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P R O P O S E D  A M E N D M E N T  T O  S B  2 5 9 ( L & C )

AM EN D S E C T I O N  2 1 . 7 9 . 0 7 0  b y  a d d i n g  a  n e w  s u b s e c t i o n
( f )  a s  f o l l o w s :

" ( f )  ( 1 )  T h e  t o t a l  o f  a l l  a s s e s s m e n t s  u p o n  a
m e m b e r  i n s u r e r  f o r  t h e  l i f e  a n d  a n n u i t y  a c c o u n t  a n d  f o r  e a c h  
s u b a c c o u n t  t h e r e u n d e r  s h a l l  n o t  i n  a n y  o n e  c a l e n d a r  y e a r  
e x c e e d  t w o  p e r c e n t  a n d  f o r  t h e  h e a l t h  a c c o u n t  s h a l l  n o t  i n  
a n y  o n e  c a l e n d a r  y e a r  e x c e e d  t w o  p e r c e n t  o f  s u c h  i n s u r e r ' s  
a v e r a g e  p r e m i u m s  r e c e i v e d  i n  t h i s  s t a t e  o n  t h e  p o l i c i e s  a n d  
c o n t r a c t s  c o v e r e d  b y  t h e  a c c o u n t  d u r i n g  t h e  t h r e e  c a l e n d a r  
y e a r s  p r e c e d i n g  t h e  y e a r  i n  w h i c h  t h e  i n s u r e r  b e c a m e  a n  
i m p a i r e d  o r  i n s o l v e n t  i n s u r e r .  I f  t h e  m a x im u m  a s s e s s m e n t ,  
t o g e t h e r  w i t h  t h e  o t h e r  a s s e t s  o f  t h e  A s s o c i a t i o n  i n  a n y  
a c c o u n t ,  d o e s  n o t  p r o v i d e  i n  a n y  o n e  y e a r  i n  e i t h e r  a c c o u n t  
a n  a m o u n t  s u f f i c i e n t  t o  c a r r y  o u t  t h e  r e s p o n s i b i l i t i e s  o f  
t h e  A s s o c i a t i o n ,  t h e  n e c e s s a r y  a d d i t i o n a l  f u n d s  s . i a l l  b e
a s s e s s e d  a s  s o o n  t h e r e a f t e r  a s  p e r m i t t e d  b y  t h i s  A c t .

" ( 2 )  T h e  b o a r d  m a y  p r o v i d e  i n  t h e  p l a n  o f  
o p e r a t i o n  a  m e t h o d  o f  a l l o c a t i n g  f u n d s  a m o n g  c l a i m s ,  w h e t h e r  
r e l a t i n g  t o  o n e  o r  m o r e  i m p a i r e d  o r  i n s o l v e n t  i n s u r e r s ,  w h e n  
t h e  m a x im u m  a s s e s s m e n t  w i l l  b e  i n s u f f i c i e n t  t o  c o v e r
a n t i c i p a t e d  c l a i m s .

" ( 3 )  I f  a  o n e  p e r c e n t  a s s e s s m e n t  f o r  a n y
s u b a c c o u n t  o f  t h e  l i f e  a n d  a n n u i t y  a c c o u n t  i n  a n y  o n e  y e a r  
d o e s  n o t  p r o v i d e  a n  a m o u n t  s u f f i c i e n t  t o  c a r r y  o u t  t h e  
r e s p o n s i b i l i t i e s  o f  t h e  A s s o c i a t i o n ,  t h e n  p u r s u a n t  t o  
s u b s e c t i o n  ( d )  , t h e  b o a r d  s h a l l  a s s e s s  a l l  s u b a c c o u n t s  o f  
t h e  l i f e  a n d  a n n u i t y  a c c o u n t  f o r  t h e  n e c e s s a r y  a d d i t i o n a l  
a m o u n t ,  s u o j e c t  t o  t h e  m a x im u m  s t a t e d  i n  s u b s e c t i o n  ( f ) ( 1 ) . "



P R O P O S E D  AMEND11ENT T O  S B  2 5 9  ( L & C )

AM EN D S E C T I O N  2 1 . 7 9 . 0 4 0 ( a )  t o  r e a d :
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" ( 2 )  t h e  l i f e  i n s u r a n c e  a n d  a n n u i t y  a c c o u n t  w h i c h  
i n c l u d e s  t h e  f o l l o w i n g  s u b a c c o u n t s :

( a )  L i f e  I n s u r a n c e  A c c o u n t
( b )  A n n u i t y  A c c o u n t
( c )  U n a l l o c a t e d  A n n u i t y  A c c o u n t  w h i c h  s h a l l  

i n c l u d e  c o n t r a c t s  q u a l i f i e d  u n d e r  S e c t i o n  4 0 3 ( b )  o f  t h e  
U n i t e d  S t a t e s  I n t e r n a l  R e v e n u e  C o d e . "



P R O P O S E ! :  A M EN D M EN T  T O  S B  2 59  ( L & C )

A D D  A  NEW " E C T I O N  2 1 . 7 9 . 1 1 0  t o  r e a d  a s  f o l l o w s :

" S e c .  2 1 . 7 9 . 1 1 0 .  C r e d i t s  f o r  A s s e s s m e n t s  P a i d  ( T a x  
O f f s e t s )  A  m e m b e r  i n s u r e r  m a y  o f f s e t  a g a i n s t  i t s  p r e m i u m  t a x  
l i a b i l i t y  t o  t h i s  s t a t e  a n  a s s e s s m e n t  d e s c r i b e d  i n  S e c t i o n  
2 1 . 7 9 . 0 7 0 ( 2 )  t o  t h e  e x t e n t  o f  t e n  p e r c e n t  o f  t h e  a m o u n t  o f  
s u c h  a s s e s s m e n t  f o r  e a c h  o f  t h e  t e n  c a l e n d a r  y e a r s  f o l l o w i n g  
t h e  y e a r  i n  w h i c h  s u c h  a s s e s s m e n t  w a s  p a i d .  I n  t h e  e v e n t  a 
m e m o e r  i n s u r e r  s h o u l d  c e a s e  d o i n g  b u s i n e s s ,  a l l  u n c r e d i t e d  
a s s e s s m e n t s  m a y  b e  c r e d i t e d  a g a i n s t  i t s  p r e m i u m  t a x  
l i a b i l i t y  f o r  t h e .  y e a r  i t  c e a s e s  d o i n g  b u s i n e s s . "

a n d  r e n u m b e r  t h e  s u b s e q u e n t  s e c t i o n s  a c c o r d i n g l y .
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F o r  ail A c t  entit le d:  A n  A c t  r e l a t i n g  t o  I n s u r a n c e  g u a r a n t y  f u n d s  a n d  to
d e f i n i t i o n s  o f  " i m p a i r e d  o r  i m p a i r m e n t "  a n d  " i n s o l v e n t  
o r  i n s o l v e n c y "  i n  l a w s  r e l a t i n g  t o  i n s u r a n c e :  a m e n d i n g  
R u l e s  2 4 ( a )  a n d  6 2 ( a ) ,  R u l e s  o f  Civil P r o c e d u r e ;  a n d  
p r o v i d i n g  for a n  e ffective d a t e .

S E C T I O N  1 

S e c .  2 1 . 2 1 . 2 5 0 ( c )  O t h e r  I n v e s t m e n t s ;  P r o h i b i t i o n s
( P a g e  1, L i n e s  1 2  t o  18.)

T h i s  S e c t i o n  a l l o w s  i n s u r e r s  t o  i n v e s t  i n  n o t e s  a n d  o t h e r  e v i d e n c e  o f  
i n d e b t e d n e s s  o f  t h e  A l a s k a  Life a n d  D i s a b i l i t y  I n s u r a n c e  G u a r a n t y  A s s o c i a t i o n  
( A L D I G A )  a n d  t o  h a v e  t h o s e  n o t e s  a n d  o t h e r  e v i d e n c e  o f  i n d e b t e d n e s s  
c o n s i d e r e d  a s  a d m i t t e d  a s s e t s  o f  t h e  i n s u r e r .

S E C T I O N  2  

S e c .  2 1 . 3 6 . 0 3 5  P r o h i b i t e d  A d v e r t i s e m e n t s  a n d  R e p r e s e n t a t i o n s
( P a g e  1, L i n e  1 9  t o  P a g e  2, L i n e  3.)

