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AMENDMENT

Offered in the HOUSE 1 By Furnace
T0: CSHB 46(L&C)

Page 20, line 25, after "a™:

Insert "personal, business, or commercial insurance"

Page 20, line 2T7:
Delete "20"
Insert "30 [20]"

Page 20, line 28:

Delete "for a personal insurance policy, and at least 45 days for a

business or commercial insurance policy,"
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Notes ant? Proposed Amendments From Frank B. Hall and Company, and
Adjustco, Incorporated for the House Finance Sub-Committee on
Committee Substitute for House Bill 46 (Labor and Commerce)

1) Page 5, Line 15

After "in the State™ add if for a non-resident license, be a
bona fide resident of a state which also allows for the non-resident
licensure of agents and brokers."

The intent of this language is to create a "law of reciprocity"™ as
applied to the licensing of agents and brokers. Alaska recognizes the
licenses of all other states, and allows their resident agents and
brokers to operate in Alaska under a non-resident license. Many other
states, however, (including 'Washington State) do not return the favor.
Their agents and brokers come to Alaska, sell insurance, then take
both their premiums and commissions back to their home State, while at
the same time prohiuiting Alaska agents and brokers frc.-> operating in
their state. This proposed amendment is the insurance industry's
version of "local hire™.

2) Page 7, Line 5

Amend the first line to read: "A firm shall have a firm license of
at least the same scope as that of those licenses held by individuals
acting on behalf of the firm."

This amendment would more clearly represent the intent that if
employee "1 has License A, and employee i!2 lias License B, then the
firm they work for must have, at minimum, a license permitting the
firm to sell both A and P. We showed the language currently appearing
in the draft to eleven different people, all involved in the insurance
industry. Four of the eleven, including one attorney, interpreted the
language to require the firm to have a license of the same degree as
each individual, and vice versa. We felt the differing
interpretations of the phrase "same degree as each individual"
warranted a second effort.

3) Page 19, Line 13
Delete "20", Insert "30"

Because the Alaska market represents such a nominal amount of most

insurance company's total premium, it is difficult to determine at
what point a company may say "It's not worth the hassle”™ and pull out.
We have no basis upon which to portend that adoption of a 60 day
notification will cause an insurer to make such a decision. We can,

however, assure you that a jump to 30 days would seem 75 per cent less
threatening than a jump to 60 days.



4) Pago 19, Line 28

After the word "mailed" insert and a receipt collected,"
After "or" insert "otherwise"

The aim of this amendment is to acknowledge a reasonable attempt to
notify the insured, and to offer added security that such an attempt,
proven by a postal receipt, will not be a violation of this chapter.
Under the language that currently appears in the draft, the insurer s
not only liable for the proper notification or attempt to notify, but
also responsible for actions of the postal service, beyond their
control, which may delay or prevent delivery of the notice. Requiring
proof that the notice was mailed, and to the best known address, will
limit the insurers responsibility to items within his control.
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GENERRL AGENTS / MRNRGERS

Section 1
Section 2.
Section 5.

Page 1, Lines 9-20) _
Page 1, Lines 21-29; Page 2, Lines 1-16)
Page 2, Lines 17-29; Page 3, Linel-2)

Sect;on 45, (Page 31, Lines 2-4)

CONTINUOUS LICENSE

Section 2.
Section 4.
Section 5.
Section 6.
Section 7

Section 10.
Section 12,
Section 15.

Section 17

Section 18.
Section 22.
Section 24.
Section 25.
Section 27.
Section 28.
Section 29.
Section 41,

Page 1, Lines 21-29; Page 2, Lines 1-16)
Page 3, Lines 3-10)

Page 3, Lines 11-28) .

Page 3, Line 29; Page 4, Lines 1-7)

Page 4. Lines 8-29; Page 5, Lines 1-9)
Page 6, Lines 15-29; Page 7, Lines 1-3
Page 7, Lines 26-29; Page 8, Lines 1-9
Page 8, Lines 10-22

Page 9, Lines 15-19

Page 9, Lines 20-26

Page 11, Lines 11-27) _

Page 12, Lines 16-29; Page 13, Lines 1-19)
Page 13, Lines 25-29; Page 14, Lines 1-7)
Page 14, Lines 8-19)

Page 14, Lines 20-29)

Page 15, Lines 1-7)

Page 24, Lines 17-23)

FIRM / INDIUIDURL LICENSE

Section 7.

(Page 4, Lines#3-29;

Page 5, Lines 1-9)
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Section 8.
Section 9.
Section 10.
Section 11
Section 14,
Section 25.
Section 25.
Section 43.

Page. 5, Lines 10-29; Page 6, Lines 1-8)
Page 6, Lines 9-14) _

Page 6, Lines 15-29; Page 7, Line 1-3)
Page 7, Lines 4-25)

Page 8, Lines 23-26) _

Page \!, Lines 28-29; Page 12, Lines 1-15)

Page 13, Lines 20-24) .

Page 2/, Lines 17-29; Page 28, Lines 1-29
Page 29, Lines 1-29; Page 30, Lines 1-17)

Section 46. (Page 31, Lines 2-4)

COMMERCIAL CANCELLATION

Section 51 (Page 16, Lines 13-24) _

Section 52.  (Page 16, Lines 25-29; Page 17, Lines 1-12)

Section 55.  (Page 17, Lines 13-29; Page 18, Lines 1-2)

Section 54 (Page 18, Lines 3-29; Page 19, Lines 1-9)

Section 55, (Page 19, Lines 10-25) _

Section 56.  (Page 19, Lines 26-29; Page 20, Lines 1-29

Section 7. (Page 21, Lines5-21) _

Section 58.  (Page 21, Lines 22-29; Page 22, Lines 1-22

Section 40.  (Page 22, Lines 18-29; Page 23, Lines 1-Z9;
_ Page 24, Lines 1-16)

Section 45, (Page 31, Lines2-4)

BROKER BOND

Section 15.  (Page 8, Lines 10-22)

BROKER RS AGENT

Section 15.  (Page 8, Lines 10 22) _

Section 15.  (Page 8, Lines 27-29; Page 9, Line 1)

Section 16.  (Page 9, Lines 2-14)
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PRODUCER FINANCIAL / FIDUCIfIRV BCCOUNTS

Section 19.  (Page 9, Lines 27-29; Page 10, Lines 1-9)
Section 20.  (Page 10, LinGs 10-21) _
Section 21.  (Page 10, Lines 22-29; Page 11, Lines 1-10)
PRO RRTfl ON CANCELLATIONS

Section 59. EPage 22, Lines 3-17)

Section 47.  (Page 31, Lines 5-7)

ALIEN TRUST DEPOSITS

Section 50.  (Page 15, Lines 8-29: Page 16, Lines 1-12)
Section 48.  (Page 31, Lines 8-9)

NURSE COUERRGE

Section 42.  (Page 24, Lines 24-29; Page 25, Lines 1-29;
Page 26, Lines 1-29; Page 27, Lines 1-16)

RELOCATION OF DEFINITIONS

Section 45. (Page 27, Lines 17-29; Page 28, Lines 1-29:
_ age 29, Lines 1-29; Page 30, Lines 1-17)

Section 44. (Page 30, Lines 18-29: Page 31, Line 1)

Section 45.  (Page 31, Lines 2-4)

REMOLIAL CF OBSOLETE OR DUPLICBTIUE PBOULS10NS

Section 45, (Page 31, Lines 2-4)



CSHB 46 (L&C)
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Prepared by: filaska Diuision of Insurance
Date: 3131187

QUEBLHEID

This committee substitute encompasses about 12 insurance issues in
one "omnibus" bill on insurance issues. Most of the items contained in
the bill haue, at one time or another, been requested by the Diuismn of
Insurance. The Diuision of Insurance supports this legislation.

For a detailed analysis of this fro?osal, please refer to the section by
section commentary dated 3/31/87. The issues in the hill are:

General Agents / Managers

Continuous License

Firm / Indiuidual License

Commercial Cancellation

Broker Bond

Broker as Agent

Producer Financial / Fiduciary Accounts
Pro Rata on Cancellations

Alien Trusts Deposits

Nurse Couerage

Relocation of Definitions N
Aemoual of Obsolete or Duplicatiue Prouisions

GENERAL RGENTS / MANAGERS

This issue eliminates confusion Luith AS 21.09.280, which currently
attempts to distinguish hetween "general aﬁ;ents" who are required to
be licensed and “managers” who are not. It is a distinction that has
been difficult to apEIy. The basic role of hoth entities is often the
same, and the Alaska Insurance Code does not adequately make a
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distinction between the two. The hill eliminates references to
managers and requires all general agents to be licensed. It then lists
those specific entities that will not be considered general agents.
These are persons or entities who perform general agent type
seruices for an insurance company when that person or entity is:

1) asalaried employee of th insurance company;

2) a subsidiary of the insurance company;

3) the owner of the insurance company; or _

4) owned by the holding company that owns the insurance
company.

CONTINUQUS LICENSE

This bill introduces a continuous insurance license for agents, brokers,
solicitors, adjusters, and general_a?_ents, raxher than the current
system requiring annual renewal, fill ficensees, howeuer, will still pay
an annual fee, and failure to pay will result in reuocation or
suspension of the license. This change should reduce the paperwork
currently handled by the Oiuision.

Some consolidation of fee dates is incorporated in the bill.  The one
license untouched by this proposal is the surplus lines broker license.
This type of licensee is the one that prouides entry to the nonadmitted
market place and is required to post a $200,000 bond. Further,
producers of business for risk retention groups or risk purchasing
?.roups under the recently passed Federal law must haue this type of
icense, llie would ‘orefer to see how things are going to shape up

with the new Federal Bet before we recommend a change

FIRM / INOILIDUBL LICENSE

This portion of the bill creates a new distinction hetween indiuidual
licenses issued to indiuidual persons, and firm licenses issued to
associations of indiuidual licensees.  Under current law, persons
operating under a firm's license do not typically hold an indiuidual
license, but are named to act on the firm license. This renders
indiuidual accountability difficult. In some cases there is a constant
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actiuity on a firm’s license file as indiuiduals are added or deleted.

Also under current law, adjusting firms are not licensed, only
indiuidr.ato. UJe haue enperienced situations where firms haue ignored
Rlaska Law to the detriment of the public and indiuidual licensees
within the firm. This eutends the accountability principle to adjusting
firms. It will giue the Diuision of Insurance a better regulatory
ouersight of the industry by requiring that euer?/ person selling or
adjusting insurance contracts, whether indiuidual or firm, haue the
approgrlat_e license. B new definition of "firm” has been introduced on
Page 28, Lines 26-29.

COMMEBCIRL CANCELLATION

AS 21.36.210 - 310 currently places a limitation on an insurance
company's right to cancel in mid-term, personal lines of insurance,
such as automobile insurance or homeowners insurance. This whole
section of law deals with insurer initiatea cancellations. The
insurance crisis of theJJast few years, accented the need that this
kind of protection should also be prouided for commerc?l policies.

To accomplish this, it is necessary to substantiall?/ rework AS
21.36.210 - 310. A number of sections haue been relocated and a
distinction made between personal insurance and business or
commercial insurance. The personal insurance limitation is unchanged
except that notice period has been reuised.

The business or commercial insurance notice has a similar period of
notice. This statute is similar to those in other states with one major
exception. The proposed hill requires that any unearned Fremium be
returned to the insured before the effectiue date of cancellation.

The normal period for notice of cancellation will be 60 days. Notice for
nonpayment will be 20 days. Notice for special reasons such as
suspension or reuocation of license, conuiction of a crime related to
the type of couerage prouided, and material misrepresentation will
haue a 10 day notice. Notice of nonrenewal will remain at 20 days for
personal insurance and will be 45 days for commercial nonrenewals.
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This hill requires the return of unearned premium prior to the
effectiue date of cancellation. If the cancellation is for nonpayment,
return of unearned premium must occur within 45 daKs after
cancellation, fiudits on auditabie policies cancelled for other than
nonpaYm_ent must also be made hefore the effectiue date of
cancellation and unearned premium returned before the eupiration of
the loollcy. While this may cause some difficulty for the insurer, it
should be remembered that this speaks to an insurer initiated
cancellation. Insurers can use tentatiue or projected numbers for the
period following the notice of cancellation. Insurers usually know
they are going to cancel, so they can also control the audit process.

The insured with an auditabie policy is entitled to the same protection
as an insured with a nonauditable policy. The insurer ma?/ elect to
waiue an audit on cancellation, which is their right currently. If the
Diuision finds that the waiuer is not in the insureds interest, it can
require that an audit be made.

The hill requires that cancellation be made by certified mail with a
return receipt requested, and a reason be giuen in all cases. It also
requires that in the euent notice is returned undeliuerabie, that an
additional good faith effort to contact the insured be made.

Suggested Amendment

The Diuision of Insurance is uncomfortable with the prouision that an
additional "good faith" effort be made to deiiuer notice. We would
prefer to see a more definable action required if an additional effort
IS required. If an additional effort is required, we belieue it should be
specifically defined or that specific authority be giuen the Director of
Insurance to define it by regulation. Accordingly we suggest one of
the following amendments:

Option 1. Delete sentence starting on Page 20, Line 25 with the
word "I and ending on Page 20, Line 28.

tion 2. Following the word "effort" on Page 20, Line 27, insert
", as defined in regulations adopted by the director,"

Page 4
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BROKER BOND

This section §roposes to increose the bond required of o broker from
the current $5,000 to $f'V0O. The bond is auailable for the people of
the state. The increased bond wilt haue an increased cost, but the
amount is not encessiue This is not a Diuision of Insurance proposal,
but rue haue no objection to it.

BROKER AS RGENT

Alaska currently licenses turn kinds of insurance producer under RS
21.27, agent and broker. The agent represents an insurance company
through appointment and contract. On the other hand, the broker
represents the purchaser *f insurance. It is typical for an insurance
producer to hold hoth types of license, fl purchaser of insurance
usually does not know, under luhich license a producer is acting. Most
insurance producers do try to halance the interests of the purchaser
of couerage and the prouider of couerage, and some do this quite luell.
Normally this is not an issue of concern, but when a producer becomes
insoluent or has misused trust account monies, the issue can be uery
important.

If an agent collects premium funds for an insurer, the insurer is
deemed to haue receiued those funds whether the¥ are sent to the
insurer or not. IBhen the insurer sends notice of cancellation for
nonpayment of premium, the insured need only show his cancelled
check and the couerage will be reinstated.

