Mat-Sti School District

Anchorage School District Municipality ofAn,c,hora?e

Arctic Slope Regional CoEp. Nabors Alaska Dr_||||n8. ne.

Bristol Bay Area Health Corp. Peak Oilfield Service Co.

Chevron/Texaco Providence Health System

City & Borough of Juneau Safewa¥. Inc.

Costco Wholesale Corp. Stale ot Alaska

Enstar Natural Gas Co. University of Alaska

Fairbanks Northstar Borough Unocal Corp.

Federal Express Corp, Veco Corp.

. Employees Working for Self-Insured Employers

Total: Average number of emnlovees per emplov
5 75792 2006 2445

200 73912 2005 2.640

2004 67.403 2004 2.930

"| ot all covered workers: %of.ill injniv reports filed:

2006 26,0%* 200G N/A

2005 26.0'V 2005 28.1%

200-1 25.4% 2004 26.0%

* 20005 based on estimated data
«* 2005 based on preliminary data

I1I. Workers' Compensation Benefits/Costs Paid By Self-Insured
Employers

Total: As percentage of all benefits/costs paid:
20& g P

2004 $50,700,000 24.4%
2003 848.570.000 2003 218"%)

V. Sclf-Insurcd Employers -Average Net Worth - Median Net Worth

Avrrace: Median: -
1 8-1997 billion 200G $9,971 billion
7smallest s 550million  7smallest s 37.2 million

Lrepiml i iligati-ain  wnni « Workforce Developmil

02/ 10/201



SECTIONAL ANALYSIS
SS FOR MB 51
(Workers’ Compensation Self-insurance)

OVERVIEW:

Existing law (AS 23.30.090) allows the Alaska Workers’ Compensation Board to
issue a certificate of self-insurance to a qualified individual employer. The board,
through the Division of Workers' Compensation, administers the self-insurance program
under regulations adopted by the board (8 AAC 46.010 - S AAC 46.900).

SS HB 51 amends existing law by allowing the board to issue a certificate of self-
insurance to a qualified association of employers.

Section | of the bill repeals and reenacts AS 23.30.090, the statute that currently
allows individual employers to obtain self-insurance certificates. The bill would allow
the board to issue self-insurance certificates to both qualified individual employers and
qualified groups of employers and sets out a number of requirements that employers and
associations of employers must meet. | he bill makes only one change that affects the
existing self-insurance program for individual self-insured employers by providing that
self-insurance certificates remain in effect until revoked. Under current regulations, 8
AAC 46.065(b), certificates remain in effect for 12 months.

Section 2 provides for an immediate effective date.

SECTIONAL ANALYSIS:

All substantive provisions of tue bill are contained in Section | of the bill, which would
adopt a new Sec. 23.30.090(a) through ti):

See. 23.30.09Qla):

Subsection (a) allows the Alaska Workers’ Compensation Board to issue a self-
insurance certificate to an employer or an association of employers meeting six
specified requirements. Requirements (1land (2) are currently contained in the self-
insurance regulations governing individual employers and require an individual
employer to have at least 100 employees, a net worth of at least S5.000.000. (See. 8
AAC 46.010(a)(5) and (6)). The bill would place these regulatory mmimums in
statute, and would require an association of self-insured employers to meet the
minimum requirements in the aggregate. Requirement (3) is contained in existing AS
23.30.090 and the bill would to require both individual employers and associations ol
self-insured employers to pay the annual service fee assessed under AS 23.05.067.
Requirements (4) and <5) are currently contained in self-insurance regulations
governing individual employers, and require that the employer maintain a workplace
safety program and obtain excess insurance coverage in amounts and with coverage
required by the hoard. (See. 8 AAC 46.010(a)(4) and 8 AAC 46.050.) The bill



would place these requirements in statute and they would apply to both individual
employers and associations of self-insured employers. Requirement (6) is new and
requires an association of self-insured employers to file with the hoard an indemnity
agreement jointly and severally binding each member of the association to secure the
payment of all compensation due to any of the members’ employees.

Sec. 2330.000(0)

Subsection (b) would allow the board, either before issuing a self-insurance certificate
or at other times designated by the board, to require individual employers and
associations of self-insured employers to provide financial information necessary to
determine whether the individual employer or the association meets or continues to
meet the financial requirements for a self-insurance certificate.

See. 2300900

Subsection (¢) makes confidential the financial information provided under
subsection (b).

See, 23.30.090()

The bill retains the provisions of existing AS 23.30.090 that allow the hoard to revoke
a self-insurance certificate on at least 10 days’ notice and a hearing. Existing AS
23.30.090 also allows the board to fix the time that a self-insurance certificate
remains in effect. Current regulations provide that certificates remain in effect for
one year, subject to renewal. The bill provides that a certificate would remain in
effect until it is revoked. The hill retains existing provisions of AS 23.30.090 that
allow for a certificate to be re-issued following revocation if the employer or
association of employers provides satisfactory proof that it once again meets the
requirements for self-insurance.

Sec. 23.30.090(0:

The bill retains the requirements of existing AS 23.30.090 relating to claims facilities,
and would require both tin individual employer and an association ol employers to
provide claims adjusting facilities through by its own staff located in Alaska or
through independent, licensed resident adjusters with power to effect settlement in

Alaska.
Sec. 23000L1)

Subsection (!) applies only to associations of sell-insured employers and requires the
association to notify the hoard if a member withdraws from the association or a new
member joins. New members would be required to show that they belong to an
Alaska trade association, as provided in subsection (i), and to provide the same
financial information required under .subsection (hi.



Sec. 23.30.090(9):

Subsection (g) applies only to associations of self-insured employers and provides
that an association may act on behalf of or for the benefit of its members in providing
for its members' workers’ compensation obligations and provides that the association
has the same rights and obligations under AS 23 as an employer. For example, this
section would allow an association to file the same annual reports on behalf of its
members that arc currently required for individual self-insured employers under AS
23.30. 155(n) and to exercise a member’s assignment rights in the case of third party
liability under AS 23.30.015.

Sec. 23.30.090(h):

Subsection (h) provides express authority for the board to adopt regulations to
implement the self-insurance program.