T h i s  S e c t i o n  m a k e s  t h e  u s e  o f  t h e  p r o t e c t i o n  a f f o r d e d  b y  t h i s  A c t  t o  a i d  a  
p e r s o n  i n  t h e  Dale o f  i n s u r a n c e  a  p r o h i b i t e d  u n f a i r  t r a d e  p r a c t i c e .  T h i s  
w o u l d  e x t e n d  t o  a  p e r s o n  w i t h  a n  i n t e r e s t  i n  a  p o l i c y  w h o  u s e s  t h e  p r e s e n c e  
o f  t h e  A l a s k a  Life a n d  D i s a b i l i t y  I n s u r a n c e  G u a r a n t y  A s s o c i a t i o n  ( A L D I G A )  to 
s u p p o r t  t h e  v a l u e  o f  t h e  p o l i c y  a s  c o l l a t e r a l  i n  a  l o a n  t r a n s a c t i o n ,  w h i c h  
a c t i o n  w o u l d  b e  p r o h i b i t e d .

T h e  l e g i t i m a t e  f u n c t i o n  o f  a d v e r t i s i n g  t h e  e x i s t e n c e  o f  t h e  A c t  b y  t h e  
A L D I G A  a n d  t h e  D i r e c t o r  w o u l d  b e  p e r m i t t e d .  T h i s  w o u l d  b e  p a r t i c u l a r l y  
d e s i r a b l e  i n  n o t i f y i n g  p o l i c y h o l d e r s  o f  a  c o m p a n y  f o u n d  t o  b e  i n s o l v e n t .  It 
w o u l d  a l s o  b e  a p p r o p r i a t e  f o r  i n s u r e r  t r a d e  g r o u p s  n o t  e n g a g e d  i n  s a l e s  t o  
p r o v i d e  s u c h  i n f o r m a t i o n  a s  p u b l i c  s e r v i c e  a n n o u n c e m e n t s .

E n f o r c e m e n t  m e c h a n i s m s  for t h i s  s e c t i o n  a l r e a d y  e x i s t  i n  c u r r e n t  s t a t u t e .

S E C T I O N  3

S e c .  2 1 . 7 9  A l a s k a  l i f e  a n d  D i s a b i l i t y  I n s u r a n c e  G u a r a n t y  A s s o c i a t i o n
( P a g e  2 ,  L i n e  4  t o  P a g e  2 4 ,  L i n e  4.)

T h i s  S e c t i o n  c r e a t e s  t h e  A l a s k a  L if e  a n d  D i s a b i l i t y  I n s u r a n c e  G u a r a n t y  
A s s o c i a t i o n  ( A L D I G A )  w h i c h  will a d d r e s s  t h e  p r o b l e m  o f  p r o v i d i n g  f u n d s  f or  
t h e  p a y m e n t  o f  c l a i m s  w h e n  a n  i n s u r a n c e  c o m p a n y  b e c o m e s  i n s o l v e n t .  T h e  
p r o p o s a l  c r e a t e s  a  f u n d i n g  m e c h a n i s m  t o  g u a r a n t e e  life i n s u r a n c e ,  d i s a b i l i t y
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i n s u r a n c e  a n d  a n n u i t y  w r i t i n g s  o f  a d m i t t e d  i n s u r e r s .  T h e s e  k i n d s  o f  
I n s u r a n c e  a r e  n o t  p r e s e n t l y  c o v e r e d  b y  a n y  f o r m  o f  p r o t e c t i o n .  T h e  p r o p o s a l  
is b a s e d  o n  a  m o d e l  d r a f t e d  b y  t h e  N a t i o n a l  A s s o c i a t i o n  o f  I n s u r a n c e  
C o m m i s s i o n e r s .

S e c  2 1 . 7 9 , 0 1 0  P u r p o s e
( P a g e  2, L i n e s  7 - 1 2 . )

T h e  b a s i c  p u r p o s e  o f  A L D I G A  is t o  p r o v i d e  p r o t e c t i o n  f o r  p o l i c y h o l d e r s  a n d  
c l a i m a n t s  f r o m  t h e  f i n a n c i a l  l o s s  r e s u l t i n g  f r o m  i n s u r e r  i m p a i r m e n t  o r  
i n s o l v e n c y .

S e c .  2 1 . 7 9 , 0 2 0  S c o p e
( P a g e  2, L i n e  1 3  t o  P a g e  4. L i n e  2 5. )

T h i s  s e c t i o n  o u t l i n e s  w h a t  A L D I G A  d o e s  a n d  d o e s  n o t  c o v e r .

S u b s e c t i o n  (a)

( P a g e  2, L i n e  1 3  t o  P a g e  3, L i n e  3.)

T h i s  s u b s e c t i o n  lists p e r s o n s  c o v e r e d  b y  A L D I G A .

S u b s e c t i o n  (b)
( P a g e  3, L i n e s  4  t o  9.)

T h i s  s u b s e c t i o n  lists t h e  k i n d s  o f  c o n t r a c t s  a n d  p o l i c i e s  c o v e r e d  b y  A L D I G A .  
B a s i c a l l y  it c o v e r s  life, d i s ab il it y,  a n n u i t y  a n d  s u p p l e m e n t a l  c o n t r a c t s  o r  
p o l i c i e s  w r i t t e n  b y  i n s u r e r s  w h i c h  h a v e  s u b m i t t e d  t o  r e g u l a t i o n  i n  t h i s  state.

S u b s e c t i o n  (c)
( P a g e  3, L i n e  1 0  t o  P a g e  4, L i n e  19.)

T h i s  s u b s e c t i o n  lists i t e m s  n o t  c o v e r e d  b y  A L D I G A .

S u b s e c t i o n  (c)(1) e x c l u d e s  c o v e r a g e  f o r  p a r t s  o f  t h e  p o l i c y  o r  c o n t r a c t  n o t  
g u a r a n t e e d  b y  t h e  i n s u r e r .  It is d i r e c t e d  t o w a r d  t h e  n o n - g u a r a n t e e d  p o r t i o n  
o f  v a r i a b l e  p o l i c i e s  a n d  c o n t r a c t s .

S u b s e c t i o n  (c)(2) e x c l u d e s  t h a t  p a r t  o f  t h e  r i s k  b o r n e  b y  t h e  i n s u r e d .  It a c t s  
t o  e x c l u d e  t h e  d e d u c t i b l e  p o r t i o n  o f  a  p o l i c y .

S u b s e c t i o n  (c)(3) e x c l u d e s  t h e  r e i n s u r a n c e  b u s i n e s s  o f  t h e  i m p a i r e d  o r  
i n s o l v e n t  i n s u r e r  o t h e r  t h a n  r e i n s u r a n c e  f o r  w h i c h  a s s u m p t i o n  c e r t i f i c a t e s  
a r e  u s e d .

P a g e  2 i
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S u b s e c t i o n  (c)(4) l i m i t s  c o v e r a g e  f o r  t h e  r a t e  o f  i n t e r e s t  o n  p o l i c i e s  o r  
c o n t r a c t s  w h i c h  e x c e e d  l e v e l s  e s t a b l i s h e d  i n  t h e  s e c t i o n .

S u b s e c t i o n  (c)(5) e x c l u d e s  c o v e r a g e  f o r  life, d i s a b i l i t y  o r  a n n u i t y  p r o d u c t s  
o f f e r e d  b y  s el f  i n s u r e r s  o r  a r e  self f u n d e d .

S u b s e c t i o n  (c)(6) e x c l u d e s  c o v e r a g e  f o r  d i v i d e n d s  o r  e x p e r i e n c e  r a t i n g  
c r e d i t s  o r  a l l o w a n c e s  for a d m i n i s t r a t i o n  o f  t h e  p o l i c y  o r  c o n t r a c t .

S u b s e c t i o n  (c)(7) e x c l u d e s  c o v e r a g e  f o r  p o l i c i e s  i s s u e d  b y  a  m e m b e r  i n s u r e r  
w h i l e  it w a s  n o n a d m i t t e d  i n  A l a s k a .

S u b s e c t i o n  (d)
( P a g e  4 ,  L i n e s  2 0  t o  2 5. )

T h i s  s u b s e c t i o n  d e f i n e s  t h e  t e r m  " p u b l i s h e d  m o n t h l y  a v e r a g e "  u s e d  i n  
S u b s e c t i o n  (c)(4) w h i c h  l i m i t s  t h e  r a t e  o f  i n t e r e s t  u s e d  o n  c o v e r e d  p o l i c i e s  

a n d  c o n t r a c t s .

S e c .  2 1 . 7 9 . 0 2 5  l i a bi li ty  L i m i t s
( P a g e  4, L i n e  2 6  t o  P a g e  5, L i r e  13.)