If a broker misappropriates premium funds, and does not pay them to
the insurer or intermediary, and a notice is sent by the company which
has not receiued payment, the couerages are generally not reinstated.
The Diuision has had two major cases of this description and a number
of smaller ones, where the public has been hurt. The resolution is to
Bromde that when a broker Flaces couerage whicn can be euidenced
y a binder, issuance of a policy, or some acknowledgement from the
insurer or its representatiue, then the insurer is considered to haue
receiued those funds whether it has or not. The broker is considered
to be the agent of the company for purposes of premium collection,

Page 5
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fin additional issue, is the need to haue the producer coljecting funds
at the initiation of the transaction, cIearIY state that he Is acting as a
broker and couerages are not bound until confirmed by an insurer, or
to return the funds to the purchaser of couerage.

One group of persons mho could be aduersely impacted with "agent as
broker", is the wholesale broker or general agent mho is in hetween
the producing broker and the insurance company. It is possible that
they might bear the financial brunt of this solution. Relief is offered
by allowing them to access to the brokers' bond.

PRODUCER FINANCIAL / FIDUCIRRV RCCOUNTS

The Diuision has heen working with the Alaska Association of
Indeloendent Insurance Agents and Brokers concerning financial
problems with some insurance agents and brokers and their handling
of insurance premium monies. To this end, we haue aided in
degeloping some clarifications to those sections of the insurance
code.

Agents and brokers are required to receiue insurance premium monies
in a fiduciary capacity. Unfortunately, the first sign that all is not well
with an agents' or brokers' fiduciary account is when it is too late.
One good indicator of a deueloping problem would be good accounting
records accessible by the Diuision, which are required with this hill.

The Diuision has need of tools that can be used to resolue fiduciary
and financial difficulties at an earlier point in time. One tool is the
ability to reuiew financial summaries or detail, such as trial balance,
income statement, journal detail, etc. ina Diuision of Insurance office
for euamination when requested.  These documents would be
confidential.

The clarifications addressed in this issue coupled with the Broker as
Rgent resolution should manimize protection to insurance purchasers.
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PRO RBTB ON CANCELLATIONS

There are two basic methods of computing return premium on a
cancelled policy. In industry parlance, these are referred to es short
rate and pro rata. Short rate Is used on a cancellation initiated by the
insured and has a built-in penalty. Pro rata is used on cancellations
initiated by the insurance company and the earned portion of premium
IS proportionate to the period of couerage. The short rate method of
computation is often a cause for complaint and in our uiew is no
longer necessary. It was originally intended to reflect an enpense of
the insurer that was, for the most part, beyond the insurers' control.
The Diuision has considered the elimination of short rate by regulation,
but authority is uague.

RLIEN TRUST DEPOSITS

This issue is considered the  priority legislatiue need thi* session
and it relates to the trust fund requirements for alien surplus lines
insurers wishing to do business in Alaska. An alien insurer is one
formed under the laws of a country other than the United States.

At the present time, AS 21.34.040(c) prouides that an alien surplus
lines insurer must maintain a trust fund for the benefit of
policyholders in the United States in an amount not less than $3.5
million. That $3.5 million figure is scheduled to increase to $5 million
on June 20, 1987. This portion of the hill would eliminate this
scheduled increase and reduce the trust fund requirement to $1.5
million, the leuel required before June 20, 1985.

This proposal would auoid the necessity to declare as ineligible,
opproHimately 9570 of the alien surplus line companies doing business
in the Alaska market. There is a great deal of concern about the
reduction of auailable insurance markets for exPosures In this state.
If the current IanguaFe in statute were to be enforced, many insurers
who now prouide ualuable markets would be ineligible for use here.
Alaska is out of step with the rest of the country on this issue where
the norm is a deposit of $1.5 million, This proposal does not impact
the minimum capital and surplus required of alien insurers.
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NURSE COUERAGE

This proposal will add nurses to the list of health care professionals
who can obtain professional IiabiIitK insurance from the Medical
Indemnity Corporation of Alaska which was formed under RS 21.89 in
1976.  This is pnmaan a backup action since nurses haue recently
been able to put together a national program that appears to resolue
their auailability difficulties. ~ The Diuision of Insurance has no
objection to this proposal.

RELOCATION OF DEFINITIONS

Definitions in the Insurance Code (Title 21) are found in RS 21.90. In
addition, chapters contain definition®; that in some cases haue a more
general application. These should be located in the general definition
chapter. The changes in this case are not substantiue, but merely
represent relocation with one enception, the definition of "firm,”
which has been preuiously noted.

REMOURL OF OBSOLETE OR DUPLICRTIUE PRODISIONS

The present Insurance Code was adopted in 1966. flt the time of
adoption, there were a number of prouisions intended to preuent
disruption of, then, current actiuities. These prouisions are no longer
since some 20+ years huue passed and the sections are obsolete.
Included in the repeal is a section that duplicates prouisions of the
ethics hill adopted by the Fourteenth Legislature.

Page 8



SECTION BY SECTION COMMENTRRY
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Prepared by: filaska Diuision of Insurance
Date: 3131187

QUERLIIEV

This committee substitute encompasses about 12 insurance issues in
one "omnibusLhill on insurance issues. Most of the items contained in
the bill haue, at one time or another, been requested by the Diuision of
Insurance. The Diuision of Insurance supports this legislation.

The material that follows will attempt to identify each issue
addressed by the bill, euplain the purpose and to comment section by
section. Numerous ammendments suggested preuiously haue been
incorporated in this hill.

For ease in tracking the uarious issues, we haue prouided page breaks
following the commentary on each issue. The issues are:

General flgents / Managers (Pages 2-3)

Continuous License (Pages 4-6)

Firm /' Indiuidual License EPages 1-9)

Commercial Cancellation (Pages 10-13)

Broker Bond (Page 14)

Broker as Rgent HPage_s 15-16)

Producer Financial / Fiduciary Recounts (Pages 17-18)
Pro Rata on Cancellations (Page 19)

Rlien Trusts Deposits (Pai;e 20)

Nurse Couerage (Page 21)

Relocation of Definitions (Page 22)

Remoual of Obsolete or Dupiicatiue Prouisions (Page 23)
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GENERAL AGENTS / MANAGERS

This issue eliminates confusion with AS 21.09.280, which currently
attempts to distinguish between “general a?er]tSO\/v_ho_ are required to
be licensed and “managers” who are not. It is a distinction that has
be'in difficult to apEIy. The basic role of both entities is often the
same, and the Alaska Insurance Code does not adequately make a
distinction between the two. The hill eliminates references to
managers and requires ail general agents to be licensed. It then lists
those specific entities that will not be considered general agents,

Section 1. (Page 1, Lines 9-20)

RS 21.09 deals with insurance companies that aﬁply for and are issued
a Certificate of Authority. These companies haue elected to make
themselues subdect to regulation by the Alaska director of Insurance
and are referred to as admitted companies. The change in this Section
m.ikes it clear that an admitted company may pnI?/ do business
through persons or entities licensed by filaska including general
agents.

Section 2. (Page 1, Lines 21-29; Page 2, Lines 1-16)

This Section remoues the references to managers. In §(b), the point
that the general agent is licensed in the same manner as an agent
licensed under AS 21.27, is clarified. This is a uiew that the Diuision
has applied in practice, but is more than a little uague in statute.

In 8(c), the reference to RS 21.27.500 is remoued since its content is
incorporated in the neut Section.

Section 5. (Page 2, Lines 17-29; Page 3, Line 1-2)

§ (f) in this Section, moues a prouision from AS 21.27.500. It prouides

that salaried employees of an insurance company are not subject to
license for their actiuities on behalf of the insurer, euen though that
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actiuity may haue the same appearance as a general agent.

§(g) euempts persons or entities mho perform general agent type
seruices for an insurance company when that person or entity is:

1) a subsidiary of the insurance company;

2) the owner of the insurance company; or

3) owned by the holding company that owns the insurance
company.

Section 45.  (Page 31, Lines 2-4)
This Section includes a repeal of 05 21.27,500, on line 3.
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CONTINUQUS LICENSE

This bill introduces a continuous insurance license for agents, brokers,
solicitors, adjusters, and general_a?_ents, rather than the current
system requiring annual renewal, fill licensees, howeuer, will still pay
an annual fee, and failure to pay will result in reuocation or
suspension of the license. This change should reduce the paperwork
currently handled by the Diuision.

Section 2. (Page 1, Lines 21-29; Page 2, Lines 1-16)

Continuous license language appears on Page 2, Lines 9-13.

Section 4. (Page 3, Lines 3-10)

Reference to renew is remoued on Lines 5 0 6. The change on Line 9 is
not substantiue.

Section 5. (Page 3, Lines 11-28)

RS 21.27.030(a)(1) is a controlled business prohibition. The substance
of this paragraph has been mooed to the neut Section. §(a) is reuised
in a way to deal with the new applicant. Continuing licenses are
addressed in the Section 6. Reference to renewal has been remoued.
Section 6. (Page 5, Line 29; Page 4, Lines 1-7)

This addition to RS 21.27.030 addresses the controlled business
prohibition on an issued license.

Section 7. (Page 4, Lines 8-29; Page 5, Lines 1-9)

Reference to renewal remoued on Page 5, Line 6.
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Section 10.  (Page 6, Lines 15-29; Page 7, Lines S-3)

Reference to date of enpiration is remoued on Page 7, Line 2.

Section 12.  (Page 7, Lines 26-29; Page 8, Lines 1-9)

This Section addresses licenses for uending machines that dispense
policies of personal trauel accident insurance. The only change of
substance is that on Page 8, Line 3 where reference to .annual
continuation and eupiration is remoued.

Section 15.  (Page 8, Lines 10-22)

The references to renewal are addressed on Lines 11-13.

Section 17 (Page 9, Lines 15-19)

The reference to renewal appears on Line 17.

Section 18.  (Page 9, Lines 20-26)

The reference to date of eupiration is remoued on Line 24,

Section 22, (Page 11, Lines 11-27)

This Section has been completely reworked to reflect continuous
licenses. In §(a) and §(b), annual fee dates differ in some cases from
current renewal dates. Under present law, resident licenses eupire on
June 30, eucepf for brokers, which eupire on December 3l
Nonresident agent and brokers eupire a year from issue and
nonresident adjusters on June 30. The continuation fee groposed
would be due on all agents, solicitors, or adjusters on June 30, and all
brokers on December 31.
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The only other substantiue change apgears in §(d) where the sur-
charge for late renewal is established by requlation. This concept is
already the case for all other fees of the Diuision of Insurance.

Section 24, (Page 12, Lines 16-29; Page 13, Lines 1-19)

The reference to refuse to renew is remoued on Page 12, Line 18.
Surplus lines broker licenses are not being changed to continuous
license. This accounts for the inserted language on Lines 19 and 20.
This type of licensee is the one that prouides entry to the nonadmitted
market place and is required to post a $200,000 bond. Further,
producers of business for risk retention groups or risk p_urchasm%
?_roups under the recently passed Federal law must haue this type o
icense. LUe would ‘orefer to see how things are going to shape up
with the new Federal Act before we recommend a change

Section 26.  (Page 13, Lines 25-29; Page 14, Lines 1-7)

References relating to renewal remoued.

Section 27.  (Page 14, Lines 8-19)

References relating to renewal remoued.

Section 28.  (Page 14, Lines 20-29)

References relating to renewal remoued.

Section 29.  (Page 15, Lines 1-7)
Reference relating to eupiration remoued.
Section 41, (Page 24, Lines 17-23)

Reference relating to renewal remoued.
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FIRM / INDIUIDURL LICENSE

This portion of the bill creates a new distinction between indiuidual
licenses issued to indiuidual persons, and firm licenses issued to
associations of indiuidual licensees.  Under current law, persons
operating under a firm's license do not typically hold an indiuidual
license, but are named to act on the firm license. This renders
indiuidual accountability difficult. In some cases there is a constant
actiuity on a firm's license file as indiuiduals are added or deleted.

fliso under current law, adjusting firms are not licensed, only
indiuiduals. UJe haue euperienced situations where firms haue ignored
Rlaska Law to the detriment of the public and indiuidual licensees
within the firm. This eutends the accountability principle to adjusting
firms. It will giue the Diuision of Insurance a better regulatory
ouersight of the industry by requiring that euer?/ person selling or
adjusting insurance contracts, whether indiuidual or firm, haue the
appropriate license.

Section 7. (Page 4, Lines 8-29; Page 5, Lines 1-9)

This Section concerning examination of applicants for insurance
license has heen changed to apply to indiuidual licensees. Since each
indiuidual is licensed it is not necessary to require that a firm be
euamined. This is accomplished with insertions at Page 4, Line 10 and
Page 5, Line 3.

Section 8. (Page 5, Lines 10-29; Page 6, Lines 1-8)
This Section addresses the qualifications for license. It has been
modified to make it applicable to indiuidual licensees. The language on

Page 6, Lines 1and 2, auoid additional paperwork by prouiding that a
person acting on behalf of a firm is couered by the firm's appointment.

Section 9. (Page 6, Lines 9-14)
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Offered: 3/50/87

This Section also addresses the qualifications for license. It applies to
firm licenses.

Section 10.  (Page 6, Lines 15-29; Page 7, Line 1-3)

The only changes of substance in this Section are found on Page 6,
Lines 22-25. The distinction hetween firm and corporation is remoued.
fl definition for firm is introduced in Section 43 on Page 28, Lines
16-19. Also, the only person to be named on a firm license will be the
principal or manager of the firm.

Section 11 (Page 7, Lines 4-25)

This Section requires that the firm be licensed to the same extent as
persons employed bg the firm. Use by a firm of unlicensed persons
who are required to be licensed is cause for reuocation or suspension.
Section 14.  (Page 8, Lines 23-26)

This Section prouides that the firm broker bond couers indiuidual
broker members of the firm.

Section 25.  (Page 11, Lines 28-29; Page 12, Lines 1-15)

This Section addresses temporary licenses. It prouides for a
temporary license if the principal or manager should die. This is not a
substantiue change.

Section 25, (Page 13, Lines 20-24)

Since persons are no longer designated in the license to exercise its
powers, the language has been reuised to acting on behalf of the firm.
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Offered: 3/50/87

Section 45, (Page 27, Lines 17-29; Page 28, Lines 1-29; Page 29,
Lines 1-29; Page 30, Lines 1-17)

Definition of “firm" introduced on Page 28, Lines 26-29.

Section 46.  (Page 31, Lines 2-4)

0S 21._27.040(b? is repealed. This is the subsection that requires firms
to designate all indiuiduals on the firm lich. e.