See. 23.30.080(i):

Subsection (i) defines an "association of employers” to mean a group of five or more
employers who are merchants, craftsmen, or businesses in a similar trade or industry
and who are members of the same Alaska trade association.
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W hat is a Self-Ilnsured G roup

Self-Ilnsured Group (S1G) is an organization owned by it’s members to
collectively selfinsure workers’ compensation liability. To obtain the same

self insured status as singly self insured em ployers, but in a group form at.

A SIG will retain the first layer of risk ($350,000 to $750,000 negotiated with
excess carrier) and purchase excess insurance to cover the required statutory
workers’compensation limits

Each member must meet the required financial requirements and must produce
acceptable Financial Statements or financial information, and continue to
furnish them in the future

Each member must sign a Joint and Several Liability Agreement, essentially
pledging the assets of their company for the financial stability ofthe SIG.

A SIG is a long term tool to ensure the safety and well being ofemployees. By
em ploying stringent safety, risk management and control of program expenses,

the long term result is continuity and stability of costs and can result in long

term savings.



The financial stability is secured by:

>

Strict underwriting. This is not a “ya’ll come” type of program. Typically
only 30-40% ofthose that apply to a SIG will initially qualify to become a
member. Qualification are based upon historical loss record, safety
programs and financial stability.

Upon becoming a member, each employer must comply with all safety
measures and programs required by the SIG. Included are mandatory

training seminars, video training and regularjob site evaluations.

M ust attend claim s training sessions where members are instructed in
“best practices” on how to best lake care of injured workers, assist them in
their care and return to work status.

Claims oversight management and control. Members play an active role
in assisting the management ofclaims. Proactive management lessens the
exposure to malingering claims ensures the fair and proper treatment of
injured em ployees and returning them to work as quickly as possible.
Purchase ofexcess and aggregate insurance coverage for catastrophic

(severe) claims or lots of claims (frequency)



The financial stability is secured by (continued):

>

Independent Actuarial reviews are done on a regular basis (more than just
annually) to project losses over a 5 year period. This allows to SIG to
adjust collection of premium assessments to meet the obligations of the
SIG more accurately. The most expensive Workers compensation claim s
are considered a “long tail” type ofclaims and can take 3-5 years on

average to “mature”. The frequent reviews provide the ability to predict
trends and costs and allow the SIG to adjust.

M onthly financial statements prepared on a GAAP basis provided to board

on a fully incurred with IBNR (Incurred But Not Reported projections)
reserve basis.
Annual independent CPA audits.

Annual actuarial audit and rate adequacy audit by independent Actuary.

Joint and Several Liability agreement ofmembers remains in place.



Concerns or risks with Self Insured Groups:

>

Bankruptcy ofone ofthe members - The group is considered the insurer
and the SIG (and remaining members) remains liable for all claims. The

members must report financials to SIG administrator annually to ensure
gualifications ofthe group are maintained.

e Over time, itwould be the intent of a group to develop a membership
sufficient to ensure that one members demise does not unduly
compromise the solvency of the group.

Catastrophic claims - What would be the impact. W ith excess insurance
in place, the SI1G ’s liability is mitigated. Additionally with the long tail
nature of larger claims and actuarial projections, the group can adjust.

W hat if SIG does become “insolvent” and unable to pay bills as they are
due. The SIG would have to assess their members (Joint and Several
Liability) to make up any deficit.

W hat ifa member has left the SIG. That member remains liable for the

time period that they belonged to the SIG. Ifan assessment was required

for the period they belonged, then they would be liable and be assessed

(Joint and Several Liability)



Concerns or risks with SelflInsured Groups (continued):

> W hat is the history of SIG’s around the nation. Some have gone

insolvent.

SIG’s have been in existence around the nation for over 40 years in
over 35 states. M ost recently Texas enacted enabling legislation
authorizing SI1G ’s. In the early 1980°’s some SIG ’s in Florida and
Oklahoma experienced problems. More recently a group in Kentucky
and a group in Tennessee have been taken over by regulators and
assessments have been invoice to members. In all ofthese cases,

w hile the facts and situations are different, there was generally weak
regulatory oversight. Regulators were not seeing Financials, actuary
reports, audits etc. Subsequently those states have strengthened their

regulatory roles.

Contrast these several problems over a 40 year time span to the
adm itted carrier market with all of the “regulation0” in place.

Literally hundreds of carriers are deemed insolvent each year.



Concerns or risks with Self Insured Groups (continued):

> Why doesn’tthe industry consider some other alternative - a reciprocal

for example.

e The industry wants the same benefits ofsingly sell’insured rather than

another type of insurance product.

A reciprocal is arguably another type of alternative solution, but is
generally regulated the same as an insurance company regarding

reserves, financials and rates.



How a Self-Insured Group Operat'



Benefits ofa Self-Insured

SIG Program:

[

[

LI

“SIG Retention” shared by members ranges between $350,000 to
$750,000 depending on the class of business

Excess and Aggregate coverage is placed over the “SIG Retention”
for protection of the members and costs depends on the
reinsurance market place and the Groups Feasibility Study results

Member is provided 14 Dollar coverage with Statutory Limits and
benefits required by the State of Alaska

A “Certificate of Coverage" is issued to each member
Continuous coverage with no annual renewal for the member
The rate for premiums is calculated based on the Groups and
members results

Underwriting, Loss Prevention, Safety and Claims Management,
are key to the groups success

The reduction of losses, closing claims quickly, results in cost
stabilization, and the profits are returned members in dividends or

rate reductions



fit/ |
CS for IIP 51
llouse Labor and Commerce

March 17, 2006

INTRODUCTION

Appreciate the time to comment on this CS. Iwould like to
acknowledge the efforts of the group to include more specific
financial requirements for self-insured associations. 1 will limit my
comments today to some general concepts and attempt not to delve
into the minutia ofa 20 page bill. 1 may address some specific
areas md will be happy to answer questions that may arise.

HNANCIAL OVERSIGHT

oversight to ensure that claims get paid. The CS before us
today does Include far more detailed requirements but 1 still
have concerns about the bottom line repercussions of

insolvency:

a.

b.

"tangible net worth” there is no definition but does not
require any liquidity. Insurance regulation limits the types
of assets and the valuation of the assets in determining an
insurer’s financial position. The quality of the assets is a
critical principal of solvency.