T h i s  s e c t i o n  s t a t e s  t h e  l i m i t s  o f  c o v e r a g e  o f f e r e d  b y  A L D I G A .  T h e  l i m i t s  a r e
V  $ 3 0 0 , 0 0 0  o n  a n y  o n e  life.
V  $ 1 0 0 , 0 0 0  f o r  c a s h  s u r r e n d e r  v a l u e .
V  $ 1 0 0 , 0 0 0  f or d i s a b i l i t y  i n s u r a n c e  b e n e f i t s .
V  $ 1 0 0 , 0 0 0  i n  t h e  p r e s e n t  v a l u e  o f  a n n u i t y  b e n e f i t s .
V  $ 5 , 0 0 0 , 0 0 0  i n  u n a l l o c a t e d  a n n u i t y  c o n t r a c t  b e n e f i t s  i r r e s p e c t i v e  o f

n u m b e r  o f  c o n t r a c t s  h e l d  t h e  c o n t r a c t  h o l d e r .

S e c .  2 1 . 7 9 . 0 3 0  C o n s t r u c t i o n
( P a g e  5, L i n e s  1 4  t o  15.)

T h i s  s e c t i o n  p r o v i d e s  f o r  lib er al  c o n s t r u c t i o n .

S e c ,  2 1 . 7 9 . 0 4 0  C r e a t i o n  o f  A s s o c i a t i o n

( P a g e  5, L i n e  1 6  t o  P a g e  6, L i n e  4.)

S u b s e c t i o n  (a)

( P a g e  5, L i n e s  1 6  t o  2 8. )

T h i s  s u b s e c t i o n  c r e a t e s  A L D I G A  a s  a  n o n p r o f i t  e n t i t y .  M e m b e r s h i p  i n  
A L D I G A  is a  c o n d i t i o n  o f  a n  i n s u r e r s  a u t h o r i t y  t o  t r a n s a c t  i n s u r a n c e  i n  t h i s  
s t a t e .  T o  p a y  f o r  a s s e s s m e n t  a n d  a d m i n i s t r a t i o n ,  t w o  a c c o u n t s  a r e  
e s t a b l i s h e d .  O n e  is for d is a b i l i t y  i n s u r a n c e  a n d  t h e  o t h e r  is f or life i n s u r a n c e  
a n n u i t y  a n d  u n a l l o c a t e d  a n n u i t y  c o n t r a c t s .

P a g e  3
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S u b s e c t i o n  (b)

( P a g e  5, L i n e  2 9  t o  P a g e  6, L i n e  4..)

T h i s  s u b s e c t i o n  p l a c e s  A L D I G A  u n d e r  t h e  s u p e r v i s i o n  o f  t h e  D i r e c t o r  o f  
I n s u r a n c e .  P r o v i s i o n  is m a d e  f o r  p u b l i c  m e e t i n g s .

S e c .  2 1 . 7 9 . 0 5 0  B o a r d  o f  G o v e r n o r s
( P a g e  6, L i n e s  5  t o  19.)

S u b s e c t i o n  (a)
( P a g e  6, L i n e s  5  t o  12.)

T h i s  s u b s e c t i o n  p r o v i d e s  f o r  t h e  n u m b e r  a n d  t e r m  o f  t h e  m e m b e r s  o f  t h e  
B o a r d  o f  G o v e r n o r s  o f  A L D I G A  to b e  d e t e r m i n e d  i n  t h e  p l a n  o f  o p e r a t i o n .

S u b s e c t i o n  (b)
( P a g e  6, L i n e s  1 3  t o  15.)

T h i s  s u b s e c t i o n  p r o v i d e s  f o r  a p p r o v a l  b y  t h e  D i r e c t o r  o f  t h e  b o a r d  m e m b e r s  
i n  w h i c h  h e  m u s t  c o n s i d e r  fair r e p r e s e n t a t i o n  b y  m e m b e r  i n s u r e r s .

S u b s e c t i o n  (c)
( P a g e  6, L i n e s  1 6  t o  19.)

T h i s  s u b s e c t i o n  p r o v i d e s  t h a t  b o a r d  m e m b e r s  a r e  n o t  t o  b e  c o m p e n s a t e d  
e x c e p t  f o r  e x p e n s e s  i n c u r r e d  w h i l e  p e r f o r m i n g  d u t i e s  a s  a  m e m b e r  o f  t h e  

b o a r d .

S e c .  2 1 . 7 9 . 0 6 0  P o w e r s  a n d  D u t i e s  o f  t h e  A s s o c i a t i o n
( P a g e  6, L i n e  2 0  t o  P a g e  1 4 ,  L i n e  1.)

T h i s  S e c t i o n  is t h e  h e a r t  o f  t h e  A L D I G A  p r o p o s a l .  It d e t a i l s  t h e  d u t i e s  o f  t h e  
A L D I G A  b y  d i s t i n g u i s h i n g  b e t w e e n :

1. t h o s e  i n s u r e r s  w h o s e  " i m p a i r e d "  s t a t u s  is a t t r i b u t a b l e  t o  a  f i n d i n g  b y  
t h e  D i r e c t o r  p r i o r  t o  a n  o r d e r  o f  l i q u i d a t i o n  a n d  t h o s e  w h o s e  
" i n s o l v e n t "  s t a t u s  is a t t r i b u t a b l e  t o  s u c h  a n  o r d e r ;  a n d ,

2. i n s o l v e n t  d o m e s t i c  i n s u r e r s  a n d  i n s o l v e n t  f o r e i g n  o r  a l i e n  i n s u r e r s .  

P r i o r  t o  a n  o r d e r  o f  l i q u i d a t i o n ,  A L D I G A  h a s  n o  liability.

S u b s e c t i o n  (a)
( P a g e  6, L i n e  2 0  t o  P a g e  7, L i n e  1.)

T h i s  s u b s e c t i o n  a l l o w s  t h e  A L D I G A  t o  a c t  t o  g u a r a n t e e ,  a s s u m e  o r  r e i n s u r e  
a n y  o r  all p o l i c i e s  o f  a n  i m p a i r e d  d o m e s t i c  i n s u r e r .  A L D I G A  w o u l d

P a g e  4
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p r e s u m a b l y  d o  s o  I n  t h o s e  s i t u a t i o n s  w h e r e  e a r l y  a c t i o n  w o u l d  p r e v e n t  a  
m o r e  c o s t l y  i n s o l v e n c y  o f  l a t e r  l i q u i d a t i o n .  A c t i o n  u n d e r  t h i s  s u b s e c t i o n  Is 
n o t  l i m i t e d  t o  r e s i d e n t  p o l i c y h o l d e r s .

S u b s e c t i o n  (b)
( P a g e  7, L i n e s  2  t o  14.)

T h i s  s u b s e c t i o n  r e q u i r e s  A L D I G A  to a c t  e v e n  w i t h o u t  a n  o r d e r  o f  l i q u i d a t i o n  
i n  t h e  c a s e  o f  a n  i m p a i r e d  m e m b e r  i n s u r e r  ( n o t  i n s o l v e n t )  t h a t  is n o t  p a y i n g  
c l a i m s  p r o v i d e d  t h e  c o n d i t i o n s  i n  S u b s e c t i o n  (c) a r e  m e t .  A L D I G A ,  a s  a  
c o n d i t i o n  o f  its a s s i s t a n c e ,  m a y  n e g o t i a t e  a n y  r e q u i r e m e n t s  o r  s a f e g u a r d s  It 
d e e m s  n e c e s s a r y  s o  l o n g  a s  t h e y  a r e  a p p r o v e d  b y  t h e  D i r e c t o r ,  a r e  a c c e p t e d  
b y  t h e  i m p a i r e d  i n s u r e r ,  a n d  d o  n o t  I m p a i r  t h e  c o n t r a c t u a l  o b l i g a t i o n s  to t h e  
p o l i c y h o l d e r s ,  i n s u r e d s  , a n d  b e n e f i c i a r i e s .

I n  t h e  a b s e n c e  o f  a n y  c o u r t  o r d e r ,  b e f o r e  a n y  n e g o t i a t i o n s  b e c o m e  final t h e  
i m p a i r e d  i n s u r e r ' s  a c c e p t a n c e  o f  t h e  t e r m s  o f  A L D I G A  is n e c e s s a r y .  T h r o u g h  
t h i s  a p p r o a c h ,  a  m e c h a n i s m  is p r o v i d e d  f o r  e a r l y  a c t i o n  b y  A L D I G A  b e f o r e  
t h e  s i t u a t i o n  f u r t h e r  d e t e r i o r a t e s .  T h e  p o l i c y h o l d e r ,  i n s u r e d ,  a n d  
b e n e f i c i a r i e s  a r e  p r o t e c t e d ,  c l a i m s  a r e  p a i d  a n d  c o v e r a g e s  c o n t i n u e d ,  f o r  
e x a m p l e  t h r o u g h  r e h a u i l i t a t i n g  t h e  i m p a i r e d  i n s u r e r s ,  o r  r e i n s u r i n g  t h e  
p o l i c i e s  e l s e w h e r e .