CSHB 46 (L&C)

Offered: 5/50/87

COMMERCIAL CnNCELLRTION

RS 21.36.210 - 310 currently places o limitation on on insurance
company's right to cancel in mid-term, personal lines of insurance,
such as automobile insurance or homeoumers insurance. This Luhole
section of lam deals mith insurer initiated cancellations.  The
insurance crisis of the(Joast fern years, accented the need that this
kind of protection should also be prouided for commercial policies.

To accomplish this, it is necessary to substantiall?/ reiuork RS
21.36.210 - 310. R number of sections haue been relocated and a
distinction made hbetmeen personal insurance and business or
commercial insurance. The personal insurance limitation is unchanged
eucept that notice period has been reuised.

The business or commercial insurance notice has a similar period. This
statute is similar to those in other states mith one major euception.
The proposed hill requires that any unearned premium be returned to
the Insured before the effectiue date of cancellation.

The normal period of notice for cancellation mill be 60 days. Notice for
nonpayment mill be 20 days. Notice for special reasons such as
suspension or reuocation of license, conuiction of a crime related to
the type of couerage prouided, and material misrepresentation mill
haue a 10 day notice. Notice of nonrenemal mill remain at 20 days for
personal insurance and mill be 45 days for commercial nonrenemals.
Section 31, (Page 16, Lines 13-24)

No substantiue change.

Section 52.  (Page 16, Lines 25-29; Page 17, Lines 1-12)

No substantiue change. This is merely a relocation of RS 21.36.300.

Section 55. (Page 17, Lines 13-29; Page 18, Lines 1-2)
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No substantiue change.

Section 54. (Page 18, Lines 3-29; Page 19, Lines 1-9)

This Section establishes the permissible reasons for cancellation of a
business or commercial insurance policy, in addition, the Director of
Insurance is granted discretion in the euent another ualid reason to
cancel has not been anticipated mith this legislation.

Section 35. (Page 19, Lines 10-25)

This Section lists the notice periods for personal insurance.

Section 56. (Page 19, Lines 26-29; Page 20, Lines 1-29
Page 21, Lines 1-4)

§(b) of this Section establishes the notice periods for business or
commercial insurance.

§(c) requires the return of unearned premium prior to the effectiue
dote of cancellation. If the cancellation is for nonpayment, return of
unearned premium must occur within 45 days after cancellation.
Audits on auditabie policies must also be made before he effectiue
date of cancellation and unearned premium returned before the
enpiration of the policy, where the reason for cancellation is other
than nonpayment. IDhile this may cause some difficulty for the
insurer, it should be remembered that this speaks to an insurer
initiated cancellation. Insurers can use tentatiue or projected
numbers for the period following the notice of cancellation. They
know they are going to cancel, so they can aiso control the audit
process. The insured with an auditabie policy is entitled to the same
protection as an insured with a nonauditable policy. The insurer may
elect to waiue an audit on cancellation, which is their right currently.
If the Diuision finds that the waiuer is not in the insureds interest, it
can require that an audit be made under §(e).
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8(d) requires that cancellation be made by certified mail with areturn
receipt requested. §(d) also requires that in the euent notice is
returned undeliuerable, that an additional good faith effort to contact
the insured be made.

Suggested Amendment
The Diuision of Insurance is uncomfortable with the prouision that an
additional "good faithu effort be made to deuuer notice. We would
prefer to see a more definable action described if an additional effort
is to be required. If an additional effort is required, we belieue it
should be specifically defined or that specific authority be giuen the

Director of Insurance to define it by regulation.

Potion 1. Delete sentence starting on Page 20, Line 25 with the
word "Sfuand ending on Page 20, Line 28.

Potion 2. Following the word "effortlon Page 20, Line 27, insert
", as defined in regulations adopted by the director,"”

§(e) prouides that the Director has the authority to order an audit
waiued by an insurer under §(c). This would be done when the director

belieues an insurer is acting unfairly to an insured.

§(f) clarifies that a reason for cancellation will be giuen in all cases.

Section 57. (Page 21, Lines 5-21)

The notice of nonrenewal is unchanged for personal insurance at 20
days. The notice of nonrenewal for business cr commercial insurance
is 45 days.

Section 58. (Page 21, Lines 22-29; Page 22, Lines 1-2)

No substantiue change.

Page
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Section 40. (Page 22, Lines 18-29; Page 23, Lines 1-29;
Page 24, Lines 1-16)

The definition of “business or commercial insurance" is neui. The
remainder of the changes in this Section are not substantiue. The limit
on cancellation mill eutend to uessels under 50 displacement tons
mhich mill couer most of Alaska's fishing fleet.

Section 45.  (Page 31, Lines 2-4)

(521.36.210(c) is repealed as it is not needed.

C5 21.36.210(e) is repealed because it has been relocated in the
definition ... "personal insurance" on Page 23, Lines 19-29 and Page
24, Lines 1-5.

(521.36.230 is repealed as it is not needed.

(521.36.300 is repealed because it has been moued to Section 32.
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BROKER BOND

This section proposes to increase the bond required of a broker from
the current $5,000 to $10,000. The bond is auaiiable for the people of
the state. The increased bond luiil haue an increased cost, but the
amount is not eucessiue This is not a Diuision of insurance proposal,
but me haue no objection to it.

Section 15. (Page 8, Lines 10-22)

The increased bond amount appears on Lines 16 and 18.
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BROKER RS AGENT

Alaska currently licenses two kinds of insurance producer under RS
21.27, agent and broker. The agent represents an insurance company
through appointment and contract. On the other hand, the broker
represents the purchaser of insurance. It is typical for an insurance
producer to hold both types of license. R purchaser of insurance
usually does not know, under which license a producer is acting. Most
insurance producers do try to balance the interests of the purchaser
of couerage and the prouider of couerage, and some do this quite well.
Normally this is not an issue of concern, but when a producer becomes
insoluent or has misused trust account monies, the issue can be uery
important.

If an agent collects premium funds for an insurer, the insurer is
deemed to haue receiued those funds whether they are sent to the
insurer or not. LUhen the insurer sends notice of cancellation for
nonpayment of premium, the insured need only show his cancelled
check and the couerage will be reinstated.

If a broker misappropriates premium funds, and does not pay them to
the insurer or intermediary, and a notice is sent by the company which
has not receiued payment, the couerages are generally not reinstated.
The Diuision has had two major cases of this description and a number
of smaller ones, where the public has been hurt. The resolution is to
prouide that when a broker places couerage which can be euidenced
by a binder, issuance of a policy, or some acknowledgement from the
insurer or its representatiue, then the insurer is considered to haue
receiued those funds whether it has or not. The broker is considered
to be the agent of the company for purposes of premium collection.

An additional issue, is the need to haue the producer collecting funds
at the initiation of the transaction, clearly state that he is acting as a
hroker and couerages are not bound until confirmed by an insurer, or
to return the funds to the purchaser of couerage.
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Section 5 (Page § Lines 10:2)

This Section deals uuith the brokers' bond. One group of persons who
could be aduersely impacted mith "agent as broker", is the wholesale
broker or general agent who is in between the producing broker and
the insurance company. It is possible that they might bear the
financial brunt of this solution. Relief is offered by allowing them to
access to the brokers' bond.

Section 15. (Page 8, Lines 27-29; Page 9, Line 1)

This Section makes clear the fact that the broker cannot bind an
insurer.

Section 16. (Page 9, Lines 2-14)

This Section establishes the concept of "broker as agent for purposes
of premium collection." (d) newly prouides that a broker may not

knowingly accept payment for couerage until that couerage is
authorized by an insurer.

Page 1



CSB 46 (L&C)
Offered: 5/50/87

PIODUCEB FINANCIAL | FIOUC1BRV ACCOUNTS

The Diuision has been working with the Alaska Association of
Independent Insurance Agents and Brokers concerning financial
problems with some insurance agents and brokers and their handling
of insurance premium monies. To this end, me haue aided in
deueloping some clarifications to those sections of the insurance
code.

Agents and brokers are required to receiue insurance premium monies
in a fiduciary capacity. Unfortunately, the first sign that ail is not well
with an agents' or brokers' fiduciary account is when it is too late.
One good indicator of a deueloping problem would be good accounting
records accessible by the Diuision, which are required with this bill.

The Diuision has need of tools that can be used to resolue fiduciary
and financial difficulties at an earlier point in time. One tool is the
ability to reuiew financial summaries or detail, such as trial balance,
income statement, journal detail, etc. in a Diuision of Insurance office
for eHamination when requested. These documents would be
confidential.

The clarifications addressed in this issue coupled with the Broker as
Bgent resolution should mammize protection to insurance purchasers.

Section 19. (Page 9, Lines 27-29; Page 10, Lines 1-9)

This is a new requirement specifically requiring an agent or broker to
haue accounting and financial records and to maintain them in
accordance with generally accepted accounting principles. These
records are auailabie for reuiew and are confidential when in the
possession of the director.

Section 20. (Page 10, Lines 10-21)

§(b) contains the requirement for a premium fiduciary account. The
change clarifies the fact that other funds can not be commingled with
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it encept as specifically permitted in Section 21.

Section 21. (Page 10, Lines 22-29; Page 11, Lines 1-10)

§(d) permits a limited commingling of nonpremium funds in the
fiduciary account for specific premium related purposes. Accounting
for nonpremium funds is required.

§(e) makes clear that the premium funds required to be in the
fiduciary account can not be used or represented to be asset funds.
Funds optionally permitted to be in the fiduciary account, such as

reserue funds are an asset of the agent or broker.

§(f) introduces a definition for "fiduciary account.”
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PRO RRTHi ON CANCELLATIONS

There are tmo basic methods of computing return premium on a
cancelled policy. In industry parlance, tht.e are referred to as short
rate and pro rata. Short rate is used on a cancellation initiated by the
insured and has a built-in penalty. Pro rata is used on cancellations
initiated by the insurance company and the earned portion of premium
is proportionate to the period of couerage. The short rate method of
computation is often a cause for complaint and in our uieiu is no
longer necessary. It mas originally intended to reflect an enpense of
the insurer that mas, for the most part, beyond the insurers' control.
The Diuision has considered the elimination of short rate by regulation,
but authority is uague.

Section 59. (Page 22, Lines 3-17)

This Section requires pro rata cancellation and effectiuely prohibits
short rate cancellation.

Section 47. (Page 31, Lines 5-7)

This Section makes clear that this nem requirement does not affect

in-force contracts, thus sidestepping potential constitutional
conflicts.
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ALIEN TRUST DEPOSITS

This issue is considered the #1 priority legislatiue need this session
and it relates to the trust fund requirements for alien surplus lines
insurers wishing to business in Alaska, fin alien insurer is one formed
under the lams of a country other than the United States.

fit the present time, fiS 21.34.040(c) prouidps that an alien surplus
lines insurer must maintain a trust fund for the benefit of
policyholders in the United States in an amount not less than $3.5
million. That $3.5 million figure is scheduled to increase to $5 million
on June 20, 1987. This portion of the bill mould eliminate this
scheduled increase and reduce the trust fund requirement to $15
million, the leuel required before June 20, 1985.

This proposal mould auoid the necessity to declare as ineligible,
approHimately 95% of the alien surplus line companies doing business
in the Alaska market. There is a great deal of concern about the
reduction of auaiiable insurance markets for euposures in this state.
If the current language in statute mere to be enforced, many insurers
mho nom prouide uaiuable markets mould be ineligible for use here.
Alaska is out of step mith the rest of the country on this issue where
the norm is a deposit of $1.5 million. This proposal does not impact
the minimum capital and surplus required of alien insurers.

Section 50. (Page 15, Lines 8-29; Page 16, Lines 1-12)

The language to accomplish the change noted aboue appears on Page
15, Lines 21-22. Other changes are not substantiue.

Section 48. (Page 31, Lines 8-9)

This Section is an immediate effectiue date for Section 30 only.
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NURSE CQQUEBRGE

This proposal mill add nurses to the list of health care professionals
mho can obtain professional liability insurance from the Medical
Indemnity Corporation of flleska uuhich uuas formed under RS 21.88 in
1976. This is primarily a backup action since nurses haue recently
been able to put together a national program that appears to resolue
their auailability difficulties. The Diuision of Insurance has no
objection to this proposal.

Section 42. (Page 24, Lines 24-29: Page 25, Lines 1-29;
Page 26, Lines 1-29; Page 27, Lines 1-16)

"Nurse" is added on Page 24, Line 28; Page 25, Lines 2, 5, 13, 14, and
17; and, Page 27, Line 10.
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BELOCNUON CF DEFINITIONS

Definitions in the Insurance Code (Title 21) are found in AS 21.90, In
addition, chapters contain definitions that in some cases haue a more
general application. These should be located in the general definition
chapter. The changes in this case are not substantiue, but merely
represent relocation mith one euception, the definition of "firm,"

mhich has been already discussed on Page 8-9, under Sections 10 and
43.

Section 45. (Page 27, Lines 17-29; Page 28, Lines 1-29;
Page 29, Lines 1-29; Page 30, Lines 1-17)

§(1), "adjusterl on Page 27, Lines 20-26, iuas formerly RS
21.27.510(a).

§(2), "agent" on Page 27, Lines 27-29 and Page 28, Lines 1-2, mas
formerly RS21.27.470.

§(5), “broker" on Page 28, Lines 9-16, mas formerly RS21.27.480.
§(11), "firm" on Page 28, Lines 26-29, is nem. See discussion on Page 8.

§(13), "independent adjuster" on Page 29, Lines 4-5, mas formerly RS
21.27.510(b).

§(20), "solicitor" on Page 30, Lines 3-6, mas formerly RS21.27.490.

Section 44. (Page 30, Lines 18-29: Page 31, Line 1)

This Section mas formerly RS21.27.520. No substantiue change.

Section 45. (Page 31, Lines 2-4)

RS 21.27.470, RS 21.27.480, RS 21.27.490, RS 21.27.510, & RS 21.27.520
are repealed as discussed in Sections 43 and 44 aboue.
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BEMOURL CF OBSOLETE GB DUPIICHTIUE PROLUSIONS

The present Insurance Code was adopted in 1966. Rt the time of
adoption, there were a number of prouisions intended to preoent
disruption of, then, current actiuities. These prouisions are no longer
since some 20+ years haue passed and the sections are obsolete.
Included in the repeal is a section that duplicates prouisions of the
ethics bill adopted by the Fourteenth Legislature.

