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CSHB 43 deals with paying return transportation gosts for workers whose employment is terminated
within the first year.

Provision for financing the return transportation of new employees to their original place of
residence upon termination of employment has b”en public policy since 1949. The significance of
CSHB 43 is}that the proposed definition of "employer™ would, for the first time, make the law
applicaoTe to State employees.
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CONTINUATION of FISCAL NOTE ANALYSIS No* 2

For CSHB 43 (L&C) page 2 of 2 2/4/87

In FY 86, the State expended $1,232,000 for moving and relocation costs. This
figure includes legislative relocation costs which totaled $219,100 in FY 86.
Deducting costs for legislative moves leaves approximately $1,000,000 for
moving other State employees. The average cost of moving these employees is
between $10,000 and $15,000. (Costs are higher because these are permanent
versus temporary moves.) At an average of $12,500 per mt.ve, this equates to
about 80 moves of "regular" State employees.

We estimate that only about 10 percent of thesepaid moves are to entice new
employees to join the State workforce, the onlysituation towhich CSHB 43
would apply.- (Paying moves of "on-board" Stateemployees isusually
associated with getting a seasonea, trained employee to change their location
for the good of the service.)

In the eight situations to which CSHB 43 is applicable, it is unlikely that
more than one or two of the employees would terminate within the Ffirst year.
Therefore, the associated moving costs could be absorbed with existing
resources.

14/4K2/0129-02/3 Page 2 of _2
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SECTION BV SECTION COMNENTRRYV
CSHB 46 (RIs)
4129/87

Prepared by: Rlaska Diuision of Insurance
Date: 4/30/B7

OUERIf IEUJ

This committee substitute encompasses about 13 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 follows will attempt to identify each sue
addressed by the bill, explain the purpose and to comment section by
section.

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

Generai Agents /| Managers (Pages 2-3)

Continuous License (Pages 4-6)

Firm / Indiuidual License (Pages 7-9)

Broker Bond (Page 10)

Broker as Rgent (Pages 11-12)

Producer Financial / Fiduciary Recounts (Pages 13-14)
Rlien Trusts Deposits (Page 15)

Commercial Cancellation (Pages 16-19)

Pro Rata on Cancellations (Page 20)

Nurse Couerage (Page 21)

Relocation of Definitions (Page 22)

Elimination of Domestic Tax Exemption (Page 23)
Remoual of Obsolete or Duplicatiue Prciuisions (Page 24)



CSHB 46 (RIs)
4/50/87

GENERAL AGENTS / MANAGERS

This issue eliminates confusion with AS 21.09.280, which currently
attempts to distinguish between 'general agents"” who are required to
be licensed and 'managers” who 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 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.

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

AS 21.09 deals with insurance companies that apply for and ore issued
a Certificate of Authority. These companies haue elected to make
themselues subject to regulation by the Rlaska 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 Alaska including general
agents.

Section 2. (Page I, Lines 21-29; Page 2, Lines 1-16]i

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 §(c), the reference to AS 21.27.500 is remoued since its content is
incorporated in the neat 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

Page 4



CSHB 46 (RIs)
4/30/87

actiuity may haue the same appearance as a general agent.

8(g) enempts persons or entities who 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 46 (Page 31, Lines 5-8)

This Section includes a repeal of RS 21.27.500, on line 6.



CSHB 46 (RIs)

4/50/87

CONTINUOUS LICENSE

This bill introduces a continuous insurance license for agents, brokers,
solicitors, adjusters, and general agents, rather then the current
system requiring annual renewal, fill been*' es, 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 fr 6. The change on Lines 9
& 10 is not substantiue.

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

fiS 21.27.030(a)(1) is a controlled business prohibition. The substance
of this paragraph has been moued to Section 6. §(a) is reuised to deal
with the new applicant. Reference to renewal has been remoued.
Section 6. (Page 3, Line 29; Page 4, Lines 1-7)

This addition to AS 21.27.030 addresses the controlled business
prohibition on an enisting license.

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

Reference to renewal remoued on Page 5, Line 6.



CSHB 46 (RIs)
4/50/87
Section 10. (Page 6, Lines 15-29; Page 7, Lines 1-3)

Reference to date cf 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 onlg change of
substance is that on Page 8, Line 3 inhere reference to annual
continuation and enpiration is remoued.

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

The references to reneuual are addressed on Lines 1113.

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 enpiration is remoued on Line 24.

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

This Section has been completely reworked to reflect continuous
licenses. In 8(a) and 8(b), annual fee dates differ in some cases from
current renewal dates. Under present law, resident licenses enpire on
June 30, encept for brokers, which enpire on December 31.
Nonresident agent and brokers enpire a gear from issue and
nonresident adjusters on June 30. The continuation fee proposed
would be due on all agents, solicitors, or adjusters on June 30, and oil

brokers on December 31.



CSHB 46 (RIs)
4/50/87

The only other substantiue change appears in 8(d) inhere the sur-
charge for late renewal is established by regulation. This concept is
already the case for all other fees of the Diucsion 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 pcouides 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. UJe 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 enpiration remoued.

Section 42. (Page 24, Lines 19-25)

Reference relating to renewal remoued.



CSHB 46 (RIs)
4/50/87

FIRM / INOiIDIDURL LICENSE

This portion of the bill creates a new distinction between indiuidual
licenses issued to indiuidual persons, ond 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.

Rlso under current lain, adjusting firms are not licensed, only
indiuiduals. UJe haue experienced situations inhere firms haue ignored
Alaska Lain to the detriment of the public and indiuidual licensees
within the firm. This extends the accountability principle to adjusting
lirms. IH will giue the Diuision of Insurance a better regulatory
ouersight of the industry by requiring that euery 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 been changed to apply to indiuidual licensees. Since each
indiuidual is licensed it is not necessary to require that a firm be
examined. 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 t-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 | and 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 u, Lines 9-14)



CSHB 46 (RIs)
4/50/87

This Section also addresses the qualifications for license. It opplies 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 between film and corporation is remoued.
R definition for firm is introduced in Section 44 on Page 28, Lines
28-29 and Page 29, Lines 1-3. 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 by 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.

Page 8



CSHB 46 (RIs)
4/50/87

Section 44. (Page 27, Lines 19-29; Page 28, Lines 1-29;
Page 29, Lines 1-29; Page 30, Lines 1-20)
Definition of ufirmu introduced on Page 28, Lines 28-29 and Page 29,
Page 1-3.
Section 46. (Page 31, Lines 5-8)

RS 21.27.040(b) is repealed on Line 6. This is the subsection that
requires firms to designate all indiuiduals on the firm license.

Page 9



CSHB 46 (RIs)

4/50/87

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.

Section 14. (Page 8, Lines 10-22)

The increased bond amount appears on Lines 16 and 18.

Page 10



CSHB 46 (RIs)
4150187

BBQKEIft BS AGENT

Alaska currently licenses two kinds of insurance producer under HS
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. A 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. LBhen 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
proulde 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 hcs 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 as a
broker and couerages are not bound until confirmed by an insurer, or
to return the funds to the purchaser of couerage.

Page 11



CSHB 46 (RISs)
4/30/87

Section 13. (Page P 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 gene' -1 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 t)

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 nccept payment for couerage until that couerage is
authorized by an insurer.

Page 12



CSHB 46 (RIs)
4/50/87

PRODUCE! FINANCIAL / F1DUC1RRV ACCOUNTS

The Diuision has been working with the Alaska Association of
Independent Insurance Agents and Brokers concerning financial
problems with some insurance agenis 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.

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' fiduciarg 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 eKomination when requested. These documents would be

confidential.

The clarifications addressed in this issue coupled with the Broker as
Agent 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)

gb) contains the requirement for a premium fiduciary account. The
change clarifies the fact that other funds can not be commingled with

Page 13



CSHB 46 (RIs)
4130/87

it encept as specifically permitted in Section 21.

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

8(d) permits a limited commingling of nonpremium funds in the
fiduciary account for specific premium related purposes. Recounting
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.l

Page 14



CSHB 46 (RIs)
4/50/87

ALIEN 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. Rn alien insurer is one formed
under the laws of a country other than the United States.

Ht 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,
appronimately 95% of the alien surplus line companies doing business
in the fliaska 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,
fliaska 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 48. (Page 31, Lines 12-13)

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

Page 15



CSHB 46 (RIs)
4/30/87

COMMERCIAL CRNCELLRT10ON

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 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 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 revised. This issue has been the
one generating the most fine tuning during the hearing process.

The business or commercial insurance notice is similar to those in
many states. This proposal preserves the insurers right to cancel but
does require an adequate period of notice, a statement of the reasons
for the cancellation, and requires, in most cases, that any unearned
premium be returned to the insured before the effective date of
cancellation, fl notice requirement has been added for an increase of
premium at renewal or a change in couerage. Notice must be given
prior to eupiration.

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 revocation of license, conviction of a crime related to
the type of coverage provided, and material misrepresentation will
have 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 substantive change.

Section 52. (Page 16, Lines 25-29; Page 17, Lines 1-2)

- - :in -r - Page 16



CSHB 46 (RIs)
4/30/87

No substantive change. This is merely a relocation of RS 21.36.300.
Reference to some enceptions has been deleted since those will be
picked up under the commercial or business definition.

Section 53. (Page 17, Lines 3-21)

No substantive change.

Section 54. (Page 17, Lines 22-29; Page 18, Lines 1-9)

This Section lists the notice periods for personal insurance.