S u b s e c t i o n  (c)
( P a g e  7, L i n e  1 5  t o  P a g e  8, L i n e  13.)

T h i s  s u b s e c t i o n  e s t a b l i s h e s  c o n d i t i o n s  p r e c e d e n t  t o  r e q u i r e d  a c t i o n  b y  
A L D I G A .  O n e  o f  t h e  m o s t  i m p o r t a n t  c o n d i t i o n s  is t h a t  t h e r e  b e  a  s t a t u t o r y  
p r o v i s i o n  f o r  t h e  r e p a y m e n t  o f  A L D I G A  p r i o r  t o  t h e  r e t u r n  o f  t h e  c o m p a n y  to 
s h a r e h o l d e r  o r  p r i v a t e  c o n t r o l .  T h e  A L D I G A  r o l e  h e r e  is t h e  p a y m e n t  o f  
b e n e f i t s  a n i  " h a r d s h i p "  c a s h  w i t h d r a w a l s  t o  c o v e r e d  p e r s o n s .  It a l s o  
e s t a b l i s h e s  t h a t  n o  a c t i o n  h a s  b e e n  t a k e n  t h a t  w o u l d  e f f e c t i v e l y  r e n d e r  t h e  
i n s u r e r  a  n o n - v i a b l e  entity.

S u b s e c t i o n  (d)
( P a g e  8, L i n e s  1 4  t o  2 6 . )

T h i s  s u b s e c t i o n  d e t a i l s  t h e  m a m  r o l e  o f  A L D I G A  i n  t h e  e v e n t  o f  a n  
i n s o l v e n c y .  It p r o v i d e s  t h a t  if t h e  i n s u r e r  a c q u i r e s  its i n s o l v e n t  s t a t u s  a s  a  
r e s u l t  oi a  f in al  o r d e r  o f  l i q u i d a t i o n ,  r e h a b i l i t a t i o n  o r  c o n s e r v a t i o n ,  A L D I G A  
s h a l l ,  r a t h e r  t h a n  m a y ,  g u a r a n t e e ,  a s s u m e ,  r e i n s u r e  o r  c a u s e  t o  b e  
g u a r a n t e e d ,  a s s u m e d ,  o r  r e i n s u r e d ,  t h e  c o v e r e d  p o l i c i e s  o f  t h e  i n s o l v e n t  
i n s u r e r  a n d  t o  a s s u r e  p a y m e n t  o f  c o n t r a c t u a l  o b l i g a t i o n s .

S u b s e c t i o n  (e)

( P a g e  8, L i n e  2 7  t o  P a g e  9, L i n e  26.)
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S u b s e c t i o n  (e)(1)
( P a g e  8. L i n e  2 7  t o  P a g e  9, L i n e  12.)

T h i s  s u b s e c t i o n  p r o v i d e s  t i m e  l i m i t s  f o r  c l a i m s  i n c u r r e d  o n  life a n d  
d i s a b i l i t y  i n s u r a n c e  p ol ic ie s.  T h e  r e s p o n s i b i l i t y  o f  A L D I G A  v a r i e s  d e p e n d i n g  
o n  w h e t h e r  t h e  c o n t r a c t  is g r o u p  o r  i n d i v i d u a l .

S u b s e c t i o n  (e)(2)
( P a g e  9, L i n e s  1 3  t o  15.)

T h i s  s u b s e c t i o n  calls f or  a  d i l i g e n t  effort b y  A L D I G A  t o  g i v e  a t  l e a s t  3 0  d a y s  
n o t i c e  o f  t e r m i n a t i o n  o f  c o v e r a g e .

S u b s e c t i o n  (e)(3)
( P a g e  9, L i n e s  1 6  t o  2 6 . )

T h i s  s u b s e c t i o n  r e q u i r e s  A L D I G A  t o  m a k e  s u b s t i t u t e  c o v e r a g e  a v a i l a b l e  to 
i n s u r e d s  o r  p o l i c y h o l d e r s  w h o  a r e  b y  l a w  o r  c o n t r a c t u a l  o b l i g a t i o n  e n t i t l e d  to 
c o n t i n u e d  c o v e r a g e .

S u b s e c t i o n  (f)
( P a g e  9, L i n e  2 7  t o  P a g e  1 0 ,  L i n e  7.)

T h i s  s u b s e c t i o n  p r o v i d e s  t h a t  t h e  s u b s t i t u t e  c o v e r a g e  r e q u i r e d  i n  S u b s e c t i o n  
(e)(3) b e  o f f e r e d  w i t h o u t  n e w  u n d e r w r i t i n g  a n d  w i t h  c o v e r a g e  for c o n d i t i o n s  
t h a t  e x i s t e d  u n d e r  t h e  r e p l a c e d  c o v e r a g e .

S u b s e c t i o n  (g)

( P a g e  1 0 ,  L i n e s  8  t o  2 2. )

T h i s  s u b s e c t i o n  p r o v i d e s  t h a t  t h e  a l t e r n a t i v e  p o l i c y  o f f e r e d  b y  A L D I G A  s h a l l  
b e  s u b j e c t  t o  t h e  a p p r o v a l  o f  t h e  D i r e c t o r  oi I n s u r a n c e .  It a l l o w s  f o r  m u l t i p l e  
a l t e r n a t i v e s  t h a t  a r e  s u b j e c t  t o  t h e  s a m e  k i n d s  o f  r a t e  a n d  f o r m  s t a n d a r d s  a s  
o t h e r  life a n d  d i s a b i l i t y  i n s u r a n c e  polic ie s.  T h e  p r i m a r y  d i f f e r e n c e  is t h a t  
A L D I G A  c a n n o t  ref le ct  c h a n g e s  i n  t h e  h e a l t h  o f  t h e  i n s u r e d  a f t e r  t h e  o r i g i n a l  
p o l i c y  w a s  l a s t  u n d e r w r i t t e n .

S u b s e c t i o n  (h)
( P a g e  1 0 ,  L i n e s  2 3  t o  2 8 . )

T h i s  s u b s e c t i o n  p r o v i d e s  t h a t  r e i s s u e  r a t e s  t h a t  a r e  d i f f e r e n t  f r o m  t h o s e  o n  
t h e  t e r m i n a t e d  c o v e r a g e  a r e  s u b j e c t  t o  t h e  a p p r o v a l  o f  t h e  D i r e c t o r  o f  
I n s u r a n c e  o r  b y  t h e  c o u r t .

P a g e  6 «
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S u b s e c t i o n  (i)
( P a g e  1 0, U n e  2 9  to P a g e  1 1,  L i n e  4.)

T h i s  s u b s e c t i o n  p r o v i d e s  t h a t  A L D I G A ' s  o b l i g a t i o n s  to p r o v i d e  c o v e r a g e  
u n d e r  a  p o l i c y  o f  a n  i m p a i r e d  o r  i n s o l v e n t  i n s u r e r  c e a s e  w h e n  t h e  c o v e r a g e  
is r e p l a c e d  w i t h  s i m i l a r  c o v e r a g e .

S u b s e c t i o n  Q )
( P a g e  1 1 ,  L i n e s  4  to 7.)

T h i s  s u b s e c t i o n  ties t h e  c o v e r a g e  p r o v i d i n g  f o r  g u a r a n t e e d  i n t e r e s t  to t h e  
l i m i t  o n  i n t e r e s t  i n  S e c t i o n  2 1 . 7 9 . 0 2 0 ( c ) ( 4 ) .

S u b s e c t i o n  (k)
( P a g e  1 1 ,  L i n e s  9  to 14.)

T h i s  s u b s e c t i o n  p r o v i d e s  t h a t  n o n - p a y m e n t  o f  p r e m i u m s  b y  3 1  d a y s  a f t e r  
r e q u i r e d  b y  t h e  c o n t r a c t  t e r m i n a t e s  A L D I G A ' s  o b l i g a t i o n s  u n d e r  t h e  c o n t r a c t  
o t h e r  t h a n  f or c l a i m s  i n c u r r e d  o r  c a s h  s u r r e n d e r  v a l u e s  d u e .

S u b s e c t i o n  (1)
( P a g e  1 1 ,  L i n e s  1 5  1 0  19.)

T h i s  s u b s e c t i o n  p r o v i d e s  t h a t  p r e m i u m s  d u e  a f t e r  a n  o r d e r  o f  l i q u i d a t i o n  
b e l o n g  to a n d  a r e  p a y a b l e  t o  A L D I G A .