Section 45.  (Page 31, Lines 2-4)

RS 21.03.030, RS 21.03.040, RS 21.03.050 and RS 21.06.040 are
repealed.
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Prepared by: Alaska Diuision of Insurance
Date: 4/8/87

QRMU

This committee substitute encompasses about 12 insurance issues in
one "omnibus" biil on insurance issues. Most of the it ms contained in
the bill haue, at one time or another, been requested by the Diuision of
Insurance. The Diuision of Insurance supports this legislation.

For a detailed analysis of this proposal, please refer to the section by
section commentary dated 4/8/87. The issues in the bill are:

General Agents / Managers

Continuous License

Firm / Indiuidual License

Commercial Cancellation

Broker Bond

Broker as Agent

Producer Financial / Fiduciary Accounts
Pro Rata on Cancellations

Alien Trusts Deposits

Nurse Couerage

Relocation of Definitions

Remoual of Obsolete or Duplicatiue Prouisions

GENERAL AGENTS / MANAGERS

This issue eliminates confusion mith AS 21.09.280, mhich currently
attempts to distinguish betmeen "general agents” mho are required to
be licensed and "managers” mho are not. It is a distinction that has
been difficult to apply. The basic role of both entities is often the
same, and the Alaska Insurance Code does not adequately make a
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distinction between the two. The bill eliminates references to
managers and requires all general agents to be licensed. It then lists
those specific entities that will not be considered general agents.
These are persons or entities who perform general agent type
services for an insurance company when that person or entity is:

(1) a salaried employee of the insurance company;

(2) a subsidiary of the insurance company;

(3) the owner of the insurance company; or

(4) owned by the holding company that owns the insurance
company.

CONTINUOUS LICENSE

This bill introduces a continuous insurance license for agenis, brokers,
solicitors, adjusters, and general agents, rather than the current
system requiring annual renewal, fill licensees, however, will still pay
an annual fee, and failure to pay will result in revocation or
suspension of the license. This change should reduce the paperwork
currently handled by the Division.

Some consolidation of fee dates is incorporated in the bill.  The one
license untouched by this proposal is the surplus lines broker license.
This type of licensee is the one that provides entry to the nonadmitted
market place and is required to post a $200,000 bond. Further,
producers of business for risk retention groups or risk purchasing
groups under the recently passed Federal law must have this type of
license. We would prefer to see how things are going to shape up
with the new Federal Act before we recommend a change

FIRM / INDIUIDUAL LICENSE

This portion of the bill creates a new distinction between individual
licenses issued to individual persons, and firm licenses issued to
associations of individual licensees. Under current law, persons
operating under a firm's license do not typically hold an individual
license, but are named to act on the firm license. This renders
individual accountability difficult. In some cases there is a constant
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activity on afirm's license file as indiuiduals are added or deleted.

Also under current law, adjusting firms are not licensed, only
indiuiduals. We haue euperienced situations where firms haue ignored
Hlaska Law to the detriment of the public and individual licensees
within the firm. This eutends the accountability principle to adjusting
firms. It will give the Division of Insurance a belter regulatory
oversight of the industry by requiring that every person selling or
adjusting insurance contracts, whether individual or firm, have the
appropriate license. B new definition of "firm" has been introduced on
Page 28, Lines 26-29.

COMMERCIAL CANCELLATION

AS 21.36.210 - 310 currently places a limitation on an insurance
company's right to cancel in mid-term, personal lines of insurance,
such as automobile insurance or homeowners insurance. This whole
section of law deals with insurer initiated cancellations. The
insurance crisis of the past few years, accented the need that this
kind of protection should also be provided for commercial policies.

To accomplish this, it is necessary to substantially rework AS
21.36.210 - 310. R nrmber of sections have been relocated and a
distinction made betiueen personal insurance and business or
commercial insurance. The personal insurance limitation is unchanged
encept that notice period has been revised.

The. business or commercial insurance notice has a similar period of
notice. This statute is similar to those in other states with one major
euception. The proposed bill requires that any unearned premium be
returned to the insured before the effectiue date of cancellation.

The bill proposes permissible reasons for cancellation of a business or
commercial insurance policy. IThe Director of Insurance is granted
discretion in the event another valid reason to cancel has not been
anticipated with this legislation. Reference to cancellations for
changes in reinsurance, financial condition, change in law, and
eucessiue claims,will require prior approval.
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Suggested Amendment

Many commercial or business policies are mritten mith conditions that
require some form of cooperation on the part of the person insured.
For enample, a policy mhose premium is based on payroll mill
generally contain an audit feature or a requirement for the insured to
prouide periodic reports concerning the amount of payroll, if an
insured refuses to prouide this kind of data, the insurer can not
determine mhether the estimates on mhich the policy is based are
accurate. Such a refusal to prouide is a reasonable cause for
cancellation of the insurance policy. Me mould suggest that an
additional reason for cancellation be inserted on Page 18 betmeen
Lines 13 and 14 mhich mould read:

"(7) failure or refusal to prouide data or information necessary
to confirm enposure or on mhich to base policy premium."

The normal period for notice of cancellation mill be 60 days. Notice for
nonpayment mill be 20 days. Notice for special reasons such as
suspension or reuocation of license, conuiction of a crime related to
the type of couerage prouided, and material misrepresentation mill
haue a 10 day notice. Notice of nonrenemal mill remain at 20 days for
personal insurance and mill be 45 days for commercial nonrenemols.

This bill requires the return of unearned premium prior to the
effectiue date of cancellation. If the cancellation is for nonpayment,
return of unearned premium must occur mithin 45 days after
cancellation. Audits on auditabie policies cancelled for other than
nonpayment must also be made before the effectiue date of
cancellation and unearned premium returned before the enpiration of
the policy. Mhile this may cause some difficulty for the insurer, it
should be remembered that this speaks to an insurer initiated
cancellation. Insurers can use tentatiue or projected numbers for the
period folloming the notice of cancellation. Insurers usually knom
they are going to cancel, so they con also control the audit process.

The insured mith an auditabie policy is entitled to the same protection
as an insured mith a nonauditable policy. The insurer may elect to
maiue an audit on cancellation, mhich is their right currently. If the
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Diuision finds that the Luaiuer is not in the insureds interest, it can
require that an audit be made.

The bill requires that cancellation be made by certified mail Luith a
return receipt requested, and a reason be giuen in all cases. It also
requires that in the euent notice is returned undeliuerable, that an
additional good faith effort to contact the insured be made.

Suggested Amendment

The Diuision of Insurance is uncomfortable mith the prouision that an
additional "good faith" effort be made to contact the insured, me
mould prefer to see a more definable action described if an additional
effort is required. If an additional effort is required, me belieue it
should be specifically defined or that specific authority be giuen the
Director of Insurance to define it by regulation. Accordingly me
suggest one of the folloming amendments:

Option |. Delete sentence starting on Page 20, Line 7 mith the
mord "If" and ending on Page 20, Line 10.

Option 2. Folloming the mord "effort” on Page 20, Line 9, delete
the mords "to contact the insured"” and insert ", as defined in
regulations adopted by the director, to deliuer notice"

BROKER BOND

This section proposes to increase the bond required of a broker from
the current $5,000 to $10,000. The bond is auailable for the people of
the state. The increased bond mill haue an increased cost, but the
amount is not eucessiue This is not a Diuision of Insurance proposal,
but me haue no objection to it.

BROKER RS AGENT

Rlaska currently licenses tmo kinds of insurance producer under AS
21.27, agent and broker. The agent represents an insurance company
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through appointment and contract. On the other hand, the broker
represents the purchaser of insurance. It is typical for an insurance
producer to hold both types of license, fi purchaser of insurance
usually does not knom, under mhich license a producer is acting. Most
insurance producers do try to balance the interests of the purchaser
of couerage and the prouider of couerage, and some do this quite mell.
Normally this is not an issue of concern, but mhen a producer becomes
insoluent or has misused trust account monies, the issue can be uery
important.

If an agent collects premium funds for an insurer, the insurer is
deemed to haue receiued those funds mhether they are sent to the
insurer or not. lllhen the insurer sends notice of cancellation for
nonpayment of premium, the insured need only shorn his cancelled
check and the couerage mill be reinstated.

If a broker misappropriates premium funds, and does not pay them to
the insurer or intermediary, and a notice is sent by the company mhich
has not receiued payment, the couerages are generally not reinstated.
The Diuision has had tmo major cases of this description and a number
of smaller ones, mhere the public has been hurt. The resolution is to
prouide that mhen a broker places couerage mhich can be euidenced
by a binder, issuance of a policy, or some acknomledgement from the
insurer or its representetiue, then the insurer is considered to haue
receiued those funds mhether it has or not. The broker is considered
to be the agent of the company for purposes of premium collection.

Rn additional issue, is the need to haue the producer collecting funds
at the initiation of the transaction, clearly state that he is acting as a
broker and couerages are not bound un+il confirmed by an insurer, or
to return the funds to the purchaser of couerage.

One group of persons mho could be aduersely impacted mith "agent as
broker", is the mholesale broker or general agent mho is in betmeen
the producing broker and the insurance company. It is possible that
they might bear the financial brunt of this solution. Relief is offered
by alloming them to access to the brokers' bond.
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PRODUCER FINANCIAL / F1DUCIRRV ACCOUNTS

The Diuision has been morking mith the Alaska Association of
Independent Insurance Agents and Brokers concerning financial
problems mith some insurance agents and brokers and their handling
of insurance premium monies. To this end, me haue aided in
deueloping some clarifications to those sections of the insurance
code.

Agents and brokers are required to receiue insurance premium monies
in a fiduciary capacity. Unfortunately, the first sign that all is not well
mith an agents' or brokers' fiduciary account is mhen it is too late.
One good indicator of a deueloping problem mould be good accounting
records accessible by the Diuision, mhich are required mith this bill.

The Diuision has need of tools that can be used to resolue fiduciary
and financial difficulties at an earlier point in time. One tool is the
ability to reuiern financial summaries or detail, such as trial balance,
income statement, journal detail, etc. in a Diuision of Insurance office
for euamination mhen requested. These documents mould be
confidential.

The clarifications addressed in this issue coupled mith the Broker as
Rgent resolution should mauimize protection to insurance purchasers.

PRO RRTR ON CANCELLATIONS

There are tmo basic methods of computing return premium on a
cancelled policy. In industry parlance, these are referred to as short
rate and pro rata. Short rate is used on a cancellation initiated by the
insured and has a built-in penalty. Pro rata is used on cancellations
initiated by the insurance company and the earned portion of premium
is proportionate to the period of couerage. The short rate method of
computation is often a cause for complaint and in our uiew is no
longer necessary. It mas originally intended to reflect an enpense of
the insurer that mas, for the most part, beyond the insurers' control.
The Diuision has considered the elimination of short rate by regulation,
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but authority is uague.

OLIEN TRUST DEPOSITS

This issue is considered the #1 priority legislative need this session
and it relates to the trust fund requirements for alien surplus lines
insurers wishing to do business in Hlaska. fln alien insurer is one
formed under the laws of a country other than the United States.

fit the present time, AS 21.34.040(c) prouides that an alien surplus
lines insurer must maintain a trust fund for the benefit of
policyholders in the United States in an amount not less than $3.5
million. That $3.5 million figure is scheduled to increase to $5 million
on June 20, 1987. This portion of the bill would eliminate this
scheduled increase and reduce the trust fund requirement to $1.5
million, the leuel required before June 20, 1985.

This proposal would avoid the necessity to declare as ineligible,
apprommatcly 95% of the alien surplus line companies doing business
in the Alaska market. There is a great deal of concern about the
reduction of available insurance markets for euposures in this state.
If the current language in statute were to be enforced, many insurers
who now provide valuable markets would be ineligible for use here.
Alaska is out of step with the rest of the country on this issue where
the norm is a deposit of $1.5 million. This proposal does not impact
the minimum capital and surplus required of alien insurers.

NURSE COUERAGE

This proposal will add nurses to the list of health care professionals
who can obtain professional liability insurance from the Medical
Indemnity Corporation of Alaska which was formed under RS 21.88 in
1976. This is primarily a backup action since nurses haue recently
been able to put together a national program that appears to resolve
their availability difficulties. The Diuision of Insurance has no

objection to this proposal.
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RELOCATION CF DEFINITIONS

Definitions in the Insurance Code (Title 21) are found in fIS 21.90. |In
addition, chapters contain definitions that in some cases haue a more
general application. These should be located in the general definition
chapter. The changes in this case are not substantiue, but merely
represent relocation luith one exception, the definition of "firm,”
Luhich has been preuiously noted.

BEMQURL CF OBSOLETE CR OUPLICAITILIE PROLUSIONS

The present Insurance Code was adopted in 1966. fit the time of
adoption, there mere a number of prouisions intended to preuent
disruption of, then, current actiuities. These prouisions are no longer
since some 20+ years haue passed and the sections are obsolete.
Included in the repeal is a section that duplicates prouisions of the
ethics bill adopted by the Fourteenth Legislature.
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SECTION BV SECTION COMMENTARY
CSHB 46 (Jud)
Offered: 4/7/87

Prepared by: fllaska Diuision of Insurance
Date: 4/8/87

QUERUIEI)

This committee substitute encompasses about 12 insurance issues in
one "omnibus" bill on insurance issues. Most of the items contained in
the bill haue, at one time or another, been requested by the Diuision of
Insurance. The Diuision of Insurance supports this legislation.

The material that folloios mill attempt to identify each issue
addressed by the bill, euplain the purpose and to comment section by
section. Numerous ammendments suggested preuiously haue been
incorporated in this bill.

For ease in tracking the uarious issues, me haue prouided page breaks
folloming the commentary o:; each issue. The issues are:

General flgents / Managers (Pages 2-3)

Continuous License (Pages 4-6)

Firm / Indiuidual License (Page0 7-9)

Commercial Cancellation (Pages 10-13)

Broker Bond (Page 14)

Broker as Rgent (Pages 15-16)

Producer Financial / Fiduciary Recounts (Pages 17-18)
Pro Rata on Cancellations (Page 19)

Rlien Trusts Deposits (Page 20)

Nurse Couerage (Page 21)

Relocation of Definitions (Page 22)

Remoual of Obsolete or Duplicatiue Prouisions (Page 23)
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GENERAL AGENTS / MAINRGERS

This issue eliminates confusion mith RS 21.09.280, mhich currently
attempts to distinguish betmeen "general agents” mho are required to
be licensed and "managers” mho are not. It is a distinction that has
been difficult to apply. The basic role of both entities is often the
same, and the Alaska insurance Code does not adequately make a
distinction betmeen the tmo. The bill eliminates references to
managers and requires ail general agents to be licensed. It then lists
those specific entities that mill not be considered general agents.