Section 55. (Page 18, Lines 10-29; Page 19, Lines 1-29;
Page 20, Lines 1-2)

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

8(c) requires the return of unearned premium prior to the effective
date of cancellation. If the cancellation is for nonpayment, return of
unearned premium must occur within 30 days after notice of
cancellation is given. Audits on auditable policies must also be made
before the effective date of cancellation and wunearned premium
returned before the eupiration of the policy, where the reason for
cancellation is other than nonpayment, and some specified enceptions.

While this may cause some difficulty for the insurer, it should be
remembered that this speaks to an insurer initiated cancellation.
Insurers can use tentative or projected numbers for the period
following the notice of cancellation. They often know they are going
to can el, so usually they can also control the audit process. The
insured with an auditable policy is entitled to the same protection as
an insured with a nonauditable policy. The insurer may elect to waive
an audit on cancellation, which is their right currently. If the Division
finds that the waiver is not in the insureds interest, it can require that
an audit be made under §(d).

Page 17



CSHB 46 (RIs)
4/50/87

8(d) prouides thot the Director has the authority to order on audit
meiued by an insurer under §(c). This mould be done mhen the director
belieues an insurer is acting unfairly to an insured.

8(e) clarifies that a reason for cancellation mill be giuen in all cases.

Section 56. (Page 20, Lines 5-24)

This section prouides for a notice to be giuen of a premium increase or
of a couerage change 20 days before expiration in the case of
personal insurance and 45 days before eupiratiion in the case of
business or commercial insurance. This does not apply to morkers'
compensation insurance.

Section 57. (Page 20, Lines 25-29; Page 21, Lines 1-15)

The notice of nonrenemal is unchanged for personal insurance at 20
days. The notice of nonrenemal for business or commercial insurance
is 45 days. Failure to giue required notice results in continued couer.

Section 58. (Page 21, Lines 16-25)

No substantiue change.

Section 40. (Page 22, Lines 15-19)

This section requires that a notice of cancellation be sent to the last
knomn address that the insurer haue a post office receipt of mailing.

Section 41. (Page 22, Lines 20-29; Page 23, Lines 1-29;
Page 24, Lines 1-18)

The definition of "business or commercial insurance" is nem. The
remainder of the changes in this Section are not sjbstantiue. The limit

Page 18



CSHB 46 (RIs)
4/50/87

on cancellation will entend to uessels under 50 displacement tons
wnich will couer most of Alaska's fishing fleet.

Section 46. (Page 31, Lines 5-8)

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

RS 21.36.210(e) is repealed because it has been relocated in ftfiie
definition of “personal insurance" on Page 23, Lines 21-29 and Page
24, Lines 1-7.

RS 21.36.230 is repealed as it is not needed.

RS 21.36.300 is repealed because it has been moued to Section 32.

Page 19



CSHB 46 (RIs)
4/30/87

PRO RHTfl 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. The short rate method of
computation is often a cause for complaint because of abuse. Most
complaints deal with the size of the penalty prouision.

Short rate penalty was originally intended to reflect an eupense of the
insurer that was, for the most part, beyond the insurers’ control. It
also prouides some protection from seuere market disruption. The
Diuision has considered the elimination of short rate by regulation, but
authority is uague. LUe would prefer to continue some form of short
rate penalty but be able to address the abuses.

Section 59. (Page 21, Lines 26-29; Page 22, Lines 1-12)

This Section limits the short rate penalty to 7.570 of the unearned
premium.

Section 47. (Page 31, Lines 9-11)

This Section makes clear that this new requirement does not affect

in-force contracts, thus sidestepping potential constitutional
conflicts.
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CSHB 46 (RIs)
4/30/87

NURSE CODERRGE

This proposal will add nurses to the list of health care professionals
who can obtain professional liability insurance from the Medical
Indemnity Corporation of fliaska 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 resolue
their auailability difficulties. The Diuision of Insurance has no
objection to this proposal.

Section 43, (Page 24, Lines 26-29; Page 25, Lines 1-29;
Page 26, Lines 1-29; Page 27, Lines 1-18)

"Nurse" or "nurses", is added on Page 25, Lines 1, 4, 7, 15, 16, fr 19
and on Page 27, Line 12.
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RELOCRTEION OF DEFINITIONS

Definitions in the Insurance Code (Title 21) are found in RS 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 substantiae, but merely

represent relocation with one exception, the definition of "firm,"
which has been already discussed on Page 8-9, under Sections 10 O 44.

Section 44. (Page 27, Lines 19-29; Page 28, Lines 1-29;
Page 29, Lines 1-29; Page 30, Lines 1-20)

§(1), "adjusterl on Page 27, Lines 22-28, was formerly RS
21.27.510(a).

8(2), "agent" on Page 27, Line 29 and Page 23, Lines 1-4, was formerly
RS 21.27.470.

§(5), "broker" on Page 28, Lines 11-18, was formerly RS 21.27.480.

§(11), "firm" on Page 28, Lines 28-29 and Page 29, Linesl-3 is new.
See discussion on Page 8.

8(13), “independent adjuster" on Page 29, Lines 7-8, was formerly RS
21.27.510(b).

§(20), "solicitor" on Page 30, Lines 6-9, was formerly RS 21.27.490.

Section 45. (Page 30, Lines 21-29; Page 31, Lines 1-4)

This Section was formerly RS 21.27.520. No substantiue change.

Section 46. (Page 31, Lines 5-8)

RS 21.27.470, RS 21.27.480, RS 21.27.490, RS 21.27.510, fr RS 21.27.520
are repealed as discussed in Sections 44 and 45 aboue.
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ELIMINATION OF DOMESTIC TRH EXEMPTION

This item proposes to terminate a tan exemption presently granted to
a domestic Alaska insurer during its first fiue years of existence.
There is a potential constitutional issue with continuance of the tax
exemption. In the past, large national insurance holding companies
haue taken aduantage of this feature and in some cases, there has
been a strong question about whether some of those companies mere
truly domestic Alaska insurers. The Diuision of Insurance has no

objection to this proposal.

Section 46. (Page 31, Lines 5-8)

AS 21.09.210(c) is repealed on Line 7, eliminating the domestic tax
exemption.
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BEMOURL OF OBSOLETE OB DUPLICFITIUE PROLUSIONS

The present Insurance Code was adopted in 1966. fit 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+ gears 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 46. (Page 31, Lines 5-8)

RS 21.03.030, BS 21.03.040, RS 21.03.050 and RS 21.06.040 are
repealed.
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Prepared by, Alasica Division of Insurance
Date: 4/30/87

This proposal encompasses about 13 insurance issues in one “omnibus” hill on
insurance issues. Most of the items contained in the bill have, at one time or another,
been requested by the Division. The Division supports this legislation.

GENERALAGENTS/MANAGERS

This issue eliminates confusion with AS 21.09.280, which currently attempts to distinguish
between "general a?ents" who are required to be licensed and "managers" who are not
The distinction is difficult to apply, since definition is unclear. The bill requires all general
agents to be licensed, ai d lists specific exceptions.

CONTINUOUS LICENSE

This bill introduces a continuous license for a(ﬁer_lts, brokers, solicitors, adjusters, and
Peneral agents, to replace annual renewal. All licensees will pay an annual fee with
ailure to pay resulting in revocation or suspension of license. This change should reduce
the paperwork handled by the Division.

FIRM/INDIVIDUAL LICENSE

This portion of the bill creates a new distinction between individual licenses issued to
individual .Fersons, and firm licenses issued to associations of individual licensees.
License will be required for all individuals to provide individual accountability. This
Pnnuple will also be extended to adjusting firms. We have experienced situations where
|r.rtrr1]s. rgﬁv% ignored Alaska Law to the detriment of the public and individual licensees
within the firm.

BROKER BOND

This section proposes to increase the bond required of a broker from the current $5,000 to
$10,000. The bond is available for the people ofthe state. The increased bond will have
an increased cost, butthe amount is not excessive.

BROKERAS AGENT

Alaska currently licenses two kinds of insurance producer, agent and broker. The agent
represents an insurance company through anomtment and contract The broker does

not. Producers typically hold hoth types of license. A purchaser of insurance usually
does not know which license is being used. This really becomes a concern when a
producer becomes insolvent or has misused trustaccount monies.
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This proposal provides thatwhen a broker places coverage which can be evidenced by a
binder, ‘issuance of a policy, or some acknowledgement from the insurer or its
representative, then the insurer is considered to have received those funds whether it
has or not. The broker is considered to be the agent of the company for purposes of
premium collection.

PRODUCER FINANCIAL/ FIDUCIARY ACCOUNTS

The Division 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. Unrortunately, the first sign that
all is notv/ell with an agents' or brokers' fiduciary account, inwhich he required to receive
all premium, iswhen itis too late. One good indicator ofa developing problem wc uld he
?ood accounting records accessible b,rt e Division, which are required with this bill. This
ool, coupled with other items in this bill should maximize public protection.

ALIEN TRUST DEPOSITS

This issue is our #1 priority legislative need this session and it relates to the trust fund
requirements for alien surplus lines insurers. An alien insurer is one formed under the
laws of another country.

Statute now requires that an alien surplus lines insurer 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 level required by the other 49 states.

This proposal would avoid the necessity to declare as ineli([]ible, approximately 95% of
the alien sutplus line companies doing business in the Alaska market, with resultant
reduction of available insurance markets for exposures in this state.