S u b s e c t i o n  ( m )
( P a g e  1 1 ,  L i n e s  2 0  t o  2 3 . )

T h i s  s u b s e c t i o n  a v o i d s  d u p l i c a t i o n  o f  c o v e r a g e  b y  p r o v i d i n g  t h a t  t h e  
a s s o c i a t i o n  s h a l l  h a v e  n o  liability f o r  a n y  c o v e r e d  p o l i c y  o f  a  f o r e i g n  o r  a l i e n  
i n s u r e r  d o m i c i l e d  i n  a  s t a t e  h a v i n g  s i m i l a r  p r o t e c t i o n  b y  s t a t u t e  o r  
r e g u l a t i o n .  If e v e r y  s t a t e  a d o p t s  t h e  m o d e l  act, e a c h  s t a t e  a s s o c i a t i o n  w o u l d  
p r o t e c t  o n l y  c o v e r e d  p o l i c i e s  o f  d o m e s t i c  i n s u r e r s .

S u b s e c t i o n  (n)
( P a g e  1 1 ,  L i n e  2 4  t o  P a £  *. 1 2 ,  L i n e  5.)

T h i s  s u b s e c t i o n  p r o v i d e s  t h a t  u n d e r  c e r t a i n  c i r c u m s t a n c e s ,  t h e  c o u r t  c a n  
i s s u e  p o l i c y  o r  c o n t r a c t  l i e n s ,  i n  c o n n e c t i o n  w i t h  A L D I G A  p r o v i d e d  
g u a r a n t e e s ,  a s s u m p t i o n s  o r  r e i n s u r a n c e  a g r e e m e n t s .  T h i s  is a  d e v i c e  t h a t  
h a s  b e e n  u s e d  i n  t h e  p a s t  i n  c o n n e c t i o n  w i t h  t h e  c o n t i n u a t i o n  o f  t h e  
i n s o l v e n t  i n s u r e r s '  c o v e r a g e .  S i n c e  b y  d e f i n i t i o n ,  t h e  a s s e t s  o f  t h e  i n s o l v e n t  
i n s u r e r  w e r e  n o t  a d e q u a t e  to s u p p o r t  its c o n t r a c t u a l  o b l i g a t i o n s ,  l i e n s  w e r e  
u s e d  t o  r e d u c e  its o b l i g a t i o n s  t o  a  level w h e r e  t h e  a s s e t s  w o u l d  b e  a d e q u a t e .

P a g e  7
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S u b s e c t i o n  (o)
( P a g e  1 2 ,  L i n e s  6  t o  11.)

T h i s  s u b s e c t i o n  p e r m i t s  A L D I G A  t o  s e e k  c o u r t  I m p o s e d  t e m p o r a r y  s t a y s  o n  
t h e  p a y m e n t  o f  c a s h  v a l u e s  a n d  p o l i c y  l o a n s .  T h i s  is i n t e n d e d  t o  a v o i d  a  r u n  
o n  t h e  a s s e t s  o f  t h e  i m p a i r e d  o r  i n s o l v e n t  i n s u r e r .  T h e  l a n g u a g e  o n  L i n e s  1 0  
t o  1 1  w h i c h  r e a d s  " in a d d i t i o n  t o  a  c o n t r a c t u a l  p r o v i s i o n  f o r  d e f e r r a l  o f  a  
c a s h  o r  p o l i c y  l o a n  v a l u e "  r e f e r s  t o  p o t e n t i a l  p o l i c y  p r o v i s i o n s  w h i c h  d e l a y  
a c c e s s  to c a s h  o r  p o l i c y  l o a n  v a l u e .  T h e  i n j u n c t i o n  a b i l i t y  is i n  a d d i t i o n  to 
t h o s e  c o n t r a c t u a l  p r o v i s i o n s .

S u b s e c t i o n  (p)
( P a g e  1 2 ,  L i n e s  1 2  t o  15.)

T h i s  s u b s e c t i o n  g r a n t s  t h e  D i r e c t o r  o f  I n s u r a n c e  t h e  a u t h o r i t y  to a s s u m e  t h e  
d u t i e s  a n d  p o w e r s  o f  A L D I G A  if it fails to e x e r c i s e  its a u t h o r i t y  u n d e r  t h e  A c t  
w i t h i n  a  r e a s o n a b l e  p e r i o d  o f  t i m e .

S u b s e c t i o n  (q)
( P a g e  1 2 ,  L i n e s  1 6  t o  19.)

T h i s  s u b s e c t i o n  a l l o w s  t h e  D i r e c t o r  o f  I n s u r a n c e  t o  e n l i s t  t h e  a i d  o f  A L D I G A  
i n  m a t t e r s  r e l a t i n g  t o  a n  i m p a i r e d  o r  i n s o l v e n t  i n s u r e r .

S u b s e c t i o n  (r)
( P a g e  1 2  L i n e s  2 0  t o  25.)

T h i s  s u b s e c t i o n  c o n f e r s  s t a n d i n g  i n  c o u r t  o n  A L D I G A  e x t e n d i n g  t o  a n y  
m a t t e r s  c o n c e r n i n g  t h e  d u t i e s  o f  A L D I G A .  T h i s  e n a b l e s  A L D I G A  t o  p r o t e c t  
its i n t e r e s t s  a n d  t h o s e  o f  t h e  i n s u r e d s  a n d  p o l i c y h o l d e r s  i n  t h e  h a n d l i n g  o f  
a n  i m p a i r m e n t  o r  i n s o l v e n c y  p r o c e e d i n g .

S u b s e c t i o n  (s)
( P a g e  1 2 ,  L i n e  2 6  t o  P a g e  1 3 ,  L i n e  7.)

T h i s  s u b s e c t i o n  p r o v i d e s  t h a t  a  p e r s o n  w h o  r e c e i v e s  a  b e n e f i t  f r o m  A L D I G A  
o n  a  c o v e r e d  p o l i c y  m a k e s  a n  a s s i g n m e n t  t o  A L D I G A  t o  t h e  e x t e n t  o f  t h e  
b e n e f i t s  r e c e i v e d .  It a l s o  e s t a b l i s h e s  s u b r o g a t i o n  r i g h t s  f o r  A L D I G A .  It 

p r o v i d e s  t h a t  A L D I G A ' s  r i g h t  t o  a s s e t s  o f  t h e  i n s o l v e n t  i n s u r e r  is t h e  s a m e  a s  
a n y  o t h e r  p e r s o n  e n t i t l e d  t o  b e n e f i t s  u n d e r  t h i s  A c t .

S u b s e c t i o n  (t)
( P a g e  1 3, L i n e  8  t o  P a g e  1 4 ,  L i n e  1.)

T h i s  s u b s e c t i o n  a l l o w s  A L D I G A  to c o n t r a c t ,  s u e  o r  b e  s u e d ,  b o r r o w  m o n e y ,  
e m p l o y  p e r s o n s ,  n e g o t i a t e ,  a c t  a s  a  d o m e s t i c  life o r  d i s a b i l i t y  i n s u r e r ,  t a k e  
l e g a l  a c t i o n  t o  a v o i d  p a y m e n t  o f  i m p r o p e r  c l a i m s ,  t o  j o i n  a n  a s s o c i a t i o n  o f

P a g e  8



C S S B  2 5 9  ( L & C )  F o r d  3 / 1 6 / 9 0

S e c t i o n  b y  S e c t i o n  C o m m e n t a r y 3 / 1 9 / 9 0

s i m i l a r  o r g a n i z a t i o n s ,  a n d  p e r f o r m  o t h e r  a c t s  t h a t  a r e  p r o p e r  o r  n e c e s s a r y  to 
i m p l e m e n t  t h i s  A c t .

S e c .  2 1 , 7 9 . 0 7 0  A s s e s s m e n t
( P a g e  1 4 ,  L i n e  2  t o  P a g e  1 5 ,  L i n e  11.)

T h i s  S e c t i o n  e s t a b l i s h e s  a  p o s t - i n s o l v e n c y  a s s e s s m e n t  a p p r o a c h  a s  t h e  
f u n d i n g  m e c h a n i s m  f o r  t h e  g u a r a n t y  f u n c t i o n  i m p o s e d  b y  t h i s  legislation.

S u b s e c t i o n  (a)
( P a g e  1 4 ,  L i n e s  2  t o  8.)

T h i s  s u b s e c t i o n  e s t a b l i s h e s  t h e  a s s e s s m e n t  m e c h a n i s m  t o  f u n d  t h e  p u r p o s e s  
o f  t h i s  A c t .  L a t e  p a y m e n t s  a c c r u e  a  1 0 %  p e n a l t y  c h a r g e .

S u b s e c t i o n  (b)
( P a g e  1 4 ,  L i n e s  9  t o  17.)

T h i s  s u b s e c t i o n  p r o v i d e s  f o r  t w o  k i n d s  o f  a s s e s s m e n t  t h a t  will b e  u s e d  b y  
A L D I G A  t o  p a y  c l a i m s  u n d e r  t h e  A c t  a s  w e l l  a s  c e r t a i n  e x a m i n a t i o n s  a n d  t h e  
a d m i n i s t r a t i v e  c o s t s  o f  A L D I G A .