The S5 million net worth aggregate is still excessively low
the DOL projection of the adjusted for inflation for this limit
required of the individual self-insured single employer
today would be approximately S10 million. Testimony has
been pro\ ided as to the average and median net worth of
current self-insured employers which is substantially higher
than these minimal requirements.



c. Solvency Bond - This is a requirement of this CS but | am,
in reality, not sure this is even practical. | have discussed
the availability of this type of bond with a bond underwriter
who is currently active in the Alaska bond market. He has
indicated that this would be very difficult to obtain given the
reliance on a group of “members” who have not been
required to provide audited financial statements and feels it
would be difficult. For the “association” to be the principal
on a bond requires a corporate signer who agrees to
indemnify the bond company and generally there is not a
person in the association itself able or willing to take this
responsibility.

2. Concept - One area ofconfusion for me is the actual working
of the financial responsibility. Most of the bill provides that the
Association is the responsible party lor payment of benefits due
employees under AS 23. However, the indemnity agreement in
77.010 (a) (6) is between the members. Generally trade
associations do not have the assets that would enable them to
provide the payments of workers’ compensation benefits and
yet this CS places the primary responsibility on the association.

3. Termination of Membership - This section details the
conditions under which a member could terminate or be
terminated. The conditions deal with going forward
mechanisms for providing benefits but do not address what
happens to the liabilities (either the employer’s own or thejoint
liabilities) for the time they were part o f the association.

4. 21.77.230 is a section dealing with insufficient assets and the
circumstances in which an association is considered insolvent
The issue here seems to be that there is no solution there is no
provision for receivership, for wrap-up of the affairs, etc. The
director can withdraw a certificate but 11LI1IIN WI IAT???



5. 21.77.270 deals with the retention of the security deposit in
event of termination - 36 months is not sufficient time.
Workers’ compensation claims have very long tails and in some
instances can take 20 years or more to close. It would be more
appropriate to condition release of a deposit upon termination
of liabilities as determined by actuarial analysis.

REGULATORY OVERSIOIIT

An additional function ofthe Division of Insurance is to have
oversight of the practices of any person or entity transacting
insurance in Alaska.

1 Chapter 36 of the Insurance Title provides the statutes
controlling Trade Practices and Frauds. This includes such
things as oversight of marketing insurance including
misrepresentation and false advertising, unfair discrimination,
unfair claims settlement practices. 2 1.77.220 would not allow
these authorities to apply to the self-insured associations.

The CS also provides for a “third party administrator” to
administer claims. Today the DOI licenses adjusters who
handle workers’ compensation claims. Title 23 provides that an
individual self-insured employer may have either their own
staff or independent licensed 3" parties adjust claims. This bill
does not require licensing of the 3'! party administrator as an
adjuster and therefore would not provide any oversight of the
claims handling practices.

This CS does not include any oversight of practices for these
small associations. There is no complaint process and no

authority to require accountability for the handling of claims.
What do injured workers do if claims arc not paid promptly?



1. NEVADA

Most of this CS appears to be based on Nevada statute/regulation.
As | have made preliminary comparisons with those provisions, it
appears that some significant provisions have not been included,

such as:

1 The indemnity agreement also includes the Associaiton

2. Annual assessments must be at least $300,000 or an amount
which the director would determine to be satisfactory based on
an annual review ofactuarial solvency

3. Each member of the association must have a tangible net worth
of at least $250,000 and a minimum premium for workers comp
insurance of at least $10,000

4. The director would approve annual assessments much as we
approve rate filings in the insured industry today

5. Provisions arc made to assess other self-insured associations for
the claims obligations of an insolvent association.

W hile Istill think Alaska is a very different environment, economy and
market from Nevada, | would think these types of provisions would have

also been included.

V. RECIPROCALS

Not to repeat my past testimony but Alaska statute (AS 21.75)
provides for the formation of reciprocal insurers, which allow the
formation of a regulated entity to provide various lines of
insurance for the members of the reciprocals. The reciprocal
statutes provide for a lesser level of capital and surplus the
overall start up would require $1.5 million with maintenance of
$1,375,000. These amounts are not overly stringent. Ifability to
pay claims of injured workers is our goal, we need to guarantee
that there are liquid monies available to achieve this goal. Ihe
reciprocal insurers are regulated in much the same way as a
traditional insurer which is intended to protect the public.



The reasons that | have been given for the desirability of a self-
insured association program have included safety programs,
control of the programs for the industry group, a potential for cost
savings and others. Each of these objectives can be accomplished

with the formation of a reciprocal.

I still have not heard any reason that the reciprocal as already
provided in Alaska statute would not be a viable entity for trade

associations to form their own programs.

CONCLUSION

It is still not my intent to come before you today to be negative. |
am pleased to see the efforts to include more accountability in this
CS. But Icontinue to have serious reservations about the viability
of these small plans when the down side potential of there not
being sufficient monies to pay the claims of injured workers exists
and there is still not what | consider to be an appropriate level of

oversight.

I would urge you to carefully consider the possible effects of this
legislation. This legislation has been crafted with great care, time
and expense by an Alaska trade group who is attempting to find a
viable alternative and remain responsible. The bill, however,
would apply to any group who decided to participate and might not
have the same principals of accountability but would merely just
be looking fora way to skimp on workers’ compensation costs.
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ALASKA CHAPTER March 17, 2006
1953-2003

Rep. Tom Anderson, Chairman

House Labor and Commerce Committee
State Capitol, Room 408

Juneau, AK 99801-1182

FAX 907 465-2418

Dear Rep. Anderson,

I am writing on behalf of the members of the Alaska Chapter of the National
Electrical Contractors Association ("NECA”). We currently are seeking your
support for SSHB 51; "An act relating to modifying the qualifications required for
workers’ compensation self-insurance and permitting employers in the same
trade or industry to form an employer association for self-insured workers'
compensation coverage; and providing for on effective date"