COMMERCIAL CANCELLATION

The insurance crisis of the past few years, accented the need to provide some kind of
Brotecnon for commercial policies. This proposal preserves the insurers right to cancel

ut does require an adequate period of notice, a statement of the reasons for the
cancellation, and requires, in most cases, that any unearned premium be returned to the
insured before the effective date of cancellation. A notice requirement has been added
foran increase of premium at renewal or a change in coverage. Notice must be given
prior to expiration.
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PRO RATAON CANCELLATIONS

There are two basic methods of computing return premium on a cancelled policy, which
are referred to as pro rata and shortrate. Prorata is used on cancellations initiated by the
insurance company and the earned portion of premium is proportionate ¢ the period of
coverage. Short rate is used on a cancellation initiated by the insured and has a built-in
penalty. The short rate method of computation is often a cause for complaint because of
abuse. Mostcomplaints deal with the size of the penalty provision. This proposal places
a reasonable limiton the size ofthe penalty.

NURSE COVERAGE

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. This is
primarily a hackup since nurses have been able to put together a national program that
resolves their availability difficulties.

RELOCATION OF DEFINITIONS

Definitions in the Insurance Code (Title 21) are found in AS 21.90. In addition, chaPters
contain definitions that in some cases have a more general application. These should be
located in the general definition chapter. The changes in this case are not substantive.

ELIMINATION OF DOMESTIC TAXEXEMPTION

This item proposes to terminate a tax exemption presently granted to a domestic Alaska
insurer during itsfirstfive years of existence. There is a potential constitutional issue with
continuance of the tax exemption.

REMOVAL OF OBSOLETE OR DUPLICATIVE PROVISIONS

The present Insurance Code was adopted in 1966. A number of provisions intended to
Prevent disruption of activities still remain in statute. These provisions are now obsolete.
ncluded inthe repeal is a section that duplicates provisions of the ethics bill adopted by

the Fourteenth Legislature.
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GENERRL AGENTS /| MANAGERS
Section |I. (Page 1, Lines 9-20)
Section 2. (Page 1, Lines 21-29; Page2, Lines 1-16)

Section 3. (Page 2, Lines 17-29; Page 3, Linel-2)
Section 46 (Page 31, Lines 5-8)

CONTINUOUS LICENSE

Section 2 (Page Lines 21-29; Page 2, Lines 1-16)
Section 4. (Page 3, Lines 3-10)

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

Section 6 (Page 3, Line 29; Page 4, Lines 1-7)
Section 7 (Page Lines 8-29; Page 5, Lines 1-9)

Section 12.  (Page 7, Lines 26-29; Page 8, Lines 1-9)
Section 15. (Page 8, Lines 10-22)

Section 17. (Page 9, Lines 15-19)

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

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

Section 24. (Page 12, Lines 16-29; Page 13, Lines 1-19)
Section 26. (Page 13, Lines 25- 29; Page 14, Lines 1-7)
Section 27. (Page 14, Lines 8-19)

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

Section 29. (Page 15, Lines 1-7)

Section 42. (Page 24, Lines 19-25)

1,
3,
3,
3,
: 4,
Section 10. (Page 6, Lines 15-29; Page 7, Lines 1-3)
7,
8,
9,
9,

FIRM / INDIUIDUAL LICENSE

Section 7. (Page 4, Lines 8-29; Page 5, Lines 1-9)
Section 8. (Page 5, Lines 10-29; Page 6, Lines 1-8)
Section 9. (Page 6, Lines 9-14)
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Section 10. (Page 6, Lines 15-29; Page 7, Line 1-3)

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

Section 14. (Page 8, Lines 23-26)

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

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

Section 44. (Page 27, Lines 19-29; Page 28, Lines 1-29;
Page 29, Lines 1-29; Page 30, Lines 1-20)

Section *'& (Page 31, Lines 5-8)

BROKER BOND

Section 14. (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)

PRODUCER FINRNC1RL / F1DUCIRRV ACCOUNTS

Section 19. (Page 9, Lines 27-29; Page 10, Lines 1-9)
Section 20. (Page 10, Lines 10-21)

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

Section 50. (Page 15, Lines 8-29; Page 16, Lines 1 i2)

Section 48. (Page 31, Lines 12-13)

COMMERCIAL CANCELLATION

Section 51. (Page 16, Lines 13-24)
Section 52. (Page 16, Lines 25-29; Page 17, Lines 1-2)
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Section 33. (Page 17, Lines 3-21)

Section 34. (Page 17, Lines 22-29; Page 18, Lines 1-9)
Section 35. (Page 18, Lines 10-29; Page 19, Lines 1-29;
Section 36. (Page 20, Lines 3-24)

Section 37. (Page 20, Lines 25-29; Page 21, Lines 1-15)
Section 38. (Page 21, Lines 16-25)

Section 40. (Page 22, Lines 13-19)

Section 41. (Page 22, Lines 20-29; Page 23, Lines 1-29;
Section 46. (Page 31, Lines 5-8)

PRO RfITfi ON CANCELLATIONS

Section 59. (Page 21, Lines 26-29; Page 22, Lines 1-12)

Section 47. (Page 51, Lines 9-11)

NURSE COUERRGE

Section 45. (Page 24, Lines 26-29; Page 25, Lines 1-29;
Page 26, Lines 1-29; Page 27, Lines 1-18)

RELOCRTION OF DEFINITIONS

Section 44. (Page 27, Lines 19-29; Page 28, Lines 1-29;
Page 29, Lines 1-29; Page 50, Lines 1-20)

Section 45. (Page 50, Lines 21-29; Page 51, Lines 1-4)

Section 46. (Page 51, Lines 5-8)

ELIMINRTION OF DOMESTIC TRH EHEMPTION

Section 46. (Page 51, Lines 5-8)

REMOURL OF OBSOLETE OR DUPLICRT1UE PROUISIONS
Section 46. (Page 51, Lines 5-8)
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4/29/87 Date Prepared: 4/30/87

GENERRL RGENTS / MRNRGERS

Section 1 (Page 1, Lines 9-20)
Section 2. (Page I, Lines 21-29; Page2, Lines 1-16)
Section 5. (Page 2, Lines 17-29; Page 3, Linel-2)

Section 46 (Page 31, Lines 5-8)

CONTINUOUS LICENSE

Section 2 (Page 1, Lines 21-29; Page 2, Lines 1-16)
Section 4 (Huge 3, Lines 3-10)

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

Section 6 (Page 3, Line 29; Page 4, Lines 1-7)
Section 7. (Page 4, Lines 8-29; Page 5, Lines 1-9)
Section 10. (Page 6, Lines 15-29; Page 7, Lines 1-3)
Section 12. (Pfijj 7, Lines 26-29; Page 8, Lines 1-9)
Section 15. (Page 8, Lines 10-22)

Section 17. (Page 9, Lines 15-19)

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

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

Section 24. (Page 12, Lines 16-29; Page 13, Lines 1-19)
Section 26. (Page 13, Lines 25- 29; Page 14, Lines 1-7)
Section 27. (Page 14, Lines 8-19)

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

Section 29. (Page 15, Lines 1-7)

Section 42. (Page 24, Lines 19-25)

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

Section 8. (Page 5, Lines 10-29; Page 6, Lines 1-8)
Section 9. (Page 6, Lines 9-14)
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Section 10. (Page 6, Lines 15-29; Page 7, Line 1-3)

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

Section 14. (Page 8, Lines 23-26)

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

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

Section 44. (Page 27, Lines 19-29; Page 28, Lines 1-29;
Page 29, Lines 1-29; Page 30, Lines 1-20)

Section 46. (Page 31, Lines 5-8)

BROKER BOND

Section 14. (Page 6, Lines 10-22)

BROKER RS RGENT
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)

PRODUCER FINRNCIRL / FIDUC1RBV ACCOUNTS

Section 19. (Page 9, Lines 27-29; Page 10, Lines 1-9)
Section 20. (Page 10, Lines 110-21)

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

Section 50. (Page 15, Lines 8-29; Page 16,Lines 1-12)
Section 48. (Page 31, Lines 12-13)

COMMERCIAL CANCELLATION

Section 51. (Page 16, Lines 13-24)
Section 52. (Page 16, Lines 25-29; Page 17, Lines 1-2)
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Section 33. (Page 17, Lines 3-21)

Section 34. (Page 17, Lines 22-29; Page 18, Lines 1-9)

Section 35. (Page 18, Lines 10-29; Page 19, Lines 1-29;
Section 56. (Page 20, Lines 3-24)

Section 57. (Page 20, Lines 25-29; Page 21, Lines 1-15)
Section 38. (Page 21, Lines 16-25)

Section 40, (Page 22, Lines 13-19)

Section 41. (Page 22, Lines 20-29; Page 23, Lines 1-29;
Section 46. (Page 31, Lines 5-8)

PRO BfITfl ON CBNCELLBTIONS

Section 39. (Page 21, Lines 26-29; Page 22, Lines 1-12)

Section 47. (Page 31, Lines 9-11)

NURSE COUERAGE

Section 43. (Page 24, Lines 26-29; Page 25, Lines 1-29;
Pege 26, Lines 1-29; Page 27, Lines 1-18)

RELOCATION OF DEFINITIONS

Section 44. (Page 27, Lines 19-29; Page 28, Lines 1-29;
Page 29, Lines 1-29; Page 30, Lines 1-20)

Section 45, (Page 30, Lines 21-29; Page 31, Lines 1-4)

Section 46. (Page 31, Lines 5-8)

ELIMINATION OF DOMESTIC TRH EKEMPTION

Section 46. (Page 31, Lines 5-8)