S u b s e c t i o n  (c)
( P a g e  1 4 ,  L i n e s  1 8  t o  2 7 . )

T h i s  s u b s e c t i o n  d e s c r i b e s  h o w  t h e  a s s e s s m e n t  t o  f u n d  c e r t a i n  e x a m i n a t i o n s  
a n d  t h e  a d m i n i s t r a t i v e  c o s t s  o f  A L D I G A  will b e  m a d e .

S u b s e c t i o n  (d)
( P a g e  1 4 ,  L i n e  2 8  t o  P a g e  1 5 ,  L i n e  4.)

T h i s  s u b s e c t i o n  d e s c r i b e s  h o w  t h e  a s s e s s m e n t  t o  f u n d  c l a i m s  u n d e r  t h e  A c t  
w ill b e  m a d e .

S u b s e c t i o n  (e)
( P a g e  1 5 ,  L i n e s  5  t o  11.)

T h i s  s u b s e c t i o n  a l l o w s  A L D I G A  t o  r e d u c e  o r  d e f e r  p a y m e n t  o f  t h e  
a s s e s s m e n t  if s u c h  w o u l d  e n d a n g e r  t h e  a b i l i t y  o f  t h e  i n s u r e r  t o  m e e t  its 
o b l i g a t i o n s .

S e c .  2 1 . 7 9 . 0 8 0  P l a n  o f  O p e r a t i o n
( P a g e  1 5 ,  L i n e  1 2  t o  P a g e  1 6 ,  L i n e  2 0. )

T h i s  s e c t i o n  r e q u i r e s  t h e  a d o p t i o n  o f  a  p l a n  o f  o p e r a t i o n  b y  A L D I G A  to 
p r o v i d e  f o r  t h e  a d m i n i s t r a t i o n  o f  A L D I G A .  T h i s  p l a n  w o u l d  b e  s u b j e c t  to 
r e v i e w  a n d  a p p r o v a l  b y  t h e  D i r e c t o r  o f  I n s u r a n c e .  T h e  N a t i o n a l  A s s o c i a t i o n  
o f  I n s u r a n c e  C o m m i s s i o n e r s  h a s  a d o p t e d  a  m o d e l  p l a n  o f  o p e r a t i o n  w h i c h  is
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a v a i l a b l e  I n  t h e  office o f  t h e  n i v i s i o n  o f  I n s u r a n c e .  It is a n t i c i p a t e d  t h a t  
A L D I G A ,  u p o n  p a s s a g e  o f  t h i s  iCt w o u l d  s u b s t a n t i a l l y  a d o p t  t h e  p r o v i s i o n s  
c o n t a i n e d  i n  t h e  m o d e l  p l a n .

S e c .  2 1 . 7 9 . 0 9 0  P o w e r s  a n d  D u t i e s  o f  t h e  D i r e c t o r
( P a g e  1 6 ,  L i n e  2 1  to P a g e  1 7 ,  L i n e  14.)

S u b s e c t i o n  (a)
( P a g e  1 6 ,  L i n e s  2 1  t o  2 4. )

T h i s  s u b s e c t i o n  r e q u i r e s  t h e  D i r e c t o r  t o  p r o v i d e  p r e m i u m  d a t a  t o  A L D I G A  
o n  r e q u e s t .  T h i s  d a t a  will b e  u s e d  t o  c o n f i r m  t h a t  a s s e s s m e n t s  a r e  b e i n g  
p r o p e r l y  p a i d .

S u b s e c t i o n  (b)
( P a g e  1 6 ,  L i n e  2 5  t o  P a g e  1 7 ,  L i n e  7.)

T h i s  s u b s e c t i o n  a l l o w s  t h e  D i r e c t o r  t o  t a k e  a c t i o n  a g a i n s t  a n  i n s u r e r  t h a t  
fails t o  c o m p l y  w i t h  t h e  A c t ,  s u c h  a s  f ai l u r e  t o  p a y  a s s e s s m e n t s  a n d  f a i l u r e  t o  
c o m p l y  w i t h  t h e  A L D I G A  P l a n  o f  O p e r a t i o n .

S u b s e c t i o n  (c)
( P a g e  1 7 ,  L i n e s  6 t o  11.)

T h i s  s u b s e c t i o n  p r o v i d e s  a n  a p p e a l  m e c h a n i s m  t o  t h e  D i r e c t o r  f o r  a c t i o n s  o f  
A L D I G A .

S u b s e c t i o n  (d)
( P a g e  1 7 ,  L i n e s  1 2  t o  14.)

T h i s  s u b s e c t i o n  r e q u i r e s  t h e  l i q u i d a t o r ,  r e h a b i l i t a t o r ,  o r  c o n s e r v a t o r  ( t h e  
D i r e c t o r  o f  I n s u r a n c e )  S.o n o t i f y  i n t e r e s t e d  p a r t i e s  o f  t h e  eff ec t  o f  t h i s  A c t .  
O t h e r  s e c t i o n s  i n  T it le  2 1  tie i n  w i t h  t h i s  A c t .  A S  2 1 . 6 9 . 5 3 0  p r o v i d e s  a  
r e s p o n s e  t o  a  s i t u a t i o n  w h e r e  a  d e f i c i e n c y  i n  c a p i t a l  o r  a s s e t s  is f o u n d .  A S  
2 1 . 7 8  c o n t a i n s  p r o v i s i o n s  f o r  t h e  d i r e c t o r  t o  s e e k  a p p o i n t m e n t  a s  r e c e i v e r  
a n d  s p e a k s  t o  r e h a b i l i t a t i o n s  a n d  l i q u i d a t i o n s .

S e c .  2 1 . 7 9 . 1 0 0  P r e v e n t i o n  o f  I n s o l v e n c i e s
( P a g e  1 7 ,  L i n e  1 5  t o  P a g e  1 9 ,  L i n e  17.)

T h i s  s e c t i o n  b a s i c a l l y  e s t a b l i s h e s  a  d i a l o g u e  b e t w e e n  t h e  D i r e c t o r  a n d  
A L D I G A ,  c o n c e r n i n g  i m p a i r m e n t  a n d  i n s o l v e n c y  i s s u e s .

S u b s e c t i o n  (a)
( P a g e  1 7 ,  L i n e s  1 5  t o  2 6. )

T h i s  s u b s e c t i o n  r e q u i r e s  t h e  D i r e c t o r  t o  n o t i f y  o t h e r  s t a t e s  o f  a c t i o n  t a k e n  
a g a i n s t  a n  i n s u r e r  r e l a t i n g  to i s s u e s  i m p a c t e d  b y  t h i s  A c t .
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S u b s e c t i o n  (b)
( P a g e  1 7 ,  L i n e  2 7  t o  P a g e  18, L i n e  3.)

T h i s  s u b s e c t i o n  r e q u i r e s  t h e  D i r e c t o r  t o  n o t i f y  A L D I G A  o f  a c t i o n s  t a k e n  b y  
o t h e r  s t a t e s  a g a i n s t  a n  i n s u r e r  r e l a t i n g  to I s s u e s  i m p a c t e d  b y  t hi s  A c t .

S u b s e c t i o n  (c)
( P a g e  1 8 ,  L i n e s  4  t o  6.)

T h i s  s u b s e c t i o n  r e q u i r e s  t h e  D i r e c t o r  t o  n o t i f y  A L D I G A  o f  c o m p a n i e s  
s u s p e c t e d  o f  b e i n g  i m p a i r e d  o r  i n s o l v e n t  d u r i n g  t h e  c o u r s e  o f  o r  f o l l o w i n g  
a n  e x a m i n a t i o n .

S u b s e c t i o n  (d)
( P a g e  1 8 ,  L i n e s  7  t o  12.)

T h i s  s u b s e c t i o n  r e q u i r e s  t h e  D i r e c t o r  to f u r n i s h  A L D I G A  w i t h  e a r l y  w a r n i n g  
d a t a  d e v e l o p e d  b y  t h e  N a t i o n a l  A s s o c i a t i o n  o f  I n s u r a n c e  C o m m i s s i o n e r s  u s e d  
i n  d e t e c t i n g  p r o b l e m  i n s u r e r s .

S u b s e c t i o n  (e)
( P a g e  1 8,  L i n e s  1 3  t o  15.)

T h i s  s u b s e c t i o n  a l l o w s  t h e  D i r e c t o r  t o  s e e k  t h e  a d v i c e  o f  A L D I G A  c o n c e r n i n g  
c o m p a n i e s  s e e k i n g  t o  d o  b u s i n e s s  i n  A l a s k a .