State law currently requires a business to have 100 employees and net assets of
$5 Million to be able to self insure for workers comp. Our goal is to allow
associations to collectively pool emplovees and assets to achieve the same
roquironriHnts By working together in a self insurance prooram we have the best
probability of controlling safety in the work place, by rewarding those businesses

who go the extra rnile with lower premiums

Workers’ compensation is a major expense in any business but especially to
small business. These costs have risen substantially in the last few years The
percentage paid compared to our gross income is very high. Any relief to this
cost while maintaining workers ability to get medical treatment from a job related

injury would bo greatly appreciated

Sincerely,
Alaska Chapter, NECA

ANlcCvc.w 1"
Steven F. Boyd

Chapter Manager

AL RNl TN vl
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March 13. 2006

Rep. Tom Anderson, Chair Labor & Commerce
FAX (907) 465-2418

Dear Rep Tom Anderson,

I am writing as the executive director, representing Anchorage Cabaret, Hotel, Restaurant, and
Retailers Association (CHARR). We support HB 51 "An act relating to modifying the
qualifications required for workers' compensation self-insurance and permitting employers in the
same trade or industry to form an employer association for self-insured workers’ compensation

coverage,*

State law currently requires a business to have 100 employees and net assets of $5 Million to be
The goal of HB 51 is to allow associations to collectively
Anchorage CHARR supports the
lower premiums those

able to self insure for workers comp.
pool employees and assets to achieve the same requirements.
concept of controlling safety in the work place, and rewarding with
businesses who go the extra mile. We also support the concept of finding ways to provide more

options in the marketplace for contractors who face burdensome and growing workers

compensation premiums.

Thank you for all of your previous help and sooport in our industry Please evaluate HR 51 based
on these concepts, and work with our local and ~tatc associations to develop a hill that you and

your committee can support and pass Your edorts to help us address worker’s compensation

insurance costs are greatly appreciated

Il am available to answer any questions you might have by calling me at (907) G4G-4628

Sincerely.

Silvia Villamidcs, Executive Director

Anchorage CHARR
PO Box 242073
Anchorage, AK 99574

333 West 4|fi Avanue, Suite 214
P.O Box 242023

Anihoroge, AK 99574

90/.646 4628

AUFinK $»inane.
&«E&Emwd, anrhorogeiliorrtftgti net



March 6, 2006

E&R{%@Q%e Tom Anderson, chair Labor & Commerce

Dear Representative Tom Anderson,

lam writing as Broker and CEO of Nonhem Trust Real Estau, Inc. We support HB 51
“An act relating to modifying the qualifications required for workers’ compensation self-
insurance and permitting employers in the same trade or industry to form an employer
association for self-insured workers’ compensation coverage.”

State law currently requires a business to have 100 employees and net assets of S5
Million to be able to self insure workers compensation. The goal of HB 51 is to allow
associations to collectively pool employees and assets to achieve the same requirements.
Northern Trust Real Estate, Inc. supports the concept of controlling safety in the work
place, and rewarding with lower premiums those businesses who go the extra mile. We
also support the concept of finding ways to provide more options in the marketplace for
contractors who face burdensome and growing work compensation premiums.

Thank you for all your previous help and support of our industry. Please evaluate HB 51
based on these concepts, and work with our local and state associations to develop a bill

that you and your committee can supoort and pass. Your efforts to help us address
worker’s compensation insurance costs axe greatly appreciated.

I am uvaiiable to answer any questions you might have by calling me at 907.727.9497.

Sincerely,

Patricia Baker

Broker and CEO
Northern Trust Real Estate, Inc.

total p.o01
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217 2nd Street, Suite 201
Juneau, Alaska 99801
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M arch 15.2006

Representative Toni Anderson, Chair

& Members of the House Labor & Commerce Committee
State Capitol

Juneau, Alaska 0680!

Ihe Honorable Chairman and Members of the Ilouse Labor A ('ommerce Committee.

The Alaska State Chamber of Commerc strongly supports House Bill 51. 1IB 51 simply allows
for the formation of same trade joint-insurance arrangements; the State Chamber of Commerce
supports this additional option, which will hopefully create advantages to those trade groups in
lowering their worker’s compensation insurance. HB 51 also provides another option for
coverage which will likely help those trades or industries that currently have little or no options

for worker’s compensation insurance cov erage.

As you know the Alaska State Chamber of Commerce has worked hard in the past few years to
lower the high costs associated with worker’s compensation insurance. lhrough passage of 11B
51. we feel that Alaska’s businesses will likely gain additional flexibility, while creating new
options for worker’s compensation insurance coverage. |he chamber encourages your
constructive work and we are hopeful that the bill will move through the legislative process.

Yours in economic prosperity.

Wayne Stevens. President
Alaska State Chamber of Commerce
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Q. What is a Group Self-Ilnsured Workers’ Compensation fund

(SIF)?

A. An SIF is a not-for-profit association of employers formed for the specific purpose of
providing statutory workers’ compensation and employers’ liability coverage.
Organizations that form SIFs are typically medium-size companies that may not have the
size or financial capacity to become a self-insurer on their own. but want to assume
control over their workers’ compensation costs and obtain the benefits often realized with
self-insurance, just as the larger employers have been doing for years at substantial

savings.

Q. What Benefits do SIFsOffer?
A. The primary benefits that can be expected from membership in a SIF are:

* Improved cash How through elimination of advance premium payments;

* Improved loss experience through more effective loss prevention, loss control,
and managed care programs;

e Savings from reduced administrative costs;

e Savings by earning interest income on premium dollars;

* The potential for dividend returns from loss-and-expense-futtd surpluses.

In essence, an SIF helps employers control many aspects of their workers’ compensation
cost. However, the degree to which benefits can be achieved on a variety of factors will

be discussed in this discourse.

Q. How Do SIFs Work?

A. An SIF enables employers to assume a major portion of their risk and provides group

purchasing power for excess insurance to cover losses incurred individually or

collectively in excess ol'u specified amount.

Members of SIFs pay a premium based on their exposures, classification codes, payroll,
experience modifications, and rates developed by the state workers’ compensation rate
making bureau. Premiums are used to pay coverage losses, claims administration and
costs associated with the management of the group, such as loss control, legal, accounting
and actuarial. Premium surpluses from both the claims fund and the administrative
expense fund can be returned to group members on a pro rata share basis in the form of

dividends.
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Q. How are Claims M anaged?



I. A primary benefit of self-insurance is the degree of control to a group can
exercise over all aspects of the claims handling process to help contain costs. A
group may select to implement a variety of claims management services

including:

Claims processing and settlement

Investigation

Managed care and cost containment programs
Preferred provider service

Litigation management

Subrogation

Medical bill reviews

Work hardening and carly-retum-to-work programs
Risk management reports

Q. What are some other issues to he considered relative to SIFs?

A
2. Case management is an etfective way to reduce cost through earls mtervonli n and

an effect: e carly-retum-to-work plan. Case management includes:

Case Management

Immediate contact by a health care professional to monitor the employee’s
medical care and to ensure that the employee receives the appropriate care from
the time of injury, through treatment and recuperation

Developing modified work plans with the 13466568 ., 1.eeand the health care
provider to help the employee make the transition backto work and to expedite

carly-retum-to-work.