REMOLIRL OF OBSOLETE OR DUPLICRTIUE PROUISIONS
Section 46. (Page 31, Lines 5-8)
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LEGISLATIVE AFFAIRS AGENCY

M EMORANDUM April 16, 1987
SUBJECT: Domestic insurer tax exemption [!I @_Dlg
(HB 230)
APR 16 1987
T0: Representative Dave Dowordkgy
iri [/ Rabertson. Monagle & Eastaugh, P.C.
FROM: Michael F Ford/A~r*n~ * Jueau, Alada

Legislative Counsel

You have”asked whether the domestic insurer tax exemption
under <AS 21 .09. 210 (¢cT"1s a constitutionally valid exercise
of the state"s"HEaXlngauthority. |In light of the latest
U.S. Supreme Court decision striking down a state law that
imposed a different rate of tax on foreign insurers, this
form of exemption would appear to be equally defective. In
Metropolitan Life Insurance Company v. Warflg- 4°7TT~U.S. ___ , 84
L.Ed 2d 751 (1985), the court held that neither the pro—
motion of domescic business within a state nor the encour—
agement of capital investment are legitimate reasons that
would permit discrimination against foreign corporations, in
light of the equal protection clause. The court also noted
that this type of discrimination would also be prohibited
under the commerce clause. See Bacchus Imports, Ltd. v.
Dias, 468 U.S. , 82 L Ed 2d 200(1984) . The exemption con-
tained in AS 21.09.210(c) creates an impermissible dis—
crimination between foreign and domestic insurers.

The present language of sec. 2 in HB 230 that limits the
exemption to corporations organized before July 1, 1987 and
may eliminate this issue as a practical matter. To avoid
any possibility of litigation, the exemption should probably
be repealed rather than limited.
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AMEMDMENT

Offered in the HOUSE

TO: CSHB 46 (Rules)

Page I, "after line 8:

Insert a new bill section to read:

"* Section 1. AS 21.09.211(c) is amended to read:

* (c) A domestic company orz2anized before July 1,

rrom taxation under this section for a period

date of its organization." - AVE:

Page 1, line 9:
Delete "Section 1"

Insert "Sec. 2"

Renumber remaining bill sections accordingly.

Page 31, lines 5 - 6:

Delete "AS 21.09.210(c);"

Page 31, line 9:
Delete "29"
Insert "30"
Delete "31 - 46"

Insert "32 - 47"

5-0306Nb
Ford

Bv Navarre

1987, is exempt

of five vears from the
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[
I Original sponsors: Navarre, Swackhamir.er
and Sund
IN THE HOUSE BY THE RULES COMMITTEE
CS FOR HOUSE BILL NO. 46 (Rules)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to regulation of insurance; and

providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 21.09.250 1is amended to read:

Sec. 21.09.250. PROHIBITED ACTS. An insurer doing business in
this state may not make, write, place or cause to be made, written or
placed in this state a policy, duplicate policy or contract of insur—
ance of any kind or character, or general or floating policy upon
persons or property resident, situated or located in this state, fronm
or through a broker, agent, general agent, surplus line broker”™ or
person who has not secured a license in this state. An insurer may
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
state unless that person, firm”® or organization holds a license issued
by the director.

* 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, consisten
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 (RIs)



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

in AS 21.27, may exercise the powers conferred by this title upon
agents licensed for the kinds of insurance that the general agent 1is
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 1insurer by
the director upon application and payment of a fee set under AS 21.-
06.250.

(d) Every license is subject to the payment of an annual Tfee 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 1in the manner provided 1in AS 21.27.-
420.

Sec. 3. AS 21.09.280 is 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 consideredto be service representatives and are not required to
be licensed.

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

(1) the person, Ffirm, or corporation is a wholly-owned
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-owned

CSHB 46 (RIs) -2-



subsidiary of the insurance holding company that owns or controls the
insurer.
Sec. 4. 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 1issue [CR
RENEW] a license except 1in compliance with this chapter [, OR] to a
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. 5t AS 21.27.030(a) 1is amended to read:

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

()] the circumstances of the applicant for the license [OR
OF A LICENSEE] are such [AS TO CAUSE THE DIRECTOR REASONABLY TOB
LIEVE] that during the 12-month period immediately following 1issuance
[OR RENEWAL] of the license, 1if 1issued [OR. RENEWED] , the aggregate
amount of commissions to be represented by the controlled business
would exceed the aggregate amount of commissions to be represented by
all other 1insurance business to be procured by or through the appli—
cant [OR LICENSEE].
Sec. 6. AS 21.27.030 is amended by adding a new subsection to read:

-3- CSHB 46 (RIs)



10

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

CSKE

(d) The director may revoke an asent, solicitor, or broker
license if the director has reasonable cause to believe that during
either of the two preceding calendar years the aggregate amount of
commissions represented by the controlled business procured bv or
through the licensee exceeded the aggregate amount of commissions
represented by all other insurance business procured by or through the
licensee.

Sec. 7. AS 2i.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 requirement does not apply to

¢H) applicants for limited licenses, as travel 1insurance
agents oiily, 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 in
their state or province of residence and who are considered bv the
director to be fully qualified and competent;

4) applicants tor an agent or solicitor license coverins

-6 (RIs) -4-
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che same kinds of insurance as an agent®"s or solicicor®s license Chen

held by them.

(b) The director may at any time requir

licensed as an agent, broker

solicitor, or adjust

e an individual

er to take and

successfully pass an examination testing competence and qualifications

as a condition to the continuance

licensee has been guilty of v

ducted affairs under the license as to cause

[OR RENEWAL] ofthe

iolation of this title,

license if the

or has so con-—

the director reasonably

to desire further evidence of the qualifications of the licensee.

Sec. 8. AS 21.27.090(a) 1is amended to read:

(a) To qualify for an

individual

agent orbroker license an

applicant shall comply with this title and

(1) be 19 years of age or over

(2) if for a resid

bona fide resident before issuance of

[, IF AN IND

IVIDUAL];

ent agent®s or broker®s license, be a

license [,] and

actually reside

in the state [RESIDING IN ALASKA, OR IF A CORPORATION, BE OTHER THAN

ANINSURER AND MAINTAIN A LAWFULLY ESTABLISHEDPLACE

THISSTATE, EXCEPT AS PROVIDED IN AS 21.27,270];

©) [BE EMPOWERED TO BE AN AGENT OR BROKER,

BE. UNDER ITS MEM3ERS1 AGREEM

ENT, IF A

INCORPORATION, IF A CORPORATION;

1] successfully pass any

AS 21.27.060;

FIRM, OR BY

examination

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

(5 [(6)] not use or

intend to use [OR USE]

OF BUSINESS IN

AS THE CASE MAY

ITS ARTICLES OF

required under

the license for

the purpose principally of writing controlled business, as defined in

AS 21.27.030;
@®)[(7)] if for an

agent byone or more authorized

agent license, be appo

insurers,

-5-

subject to

inted as its

issuance of the
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license, except chat an individual acting on behalf of a firm is net
required Co have an appointment as an agent: Tfor that activity;

) [(8)] if for broker license, have had experience either
as an agent, solicitor, adjuster, general agent, broker, or as an
employee of insurers or representatives of insurers,or special educa-—
tion or training of sufficient duration and extent reasonably to
satisfy the director that the applicant possesses the <competence
necessary to fulfill the responsibilities of broker.

Sec. 9. AS 21.27.090 is amended by adding a new subsection to read:

(c) To qualify for a firm agent or broker license an applicant
shall comply with this title and

(1) comply with (a)(4) and (5) of this section;

2 if a corporation, maintain a lawfully established place
of business in this state, except as provided in AS 21.27.270.

Sec. 10. AS 21.27.130 is amended to read:

Sec. 21.27.130. CONTENT OF AGENT, BROKER, SOLICITOR LICENSES.
Agent, solicitor, and broker licenses must [SHALL] be 1in the form the
director prescribes, and must [SHALL] set out

¢D) the name and address of the licensee, or if the lic—
ensee 1s required to have a place of business, the address of the
place of business;

(2) if the agent or broker 1is a firm [OR CORPORATION], the
name of the principal or manager of the firm holding an individual
license as required bv AS 21.27.140 [EACH INDIVIDUAL AUTHORIZED TO
EXERCISE THE POWERS CONFERRED BY THE LICENSE];

(3) the kind or kinds of insurance the licensee is [THERE-—
BY] licensed to handle;

4) if a solicitor®s license, the name and address of the

agent or broker represented by the solicitor;

CSHB 46(R1s) -6-
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(5) the condition under which the license is granted;

(6) the date of 1issuance [AMD DATE OF EXPIRATION] of the
license.
Sec. 11. AS 21.27.140 1is 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 individualli—
censee acting on behalf of the firm. A firm [OR CORPORATION] maynot
be licensed as an adjus ter, agent”™ or broker unless each individual
acting as or representing to be an adjuster, agent, or broker on
behal f of the firm is licensedas an individual, and the principal or
manager of the firm is licensed as an individual to exercise all the
powers conferred by the firm®"s license. If the licensee knows of and
consents to an act or representation on behalf of the firm bv an
individual who 1is not licensed as required bv this chanter, 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 1-lAY EMPOWER AND
DESIGNATE ANY INDIVIDUAL, mOTHER THAN THE PRINCIPAL OP. 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 ATTEMPT!D EXERCISE OF THE POWERS BY AN
INDIVIDUAL NOT SO DESIGNATED, WITH THE KNOWLEDGE OR CONSENT OF THE
LICENSEE,] 1is cause fcr the revocation or suspension cf the firm
license.