S u b s e c t i o n  (f)
( P a g e  1 8 ,  L i n e s  1 6  t o  23.)

T h i s  s u b s e c t i o n  r e q u i r e s  A L D I G A  t o  r e p o r t  a n d  m a k e  r e c o m m e n d a t i o n s  to 
t h e  D i r e c t o r  c o n c e r n i n g  c o m p a n i e s  s e e k i n g  t o  d o  b u s i n e s s  i n  A l a s k a ,  a n d  
r e p o r t  t o  t h e  D i r e c t o r  i n f o r m a t i o n  i n d i c a t i n g  i m p a i r m e n t  o r  i n s o l v e n c y  o f  a  
m e m b e r  i n s u r e r .

S u b s e c t i o n  (g)
( P a g e  1 8 ,  L i n e  2 4  t o  P a g e  1 9 ,  L i n e  8.)

T h i s  s u b s e c t i o n  a l l o w s  A L D I G A  to r e q u e s t  a n  e x a m i n a t i o n  b y  t h e  D i r e c t o r  o f  
a n  i n s u r e r .  T h i s  e x a m  is p a i d  f o r  b y  A L D I G A .  E x a m i n a t i o n  is t h e  p r i n c i p l e  
t o o l  i n  d e t e r m i n i n g  f i n a n c i a l  s t a t u s .

S u b s e c t i o n  (h)
( P a g e  1 9 ,  L i n e s  9  t o  10.)

T h i s  s u b s e c t i o n  a l l o w s  A L D I G A  t o  m a k e  r e c o m m e n d a t i o n s  t o  t h e  D i r e c t o r  
c o n c e r n i n g  t h e  d e t e c t i o n  a n d  p r e v e n t i o n  o f  i n s o l v e n c i e s .
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S u b s e c t i o n  (i)
( P a g e  1 9 .  L i n e s  1 1  t o  17.)

T h i s  s u b s e c t i o n  r e q u i r e s  A L D I G A  t o  m a k e  a  r e p o r t  a t  t h e  c o n c l u s i o n  o f  a n  
i n s o l v e n c y .  T h i s  r e p o r t  Is to d i s c u s s  t h e  h i s t o r y  a n d  c a u s e  o f  t h e  i n s o l v e n c y .  
T h i s  s u b s e c t i o n  s e e k s  tc f i n d  c o m m o n  c a u s e s  w h i c h  m a y  b e  u s e d  t o  d e t e c t  
f u t u r e  p r o b l e m s  w i t h  o t h e r  I n s u r e r s .

S e c .  2 1 . 7 9 . 1 1 0  M i s c e l l a n e o u s  P r o v i s i o n s
( P a g e  1 9 ,  L i n e  1 8  to P a g e  2 1 ,  L i n e  2 6 . )

S u b s e c t i o n  (a)
( P a g e  1 9 ,  L i n e s  1 8  to 2 1. )

T h i s  s u b s e  t i o n  p r o v i d e s  t h a t  a s s e s s m e n t s  u n d e r  a n  a s s e s s a b l e  p o l i c y  a r e  n o t  
f o r g i v e n  t h r o u g h  t h e  p r e s e n c e  o f  t h i s  A c t .

S u b s e c t i o n  (b)
' P a g e  1 9 ,  L i n e  2 2  t o  P a g e  2 0 ,  L i n e  1.)

T h i s  s u b s e c t i o n  r e q u i r e s  A L D I G A  t o  m a i n t a i n  r e c o r d s  o f  all its n e g o t i a t i o n s  
a n d  a c t i o n s .  A L D I G A  s h o u l d  b e  h e l d  p u b l i c l y  a c c o u n t a b l e  f or its a c t i o n s .  O n  
t h e  o t h e r  h a n d ,  e f f e c t i v e  h a n d l i n g  o f  a  r e h a b i l i t a t i o n  o r  l i q u i d a t i o n  effort 
r e q u i r e s  m i n i m u m  p u b l i c i t y .  T h u s ,  s u c h  r e c o r d s  will b e  m a d e  p u b l i c  o n l y  
a f t e r  t h e  l i q u i d a t i o n ,  r e h a b i l i t a t i o n  o r  c o n s e r v a t i o n  p r o c e e d i n g  is 
t e r m i n a t e d ,  t h e  i m p a i r m e n t  o r  i n s o l v e n c y  is t e r m i n a t e d  o r  t h e r e  is a  p r i o r  
o r d e r  b y  t h e  c o u r t .

S u b s e c t i o n  (c)
( P a g e  2 0 ,  L i n e s  2  t o  17.)

T h i s  s u b s e c t i o n  p r o v i d e s  t h a t  s i n c e  A L D I G A  h a s  t h e  o b l i g a t i o n  i m p o s e d  u p o n  
it t o  c o n t i n u e  c o v e r a g e  f o r  p o l i c y h o l d e r s  o f  i n s o l v e n t  i n s u r e r s ,  t h e  a s s e t s  o f  
t h e  i n s o l v e n t  i n s u r e r  o u g h t  t o  b e  u s e d ,  t o  t h e  e x t e n t  a v a i l a b l e ,  f o r  t h e  
p u r p o s e  o f  c o n t i n u i n g  s u c h  c o v e r a g e .

S u b s e c t i o n  (d)
( P a g e  2 0 ,  L i n e s  1 8  t o  2 9. )

T h i s  s u b s e c t i o n  is i n t e n d e d  t o  p r e v e n t  t h e  s h a r e h o l d e r s  o f  a n  i m p a i r e d  
i n s u r e r  f r o m  s i t t i n g  b a c k  a n d  d o i n g  n o t h i n g  a n d  t h e n  r e a p i n g  t h e  b e n e f i t  o f  
f u n d s  p u t  u p  b y  t h e  A L D I G A .  T h e s e  s t o c k h o l d e r s  s h o u l d  n o t  o b t a i n  a  m o r e  
a d v a n t a g e o u s  p o s i t i o n  t h a n  t h e y  w o u l d  h a v e  o c c u p i e d  i n  t h e  a b s e n c e  o f  t h i s  
A c t .  T h e  c o u r t  is e m p o w e r e d  b y  o r d e r  t o  m o d i f y  a n d  d i s t r i b u t e  t h e  
o w n e r s h i p  r i g h t s  o f  i m p a i r e d  i n s u r e r s  t o  e s t a b l i s h  e q u i t y .
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S e c t i o n  b y  S e c t i o n  C o m m e n t a r y 3 / 1 9 / 9 0

S u b s e c t i o n  (e)
( P a g e  2 1 ,  L i n e s  1 to 2 6 . )

T h i s  s u b s e c t i o n  is d e s i g n e d  t o  r e c a p t u r e  e x c e s s i v e  d i v i d e n d  p a y m e n t s  t o  
affiliates t h a t  e x e r c i s e d  c o n t r o l  o v e r  t h e  i n s o l v e n t  i n s u r e r .  A S  2 1 . 2 2  d e a l s  
w i t h  m u c h  o f  t h i s  i s s u e ,  h o w e v e r ,  if d i v i d e n d s  a r e  p a i d  u n d e r  c i r c u m s t a n c e s  
t h a t  t h e  i n s u r e r  s h o u l d  h a v e  r e a s o n a b l y  k n o w n  t h a t  s u c h  p a y m e n t  c o u l d  
r e a s o n a b l y  b e  e x p e c t e d  t o  a f f e c t  its a b i l i t y  t o  p e r f o r m  its c o n t r a c t u a l  
o b l i g a t i o n s  t o  its p o l i c y h o l d e r s ,  t h e  h o l d i n g  c o m p a n y  a n d  affiliates s h o u l d  b e  
r e q u i r e d  t o  r e p a y  s u c h  d i v i d e n d s  s u b j e c t  to c e r t a i n  r e a s o n a b l e  l i m i t a t i o n s .

S e c .  2 1 . 7 9 . 1 2 0  E x a m i n a t i o n  o f  t h e  A s s o c i a t i o n ,  A n n u a l  R e p o r t
( P a g e  2 1 ,  L i n e  2 7  t o  P a g e  2 2 ,  L i n e  4.)

T h i s  s e c t i o n  e n a b l e  t h e  D i r e c t o r  o f  I n s u r a n c e  t o  e x a m i n e  A L D I G A .  It a l s o  
r e q u i r e s  A L D I G A  t o  file a n  a n n u a l  r e p o r t .

S e c .  2 1 . 7 9 . 1 3 0  T a x  E x e m p t i o n s
( P a g e  2 2 ,  L i n e s  5  t o  7.)