Implement work hardening and vocational rehabilitation programs, where
appropriate, to help individuals return to work and ensure that the carly-retum-to-

work plan ;s successful.

Risk M vn\(.i mi ni

3. Risk management and 0SS control planning IS designed to prevent 10SS€S Irom

occurring and to reduce the frequency or .tverity when they do occur Risk
management specialists can

Analyze and reduce site hazards to prevent or eliminate causes of injury;

| valualc the effectiveness of existing safety programs;
Provide periodic inspections and written reports recommending specific corrective

action.



* Develop written safety pqlicies and guidelines o help prevent injury;
e Assist In eveToplng mpTementlng newsafety progrars,

e Provide risk management analyses reports

Marketing and M kmheksiiii*

4. Marketing and membership: SIFs require ongoing efforts to promote the group’s
program, attract new member organizations, and evaluate applications of potential
members to ensure the group’s long-term survival and continued financial viability.
Risk management consultants, insurance companies, and insurance brokers are just a
few of the resources that can assist a group in gathering information on prospective

group members.

Unoerv ruing Service

5 Underwriting is required to develop guidelines for membership, evaluate exposure to
loss for ‘. dividual members and the group as a whole, calculate the premium to be
charged to each member, and establish loss reserves in compliance with state

regulation

Fea .miniySiuhis

<¢ Feasibility studies play an important role when forming an Sl as well as once a
group is formed. When forming a self-insurance group, they are used to review and
analyze specific state regulations and to provide specific financial and actuarial
information to the regulatory authority. Once a group is formed, studies help
prospective members determine the financial cash llow effects that joining the group
will have on their firm  Accurate loss forecasting is an extremely important
component of a feasibility study l.oss forecasting usually requires a minimum of
three years of premium, payroll, experience modification, and claims history. Pro
forma financial statements can then be prepared on prospective group members.

Actot ming and Fin\ncivi. Man vgkmim

7 ’;&%%Y’% 0 g f'&a?'”m““a@egﬁ”ﬁnlstr%ﬁ% T e
nanual controls Inc

e Collection of accounts and monies owed to the group m connection with
prov nling coverage and the group’s administration;
e Maintenance ol all claims fund and administrative fund accounts necessary to

satisfy the legal and financial obligations ol the gioup;
e Systems for the safekeeping of records, books ol accounts, and Imuucial all rs;
* Reporting of financial statements and reports as required by state regulations and

the group’s by laws;



» Selection of independent accounting and actuarial services, as appropriate, and
proper investment management.

Q. Ark tiieke disadvantages to forming an SIF?
A. SIFs offer many advantages, but there are also potential disadvantages.
Joint and Skvkiul Liability

1 Members of the group are typically jointly and severally liable for workers’
compensation and employers’ liability losses incurred by membership. The
subsequent bankruptcy or termination of a member does not release the remaining

group members from this liability.
Catastrophic Losses

2. If a catastrophic event occurs that exhausts the group’s self-insured retention and
excess insurance, the group members are typically responsible for paying their pro
rata share of the amount required to cover the total loss.

Multi-state Operation

.V SIFs are regulated by the state and may only cover exposures within that state. As a
result, employers with operations in more than one state must lind another SIF or
alternate means to cover any out-of-state portions of the workers’ compensation

exposure.

Administrative Ft m iions and Addi tionai” ’osts

4. May of the services usually provided by an insurer (i.e. claims administration and
record keeping, loss control, legal services, and actuarial service) are now the
responsibility of the group. The group must select the services it requires, and. if
necessary, hire service providers where appropriate.
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L Q OF REAILTORS®INC. Anchorage, Alaska 99503

1
REALTOR* The Voice tor /2#+ €State’ In Anchorage (907) 561-2338
(907) 563-8478 Fax

March 3, 2006

Rap. Tom Andarson, chair Labor A Commerce
FAX 465-241%

Dear Rep. Tom Anderson,

. P ffk*V opfes*ntdn®° the Arcta**®* Board of REALTORS. We
support HB 51 An ad relating to modifying the qualifications required for workers* compensation
self-insurance and permitting employers in the same trade or industry to form an employer

association for self-insured workers' compensation coverage.’

E~te law currently rt>quires a business to have 100 employees and net assots of J5 Million to be
able to self insure fcr workers comp. The goei of HB51 is to allow associations to collectively
pool employees ard assets to achieve the same requirements. The Anchorage Board of

REALTORS supports the concept of controlling safoty In the work place, and rewarding with
lower premiums those businesses who go the extra mile. We also support the concept of finding
ways to provide more options In the marketplace for contractors who face burdensome and

growing work comp premiums.
Thank you for all your previous help and support of our industry. Please evaluate HB51 basad on

these concepts, and work with our local and state associations to develop a bill that ycu and your
committee can support end pass. Your efforts to help us address workor's compensation

insurance costs aro greatly appreciated.

Should turfr information be required, please coll Cody Gibson, FYesident of the Board of
Dtractors (907) 273-7272

Executly* Officer
Anchofegt *V*»rd of REALTORS

il’ kerpdisyy e WK MPH‘
ON..%V\.NII Iv!]wmtckaj AAVV/no* » WA.KW)ﬁgk<«)nI;e» - <C «»
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Affiliated with NAHB

March 2, 2008

Rep. Tom Anderson, chair Labor 4 Commerce
FAX 486-2418

Dear Rep. Tom Anderson,

I am writing as President of the Anchor ie Home Builders Association, representing over 300
members In Anchorage and Eagle River. We support HB 51 "An act relating to modifying the
qualifications required for workers' compensation setMnsurance and permitting employerr in the
same trade or Industry to form an empk. >r association for self-insured workers' compensation

coverage.*

State law currently requires a ouslness to have 100 employees and net assets of 55 Million to be
able to self Insure for workers comp The goal of HB51 (6 to allow associations to collectively
pool employees and assets to achieve the same requirements. ASHBA supports the concept of
controlling safety in the work place, and rewarding with lower premiums those businesses who go

the extra mile. We al90 support the concept of finding ways to provide more options In the
matKetplace for contractors wno face burdensome and growing work comp premiums.