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

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

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

soecifv the name and address of the insurer and agent, the name of the
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policy no be sold, the serial number of the machine, arc 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 if the director finds that the condi—
tions upon which the machine was licensed, under [AS REFERRED TO IN]
(a) of this section, no longer exist. Proof of the existence of a
[SUBSISTING] license shall be displayed on or abouteach vending
machine 1in use in the mannerthe director may reasonably recuire.

Sec. 13. AS 21.27.190(a) is 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, 1in the amount of S10.000 [55,000], The bond may be continu—
ous in form, and total aggregate liability on the bond may be limited
to the payment of 510.000 [55,000]. The bond must [SHALL] be contin-—
gent on the accounting by the broker” to c [ANY] person reauesting the
broker to obtain insurance or to a person from whom the broker obtains
insurance, for money or premiums <collected 1in connection with the
insurance [THEaEWITH].

Sec. 14. AS 21.27.190 is amended byadding a new subsection to read:

(¢) An individual who acts on behalf ofa firm that Ffiles and
maintains in force the bond described in (a) of this section is exemtt
from the recuirements of (a) of this section.

Sec. 15. AS 21.27.200(a) 1is repealed and reenacted to read:

(&) A broker 1is not an agent or other representative

insurer and does net have power as a broker to bind the

-6 (RIS) -C-



15

16

17

18

19

20

23

24

25

26

27

28

29;

regarding a risk or an insurance contract.
Sec. 16. AS 21.27.200 is amended bv adcint new subsections to read:

(c) In determining an insured"s entitlement to <coverage or
return premium, a premium payment made to a broker shall be considered
received by the insurer if

(€D the payment was, at the time it was made, designated
for specific coverage; and

(2) the insurer accepted or acknowledged coverage by 1issu-
ing a policy, binder, or other contract for temporary insurance.

(d) A broker may not knowin%ly accent payment for coverage until
coverage 1is authorized by an insurer.

(e) Except as provided under (c) of this section, this section
is not intended to alter the common law of agency as applied to trans-—
actions under this title.

Sec. 17. AS 21.27.240(a) is amended to read:

(@) An aaent or broker who emolovs a solicitor shall gqav the
[THE] fee for issuance or annual fee for continuation [RENEWAL] of a
solicitor license [SHALL BE PAID BY THE AGENT OR BROKER BY WHOM THE
SOLICITOR IS 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 must contain
(1) the name and business address of the adjuster:
@) date of 1issuance [AND DATE OF EXPIRATION] of the 1li-
cense;
(3) other statements proper to the purposes of the license.
Sec. 19. AS 21.27.350 1is amended bv acdina a new subsection to read:
(c) In addition to the record required under (a) of this sec-

ticn, each agent or broker shall have ar.c maintain at the agent"s cr

~9- CSHB 16 (RIs *
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broker®s principal place of business current accounting and financial
records maintained in 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 rmr.av be
used by the director in a proceeding against the licensee. Fcr 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

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

(b) Ail funds, except those made payable to the 1insurer, repre-
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
raid to the insured, insurer, or agent entitled to the funds. Fcr
curooses of this subsection, the fiduciary account of the firm shall
be considered the riduciarv account or an individual agent or broker ;
acting on behalf of the Tfirm. Funds deposited into a fiduciary ac-—
count may not be commingled cr otherwise combined with ether funds,
exceot as allowed under (a) of this section.

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

(d) An agent or broker may commingle with premium funds, addi-
tional funds for the purpose of advancing premiums, establishing
reserves fcr the payment of return premiums, or reserves fcr receiving
and transmitting premium cr return premium funds. Funds collected fc:
the payment of premium taxes, policy or filing fees, late naymer.t
cnarges , anc. interest rrom ticuciarv tunes or, deoosit, mav be com- ;

mingled 1in a fiduciary account, but shall be seoaratelv accounted f:
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and periodically removed from the fiduciary account.

(e) An agent or broker may not treat funds 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 income on a financial state-
ment, except that funds in a fiduciary account mav be included in a
financial statement of the agent cr broker if clearly 1identified as
fiduciary account assets.

@) In this section, "fiduciary account”™ means an account in
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. (@) An annual fee set
under AS 21.06.250 for resident and nonresident agent, solicitor, and
adjuster licenses 1is due on or before the close of business on the
30th day of June.

(b) A.n annual fee set under AS 21.06.250 for resident and non-—
resident broker licenses is 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 cr. behalf of a solicitor employed by the agent or broker.

(a) If payment of the annual license fee 1is net received by the
director before the due date as required under this section, the
licensee shall pay co the director and the director shall collect, 1in
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 bv law for transacting_business without
a valid license.

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

(a) The director may adopt regulations regarding the issuance of

-11- CSHB Ac(RIs)
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an agentor broker temporary license to

€D the surviving spouse cr 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 cf
a licensed agent or broker who 1is disabled because of sickness, insan-—
ity, or injury;

3) a surviving member” [OF A FIRM CR SUR.VIVING] officer”
or employee of a firm [CORPORATION] 1licensed as agent cr 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 a licensed agent who enters active
service in the armed forces of the United States;

(5) a person preparing for examination for permanent li-
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
[,L] revoke [, OR REFUSE TO RENEW] a license issued under this chapter
or a surplus 1line broker 1icense, or mar refuse t" renew a surplus
line broker license, for a cause specified in another [ANY OTHER]
provision cf this title, or for any of the following causes:

€N for a [ANY] cause for which |Issuance of the license
could have been refused had it then existed and been known to the
director:

2 if the licensee or applicant wilfully violates cr
knowingly participates 1in the violation of a provision of this title,

3) if the licensee or applicant has obtained cr attempted
to obtain the 1license through wilful misreoresentation or fraud, cr

has failed to pass an [ANY] examination required under this chapter;

-fc(RIs) -12-
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4) if the licensee or applicant has misappropriated cr
converted to personal use cr has 1illegally withheld money required to
be held in a fiduciary capacity;

(5) if the licensee or applicant has, with intent to de-

ceive, materially misrepresented the terms or effect of an insurance

contract; or has engaged or is about to engage in a fraudulent trans- j
action; }

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

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

(S) if in the conduct of affairs under the license, the
licensee exhibits conduct considered by the director to reflect incom-i
petence, untrustworthiness, or a source of injuryand less to the

public;
9 if the licensee or applicant has dealt with, or at-

temptedto deal with, insurances or to exercisepowers relative to

insurance outside the scope of the licenses of the licensee or appli- J

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

(b) The licenseof a firm [OR CORPORATION] may be suspended,

revoked, or refused for any of the causes that [WHICH]relate to a j

[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 [CR
REFUSING TO RENEW] A LICENSE. The director may suspend or [,] revoke
[, OR REFUSE TO RENEW] a license

(1) BY ORDER GIVEN TO THE LICENSEE NOT LESS THAN 15 DAYS
~13- CSHB 46 (RIS)
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BEFORE THE EFFECTIVE DATE OF THE LICENSE, SUBJECT TO THE RIGHT CF THE
LICENSEE TO HAVE A HEARING AS PROVIDED IN AS 21 .06.1c01lb); PENDING A
HEARING THE LICENSE SHALL BE SUSPENDED; OR

2] by an order on "nearing 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 KAY BE IMPOSED. After hearing
and in addition to or in lieu of the suspension or [,] revocation of
[, OR. REFUSAL TO RENEW] a 1license, the director may levy a civil
penalty upon the licensee not to exceed S2,506. 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 penait® when due. the director shall revoke
the licenses of the licensee if not already revoked. A [THE] civil
penalty collected [SHALL BE PAID] by the director shall be raid 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 Jlicense issued under this chapter, the
ccurt, if it finds that the licensee is guilty of violation of the Ilaw
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 its 1imposition reinstates or restores_  [SHALL

REINSTATE, RESTORE, OR RENEW] the license.

CSHB 4ouds) -14-



151
16
17
18

19

21
22 j
23:
24
25'
26'
27t
28 i

291

Sec. 29. AS 21.27.460(a) 1is amended to read:

(a) Each license issued under this chapter, although 1issued 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 delivery or by mail.

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

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

€D a Tforeign but nonalien insurer ma, oualifv under this
subsection if it has a minimum capital and surplus equal to that
required in its domiciliary jurisdiction® or [,] S1,500,000 on Septem-
ber 13, 1934, [AMP] $2,5TT,000 on June 20, 1985, [AMD] S3,500,000 [,J
on June 20, 1986, and $5,000,000 on June 20, 1987, whichever 1is great-
er;

(2) an alien insurer 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 1irrevocable trust
fund in either a national bank or a member of the Federal Preserve
system, in an amount not less than SI ,500,000 [THAT Pv.EQUIR.El AS MINI-
MUM CAPITAL AND SURPLUS IN (1) OF THIS SUBSECTION], fcr 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 authorized to write like kinds
of insurance 1in this state or of 1irrevocable letters of credit; the
trust fund must [FUNDS SHALL] have an expiry dace that at ro time Iis

less than cave years;

-15- CSHB 46 (RIs)
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(3) a Lloyd"s or ocher similar wunincorporated group of
alien individual 1insurers nav qualify if it naintains a crust fund of
not less chan $50,000,000 as securicv co the full amount, for all

oolicvholaers and creditors in the Un}ted States, of each member of
the group;

(4) an "insurance exchange" created by the laws of indi-
vidual states nay qualify if it naintains caoital andsurplus, cr the
substantial equivalent, of not 1less than S15,000,000in the aggregate;
in the event the insurance exchange does not maintain Tfunds fcr the
protection of all its oolicvholders, each individual svndicate shall
meet the minimum capital and surplus requirements of i'l) of this
subsection.