Section 1. (Page 1, Lines 9-20)

RS 21.09 deals mith insurance companies that apply for and are issued
a Certificate of Authority. These companies haue elected to make
themselues subject to regulation by the Alaska Director of Insurance
and are referred to as admitted companies. The change in this Section
makes it clear that an admitted company may only do business
through persons or entities licensed by filaska including general
agents.

Section 2. (Page 1, Lines 21-29; Page 2, Lines 1-16)

This Section remoues the references to managers. In §(b), the point
that the general agent is licensed in the same manner as an agent
licensed under RS 21.27, is clarified. This is a uiem that the Diuision
has applied in practice, but is more than a little uague in statute.

In 8(c), the reference to RS 21.27.500 is remoued since its content is
incorporated in the neut Section.
Section 5. (Page 2, Lines 17-29; Page 3, Line 1-2)

§ (f) in this Section, moues a prouision from RS 21.27.500. It prouides
that salaried employees of an insurance company are not subject to
license for their actiuities on behalf of the insurer, euen though that
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octiuity may haue the same appearance as a general agent.

8(g) enempts persons or entities mho perform general agent type
seruices for an insurance company mhen that person or entity is:

(1) asubsidiary of the insurance company;

(2) the omner of the insurance company; or

(3) omned by the holding company that omns the insurance
company.

Section 45. (Page 30, Lines 13-15)

This Section includes a repeal of AS21.27.500, on line 14.
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CONTINUOUS LICENSE

This bill introduces a continuous insurance license for agents, brokers,
solicitors, adjusters, and general agents, rather than the current
system requiring annual renemal. fill licensees, homeuer, mill still pay
an annual fee, and failure to pay mill result in reuocation or
suspension of the license. This change should reduce the papermork
currently handled by the Diuision.

Section 2. (Page 1, Lines 21-29; Page 2, Lines 1-16)

Continuous license language appears on Page 2, Lines 9-13.

Section 4. (Page 3, Lines 3-10)

Reference to renem is remoued on Lines 5 & 6. The change on Line 9 is
not substantiue.

Section 5. (Page 3, Lines 11-28)

RS 21.27.030(a)(1) is a controlled business prohibition. The substance
of this paragraph has been moued to the neut Section. §(a) is reuised
in a may to deal mith the nem applicant. Continuing licenses are
addressed in the Section 6. Reference to renemal has been remoued.
Section 6. (Page 3, Line 29; Page 4, Lines 1-7)

This addition to RS 21.27.030 addresses the controlled business
prohibition on an issued license.

Section 7. (Page 4, Lines 8-29; Page 5, Lines 1-9)

Reference to renemal remoued on Page 5, Line 6.
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Section 10 (Page G Lines 1529 Page 7 Lines 1-3

Reference to date of expiration is remoued on Page 7, Line 2.

Section 12. (Page 7, Lines 26-29; Page 8, Lines 1-9)

This Section addresses licenses for nending machines that dispense
policies of personal trauel accident insurance. The only change of
substance is that on Page 8, Line 3 inhere reference to annual
continuation and expiration is remoued.

Section 13. (Page 8, Lines 10-22)

The references to renemal are addressed on Lines 11-13.

Section 17 (Page 9, Lines 15-19)

The reference to renemal appears on Line 17.

Section 18. (Page 9, Lines 20-26)

The reference to date of expiration is remoued on Line 24.

Section 22.  (Page 11, Lines 11-27)

This Section has been completely remorked to reflect continuous
licenses. In §(a) and §(b), annual fee dates differ in some cases from
current renemal dates. Under present lam, resident licenses expire on
June 30, except for brokers, mhich expire on December 31.
Nonresident agent and brokers expire a year from issue and
nonresident adjusters on June 30. The continuation fee proposed
mould be due on all agents, solicitors, or adjusters on June 30, and all
brokers on December 31.
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The only other substantiue change appears in §(d) cohere the sur-
charge for late renewal is established by regulation. This concept is
already the case for all other fees of the Diuision of Insurance.

Section 24. (Page 12, Lines 16-29; Page 13. lines 1-19)

The reference to refuse to renew is remoued on Page 12, Line 18.
Surplus lines broker licenses are not being changed to continuous
license. This accounts for the inserted language on Lines 19 and 20.
This type of licensee is the one that prouides entry to the nonadmitted
market place and is required to post a $200,000 bond. Further,
producers of business for risk retention groups or risk purchasing
groups under the recently passed Federal law must haue this type of
license. Wl would prefer to see how things are going to shape up
with the new Federal Ret before we recommend a change

Section 26. (Page 13, Lines 25-29; Page 14, Lines 1-7)

References relating to renewal remoued.

Section 27. (Page 14, Lines 8-19)

References relating to renewal remoued.

Section 28. (Page 14, Lines 20-29)

References relating to renewal remoued.

Section 29. (Page 15, Lines 1-7)
Reference relating to eupiration remoued.

Section 41. (Page 23, Lines 28-29; Page 24, Lines 1-5))

Reference relating to renewal rentoueu.
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FIRM / INDUUDURL LICENSE

This portion of the bill creates a neiu distinction betioeen indiuidual
licenses issued to indiuidual persons, and firm licenses issued to
associations of indiuidual licensees. Under current laiu, persons
operating under a firm's license do not typically hold an indiuidual
license, but are named to act on the firm license. This renders
indiuidual accountability difficult. In some cases there is a constant
actiuity on a firm's license file as indiuiduals are added or deleted.

Also under current lam, adjusting firms are not licensed, only
indiuiduals. We haue enperienced situations mhere firms haue ignored
Rlaska Lam to the detriment of the public and indiuidual licensees
mithin the firm. This entends the accountability principle to adjusting
firms. It mill giue the Diuision of Insurance a better regulatory
ouersight of the industry by requiring that euery person selling or
adjusting insurance contracts, mhether indiuidual or firm, haue the
appropriate license.

Section 7. (Page 4, Lines 8-29; Page 5, Lines 1-9)

This Section concerning eKamination of applicants for insurance
license has been changed to apply to indiuidual licensees. Since each
indiuidual is licensed it is not necessary to require that a firm be
enamined. This is accomplished mith insertions at Page 4, Line 10 and
Page 5, Line 3.

Section 8. (Page 5, Lines 10-29; Page 6, Lines 1-8)
This Section addresses the qualifications for license. It has been
modified to make it applicable to indiuidual licensees. The language on

Page 6, Lines 1 and 2, auoid additional papermork by prouiding that a
person acting on behalf of a firm is couered by the firm's appointment.

Section 9 (Page 6 Lines 9-14)

Page 7



Wik Ot W77

This Section also addresses the qualifications for license. It applies to
firm licenses.

Section 10. (Page 6, Lines 15-29; Page 7, Line 1-3)

The only changes of substance in this Section are found on Page 6,
Lines 22-25. The distinction betmeen firm and corporation is remoued.
B definition for firm is introduced in Section 43 on Page 28, Lines 8-11.
Also, the only person to be named on a firm license mill be the
principal or manager of the firm.

Section 11. (Page 7, Lines 4-25)

This Section requires that the firm be licensed to the same entent as
persons employed jy the firm. Use by a firm of unlicensed persons
mho are required to be licensed is cause for reuocation or suspension.
Section 14. (Page 8, Lines 23-26)

This Section prouides that the firm broker bond couers indiuidual
broker members of the firm.

Section 23. (Page 11, Lines 28-29; Page 12, Lines 1-15)

This Section addresses temporary licenses. It prouides for a
temporary license if the principal or manager should die. This is not a
substantiue change.

Section 25. (Page 13, Lines 20-24)

Since persons are no longer desighated in the license to enercise its
pomers, the language has been reuised to acting on behalf of the firm.
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Section 45. (Page 26, Lines 28-29; Page 27, Lines 1-29;
Page 28, Lines 1-29; Page 29, Lines 1-28)

Definition of "firmuintroduced on Page 28, Lines 8-11.
Section 45. (Page 30, Lines 13-15)

AS 21.27.040(b) is repealed. This is the subsection that requires firms
to designate all indiuiduals on the firm license.
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COMMERCIAL CANCELLATION

RS 21.36.210 - 310 currently places a limitation on an insurance
company's right to cancel in mid-term, personal lines of insurance,
such as automobile insurance or homeowners insurance. This whole
section of law de8Is with insurer initiated cancelations. The
insurance crisis of the past few years, accented the n”ed that this
kind of protection should also be prouided for commercial policies.

To accomplish this, it is necessary to substantially rework RS
21.36.210 - 310. fl number of sections haue been relocated and a
distinction made between personal insurance and business or
commercial insurance. The personal insurance limitation is unchanged
encept that notice period has been reuised.

The business or commercial insurance notice has a similar period. This
statute is similar to those in other states with one major enception.
The proposed bill requires that any unearned premium be returned to
the insured before the effectiue date of cancellation.

The normal period of notice for cancellation will be 60 days. Notice for
nonpayment will be 20 days. Notice for special reasons such as
suspension or reuocation of license, conuiction of a crime related to
the type of couerage prouided, and material misrepresentation will
haue a 10 day notice. Notice of nonrenewal will remain at 20 days for
personal insurance and will be 45 days for commercial nonrenewals.

Section 31. (Page 16, Lines 13-24)

No substantiue change.

Section 52. (Page 16, Lines 25-29; Page 17, Lines 1-2)
No substantiue change. This is merely a relocation of RS 21.36.300.

Reference U- SOME receptions has been deleted since those will be
picked up under the commercial or business definition.
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Section 55. (Page 17, Lines 3-21)

No substantiue change.

Section 54. (Page 17, Lines 23-29; Page 18, Lines 1-20)

This Section establishes the permissible reasons for cancellation of a
business or commercial insurance policy. In addition, the Director of
Insurance is granted discretion in the euent another ualid reason to
cancel has not been anticipated with this legislation. Reference to
cancellations for changes in reinsurance, financial condition, change in
law, and encessiue claims, haue been remoued since those are
appropriately considered with a prior approual mechanism.

Suggested Amendment

Many commercial or business policies are written with conditions that
require some form of cooperation on the part of the person insured.
For enample, a policy whose premium is based on payroll will
generally contain an audit feature or a requirement for the insured to
prouide periodic reports concerning the amount of payroll. If an
insured refuses to prouide this kind of data, the insurer can not
determine whether the estimates on which the policy is based are
accurate. Such a refusal to prouide is a reasonable cause for
cancellation of the insurance policy. We would suggest that an
additional reason for cancellation be inserted on Page 18 between
Lines 13 and 14 which would read:

"(7) failure or refusal to prouide data or information necessary
to confirm enposure or on which to base policy premium."

Section 55. (Page 18, Lines 21-29; Page 19, Lines 1-7)

This Section lists the notice periods for personal insurance.

Section 36 (Page 19 Lines 829, Page A Lines 1-15
Page 1
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8(b) of this Section establishes the notice periods for business or
commercial insurance.

§(c) requires the return of unearned premium prior to the effectiue
date of cancellation. If the cancellation is for nonpayment, return of
unearned premium must occur within 45 days after cancellation.
Audits on auditabie policies must also be made before the effectiue
date of cancellation and unearned premium returned before the
enpiration of the policy, where the reason for cancellation is other
than nonpayment. While this m8y cause some difficulty for the
insurer, it should be remembered that this speaks to an insurer
initiated cancellation, insurers can use tentatiue or projected
numbers for the period following the notice of cancellation. They
know they are going to cancel, so they can also control the audit
process. The insured with an auditabie policy is entitled to the same
protection as an insured with a nonauditable policy. The insurer may
elect to waiue an audit on cancellation, which is their right currently.
If the Diuision finds that the waiuer is not in the insureds interest, it
can require that an audit be made under §(e).

§(d) requires that cancellation be made by certified mail with a return
receipt requested. §(d) also requires that in the euent notice is
returned undeliuerable, that an additional good faith effort to contact
the insured be made.

Suggested Amendment

The Dwision of Insurance is uncomfortable with the prouision that an
"additional good faith effort to contact the insured” be made. We
would prefer to see a more definable action described if an additional
effort is to be required. If an additional effort is required, we belieue
it should be specifically defined or that specific authority be giuen the
Director of Insurance to define it by regulation.

Option 1. Delete sentence starting on Page 20, Line 7 with the
word "If" and ending on Page 20, Line 10.

Option 2. ruuGiiiing the WOiI'd "effort” CHraye 2u, LiPe 9, delete

the words "to contact the insured" and insert , as defined in
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regulations adopted by the director, to deliuer notice"
§(e) prouides that the Director has the authority to order an audit
warned by an insurer under 8§(c). This would be done when the director
belieues an insurer is acting unfairly to an insured.
§(f) clarifies that a reason for cancellation will be giuen in all cases.
Section 57.  (Page 20, Lines 16-29; Page 21, Lines 1-3)
The notice of nonrenewal is unchanged for personal insurance at 20
days. The notice of nonrenewal for business or commercial insurance
is 45 days.
Section 58. (Page 21, Lines 4-13)
No substantiue change.
Section 40. (Page 21, Line 1; Page 22, Lines 1-29;

Page 23, Lines 1-27)
The definition of "business or commercial insurance" is new. The
remainder of the changes in this Section are not substantiue. The limit
on cancellation will entend to uessels under 50 displacement tons
which will couer most of Alaska's fishing fleet.
Section 45. (Page 30, Lines 13-15)

AS 21.36.210(c) is repealed as it is not needed.

RS 21.36.210(e) is repealed because it has been relocated in the
definition of ."personal insurance" on Page 23, Lines 1-16.

RS 21.36.230 is repealed as it is not needed.

AS 21.36.300 is repealed because it has been moued to Section 32.
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BROKER BOND

This section proposes to increase the bond required of a broker from
the current $5,000 to $10,000. The bond is auailable for the people of
the state. The increased bond null haue an increased cost, but the
amount is not ewcessiue This is not a Diuision of Insurance proposal,
but me haue no objection to it.

Section 15. (Page 8, Lines 10-22)

The increased bond amount appears on Lines 16 and 18.
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BROKER RS AGENT

Rlaska currently licenses two kinds of insurance producer under RS
21.27, agent and broker. The agent represents an insurance company
through appointment and contract. On the other hand, the broker
represents the purchaser of insurance. It is typical for an insurance
producer to ho‘d both types of license, fl purchaser of insurance
usually does not knom, under mhich license a producer is acting. Most
insurance producers do try to balance the interests of the purchaser
of couerage and the prouider of couerage, and some do this quite mell.
Normally this is not an issue of concern, but mhen a producer becomes
insoluent or has misused trust account monies, the issue can be uery
important.