Thank you for all your previous help and supnort of our Industry Please evaluate HB51 based on

these concepts, and work with our local associations to develop a Dill that you and your
committee can support and pass Your efforts to help us address worker's compensation

insurance costs are greatly appreciated.

I am available to answer any questions you might have by calling me at907*6*3-2052

Sincerely.

Prosldont . -
Anchorage Home Builders Association

"Building Better Places toLive, Work and Play"”

ANCHORAGE HOME BUILDERS ASSOCIATION, INC.
*301 Schoon Street, Suite 200 « Anchoraie, AK 9951* « (907) 522-3605 « Fas (907) 522-3757

total p.gi
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Alaska State

Home Building Association

February 23, 2006

Rep, Tom Anderson, chair Labor & Commerce
FAX 465-2418

Dear Rep Tom Anderson,

I am writing as President of the AlBska State Home Building Association, representing over 900
members acros6é the state. Wo support HB 51 "An act relating to modifying the qualifications
required for workors' compensation solf-Insurance and permitting employers in the same trade or
Industry to form an employer association for solf-insured workers' compensation coverage ”’

State law currently requires a business to have 100 employees and net assets of S5 Million to bo
able to self insure for workers comp. The goal of HB51 Is to allow associations to collectively
pool employees and assets to achieve the same requirements. ASHBA supports the concept of
controlling safety in the work place, and rewarding with lower premiums those businesses wno go
the extra mile. We also support the concept of finding waya to provide more options In the
marketplace for contractors who face burdensome and growing work comp premiums.

Thank you for all your previous help and support of our industry. Please evaluate HB51 based on
these concepts, and work with our local building associations to develop a hill that you and your

committee can support and pess. Your efforts to help ug address worker’s compensation

insurance costs ore groatly appreciated.

lam available to answer any questions you might have by calling me el 907-232-3751

Tom Smith
President
Alaska State Home Building Association

NAH B 8301 Schoon, Sta 200 « Anchorage, Alaska 99518
Phone (907) 644-4190 = FAX (907) 522-3757
MW Wobslta: www.bulldorsofalaska.com « E-mail: Inro~bulldcreofaleskA.r.om

TOTAL P.0O1
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ASSOCIATED GENERAL CONTRACTORS of ALASKA

8005 SCHOON STREET « AXCI IORA< IE, ALASKA 99518
IELFI'IIO X EW ) 561-5551 « FAX (907) 5£>2-(,US

February 24, 2006

Representative Tom Anderson

Chairman, House Labor & Commerce Committee
Alaska State Legislator

State Capitol (MS 3100)

Juneau, Alaska 99801-1182

Re: HB 51

Dear Representative Anderson:

The Associated General Contractors of Alaska supports the concept of group self-
insurance for workers compensation as one means by which Alaskan businesses can deal

with the high cost of such insurance.

The bill, as drafted, provides protection for injured workers by making all employers
within the group jointly and severally liable for claims, requires a safety rate reduction
program, and basically requires all interested members of such groups to make a long
term commitment to the program. The fear that a faulty business plan may cause some
groups to fail thereby leaving injured workers without their benefits is minimized in this
legislation. While this risk cannot be totally eliminated, it should be recognized that the
problem also exists under the current insurance structure.

The proposed legislation gives businesses another opportunity to control the costs of
doing business in Alaska. The safeguards incorporated in the bills seem sufficient to
pr Heel injured workers and allow the state to exercise sufficient oversight o f participating

groups. AGC urges your support of the proposed legislation.

Sincerely

Richard Cattanach

IAIKHASKS MU.IWINA

I'I'1 U »I5KV5 o | UKHANKS. AK Ay oK\ IM'NVKI I XTI KOAI" MT 2SS #[»" \A \L
[111 I'HONI (907H52 IK* hiiriinsfi,v.r.
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February 23, 2006
Dear Representative Tom Anderson,

We would appreciate your support on passing HB-51.

Workman’s Comp Insurance s it is now structured is a prohibitive drain on
small business. Our company has been in business for the last 25 years. In
that period of time we have had one small claim, which was approximately 6
years ago. Over the years our premium has gone up from approximately
$6,000 per annum to over $27,000 per annum.

Please support HB-51 to enable us to have another source of Workman'’s
Compensation Insurance.

Sincerely,

.Romaszewski
Broker

RELINK of Engle River, Inc.

18600 Centerflcld Ur., Suite 201
Eagle River, Aiaeka 09677
Office: (007) 604-4200

Fax: (007) 600-0214

* tech Off« **)
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ALASKA TRUCKING ASSOCIATION

3443 Minnesota Drive =Anchorags, Alaska 99503 ¢ Phone: (907) 276-1149 «Fax: (907) 274-1946
www.aktrucks.org

February 151h2005

Representative Tom Anderson
State Capital
Juneau, AK 99801

RE: HB 51
Dear Representative Anderson,

Workers compensation continues to be one o fthe largest concerns and problems for
trucking in Alaska. Companies large and small are faced with increasing rates that can
only be attributed to market increases. These companies are faced with extremely limited
choices of providers and little alternative to combat the rates continue to increase. These
circumstances force small business to operate without or even close their doors.

HB 51 creates the ability for like minded companies to come together to diversify and
control risk. The Alaska Trucking Ai.ociation supports this provision to allow a group or
association members to combined to carry the workman’s compensation insurance. This
will allow for a greater safety presence, ability to control there own pool members
resulting in a reduction of the risk of the program. It should provide for long term cost

savings and better control of programs fait.

We hope you are able to move this bill forth, this bill provides the new ability ofa choice
in Alaska where there are so few. It also provides the opportunity for a company to have
a fighting chance to determine their own outcome.

Sincerely,
Alftd'n Tmr.tinw Accnriafinn

Director


http://www.aktrucks.org
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February 9,2006

Rep, Tom Anderson
Chair, Labor A Commerce

ViaFax No. 465-2418

RE: HB 51

Dear Mr. Anderson:;

Aa a member ofthe Anchorage Home Builders Association and as a local home builder |
am urging your support for House B ill 51.