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

(a) An insurer may not exercise 1its right to cancel a ncllcv o

personal [AN] automobile insurance [POLICY] except for the following

reasons:
(1) nonpayment of premium; or
(2) the driver®s license cr motor vehicle registration of
either the named 1insured or of an operatorwho resides in the same

household as the named insured or who customarily operates a motor
vehicle insured under the policy has been under suspension cr revoca—
tion during the policy period or, if the policy is a renewal, curinr
its odicy period cr the 180 days immediately preceding 1its effective
Ccuc -

5ec. 32. AS 21.36.210(d) 1is amended to read:

(d) This section does not apply to
(1) the failure to renew a oolicv, exceptas to coverage in

force for less than 12 months:
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the time notice of cancellation is mailed or 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 net
exercise 1its right to cancel a policy of personal insurance other than
personal automobile 1insurance, except for the fpiloting reasons [THE
TYPE DESCRIBED IN (e) OF THIS SECTION IF ONE OF THE FOLLOWING CON-—
DITIONS OR CIRCUMSTANCES ARISES]:

¢)) nonpayment of premiums, including nonpayment of addi—
tionalpremiums, <calculated in accordance with the current rating
manual of the insurer, justified by a physical change in the insured
property or a change in its occupanc27 or use;

2 conviction of the insured of a crime having as one cf
its necessary elements an actincreasing a hazard insured against;

(3) discovery of fraud or material misrepresentation made
by the insured or a representative of the 1insured in obtaining the
insurance ur by the insured in pursuing a claimunder 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 21.36.220 1is amended to read:

Sec. 21.36.220. NOTICE OF CANCELLATION. An insurer mav not
exercise 1its right to cancel a personal insurance policy uni.ess a
written notice of cancellation is mailed [OR DELIVERED] to the named
insured as required bv AS 21.36.260 [, AT THE ADDRESS SHOWN IN THE
POLICY,] at least 6j) [20] days before the effective date of car.cella-
tion. However, if [, EXCEPT THAT WHEN] cancellation is for nonpayment

of premium”™ the notice snail be mailed [OP DELIVERED] to the named
-17- CSHB 46 (RIs)
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tfry.

insured as req

POLICY] at

uired bv AS 21.36.260 [AT THE ADDRESS SHORT:

IN THE

least 20 [10] days before the effective date of canceila-

tion. If cancellation is for a reason described ir. AS 21 .36 .21C(a) (2)

or ()(2)

required bv AS 21,36.260 at

cancellation

or (3). the notice shall be nailed to the named Insured as

[AND SHALL

THE REASON FOR THE CANCELLATION. THIS SECTION DOES NOT APPL

FAILURE TO RENEW A POLICY, EXCEPT AS TO COVERAGE IN FORCE

THAN 12 MONTHS].

Sec. 35.

(b)

business or

tion is mailed to the named

the agent

date of cancellation.

premium,

information

AS 21

least 10 days before trhe effective care of

INCLUDE OR 3E ACCOMPANIED BY A STATEMENT OF

Y TO THE

FOR LESS

.36.220 is amended by adding new subsections tc read:

An insurer may not exercise 1its right to cancel

commercial insurance unless a written notice of canceila-

insured as required by AS 21.36.260 and to

— 1

S

a policy cf

or broker of record at least 60 days before the effective j

or for failure c¢r refusal of the insured to pro

However, if cancellation is for nonpayment of

vide the

necessary to confirm exposure or necessary to determine

the policy premium, the notice shall be mailed tc the named insured as

required by AS 21.36.260 and to the agent or broker of record at: least

20 days before the effective date of cancellation.

(1) for conviction of the 1insured cf a crime having as on

necessa”/ elements an act increasing a hazard insured against

fcr discovery

of fraud or material misrepresentation made

insured or a representative of the insured in obtaining the

or by the

If cancellation is

e of its
, or (2)
by the

insurance

insured in pursuing a claim under the policy, the notice

shall be mailed to the named 1insured as required by AS 21.36.260 and

to the agent or broker of record at

date of cancellation.

©

If an

insurer cancels a nclicv under this section,

least 10 days before the effective

it shall



1 return or credit any unearned premium to the agent or broker of record |1
i

or directly to the insured or premium finance company, if applicable, j

3 before the effective date of cancellation, except that
4 (1) an unearned premium shall be returned or credited within H
5 30 days after notice of cancellation is given, if cancellation is for i
6 A nonpayment of premium, including nonpayment of ;
7 additional premiums, <calculated 1in accordance with the current 1
8 rating manual of the insurer, jJustified by a physical change 1in j
9 the 1insured propert37, a change 1in 1its occupancy or use, Or a ;
10 change 1in payroll, receipts, values, or other exposure units;

(B) conviction of the insured of a crime having as one j
12 of its necessary elements an act increasing a hazard insured ;
13 against; !
14 © discovery of fraud or material misrepresentation
15 made bv the 1insured or a representative of the insured in obtain-

16 ing the insurance or by the insured in pursuing a claim under the 1
o policy;

18 (D) failure or refusal of the 1insured to provide the
19 information necessary to confirm exposure or necessary to deter—
20 mine the policy premium;

21 (E) a reason described in AS 21.36.210(a)(2);

22 (2) the insurer shall perform or waive the audit before the
23 effective date of the cancellation and return or credit any estimated
24 unearned premium before the effective date of cancellation if the
25 policy 1is subject to audit and is canceled for a reason ether than
26 those described in (1)(A) - (D) of this subsection.

27 (d) The division may require an insurer to perform an audit that
28 the insurer has elected to waive under (c) of this section.

29] (¢) A notice of cancellation of insurance required to be siven

-17- CSHB 46 (RIS)
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under this section must 1include or be accompanied by a statement of
the reason for the cancellation.
Sec. 36. AS 21.36 1is amended by adding a new section to read:

Sec. 21.36.235. NOTICE OF PREMIUM OR COVERAGE CHANGES UPON
RENEWAL. (a) Except as provided 1in AS 21.36.420, 1if the renewal
premium is increased more than 10 percent for a reason other than an
increase 1in coverage or exposure base, or if after renewal there will
be a material restriction or reduction 1in coverage not specifically
requested by the insured, written notice shall be mailed to the
insured and to the agent or broker of record as recuired by AS 21.36.-
260

(1) at least 20 days before expiration of a personal 1insur—
ance policy;

(2) at least 45 days before expiration of a business or
commercial policy; or

3) by the anniversary date of the year before expiration
cf a policy written for a term longer than one year or without a fixed
expiration date.

(b) If notice before expiration of the policy is not given as
required by (@) of this section, the existing policy shall continue
until the 1insurer provides notice for the time period requi” by ()
of this section for that policy.

(c) This section does not apply to workers®" compensation insur—
ance .

Sec. 37. AS 21.36.240 is amended to read:

Sec. 21.36.240. FAILURE TO RENEW. An insurer may not fail to
renew a personal insurance policy 1in force for less than 12 months.
An insurer may net fail to renew a policy [IN FORCE FCR 12 MONTHS OR

MORE] unless a written notice of nor.renewal 1is mailed [OR DELIVERED]
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to the named insured as required by AS 21.36.260 [, AT THE ADDRESS
SHOWN IN THE POLICY,] at 1least 20 days for a personal insurance
policy, and at least 45 days for a business or commercial 1insurance
policy, before the expiration date of the policy [,] or of the anni-—
versary date of a policy written for a term longer than one year or
with no fixed expiration date. If notice of nonrenewal 1is not given
as required bv this section, the existing policy shall continue until
the insurer provides notice for the time period required bv this
section for that policy. This section does not apply

(¢)) if the 1insurer has 1in good faith manifested [IN ANY
WAY] its willingness to renew;

@) in case of nonpayment of premium forthe expiring
Dolicv; or

3) if the insured fails to pay the premium as required by
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
premium, or is not renewed in accordance with [FOR FAILURE TO RENEW A
POLICY OF AUTOMOBILE LIABILITY INSURANCE TO WHICH] AS 21.36.240 [A?-
PLIES], the 1insurer shall notify the named insured of possible eligi-
bilitv for automobile 1insurance through the automobile assigned risk
plan, or automobile 1insurance plan. The notification must [SHALL]
accompany cr 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. () IfT an insurance policy 1is

cancelled, rejected, or rescinded by the

€D insurer, the insurer shall refund the unearned premium
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paid to che insured or premium finance company; or

2 insured, che 1insurer shall recurr. any unearned pl

paid co Che insured or premium TFfinance company, less a cancellation
fee not to exceed 7.5 percent of che unearned premium; a cancellation

fee may not be charged unless the fee is clearly stated in che policyv,

(b) Notwithstanding (a) of this section, if the insurer clearly

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 sea-—
sonality of exposure;

(2) that contains a minimum earned premium; or

(3) with a fluctuating premium base.

* Sec. 40. AS 21.36.260 is repealed and reenacted to read:
Sec. 21.36.260. PROOF AND METHOD OF MAILING NOTICE. If a notice

is required from an insurer under this chapter, che insurer shall

(1) mail the notice by first class mail tc the last known
address of the insured; and

@) obtain a certificate of mailing from the U.S. Postal
Service.