If an agent collects premium funds for an insurer, the insurer is
deemed to haue receiued those funds mhether they are sent to the
insurer or not. When the insurer sends notice of cancellation for
nonpayment of premium, the insured need only shorn his cancelled
check and the couerage mill be reinstated.

If a broker misappropriates premium funds, and does not pay them to
the insurer or intermediary, and a notice is sent by the company mhich
has not receiued payment, the couerages are generally not reinstated.
The Diuision has had tmo major cases of this description and a number
of smaller ones, mhere the public has been hurt. The resolution is to
prouide that mhen a broker places couerage mhich can be euidenced
by a binder, issuance of a policy, or some acknomledgement from the
insurer or its representatiue, then the insurer is considered to haue
receiued those funds mhether it has or not. The broker is considered
to be the agent of the company for purposes of premium collection.

fin additional issue, is the need to haue the producer collecting funds
at the initiation of the transaction, clearly state that he is acting os a
broker and couerages are not bound until confirmed by an insurer, or
to return the funds to the purchaser of couerage.
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Section 15. (Page 8, Lines 10-22)

This Section deals with the brokers' bond. One group of persons who
could be aduersely impacted with "agent as broker"”, is the wholesale
broker or general agent who is in between the producing broker and
the insurance company. It is possible that they might bear the
financial brunt of this solution. Relief is offered by allowing them to
access to the brokers' bond.

Section 15. (Page 8, Lines 27-29; Page 9, Line 1)

This Section makes clear the fact that the broker cannot bind an
insurer.

Section 16. (Page 9, Lines 2-14)

This Section establishes the concept of "broker as agent for purposes
of premium collection." (d) newly prouides that a broker may not

knowingly accept payment for couerage until that couerage is
authorized by an insurer.
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PRODUCER FINRNCI1BL / FiDUCIBPV RCCOUNTS

The Diuision has been working with the Rlaska Association of
Independent Insurance Rgents and Brokers concerning financial
problems with some insurance agents and brokers and their handling
of insurance premium monies. To this end, we haue aided in
deueloping some clarifications to those sections of the insurance
code.

Rgents and brokers are required to receiue insurance premium monies
in a fiduciary capacity. Unfortunately, the first sign that all is not well
with an agents' or brokers' fiduciary account is when it is too late.
One good indicator of a deueloping problem would be good accounting
records accessible by the Diuision, which are required with this bill.

The Diuision has need of tools that can be used to resolue fiduciary
and financial difficulties at an earlier point in time. One tool is the
ability to reuiew financial summaries or detail, such as trial balance,
income statement, journal detail, etc. in a Diuision of Insurance office
for enamination when requested. These documents would be
confidential.

The clarifications addressed in this issue coupled with the Broker as
Rgent resolution should manimize protection to insurance purchasers.

Section 19. (Page 9, Lines 27-29; Page 10, Lines 1-9)

This is a new requirement specifically requiring an agent or broker to
haue accounting and financial records and to maintain them in
accordance with generally accepted accounting principles. These
records are auailable for reuiew and are confidential when in the
possession of the director.

Section 20. (Page 10, Lines 10-21)

§(b) contains the requirement for a premium fiduciary account. The
change clarifies the fact that other funds can not be commingled with
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it eucept as specifically permitted in Section 21.

Section 21. (Page 10, Lines 22-29; Page 11, Lines 1-10)

§(d) permits a limited commingling of nonpremium funds in the
fiduciary account for specific premium related purposes. Accounting
for nonpremium funds is required.

8{e) makes clear that the premium funds required to be in the
fiduciary account can not be used or represented *o be asset funds.
Funds optionally permitted to be in the fiduciary account, such as

reserue funds are an asset of the agent or broker.

§(f) introduces a definition for "fiduciary account.”
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PRO RAITR ON CANCELLATIONS

There are two basic methods of computing return premium on a
cancelled policy. In industry parlance, these are referred to as short
rate and pro rata. Short rate is used on a cancellation initiated by the
insured and has a built-in penalty. Pro rata is used on cancellations
initiated by the insurance company and the earned portion of premium
is proportionate to the period of couerage. Th" short rate method of
computation is often a cause for complaint and in our uiew is no
longer necessary. It was originally intended to reflect an enpense of
the insurer that was, for the most part, beyond the insurers' control.
The Diuision has considered the elimination of short rate by regulation,
but authority is uague.

Section 59. (Page 21, Lines 14-28)

This Section requires pro rata cancellation and effectiuely prohibits
short rate cancellation.

Section 46. (Page 30, Lines 16-18)

This Section makes clear that this new requirement does not affect

in-force contracts, thus sidestepping potential constitutional
conflicts.
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RL1EN TRUST DEPOSITS

This issue is considered the priority legislatiue need this session
and it relates to the trust fund requirements for alien surplus lines
insurers wishing to business in Rlaska. fin alien insurer is one formed
under the laws of a country other than the United States.

fit the present time, RS 21.34.040(c) prouides that an alien surplus
lines insurer must maintain a trust fund for the benefit of
policyholders in the United States in an amount not less than $3.5
million. That $3.5 million figure is scheduled to increase to $5 million
on June 20, 1987. This portion of the bill would eliminate this
scheduled increase and reduce the trust fund requirement to $1.5
million, the leuel required before June 20, 1985.

This proposal would auoid the necessity to declare as ineligible,
approximately 95% of the alien surplus line companies doing business
in the Alaska market. There is a great deal of concern about the
reduction of auailable insurance markets for enposures in this state.
If the current language in statute were to be enforced, many insurers
who now prouide ualuable markets would be ineligible for use here.
Alaska is out of step with the rest of the country on this issue where
the norm is a deposit of $1.5 million. This proposal does not impact
the minimum capital and surplus required of alien insurers.

Section 50. (Page 15, Lines 8-29; Page 16, Lines 1-12)

The language to accomplish the change noted aboue appears on Page
15, Lines 21-22. Other changes are not substantiue.

Section 47.  (Page 30, Lines 19-20)

This Section is an immediate effectiue date for Section 30 only.
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NURSE COUBBRGE

This proposal will add nurses to the list of health care professionals
who con obtain professional liability insurance from the Medical
Indemnity Corporation of Alaska which was formed under AS 21.88 in
1976. This is primarily a backup action since nurses haue recently
been able to put together a national program that appears to resolue
their auailability difficulties. The Diuision of Insurance has no
objection to this proposal.

Section 42. (Page 24, Lines 6-29; Page 25, Lines 1-29;
Page 26, Lines 1-27)

"Nurse" or "nurses", is added on Page 24, Lines 10, 13, 16, 24, 25, and
28; and on Page 26, Line 21.

Page 21
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RELOCATION CF DEFINITIONS

Definitions in the Insurance Code (Title 21) are found in AS 21.90. In
addition, chapters contain definitions that in some cases haue a more
general application. These should be located in the general definition
chapter. The changes in this case are not substantiue, but merely
represent relocation luith one euception, the definition of "firm,"”

mhich has been already discussed on Page 0-9, under Sections 10 and
43.

Section 45. (Page 26, Lines 28-29; Page 27, Lines 1-29;

Page 28, Lines 1-29; Page 29, Lines 1-28)
§(1), "adjuster" on Page 27, Lines 1-8, mas formerly RS21.27.510(a).
§(2), "agent” on Page 27, Lines 9-13 , was formerly AS 21.27.470.
§(5), "broker" on Page 27, Lines 20-27, was formerly RS 21.27.480.
§(11), "firm" on Page 28, Lines 8-11, is new. See discussion on Page 8.

§(13), "independent adjuster” on Page 28, Lines 15-16, was formerly
AS21.27.510(b).

§(20), "solicitor" on Page 29, Lines 14-17, was formerly AS 21.27.490.

Section 44. (Page 29, Line 29: Page 30, Lines 1-12)

This Section was formerly AS 21.27.520. No substantiue change.
Section 45. (Page 30, Lines 13-15)

AS 21.27.470, AS 21.27.480, AS21.27.490, AS 21.27.510, & RS 21.27.520
are repealed as discussed in Sections 43 and 44 aboue.

Page 2
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REMOURL OF OBSOLETE CR DUPLICRTIUE PROUISIONS

The present Insurance Code mas adopted in 1966. flt the time of
adoption, there mere a number of prouisions intended to preuent
disruption of, then, current actiuities. These prouisions are no longer
since some 20+ years haue passed and the sections are obsolete.
Included in the repeal is a section that duplicates prouisions of the
ethics bill adopted by the Fourteenth Legislature.

Section 45. (Page 30, Lines 13-15)

RS 21.03.030, RS 21.03.040, RS 21.03.050 and RS 21.06.040 are
repealed.

Page 23
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i/7/87
Original sponsors: l;llnadvaglr”eu,1 Swackhammer

1
11|N THE HOUSE BY THE JUDICIARY COMMITTEE
20 CS FOR HOUSE BILL NO. 46 (Judiciary)
& IN THE LEGISLATURE OF THE STATE OF ALASKA
41 FIFTEENTH LEGISLATURE - FIRST SESSION
q A BILL
6: For an Act entitled: "An Act relating to insurance; and providing for an
"\ effective date."
8 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
9] * Section 1. AS 21.09.250 is amended to read:
bl Sec. 21.09.250. PROHIBITED ACTS. An insurer doing business in
i this state may not make, write, place or cause to be made, written or
L placed in this state a policy, duplicate policy or contract of insur-
= ance of any kind or character, or general or floating policy upon
s persons or property resident, situated or located in this state, from
' or through a broker, agent, general agent, surplus line broker™ or
e person who has not secured a license in this state. An insurer may
o not pay a commission or any form of remuneration to a person, firm” or
. organization for the writing or placing of insurance coverage in this
r state unless that person, firm™ or organization holds a license issued

by the director.

2

23

24

25

26

27

23

29

Sec. 2. AS 21.09.280 is amended to read:

Sec. 21.09.280. GENERAL AGENTS [AND MANAGERS]. (a) An insurer
appointing a person as its general agent [OR MANAGER] to represent it
in this state shall file notice of the appointment with the director
on forms prescribed and furnished by the director,

(b) A general agent [OR MANAGER] has the authority, consiste

with this title, that may be conferred by the insurer. A general
agent, resident or nonresident, qualified in AS 21.27.090, licensed as

provided in this section in the same manner as is provided for agents
-1- CSHB 46(Jud)
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in AS 21.27, may exercise the powers conferred by this title upon
agents licensed for the kinds of insurance that the general agent is
authorized to transact for the insurer appointing the agent.

(c) The [EXCEPT AS PROVIDED UNDER AS 21.27.500, THE] appointment
of a resident or nonresident general agent is not effective unless the
person appointed 1is licensed as the general agent of the insurer by
the director upon application and payment of a fee set under AS 21.-
06.250.

(d Every license 1is subject to the payment of an annual fee set
under AS 21.06.250 and payable on or before [EXPIRES AT] the <close of
business on the 30th day of June of each year [FOLLOWING THE DATE OF
ISSUE, AND MAY BE RENEWED FOR AN ADDITIONAL YEAR UPON APPLICATION AND
PAYMENT OF THE FEE].

(e) The director may deny, suspend, or revoke a license for any
cause specified in AS 21.27.410 in the manner provided in AS 21.27.-
420.

Sec. 3. AS 21.09.280 1is amended by adding new subsections to read:

(f) Persons employed on salary by an insurer, including officers
and salaried employees performing the same services as general agents,
are considered to be service representatives and are not required to
be licensed.

(g) For purposes of this section, a person, firm, or corporation
that performs management services for an 1insurer 1is not considered a
general agent if

(1) the person, Tfirm, or corporation is a wholly-ownec
subsidiary of the insurer;

(2) the person, firm, or corporation wholly owns the insur—
er ; or

(3) the person, Tfirm, or corporation is a wholly-ownec

CSHB 46 (Jud) -2-
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subsidiary of the insurance holding company that owns or controls the
insurer.
Sec. A. AS 21.27.020 is amended to read:

Sec. 21.27.020. GENERAL QUALIFICATIONS FOR LICENSE. For the
protection of the people of this state, the director may not issue [OR
RENEW] a Ilicense except 1in compliance with this chapter [, OR] to 4
person, or to be exercised by [,] a person® found by the director to
be untrustworthy, incompetent, or who has not established to the
satisfaction of the director that the person 1is qualified under [IN
ACCORDANCE WITH] this chapter.

Sec. b. AS 21.27.030(a) 1is amended to read:

(a) The director may not grant an agent, solicitor, or broke

license to a person if the director has reasonable cause to believe
that

[(D) DURING EITHER OF THE TWO CALENDAR YEARS IMMEDIATELY
PRECEDING THE REQUEST FOR RENEWAL OF THE LICENSE THE AGGREGATE AMOUNT
OF COMMISSIONS REPRESENTED BY THE CONTROLLED BUSINESS PROCURED BY OR
THROUGH THE LICENSEE EXCEEDED THE AGGREGATE AMOUNT OF COMMISSIONS
REPRESENTED BY ALL OTHER INSURANCE BUSINESS PROCURED BY OR THROUGH THE
LICENSEE; OR

(2)] the circumstances of the applicant for the license [OR
OF A LICENSEE] are such [AS TO CAUSE THE DIRECTOR REASONABLY TO
BELIEVE] that during the 12-month period immediately following 1issu—
ance [OR RENEWAL] of the license, 1if issued [OR. RENEWED], the aggre-—
gate amount of commissions to be represented by the controlled busi—
ness would exceed the aggregate amount of commissions to be repre—
sented by all other 1insurance business to be procured by or through

the applicant [OR LICENSEE].

* Sec. 6. AS 21.27.030 1is amended by adding a new subsection to read:

-3- CSHB 46(Jud)
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@ The director may revoke an agent, solicitor, or bro

license 1if the director has reasonable cause to believe that during
either of the two preceding calendar vyears the aggregate amount of
commissions vrepresented by the controlled business procured by or
through the Jlicensee exceeded the aggregate amount of commissions
represented by all other insurance business procured by or through the
licensee.