State law currently requires a business to have 100 employee* and net assets of S5
M illion to be able to selfinsure for workers compensation. This is impossible for many
businesses, and our goal is to allow associations to collectively pool employees and assets

to achieve these requirements.

Currently we are at die mercy o fregional workers compensation rates. By working
together in a selfinsurance program, not only do we have the best probability of
controlling safety in the work place, but we w ill have the ability to reward those
businesses who go the extra mile in safety with lower premiums.

Not only is this bill good for our communities, it w ill also benefit our economy. Lower
premiums for businesses means employers w ill be able to provide better benefits and pay
to their employees.

If you would like to discuss this further please feel free to contact me at 344-5678.
Again, | would greatly appreciate your support ofHB 51.

Charles SrAnclli

1900 W.AJOFf,-hern ughts blvd.* SUITE .
200 *ANCHORACE AL AKAXD| 7 %344

'n 7% FAX: 344-1976

1
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MESSAGE ; Vi-»
The Government Affafre toirnttilttee is working in Juneau oriour C
Workers Comp LegisiafloriHB 3 fO ur bill comes up for hearings -7
Friday, Feb 10th in June&d and Larry Partusch will be testifying.:
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WORKERS COMF RATES

CLASS 2002 RATES 2006 RATES
5610 J 811 $10.66
5645 J113.45 i $27.93
6217 - 5 9.53 519.52
8742 S .61 S 1.44
8810 5 .56 S 1.23
YEAR . EMPLOYEES TOTALAMOUNT
2002 60 577,512.00

2003 70 5199,011.00

2004 85 5294,287.00

2005 85 5323,738.00

1900 W. NORTHERN UQMTS BLVD +SUfTE 200 « ANCHOHAGE, ALASKA 9031 T+ 344-3678 * TAX: 344-1978



Alaska Statutes associated with SSHB51

AS 23.30.090. Self-Insurance Certificates.

Ifan employer has complied with the provisions of this chapter relating to self-insurance
ard has paid annual service fees assessed under AS 23.05.067 , the board shall issue the
employer a certificate that shall remain in force for a period fixed by the board. The
board may, upon a least 10 days' notice and a hearing, revoke a self-insurance certificate
upon satisfactory proof that an employer is no longer. ntilled to it. Alter revocation, the
board may grant a new certificate to an employer, upon the employer's petition and
satisfactory proofof the employer's financial ability as provided in this chapter. An
employer authorized as a self-insurer shall provide claims facilities through its own
stalled adjusting facilities located within the state, or independent, licensed, resident
adjusters with power to effect settlement within the state.

AS 23.05.067. Service Fees For Administration of
Workers' Safety and Compensation Programs.

(a) Each insurer providing workers' compensation insurance and each employer who is
self-insured m- uninsured for purposes of AS 23.30 in this state shall pay an annual
service fee to the department for «he administrative expenses of the state for workers'
safely piograms "rider AS 1X.60 and the workers' compensation program under AS 23.30

as follows:

(1) for each employer,
(A) except as provided in (b) of this section, the service fee shall be paid each year to the

department at the time that the annual report is required to be filed under AS 23.30.155
(m) or (n); and

(B) the service fee is 2.0 pcre tof all payments reported to the Alaska Workers'
Compensation Board under AS 2320J55 (m) or (n), except second injury lurid

paj menLs; and

(2) for each insurer, the director of the division of insurance shall, under (e) of this
section, deposit from fund:; received from the insurer under AS 21.0().210 a service fee of
1.X2 percent of the direct premium income for workers' compensation insurance received
by the insurer during the year ending on the preceding December 31, subject to all the
deductions specified in AS 2 1.0*1.210 (hi.

(1)) An employer who is required to pay a nual service fee under (a) of this section
may elect to pay in yearly increments over a five-year period the portion of the service
fee due under (a) of this section as a result of a settlement of over $50,000 approved
under AS 23.30 012 . An election under this subsection must be made in the first year
that a service fee would be due ;is a result of the settlement Ihe employer shall notify the
department of an election under this subsection. Il an election is made, payment o f each



yearly increment that is due shall be made at the time the annual report is required to be

filed under AS 23.30.155(m) or (n).
(c) Payment of the annual service fee under this section shall be made in the manner and

by the method specified by the department.
(th) Ifan employer who is required to pay an annual service fee under this section docs
not pay the required amount of the service fee by the time specified in this section, the
employer shall pay acivil penalty of $ 100 for the first day the payment is late and $10 a
day for each additional day the payment is late. The civil penally under this subsection is
in addition to any civil penalties imposed for late filings of reports under AS 23.30.155
(rn).
(e) Annual service fees and civil penalties collected under this section shall be deposited
in the workers' safety and compensation administration account in the state treasury.
Under AS 37.05.146 (c), the service fees and civil penalties shall be accounted for
separately, and appropriations from the account are not made from the unrestricted
general fund. 'Hie legislature may appropriate money from the account for expenditures
by the department for necessary costs incurred by the department in the administration of
the workers' safety programs contained in AS 18.60 and of the Alaska Workers'
Compensation Act contained in AS 23.30. Nothing in this subsection creates a dedicated
fund or dedicates the money in tne account for a specific purpose. Money deposited in the
account does not lapse at the end of a fiscal year unless otherwise provided by an
appropriation.

The department may adopt regulations to implement this section.
(g) Notwithstanding AS 21.76.020 (a), ajoint insurance arrangement established under
AS 2 1.76 is subject to the provisions of this section and regulations adopted under this
section and, if self-insured, is subject to the annual service fee on behalfof its members.
(h) The department shall grant a credit against the service fee imposed under (a)(1) of
this section to an employer if (1) the employer applies to the department for the credit on
a form prescribed by the department; (2) the employer provides proof that the employer
has paid a premium tax imposed under AS 21.09.210 on an insurance policy; and (3)
workers' compensation claims have been paid under the insurance policy described in (2)
o f this subsection and the claims are subject to the service fee imposed under (a) of this
section. lhe credit allowed under this subsection is equal to the amount of the premium
tax paid by the employer under the insurance policy, may not exceed the service fee
imposed under (a) of this section, and only applies to premium taxes paid by the

employer on or alter January 1, 2000.
(i) In this section, "insurer has the meaning given in AS 2 1%% .

AS 21.89.015. Workplace Safety Program.

An insurer who provides workers' compensation insurance in this state shall establish and
maintain a workplace sal'et) rate reduction program, subject to the approval of the
division.