* Sec. 41. AS 21.36.310 is amended to read:
Sec. 21.36.310. DEFINITIONS. In AS 21.36.210 - 21.36.310

¢)) "business or commercial insurancell means insurance
other than personal insurance, reinsurance, life insurance, disabilityv
insurance, fidelitv and suretv insurance, tide 1insurance. wet marine
and transDortation insurance as defined in AS 21.34.900, or an annuitv
contract;

(2) "nonpavment of premium” means failure cf the named
insured to discharge when due any obligations of the named insured i:

connection with the payment or premium, on a policv, or anv installmen”
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i! of the premium, whether the premium 1is payable directly to the insurer

2 or its agent or indirectly under any premium Tfinance plan or extension
3? of credit;
4] 3) "personal automobile Insurance" means 1insurance not
related to business or commercial activities, covering [(2) "POLICY"™
6; MEANS AN INSURANCE POLICY COVERING THE RISKS AND EXPOSURES LISTED IN
! AS 21.36.210(e) OR AN AUTOMOBILE POLICY THAT INCLUDES] automobile
8 liability, uninsured or underinsured motorists [COVERAGE, UNINSURED
9li MOTORIST COVERAGE], automobile medical payments [COVERAGE], or automo—
mJ bile physical damage [COVERAGE], that 1is delivered or issued fcr

" delivery 1in this state [INSURING AS THE NAMED INSURED, ONE INDIVIDUAL

Q% OR HUSBAND AMD WIFE RESIDENT OF THE SAME HOUSEHOLD], and under which
131 the insured vehicles are of the following types only:
14y A) a motor vehicle of the private passenger or sta-—
|
15 tion wagon type that is not used as a public or livery convey—
162 ance, nor rented to others; or
17 (B) any other four-wheel motor vehicle with a load
18 capacity of 1,500 pounds or less that 1is not used in the occupa—
mﬁ tion, profession”™ or- business cf the 1insured, nor used as a
201 public or livery conveyance” nor rented tc others;
ﬂ! (4) "personal 1insurance"
22? (A) means personal automobile 1insurance, or 1insurance
23 covering
t
241 O) loss of or damage to real property th
251 used predominantly for residential purposes and that does
26: not consist of more than four dwelling units:
271 (i) loss of or damage to personal prope
Zsﬁ including Personal effects, household furniture, fixtures
291 and ecuipment Ilocated in not mere than four dwelling units;
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or
(iii) lesal [liability of natural oerscr.s for loss,
of. damage to, or injury to persons or property if the in-

surance does not cover liability arisine from or in ccn-

nectiong witph busgness or commercial activitieg: 1
(B®) does not include an annuity contract or a policy
of life insurance, disability insurance, or title insurance: i
1
B) [3)] "renewal”™ or "renew" means
(A) the 1issuance and delivery [3Y AN INSURER] of an i
insurance [A] policy [REPLACING] at the end of the policy period”
that replaces a policy previously 1issued and delivered by the
same insurer; [,] j
€)) the issuance and delivery of a certificate or ;
notice extending the term of a policy beyond its policy period cr i
terrrj_ [, ] or
© the extension of the term or a oclicy bevcnd its I]
policy period or term under a provision for extending the policy !
by payment of a continuation premium. >
Sec. 42.AS 21.84.430(c) 1is amended to read:
(c) The director may refuse to issue cr may suspend :r revoke
[RENEW] an insurance agent®"s license if, 1in the judgment of the cirec-
ter, the proposed licensee is not trustworthy and competent to act as jl
acent, or has given cause for revocation or suspension of the license, !
cr has failed to comply with a prerequisite for the 1issuance [OR m
RENEWAL, AS THE CASE MAY BE,] of the license.
Sec. 43. AS 21.88.050 is amended to read:
Sec. 21.88.050. POWERS AND DUTIES OFTHE CORPORATION. () The
corporation shall
¢)) in the form approved by the director, iss
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physicians, nurses, and hospitals who are found to be acceptable risks
under standards developed under (5) of this subsection, and who rav
the premiums for it, a contract or contracts indemnifying physicians”®
nurses, and hospitals and their employees who are health care crcvid—
ers against loss by reason of liability tor covered claims for an act
or omission in the delivery of professional health care in this state,
and agreeing to tender on behalf of the physicians, nurses, and hos—
pitals and their employees who are health care providers a defense to
a covered claim in a proceeding brought under AS 09.55.530 - 09.55.-
560; the limits of liability for policies issued by the corporation
shall be approved by the director; the contract shall cover the de—
fense against but need not indemnify liability for punitive damages
arising from a“covered claim; at the option of the corporation, if
approved by the director, and for an additional premium the contract
may cover claims against the physician, nurse, or hospital that arise
out of professional services performed by the physician, nurse, or
hospital for any period before the contract 1is issued, except that j
coverage will not be provided for a claim already filed or that [OF
WHICH] the physician, nurse, or hospital had or reasonably should have

had notice at the time the retroactive insurance was purchased;

2 charge a premium Tfor the protection provided b

contracts 1issued bv the corooration which shall be determined bv tee
board of governors in accordance with AS 21.S8.080 and subject to the
approval of the director;

<3) comply with or be subject to AS 21.06,090, 21.06.1 20,
21.06.140, 21.06.160, 21.06.250, AS 21.09.180- 21.09.200, 21.09.250.
21.09.280, AS 21.12.020(b)-(e), AS 21.18, AS 21.21, AS 21.24 and
AS 21.36; ar.c shall be exempt from participation as a member insurer

in the Alaska Insurance Guaranty Corporation;
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(4) carry out the obligations of the contracts 1issued by
the corporation by defending all co "erea claims made against insured
health care providers and by paying all liabilities that [WHICH] are
finally adjudicated against the insured health care provider or that
[WHICH] may 1in the opinion of the corporation reasonably be expected
to be finally adjudicated against the health care provider to the
extent of the contract obligation;

(5) establish standards for the acceptability cf risks; in
establishing these standards the corporation may exclude an applicant
for insurance based on individual risk selection factors, but may not
exclude an aoolicant based onlv on the classification of the appli—
cant.

(b) The corporation may

¢)) employ or retain persons, individual or corporate, tc
discharge 1its obligations and pay reasonable compensation for these
services; employees of the corporation are not considered state em—
ployees ;

2 negotiate for and procure reinsurance from private
casualty 1insurers or reinsurers for any and all liability incurred by
contracts issued bv it;

<, provide coverage to insureds tor other hazards custom-
arily included in medical malpractice insurance policies when there is

a finding by the director that this coverage 1is not available to

insureds of the Medicallndemnity Corporation of Alaska in the private ]

insurance market at a competitive price;

(4) borrow or advance funds necessary to carry out the
purposes of the corporation;

(5) negotiate and become a party to those contracts as are

necessary to carry out the purposes cf the corporation;
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(6) sue or ge sued in the name of the corporation;

) provide risk management advice and services to hospi-
tals ;

(8) negotiate and become a party to contracts for manage —
ment services for the corporation;

(©)) perform all other acts necessary and proper to carry
out the duties of the corporation;

(10) in a form approved by thedirector and for anaddition-
al premium determined under AS 21.88.080, issue endorsements which
provide indemnity for claims not yet vreported which arise out of
professional services rendered during a period of continuous coverage
under the originally issued contract, to physicians, nurses, and
hospitals who pay the premium for it and who are terminating their
original covered claims contract withthecorporation for a period of
not less than one year;

(11) subject to approval by the director, extend coverage
to a person, entity, or facility that renders health care services in
the state under the supervision of a physician
Sec. 44. kS 21.90.900 1is amended to read:

Sec. 21.90.900. DEFINITIONS FOR TITLE, In this title, unless
the context requires otherwise,

¢)) "adjuster™ means a person who, for compensation as an
independent contractor or as an emolovee of an independent contractor,
or for fee or commission, investigates and adjusts claims arisir.a
under insurance contracts on behalf of the insurer, but does r.ct
include an attornev at law who adjusts insurance losses from time to
time incidental to the practice of law or a salaried emolovee of an
insurer;

2 "agent" means a person appointed bv an insurer to
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solicit: applications for insurance or annuities on its behalf, and if
authorized to do so, to effectuate and countersign insurance Con—
tracts, except life or disability insurance or annuities, and to
collect premiums on insurance or annuities;

3) "alien insurer” means an insurer formed under the Ilaws
of acountry other than the United States of America, its states,
districts, territories, and commonwealths;

@4 [(D] "authorized 1insurer”™ means an insurer authorized
by a [SUBSISTING] certificateof authority 1issued by the director to
transact insurance 1in this state;

(5) "broker"™ means a Derson who 1is not an aaer.t of the
insurer and who, on behalf of the 1insured, for compensation as an
independent contractor bv commission or fee, solicits, negotiates, or
procures insurance or reinsurance or the renewal or continuance of
insurance or reinsurance; or 1in any manner aids 1in the solicitation,
negotiation, procurement, renewal, or <continuance of insurance or
reinsurance. for insureds or prospective 1insureds not including the
broker;

(6) [(3)] "commissioner" means Che commissioner of the
Qegartment of Commerce and Economic Develogment;

() [(D] "court"™ means sunerior court;

(8) [(B)] "director" means*the director of the division of
insurance;

©)) [(6)] "division" means the division of insurance,
Department of Commerce and Economic Development;

(10) [(D] "domestic insurer" means an insurer formed under
the laws of this state;
(1) "firm” means an oreanization of two or more licensees

acting in association with each other, either in a partnership,

CSHB 16 (RIS) -28-

[

_—1— ™



10

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26!