Sec. 7. AS 21.27.060 1is amended to read:

Sec. 21.27.060. EXAMINATION OF APPLICANTS. (a) Each applicant
for an individual license as agent, broker, solicitor, or adjuster
shall, before the issuance of the license, personally take and pass”®
to the satisfaction of the director™ an examination given by the
director as a test of the qualifications and competence of the appli—
cant. This requiremer_ does not apply to

(¢)) applicants for [limited Ulicenses, as travel insurance
agents only, under AS 21.27.150, or, at the discretion of the direc—
tor, to applicants for licenses as disability insurance agents for the
purpose of handling limited coverages pertaining to sports and recre—
ation;

(2) applicants who at any time within the five-year period
immediately preceding the date of application have been licensed in
this state under a license requiring qualifications required by the
license applied for and who are considered by the director to be fully
qualified and competent;

3) applicants for license as nonresident agent or as
nonresident broker who have fulfilled qualification requirements 1in
their state or province of residence and who are considered by the
director to be fully qualified and competent;

4) applicants for an agent or solicitor license covering

CSHB 46 (Jud) -4-
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the same kinds of insurance as an agent"s or solicitor®s license then
held by them.

) The director may atany time vrequire an individual [A]
licensed as an agent, broker, solicitor, or adjuster to take and
successfully pass an examination testing competence and qualifications
as a condition to the continuance [OR R.ENEWAL] of the license if the
licensee has been guilty of violation of this title, or has so con-—
ducted affairs under the license as to cause the director reasonably
to desire further evidence of the qualifications of the licensee.

* Sec. 8. AS 21.27.090(a) 1is amended to >ad:

() To qualify for an individual agent or broker [license
applicant shall comply with this title and

(1) be 19 years of age or over [, IF AN INDIVIDUAL];

) if for a resident agent"s or broker*s license, be a
bona fide resident before issuance of license [,] and actually reside
in the state [RESIDING IN ALASKA, OR IF A CORPORATION, BE OTHER THAN
AN INSURER AND MAINTAIN A LAWFULLY ESTABLISHED PLACE OF BUSINESS IN
THIS STATE, EXCEPT AS PROVIDED 1IN AS 21.27.270];

(3) [BE EMPOWERED TO BE AN AGENT OR BROKER, AS THE C "E MAY
BE, UNDER ITS MEMBERS®" AGREEMENT, IF A FIRM, OR BY ITS ARTICLES OF
INCORPORATION, IF A CORPORATION;

(€3] successfully pass any examination required under
AS 21.27.060;

(4) [(5)] be a trustworthy person;

(5) [(6)] not use or intend to use [OR USE]the license for
the purpose principally of writing controlled business, as defined in
AS 21.27.030;

(6) [(7)] iif for an agent license, be appointed as its
agent by one or more authorized 1insurers, subject to 1issuance of the

-5- CSHB 46 (Jud)
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acting on behalf of a firm 1is not

to have an appointment as an agent for that activity;

™

agent,

e

tion or

satisfty

necessary to fulfill

* Sec. 9.

(c

)

of

[(8)] if for broke

solicitor, adjuster,

insurers or representatives of

training of sufficient

the

AS 21.27.090

director that the

r license, have had experience either

general agent, broker, or as an

insurers, or special educa—

duration and extent reasonably to

applicant possesses the competence

the responsibilities of broker.

is amended by adding a new subsection to read:

To qualify for a firm agent or brokerlicense an applicant

shall comply with this title and

€9
&)

of business i

* Sec. 10.
Se
Agent,

C.

comply with (a)(5) and (6) of this section;

if a corporation,

maintain a lawfully established place

n this state, except as provided in AS 21.27.270.

AS 21.27.130 1is amended

21

.27.130.

to read:

CONTENT OF AGENT,

BROKER, SOLICITGR LICENSES.

solicitor, and broker licenses must [SHALL] be in the form the

director prescribes, and must [SH

ensee

is

required to have

¢y

ALL] set out

the name and address of the licensee, or if the lic—

place of business;

name of the principal

license

as

)

required by AS 21.27.140

if the agent or broker

a place

or manager of the

of business, the address of the

is a firm [OR CORPORATION], the

firm holding an individual

[EACH INDIVIDUAL AUTHORIZED TO

EXERCISE THE POWERS CONFERRED BY TnE LICENSE];

®

the kind or kinds

BY] licensed to handle;

4)

if a solicitor’™s

of insurance the licensee is [THERE—

license,

the name and address of the

agent or broker represented by the solicitor;

CSB 46(Jud)
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(5) che condition under which the license 1is granted;

(6) the date of issuance [AND DATE OF EXPIRATION] of the
license.
Sec. 11. AS 21.27. 140 is amended to read:

Sec. 21.27.140. LICENSES TO FIRMS [AND CORPORATIONS]. A firm
shall have a firm license of the same degree as each individual 1i—
censee acting on behalf of the firm. A firm [JOR CORPORATION] may not
be licensed as an adjuster, agent™ or broker unless each individual
acting as or representing to be an adjuster, agent, or broker on
behalf of the firm is licensed as an individual, and the principal or
manager of the firm is licensed as an individual to exercise all the
powers conferred bv the firm"s license. If the licensee knov/s of and
consents to an act or representation on behalf of the firm bv an
individual v?ho is not licensed as required by this chapter, that act
or representation [TO BE EMPOWERED AND DESIGNATED IN THE LICENSE TO
EXERCISE THE POWERS CONFERRED BY THE LICENSE IS QUALIFIED AS THOUGH
THE INDIVIDUAL WERE THE SOLE INDIVIDUAL TO BE SO EMPOWERED, EXCEPT
THAT A FIRM OR CORPORATION LICENSED FOR ALL LINES MAY EMPOWER AND
DESIGNATE ANY INDIVIDUAL, OTHER THAN THE PRINCIPAL OR MANAGER, LI —
CENSED FOR ONLY PROPERTY-CASUALTY OR LIFE-DISABILITY TO EXERCISE THE
POWERS CONFERRED BY THE LICENSE TO THE EXTENT THAT INDIVIDUAL IS
QUALIFIED TO ACT. EXERCISE OR ATTEMPTED EXERCISE OF THE POWERS BY AN
INDIVIDUAL NOT SO DESIGNATED, WITH THE KNOWLEDGE OR CONSENT OF THE
LICENSEE,] 1is cause for the vrevocation or suspension of the firm
license.

Sec. 12. AS 21.27.170(b) 1is amended to read:

(b) The director shall 1issue to the agent a special vendi

machine license for each machine to be used. The license must [SHALL]

specify the name and address of the insurer and agent, the name of the

7- CSHB 46(Jud)
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policy to be sold, che serial number of the machine, and the place
where the machine 1is to be 1in operation. The license _is [SHALL BE]
subject to [ANNUAL CONTINUATION, TO EXPIRATION,] suspension or revoca—
tion coincidentally with that of the agent. The director shall also
revoke the license on a machine 1f the director finds that the condi —
tions upon which the machine was Ulicensed, under [AS REFERRED TO IN]
(a) of this section, no longer exist. Proof of the existence of a
[SUBSISTING] Ulicense shall be displayedon or about each vending
machine 1in use in the manner the director may reasonablyrequire.

Sec. 13. AS 21.27.190(a) 1is amended to read:

(a) Each applicant for a broker license [OR FOR THE RENEWAL OF A
BROKER LICENSE EXISTING ON JULY 1, 1966,] shall file with the applica—
tion [OR REQUEST FOR RENEWAL] and shall after that [THEREAFTER] main—
tain in force while [SO] licensed a bond in favor of the people of the
state, executed by an authorized corporate surety approved by the
director, in the amount of 310,000 [$5,000]. The bond may be continu—
ous in form, and total aggregate liability on the bond may be limited
to the payment of $10,000 [$5,00*1]. The bond must [SHALL] be contin—
gent on the accounting by the broker.” to da [ANY] person requesting the
broker to obtain insurance or to a person from whom the broker obtains
insurance, for money or premiums collected in connection with the
insurance [THEREWITH].

Sec. 14. AS 21.27.190 1is amended by adding a new subsection to read:
©) An individual who acts on behalf of a firm that files and
maintains in force the bond described in (a) of this section is exempt
from the requirements of (a) of this section.
Sec. 15. AS 21.27.200(a) 1is repealed and reenacted to read:
©)) A broker is not an agent or other representative of an

insurer and does not have power as a broker to bind the insurer

CSHB 46(Jud) -8-
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regarding a risk or an insurance contract.
Sec. 16. AS 21.27.200 is amended by adding new subsections to read:
©) In determining an 1insured®s entitlement to coverage or
return premium, a premium payment made to a broker shall be considered
received by the insurer if
(1) the payment was, at the time it was made, designated
for specific coverage; and
(2) the insurer accepted or acknowledged coverage by issu—
inga policy, binder, or other contract for temporary 1insurance.
(d A broker may not knowingly accept payment for coverage until
coverage is authorized by an insurer.
©) Except as provided under (c¢)of this section, this section
isnot intended to alter the common law of agency as applied to trans—
actions under this title.
Sec. 17. AS 21.27.240(a) 1is amended to read:
(@A) An agent or broker who employs a solicitor shall pav the
[THE] feefor issuance or annual fee for continuation [RENEWAL] of a
solicitor license [SHALL BE PAID BY THE AGENT OR BROKER BY WHOM THE
SOLICITOR 1S EMPLOYED].
Sec. 18. AS 21.27.300 is amended to read:
Sec. 21.27.300. CONTENTS OF LICENSE. The director shall pre—
scribe the form of adjuster license, which mustcontain
(1) the name and business address of the adjuster;
(2) date of 1issuance [AND DATE OF EXPIRATION] of the Ili—
cense ;
(3) other statements proper to the purposes of the license.
Sec. 19. AS 21.27.350 1is amended by adding a new subsection to read:
(¢) In addition to the record required under (a) of this sec—
tion, each agent or broker shall have and maintain at the agent"s or

-9- CSHB 46 (Jud)
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broker®s principal place of business current accounting and financial
records maintained 1in accordance with generally accepted accounting
principles. The director may request summary or detailed copies for
examination by the division. Records examined under this subsection
are confidential when 1in the possession of the division, but may be
used by the director in a proceeding against the licensee. For pur—
poses of this subsection, the records of a firm shall be considered
the records of an individual agent or broker acting on behalf of the
firm.

Sec. 20. AS 21.27.360(b) 1is amended to read:

(b) All funds, except those made payable to the insurer, repl

senting premiums or return premiums received by an agent or broker,
shall be received in the fiduciary account of the agent or broker, and
shall be deposited in a bank account or depository separate from any
other account or depository, and shall be promptly accounted for and
paid to the insured, 1insurer, or agent entitled to the funds. For
purposes of this subsection, the fiduciary account of the firm shall
be considered the fiduciary account of an individual agent or broker
acting on behalf of the firm. Funds deposited 1into a fiduciary
account may not be commingled or otherwise combined with other funds,
except as allowed under (d) of this section.

Sec. 21. AS 21.27.360 1is amended by adding new subsections to read:

()] An agent or broker may commingle with premium funds, add

tional funds for the purpose of advancing premiums, establishing
reserves for the payment of return premiums, or reserves for receiving
and transmitting premium or return premium funds. Funds collected for
the payment of premium taxes, policy or filing fees, late payment
charges, and interest from fiduciary funds on deposit, may be com—

mingled in a fiduciary account, but shall be separately accounted for

CSB 46(Jud) 10-
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and periodically removed fromthe fiduciary account.

(e) An agent orbroker may not treatfunds required to be in a
fiduciary account as a personal asset, as collateral for a personal or
business loan, or as a personal asset or 1income on a financial state—
ment, except that funds 1in a fiduciary account may be 1included in a
financial statement of the agent or broker if clearly identified as
fiduciary account assets.

@) In this section, "fiduciary account™ means an account 1in
which the agent or broker holds funds as a trustee for the insured,
insurer, or agent entitled to the funds.

Sec. 22. AS 21.27.380 1is repealed and reenacted to read:

Sec. 21.27.380. ANNUAL FEE FOR LICENSES. (a) An annual fee set
under AS 21.06.250 for resident and nonresident agent, solicitor, and
adjuster licenses isdue on or before the close of business on the
30th day of June.

(b) An annual fee set under AS 21.06.250 for resident and non-—
resident broker licenses 1is due on or before the close of business on
the 31st day of December.

©) An agent or broker shall file the annual fee set under
AS 21.06.250 on behalf of a solicitor employed by the agent or broker.

()] IT payment of the annual Ulicense fee 1is not received by the
director before the due date as required under this station, the
licensee shall pay to the director and the director shall collect, in
addition to the regular fee, a surcharge as established by regulation
under AS 21.06.250. This subsection may not be considered to exempt a
person from a penalty provided by law for transacting business without

a valid license.

* Sec. 23. AS 21.27.390(a) 1is amended to read:

(@) The director may adopt regulations regarding the issuance oi

“11- CSHB 46(Jud)
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an agentor broker temporary license to

(1) the surviving spouse or next of kin or to theadminis—
trator or executor of a deceased licensed agent or broker;

(2) the spouse, next of kin, employee, or legalguardian of
a licensed agent or broker who is disabled because of sickness, insan—
ity, or injury;

©) a surviving member” [OF A FIRM OR SURVIVING] officer”
or employee of a firm [CORPORATION] [licensed as agent or broker” upon
the death of the principal or manager of the firm holding the same
licenses as the firm [AN INDIVIDUAL DESIGNATED IN THE FIRM OR CORPO-—
RATION®S LICENSE TO EXERCISE POWERS THEREUNDER];

4 the designee of alicensed agent who enters active
service in thearmed forces of the United States;

(5) a person preparing Tfor examination for permanent [Ii—
cense under the supervision of an authorized insurer.

* Sec. 24. AS 21.27.410(a) 1is amended to read:
(a) The director may refuse to issue a license or may suspend
[.] revoke [, OR REFUSE TO RENEW] a license issued under this chapter
or a surplus 1line broker license, or may refuseto renew a surplus
line broker license, for a cause specified 1in another [ANY OTHER]
provision of this title, or for any of the following causes:

(1) for a [ANY] cause for which 1issuance of the license
could have been refused had it then existed and been known to the
director;

(2 if the Jlicensee or applicant wilfully violates or
knowingly participates in the violation of a provision of this title;

(3) 1if the licensee or applicant has obtained or attempted
to obtain the license through wilful misrepresentation or fraud, or
has failed to pass an [ANY] examination required under this chapter;

CSHB 46 (Jud) -12-
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%) if the licensee or applicant has misappropriated or
converted to personal use or has illegally withheld money required to
be held in a fiduciary capacity;

) if the licensee or applicant has, with intent to de—
ceive, materially misrepresented the terms or effect of an 1insurance
contract; or has engaged or 1is about to engage in a fraudulent trans—
action ;

(6) if the licensee or applicant has been guilty of "twist—
ing,"” under AS 21.36.050, or of rebating, under AS 21.36.100;

@) if the licensee or applicant has been convicted, by
final judgment, of a felony;

(S) if in the conduct of affairs under the Ilicense, the
licensee exhibits conduct considered by the director to reflect incom—
petence, untrustworthiness, or a source of injury and 1loss to the
public;

(©)) if the licensee or applicant has dealt with, or at—
tempted to deal with, 1insurances or to exercise powers relative to
insurance outside the scope of the licenses of the licensee or appli—
cant.