A dm inistrative Codes associated w / SSHDBJS51

08 AAC 46.010. Qualifying as a Self-Insurer

(@ An employer may self-insure its obligations under the Act ifthe employer provides

satisfactory proof to the board that ithas

(D the financial ability to meet the obligations;
(2) available claims facilities through mtsown stalled adjusting facilities located within

the slate or through independent, licensed, resident adjusters with power to effect
settlement within the state; for purposes of this paragraph, insurance companies with a
ccrtillcate of authority from the division of insurance, Department of Community and
Ixonomic Development, and with staffadjusters in this state, are considered independent,
licensed, resident adjusters;

(3 been in business within Alaska for at least five years immediately preceding the tiling
of the application;

(4) a safely/loss control program;

(®) incombination with itsparent company or subsidiary companies of the employer, a
minimum of 100 employees either in Alaska or in another state or states; and

(6) a net worth ofat least $5,000,000.

(b) The board will, in mtsdiscretion, waive the requirement in (2)(3) of this section

(D) ifthe employer has self-insured rtsworkers® compensation obligations in another

jurisdiction for a period of at least live years immediately preceding the filing of the
application; or

(@ ifthe employer isa wholly-owned subsidiary and its parent company has been in
business for at least live years immediately preceding liling and guarantees the
subsidiary"s obligations under the Act.

(©) An employer which isa majority or whol ly-owned subsidiary must have its
obligations under the Act guaranteed by its parent company.

08 AAC 46.050. Excess Insurance

(2) Doth specific and aggregate excess insurance with policy limits and retention amounts
acceptable to the board must be provided by each self-insurer unless the board waives

this requirement.

(b) An acceptable excess insurance policy must

(D) be written by a casually insurance company or reinsurance company authorized t
transact such business in Alaska;

(@) not be cancellable except upon at least (0 days" advance written notice by registered
orcertillcd mail to the self-insurer and the board; and

(3 not contain any type of commutation clause, unless it provides that any commutation
does not relieve the underwriter ofany liability unknown at the time ol the commutation.



(©) Ifan existing excess policy submitted incompliance with this chapter iscancelled or
not renewed, the self-insurer shall file proof of replacement excess coverage within the

60-day notice period required by (b)(2) of this section.

08 AAC 46.020. Application For Self-Insurance
Certificate

(@ An employer shall apply for a self-insurance certificate on Department of Labor and
Workforce Development form number 07-6129. The completed application must be

(D filed with the board at least 90 days before the desired effective date of self-insurance;
(2) signed before a person authorized to take an oath, affirmation, or acknowledgement;
(3) accompanied by the employer*"s audited financial statements for the three fiscal or
calendar years immediately preceding the filing of die application; the employer may
submit consolidated financial statements of itsparent company ifthe employer does not
have msown audited financial statements and the employer isa majority or wholly-
owned subsidiary; a public entity must submit audited comprehensive annual financial
reports, including detailed schedules, for the three fiscal or calendar years immediately
preceding the filing of the application;

(4) accompanied by a description of the proposed excess insurance including the effective
dates, the types of coverage, the conditions and exclusions, the limits and retentions of
each type of coverage, and a guarantee of coverage until the board receives a copy of the
policies; and

(5) accompanied by a parent company*"s guarantee of the subsidiary"s obligations under
the Act, ifthe employer isa majority or w.iolly-owned subsidiary.

(b) Ifthe employer or itsparent company self-insures itsworkers® compensation
obligations in any other jurisdiction, the application must be accompanied by a sui unary
of the most recent filings, including a summary of losses, self-insured retention limits,
and other data pertinent to the other self-insurance programs. The summary of losses
must be categorized by total incurred loss, amount of loss within retention limit, amount
of loss subject to reinsurance or excess recovery, and amount of loss subject to

subrogation recovery.
(©) An employer shall submit, as part of the application, a detailed outline or manual of

its salely/loss control program.
(d) An employer shall report for the most recent three years, its total Alaska payroll,

Alaska workers® compensation losses, and premiums paid.
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Alaska Legislators: HB 51 (CS) and SB 241 pose a riskto

injured workers, employers, insurers and the state.

The current drafts of proposed workers compensation self-insurance legislation (HB 51
CS and SB 241) have been represented as reworked or compromise measures that
address Insurance Division and insurance industrv concerns. But workers compensation
insurers in Alaska do NOT support these bills, as we believe they put the physical health
of injured workers - and the financial health of insurers and Alaska’s economy - at risk.

Importantly, these measures are widely thought of as "homebuilder’s" bills - designhed to
assist building contractors and their subcontractors find an additional option for workers
comp coverage. But the bills are not limited to homebuilding or construction of any
sort - they allow any employer group with 100 or more workers in the aggregate to form
an inadequately regulated insurance pool for workers comp coverage.

Also important is that current law allows the formation of reciprocals, which are
insurance entities formed in a similar fashion to what is proposed in both HB 51 and SB
241, but which are subject to state regulat;ons as are other workers' compensation
insurers, and we believe are a safer alternative than this legislation.

These measures are an understandable effort to provide a lower-cost alternative for
employers seeking workers compensation coverage in a difficult insurance market. But it
must be said that simply “charging less" without addressing the current system's cost
drivers - like provider reimbursement levels, utilization issues, fraud and abuse, and
prescription drug costs - will result in artificial savings among these pools. Combined
with a lack of regulatory oversight arid undercapitalization, it is recipe for insolvency.

We believe the best approach is to use current statutes to pursue alternatives that are
regulated by the Insurance Division, and to continue the reform process and the efforts
of the Workers Compensation Task Force, chaired by Sen. Seekins. We urge you to
consider addressing the costs inherent in the current system before eroding the financial

base of that system.

Attached here is a thorough analysis of the proposed legislation, which points out the
many areas in which even the most recent versions of HB 51 and SB 241 continue to
allow the formation of inadequately regulated, under-funded, poorly organized insurance
entities that will operate with insufficient state regulatory and enforcement oversight.

Even nt a glanco, the problems with those measures are clear:

Problems for employers: The proposals provide madequato net worth
requirements for self-insured employer pools. A single worksite accident could
easily endanger the financial viability of these groups. The funding requirements
for the groups are simply inadequate to cover losses. And under joint and sovoral