27 i

28!

- ——

=N
[{c]

corporation, or otherwise, or an organization in which a single
licensee has less chan 50 percent ownership 1interest in tha organiza—
tion ;

(12) [(8)] "foreign insurer™ means an 1insurer formed under
the laws of a jurisdiction other than this state and includes an alien
insurer;

(13) "independent adjuster"” means an adjuster representing
the interests of the insurer;

(14) [(D] "industrial |Ilife 1insurance" means that form of
life insurance written under policies with a face amount of SI1,000 or
less, with thewords "industrial policy" imprinted on the face as part
of the descriptive matter, and under which premiums are payable month—
ly or more often;

(15) [(10)1] "insurance" means a contract whereby one under —
takes to indemnify another or pay or provide a specified or determin—
able amount or benefit upon determinable contingencies;

(16) [(11)] "insurer"™ 1includes a person engaged as indemni—
tor, surety, or contractor 1in the business of entering into contracts
of insurance or of annuity";

a7n [(12)] "person" has the meaning given 1in AS 01.10.060
and includes an insurer, Lloyd"s, fraternal benefit society, medical
service or hospital service plan as defined in AS 21.87, reciprocal or
interinsurance exchange, syndicate, and any other legal entity engaged
in the business of transacting insurance, including agents, brokers,
and claims adjusters;

(18) [(13)] "policy" means the written contract of or writ—
ten agreement for or effecting insurance, by whatever name called, and
includes all clauses, riders, endorsements and papers attached to it

and a part of it;
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(19 [(1D] "premium" means the consideration for insurance,
by whatever name called, and by whatever method paid or collected,
including an assessment, or membership, policv, survey, inspection,
service or similar ree or charge made 1in consideration for an insur—
ance contract;

(20) "solicitor"™ means an individual authorized bv an agent
or broker to solicit applications for insurance as a representative cf
the agent or broker and to collect premiums 1in connection with the

insurance;

(21) [(15)] "state" means a state, Districtof Columbia,
territory, commonwealth, or possession cf the United States of
America;

(22) [(16)] "transact" with respect to insurance includes

(A) solicitation and inducement;

(B) preliminary negotiations;

(C) effectuation of a contract of insurance;

(D) transaction of matters subsequent to effectuation

of the contract of insurance and arising out of it;
(23) [(17)] "unauthorized insurer”™ means® an insurer not

authorized to transactinsurance 1in this state.
Sec. 45. AS 21.90 is amended by adding a new section to read:

Sec. 21.90.910. EXCEPTIONS FROM DEFINITIONS. The definitions of
"adjuster," "agent," "broker," "firm," and "solicitor”™ in AS 21.90.Q00
do not include

(¢D) individuals employed and used by agents for the perfor—
mance of clerical, stenographic, and similar office duties; incidental
taking of an application for insurance from time to time 1in the office
of the employing agent if the employee®s compensation 1is not contin—

gent upon or related to the volume of applications, insurance, cr

46 (RIS) -30-



1 premiums;

2: 2 che attorney-in-fact of a reciprocal insurer, or che
3l salaried traveling representative of areciprocal ormutual insurer
4 not compensated ona commission basis.

* Sec. 46. AS 21.03.030, 21.03.040, 21.03.050; AS21.06.040; AS 21.09.-
210(c); AS 21.27.040(b) , 21.27.470, 21.27.480, 21.27.490, 21.27.500, 21.-
27.510, 21.27.1 ); AS 21.36.210(c), 21.36.210(e), 21.36.230, and 21.36.300

8! are renealed.

9’ Sec. 47. Sections 1 - 29 and 31 - 46 of this Act aoDlv to insurance
10 policies entered into or renewed on or after the effective date of secs.
11§ 1-29 and 31 - 46 of this Act.

12 * Sec. 48. Section 30 of this Act takes effect immediately under

13] AS 01 .10.070(c).
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SECTION BY SECTION COMMENTARY
CSHB 46 (Jud)
4127187

Prepared by: Rlaska Diuision of Insurance
Date: 4/27187

OUERDIELU

This committee substitute encompasses about 14 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 folloibs uu!! attempt to identify each issue
addressed by the bill, enpiain the purpose and to comment section by
section.

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

General Agents /| Managers (Pages 2-3)

Continuous License (Pages 4-6)

Firm / Indiuidual License (Pages 7-9)

Broker Bond (Page 10)

Broker as Agent (Pages 11-12)

Producer Financial / Fiduciary Accounts 'Pages 13-14)
Rlien Trusts Deposits (Page 15)

Repeal of Rebate Prouisions (Page 16-17)

Commercial Cancellation (Pages 18-21)

Pro Rata on Cancellations (Page 22)

Nurse Couerage (Page 23)

Relocation of Definitions (Page 24)

Elimination of Domestic Tau Exemption (Page 25)
Remouai of Obsolete or Duplicatiue Prouisions (Page 26)
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GENERAL AGENTS / MANAGERS

This issue eliminates confusion with AS 21.09.280, which currently
attempts to distinguish between "general agents'
be licensed and "managers"" who 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 between the two. The bill eliminates -eferences to
managers and requires all general agents to be license It then lists

those specific entities that will not be considered general agents.

who are required to

Section 1 (Page I, Lines 9-20)

AS 21.09 deals with 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. Tne change in this Section
makes it clear that an admitted company may only do business
through persons or entities licensed by Alaska 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 genera! 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 newt Section.

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

8§ (f) in this Section, moues a prouision from RS 21.27.500. It prouides
that salaried employees cf an insurance company are not subject to

license for their actiuities on behalf of the insurer, euen though that

Page 2
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actiuity may haue the same appearance es a genera! agent.
8(g) enempts persons or entities who perform general agent type
seruices for an iinsuranre 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 52 (Page 33, Lines 21-24)

This Section includes a repeal of AS 21.27.500, on line 22.

Page 3



CSHB 46 (Jud)
4127187

CONTINUOUS LICENSE

This bill introduces a continuous insurance license for agents, brokers,
solicitors, adjusters, and general agents, 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 & 6. The change on Lines 9
& 10 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 Section 6. 8§(a) is reuised to deal
with the new applicant. Reference to renewal 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 enisting license.

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

Reference to renewal remoued on Page 5, Line 6.

Page 4
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Section 10. (Page 6, Lines 15-29; 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 uending machines that dispense
policies of personal trouel accident insurance. The only change of

substance is that on Page 8, Line 3 where reference to annual
continuation and expira tion is remoued.

Section 13. (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 expiration is remoued on Line 24.

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

This Section has been completely reworked to reflect continuous
licenses. In 8(a) and §(b), annual fee dates differ in some cases from
current renewal dates. Under present law. resident licenses expire on
June 30, except for Dbrokers, which expire on December 31
Nonresident agent and brokers expire a year from issue and
nonresident adjusters on June 30. The continuation fee proposed
would be due on all agents, solicitors, or adjusters on June 30, and all
brokers on December 31.

Page 5
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The only other substantiue change appears in 8(d) where 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 or
license. Hie would prefer 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 ewpiration remoued.

Section 47. (Page 27, Lines 1-7)

Reference relating to renewal remoued.

Page 6
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FIRM / INDILHCUfIL LICENSE

This portion of the bill creates a hem distinction betmeen indiuidual
licenses issued to indiuidual persons, and firm licenses issued to
associations of indiuidual licensees. Under current lam, 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 aJded or deleted.

Rlso under current lam, adjusting firms are not licensed, only
indiuiduals. Hie haue experienced situations inhere firms haue ignored
Alaska Lam to the detriment of the public and indiuidual licensees
mithin the firm. This extends 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 t-9)

This Section concerning examination 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
examined. 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 papermoik 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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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 between firm and corporation is remoued.
fl definition for firm is introduced in Section 50 on Page 31, Lines
16-19. 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 entent as
persons employed by 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
breker 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 enercise its
powers, the language has been reuised to acting on behalf of the firm.

Page 8
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Section 50. (Page 30, Lines 7-29; Page 31, Lines 1-29;
Page 32, Lines 1-29; Page 33, Lines 1-7)

Definition of "firm" introduced on Page 31, Lines 16-19

Section 52. (Page 33, Lines 21-24)

BS 21.27.040(b) is repealed on Line 22. This is the subsection that
requires firms to designate all indiuiduals on the firm license.

Page 9
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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 auailabie for the people of
the state. The increased bond mill haue an increased cost, but the
amount is not encessiue This is not a Diuision of Insurance proposal,
but we haue no objection to it.

Section 14. (Page 8, Lines 10-22)

The increased bond amount appears on Lines 16 and 18.

Page 10
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BROKER AS AGENT

fliaska 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 o*her hand, the broker
represents the purchaser of insurance. It is typical for an insurance
producer to hold both types of license, fl 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. When 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 (he 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.

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

Page
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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-N)

This Section establishes the concept of "broker as agent for purposes
of premium collection.” Id) 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 FINANCIAL / FiDUCIARV RCCOUNTS

The Diuision has been working Luith the Rlaska Association of
Independent Insurance Agents and Brokers concerning financial
problems luith 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 tuell
Luith 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 euamination when requested. These documents would be

confidential.

The clarifications addressed in this issue coupled with the Broker as
Agent resolution should mauimize 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)

uumaiii5 me ieyun eniem tut a pieiiiiuiu nuuiiaiy aixuuiu. me
change clarifies the fact that other funds can not be commingled with
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it except os 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 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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