Sec. 25. AS 21.27.410(b) 1is amended to read:

(b) The 1license of a firm [ORCORPORATION] may besuspended,
revoked, or refused for any of the causes that [WHICH] relate to a
[ANY] person acting on behalf of the firm [DESIGNATED IN THE LICENSE
TO EXERCISE ITS POWERS].

Sec. 26. AS 21.27.420 1is amended to read:

Sec. «21.27.420. PROCEDURE FOR SUSPENDING OR [,] REVOKING [OR
REFUSING TO RENEW] A LICENSE. The director may suspend or [,] revoke
[LOR REFUSE TO RENEW] a license

[(D) BY ORDER GIVEN TO THE LICENSEE NOT LESS THAN 15 DAYS

13- CSHB 46 (Jud)
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BEFORE THE EFFECTIVE DATE OF THE LICENSE, SUBJECT TO THE RIGHT OF THE
LICENSEE TO HAVE A HEARING AS PROVIDED IN AS 21.06.180(b); PENDING A
HEARING THE LICENSE SHALL BE SUSPENDED; OR

2] by an order on hearing made as provided in AS 21.06.-
220 effective 10 days after the date of the giving of the order,
subject to the right of the licensee to appeal to the superior court
as provided in AS 21.06.230.
Sec. 27. AS 21.27.440 1is amended to read:

Sec. 21.27.440. CIVIL PENALTIES MAY BE IMPOSED. After hearing
and 1in addition to or 1in lieu of the suspension or (,] revocation of
[, OR REFUSAL TO RENEW] a [license, the director may levy a civil
penaltv upon the licensee not to exceed $2,500. The order levying the
civil penalty must [SHALL] specify the period within which the civil
penalty shall be fully paid. The [, WHICH] period may not be less
than 15 or more than 30 days after [FROM] the date of the order. Upon
failure to pay the civil penalty when due, the director shall revoke
the licenses of the licensee 1if not already revoked. A [THE] civil
penalty collected [SHALL BE PAID] by the director shall be paid to the
commissioner of revenue for deposit in the general fund.

Sec. 28. AS 21.27.450 1is amended to read:

Sec. 21.27.450. FINE IN LIEU OF ACTION AGAINST THE LICENSE.
Upon the hearing of an appeal from an order suspending or (,] revoking
[, OR REFUSING TO RENEW] a license 1issued under this chapter, the
court, if it finds that the licensee 1is guilty of violation of the law
and if it considers the suspension or [,] revocation [, OR REFUSAL TO
RENEW THE LICENSE] too severe a penalty under the facts as found, may
instead impose a fine of not more than $2,500. Payment of the fine
within 10 days after 1its 1imposition reinstates or restores [SHALL

REINSTATE, RESTORE, OR RENEW] the license.
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* Sec. 29. AS 21.27.460(a) 1is amended to read:

(a) Each license issued under this chapter, although issued and
delivered to the licensee agent, broker, solicitor™ or adjuster, 1is
the property of the state. Upon the [EXPIRATION,] termination, sus—
pension”™ or revocation of the license, the licensee or other person
having possession or custody of the license shall immediately deliver
it to the director either by personal deliveryor by mail.

Sec. 30. AS 21.34.040(c) is amended to read:

©) A nonadmitted insurer may be eligible to provide coverage
this state if it qualifies under one of the following:

€D a foreign but nonalien 1insurer mav qualifyunderthis
subsection if it has a minimum capital andsurplus equal to that
required in its domiciliary jurisdiction”™ or [,] $1,500,000 on Septem—
ber 18, 1984, [AND] $2,500,000 on June 20, 1985, [AMD] $3,500,000 [,]
on June 20, 1986, and $5,000,000 on June 20, 1987, whichever is great—
er,-

2 an alien 1insurer may qualify under this subsection if
it meets the minimum capital and surplus requirements in (1) of this
subsection and maintains in the United States an irrevocable crust
fund in either a national bank or a member of the Federal Reserve
system, 1in an amount not less than $1,500,000 [THAT REQUIRED AS MINI —
MUM CAPITAL AND SURPLUS 1IN (1) OF THIS SUBSECTION], for the protection
of all its policyholders 1in the United States; the trust fund must
[SHALL] consist of instruments of substantially the same character and
quality as those that are eligible investments for the capital and
statutory reserves of admitted insurers authorised to write like Kkinds
of insurance 1in this state or of irrevocable letters of credit; the
trust fund must [FUNDS SHALL] have an expiry date that at no timet is

less than five years;
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3) a Lloyd"s or other similar unincorporated group of
alien individual 1insurers may qualify if it maintains a trust fund of
not Iless than $50,000,000 as security to the full amount, for all
policyholders and creditors in the United States, of each member of
the group;

%) an "insurance exchange" <created by the laws of indi—
vidual states may qualify if it maintains capital and surplus, or the
substantial equivalent, of not less than $15,000,000 in the aggregate;
in the event the insurance exchange does not maintain funds for the
protection of all 1its policyholders, each individual syndicate shall
meet the minimum capital and surplus requirements of (1) of this
Subsection.

Sec. 31. AS 21.36.210(a) 1is amended to read:

(a) An insurer may not exercise its right to cancel a policy
personal [AN] automobile 1insurance [POLICY] except for the following
reasons:

(1) nonpayment of premium; or

(2) the driver®s license or motor vehicle registration of
either the named 1insured or of an operator who resides in the same
household as the named insured or who customarily operates a motor
vehicle 1insured under the policy has been under suspension or revoca-—
tion during the policy period or, if the policy 1is a renewal, during
its policy period or the 180 days immediately preceding its effective
date.

Sec. 32. AS 21.36.210(d) 1is amended to read:

(d This section does not apply to

(1) the failure to renew a policy, except as to coverage in
force for less than 12 monthsj_

(2 a policy that has been in effect less than 60 days at

CSHB 46(Jud) -16-



10

14

15

16

17

18

19

23

24

25

26

27

28

29

the time notice of cancellation 1is mailed cr delivered bv the insurer,
unless it is a renewal policy.
Sec. 33. AS 21.36.210(f) 1is amended to read:

(f) An [NOTWITHSTANDING (e) OF THIS SECTION, AN] insurer may not
exercise 1its right to cancel a policy of personal insurance other than
personal automobile 1insurance, except for the following reasons [THE
TYPE DESCRIBED IN (e) OF THIS SECTION IF ONE OF THE FOLLOWING CON-—
DITIONS OR CIRCUMSTANCES ARISES):

(1) nonpayment of premiums, including nonpayment of addi—
tional premiums, calculated in accordance with the current rating
manual of the 1insurer, jJustified by a physical change 1in the 1insured
property or a change in its occupancy or use;

(2) conviction of the insured of a crime havirg as one of
its necessary elements an act increasing a hazard insured against;

3) discovery of fraud or material misrepresentation made
by the 1insured or a representative of the 1insured in obtaining the
insurance or by the insured in pursuing a claim under the policy;

(4) discovery of a grossly negligent act or omission by the
insured that substantially- increases the hazards insured against; or

(5) physical changes in the insured property that result in
the property becoming uninsurable.

Sec. 34. AS 21.36 1is amended by adding a new section to read:

Sec. 21.36.215. LIMITS ON THE CANCELLATION OF BUSINESS OR COM-—
MERCIAL [INSURANCE POLICIES. (a) Except as allowed by the director
under (b) of this section, an insurer may exercise its right to cancel
a policy of business or commercial 1insurance only for the following
reasons:

(@) nonpayment of premiums, 1including nonpayment
tional premiums, calculated 1in accordance with the current rating

17- CSHB 46(Jud)
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manual of the insurer, justified by a physical change in the insured
property or a change in its occupancy or use;

(2) conviction of the insured of a crime having as one of
its necessary elements an act increasing a hazard insured against;

(3) discovery of fraud or material misrepresentation made
by the insured or a representative of the insured in obtaining the i
insurance or by the insured in pursuing a claim under the policy;

(A) discovery of a grossly negligent act or omission
insured that substantially increases the hazards insured against;

(5) physical changes in the insured property that result in
the property becoming uninsurable; or

(6) physical changes in the operations of the insured that
result in the property becoming uninsurable.

(b) Before issuing a notice of cancellation, an insurer mé
request the director to determine in a particular case or cases whe-
ther a reason for cancellation not specified in (a) of this section s
a valid reason for cancellation. The director may allow the insurer
to exercise its right to cancel if the director finds that the cancel-
lation is justified. The insurer may not implement the requested can-
cellation before receiving the approval of the director.

Sec. 35. AS 21.36.220 is amended to read:

Sec. 21.36.220. NOTICE OF CANCELLATION. An insurer may not
exercise its right to cancel a personal insurance policy wunless a
written notice of cancellation is mailed or delivered to the named
insured, at the address shown in the policy, at least 60 [20] days
before the effective date of cancellation. However, if [, EXCEPT THAT
WHEN] cancellation is for nonpayment of premium” the notice shall be
mailed or delivered to the named insured at the address shown in the

policy at least 2 [10] days before the effective date of
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cancellation. If cancellation is for a reason described in
AS 21.36.210(a)(2) or (f)(2) or (3), the notice shall be mailed or
delivered tc the named insured at the address shovm in the policy at
least 10 davs before the effective date of cancellation (AND SHALL
INCL"9E OR BE ACCOMPANIED FY A STATEMENT OF THE RExVSON FOR THE
CANCELLATION. THIS SECTION DOES NOT APPLY TO THE FAILURE TO RENEW A
POLICY, EXCEPT AS TO COVERAGE IN FORCE FOR LESS THAN 12 MONTHS].

Sec. 36. AS 21.36.220 is amended by adding new subsections tc read:

(b) An insurer may not exercise its right to cancel a policy of
business or commercial insurance unless a written notice of cancellar
tion is mailed or delivered to the named insured, at the address shown
in the policy, and to the agent or broker of record, at least 60 days
before the effective date of cancellation. However, if cancellation
is for nonpayment of premium, the notice shall be nailed or delivered
to the named insured at the address shovm in the policy and to the
agent or broker of record at least 20 davs before the effective date
of cancellation. If cancellation is for a vreason described in
AS 21.36.215(a)(2) or (3)., the notice shall be mailed or delivered to
the named insured at the address shown in the policy and to the agent
or broker of record at least 10 days before the effective date of
cancellation.

(c) If an insurer cancels a policy under (b) of this section, it
shall return or credit any unearned premium to the agent or broker of
record or directly to the insured or prenium finance company, if
applicable, before the effective date of cancellation, except that

(1) if cancellation is for nonpayment of premium, any
unearned premium shall be returned or credited within 45 days after
the notice of cancellation is given;

(2) if the policy is cancelled for other than nonpayment of
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premium and is subject to audit, the insurer shall perform or waive

2. the audit before the effective date of the cancellation and return or
3ﬂ credit any estimated wunearned premium before the effective date of
a cancellation.

o (d)  An insurer who mails a notice of cancellation required under
6l this section shall mail the notice by certified mail and shall request
! a return receipt that indicates the notice has been delivered. If a
3, notice of cancellation is returned wundelivered to the insurer, the
J insurer shall make an additional good faith effort to contact the
m: insured.

u (e) The division may require an insurer to perform an audit that
L the insurer has elected to waive under (c) of this section.

" (f) A notice of cancellation of insurance required to he given
Y under this section must include or be accompanied by a statement of
* the reason for the cancellation.

e * Sec. 37. AS 21.36,240 is amended to read:

o Sec. 21.36.240. FAILURE TO RENEW. An insurer may not fail to
e renew a personal insurance policy in force for less than 12 months.
o An insurer may not fail to renew a policy [IN FCR.CE FOR 12 MONTHS OR
0 MORE] wunless a written notice of nonrenewal is nailed or delivered to
2 the named insured, at the address shovm in the policy, at least 20
22 days for a personal insurance policy, and at least 45 davs for a
* business or commercial insurance policy, before the expiration date of
2 the policy [,] or of the anniversary date of a policy written for a
2 term longer than one year or with no fixed expiration date. This
*° section does not apply

2! (1) if the insurer has in good faith manifested [IN ANY
28

WAY] its willingness to renew;

* (2) in case of nonpayment of premium for the expiring
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*

policy; or

(3) if the insured fails to pay the premium as requ
the insurer for renewal
Sec. 38. AS 21.36.250 is amended to read:

Sec. 21.36.250. NOTICE OF ELIGIBILITY. When a policy of automo-
bile liability ‘insurance is cancelled, other than for nonpayment of
oremium, or is not renewed in accordance with [FOR FAILURE TO RENEW A
POLICY OF AUTOMOBILE LIABILITY INSURANCE TO WHICH] AS 21.36.240 [AP-
PLIES], the insurer shall notify the named insured of possible eligi-
bility for automobile insurance through the automobile assigned risk
plan, or aut<mobile insurance plan. The notification must [SHALL] |
accompany or be included in the notice of cancellation or nonrenewal |
required by AS 21.36.220 [AS 21.36.230] and 21,36.240.

Sec. 39. AS 21.36 is amended by adding a new section to read:

Sec. 21.36.255. PREMIUM REFUND. (a) If an insurance policy is
cancelled, rejected, or rescinded by the insurer or the insured, the
insurer shall refund the unearned premium paid to the insured. The
insurer may not provide a penalty for midterm cancellation of a policy
by the insured or by the insurer and the premium charged may not be
more than that provided by the rating plan of the insurer for that
coverage.

(b) Notwithstanding (a) of this section, if the insurer clear
indicates one or more of the following features in the policy, an
insurer may issue a policy

(1) whose premium is earned at a varying rate due to
seasonality of exposure;

(2) that contains a minimum earned premium; or

(3) witn a fluctuating premium base.
Sec. 40. AS 21.36.310 is amended to read:
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