T h i s  s e c t i o n  p r o v i d e s  t h a t  A L D I G A  is t a x  e x e m p t  e x c e p t  f o r  r e a l  p r o p e r t y  
t a x e s .  A L D I G A  is n o t  a  p r o fi t  m a k i n g  o r g a n i z a t i o n ,  r a t h e r ,  it is a  g u a r a n t e e  
m e c h a n i s m ,  t h u s  its t a x  e x e m p t  s t a t u s .

S e c .  2 1 . 7 9 . 1 4 0  I m m u n i t y
( P a g e  2 2 ,  L i n e s  8  t o  11.)

T h i s  s e c t i o n  p r o v i d e s  A L D I G A  w i t h  i m m u n i t y  p r o t e c t i o n  w h i l e  p e r f o r m i n g  
its d u t i e s  u n d e r  t h i s  A c t .  S i n c e  A L D I G A  w il l  b e  e n g a g e d  i n  s o m e  v e r y  
s e n s i t i v e  i s s u e s  w h e n  p e r f o r m i n g  its d u t i e s  u n d e r  t h i s  A c t ,  t h i s  is n e e d e d .

S e c .  2 1 . 7 9 . 1 5 0  S t a y  o f  P r o c e e d i n g ,  R e o p e n i n g  D e f a u l t  J u d g e m e n t s
( P a g e  2 2 ,  L i n e s  1 2  t o  16.)

T h i s  s e c t i o n  p r o v i d e s  f o r  a n  a u t o m a t i c  s t a y  o f  6 0  d a y s  i n  a c t i o n s  i n v o l v i n g  
t h e  l i q u i d a t i o n ,  r e h a b i l i t a t i o n  o r  c o n s e r v a t i o n  o f  a n  i n s o l v e n t  i n s u r e r ,  w h i c h  
r e q u i r e s  a  c h a n g e  i n  t h e  r u l e s  o f  t h e  c o u r t .

S e c .  2 1 . 7 9 . 9 0 0  D e f i n i t i o n s

( P a g e  2 2 ,  L i n e  1 7  t o  P a g e  2 4 ,  L i n e  2.)

S e c .  2 1 . 7 9 . 9 9 0  T i t l e
( P a g e  2 4 ,  L i n e s  3  t o  4.)

S e c  2 1 . 7 9  will b e  c i t e d  a s  t h e  " A l a s k a  Life a n d  D i s a b i l i t y  I n s u r a n c e  G u a r a n t y  
A s s o c i a t i o n  A c t . "

P a g e  1 3
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SECTION 4 

Sec. 21.80.020 Applicability
(Page 24, Lines 5 to 10.)

This amendment expands the existing Alaska Insurance Guaranty 
Association (AIGA) to include marine coverage for vessels under 100 feet in 
length. Presently no marine coverage is provided under AIGA. It also 
clarifies that coverage is extended oni_, for policies written by an admitted 
insurer.

SECTION 5 

Sec. 21.80.040 Creation of Association
(Page 24, Lines 12 to 26.)

This expansion of the existing Alaska Insurance Guaranty Association (AIGA) 
to include marine coverage for vessels under 100 feet in length has been 
placed in the "all other insurance" ̂ _20unt.

SECTION 6 

Sec. 21.80.050(a)
(Page 24, Line 27 to Page 25, Line 7.)

This amendment provides a mechanism for assuring the AIGA board is 
always fully staffed.

SECTION 7 

Sec. 21.80.060(a)
(Page 25, Line 8 to Page 27, Line 25.)

This amendment clarifies tha t the obligation of the association commences 
w ith an order from the c t  when the insolvent insurer or the receiver has 
ceased payment of any or ail claims.(Page 25, Lines 12 to 16).

This amendment increases the covered claim amount from $300,000 to 
$500,000 (Page 25, Line 21).

Assessments may be deferred if it would endanger the member insurers 
ability to meet its contractual obligations (Page 26, Lines 23 to 24).

P a g e  14
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It requires that AIGA's servicing facility operate and maintain its principal 
office in Alaska unless cost savings can be demonstrated w ithout service 
delays (Page 27. Lines 14 to 18).

SECTION 8 

Sec. 21.80.070(a)
(Page 27, Line 26 to Page 28, Line 9.)

This amendment removes language that is no longer necessary. Since the 
plan does exist and the Director may require revision, it no longer 
accomplishes anything.

SECTION 9 

Sec. 21.80.080(b)
(Page 28, Line 10 to Page 29, Line 3.)

The level of penalty for failure has been increased from a minimum of $100 
per month to $250 per month (Page 28, Line 26).

This amendment also allows the Director of Insurance to assume AIGA 
powers if the court finds that AIGA has failed to act in accordance w ith 
statute, or its plan of operation (Page 28, Line 29 to Page 29, Line 3).

SECTION 10

Sec. 21.80.120 Examination of Association
(Page 29, Lines 4 to 9.)

This amendment requires that the annual report by AIGA be certified.

SECTION 11 

Sec. 21.80.140 Recognition of Assessments in Rates
(Page 29, Lines 10 to 24.)

This Section allows assessments to be reflected in future charges made for 
insurance policies. This amendment allows an assessment to be reflected as 
a separate charge on the policy. It also allows a rating organization to make 
a provision in the rate structure for recovery of assessments by its member 
or subscriber insurers. That charge is not taxable.

P a g e  15
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SECTION 12 

Sec. 21.9G.900(24)-(25)
(Page 29, Line 25 to Page 30, Line 5.)

This amendment adds definitions for "impaired", "impairment", "insolvent", 
and "insolvency" to the Title.

SECTION 13 

Repealed
(Page 30, Lines 6 to 7.)

AS 21.80.070(d) is repealed. This section relates to allowing the functions 
of AIGA to be performed out of state.

AS 21.80.170 is repealed. This section relates to term ination of AIGA. If 
AIGA is to be disbanded, it would be appropriate to address that issue at the 
time it becomes a possibility.

SECTION 14

Rule 62(a) Rules of Civil Procedure
(Page 30, Lines 8 to 11.)

This Section reflects the change made in Sec. 21.79.150 on Page 22, Lines 
12 to 16.

SECTION 15

Rule 24(a) Rules of C ivil Procedure
(Page 30, Lines 12 to 15.)

This Section reflects the change made in Sec. 21.79.060(r) on Page 12, 
Lines 20 to 25.

SECTION 16 

In itia l Organization of Association
(Page 30, Lines 16 to 24.)

This is a temporary statute since its impact is of short duration. To avoid 
problems in in itia lly selecting the board, this section provides for an 
organizational meeting to be called by the Director of Insurance. A voting

P a g e  16
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process Is described. If no board members are selected within 60 days the 
Director may appoint the initia l board.

SECTION 17

Effective Date
(Page 30, Line 25.)

This proposal' is effective January 1. 1991.

P a g e  17
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On Page 9, Line 13.
Change word "insurer" to read "insured"
This is a typographical error that has not been noted in several drafts.

On Page 30, Line 6.
Remove the reference "AS 21.80.060(b)(6)"
This was an oversight w ith the latest draft committee substitute. The 
section should not be repealed since the guaranty fund will remain a 
post insolvency plan.
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ECONOMIC DEVELOPMENT

DIVISION OF INSURANCE

May 9, 1989

STEVE COWPER, G O V E R N O R

P. O. BOX D
JUNEAU, ALASKA 99811-0800 
PHONE: (907) 465-2515

Honorable Ted Stevens 
Alaska State Senate 
P.O. Box V 
Juneau, AK 99811

Dear Senator Stevens:

Re: Group Health Insurance Defaults

Thank you for your letter of April 18, 1989 and the enclosed corre­
spondence from Lois J. Covlasky of Wasilla. Enclosed is a copy of 
my letter to her based upon the records of this division.

Enclosed please find a copy of the legislation which this division 
has proposed in order to create a guaranty fund to protect Alaskans 
from health insurer insolvencies. I have been disappointed that 
insurance companies have opposed this legislation.

I wish to call to your attention a serious issue raised by 
Ms. Covlasky. She has asked i f  you could come up with a law which 
would require that claims be paid before anything else is paid in 
the case of insurer insolvency. I had assumed that the purpose of a 
receivership of an insolvent or impaired insurer would be to provide 
just such claim payments on a priority basis. Unfortunately, the 
Federal Priority statute has created certain unintended problems.
Not only are unpaid taxes collected first by the Internal Revenue 
Service, but the federal government has priority for any current or 
future claims that i t  may have from the proceeds and assets of the 
estate of the insurer. I am sure that Congress never intended that 
citizens suffc~ unpaid claims because the federal government is 
claiming priority. Certainly, the federal government would be less 
severely impacted than hundreds and thousands of individual citizens 
who have relied upon insurance for their protection.

The National Association of Insurance Commissioners is seeking to 
work with the federal government to cure this problem. I would 
solicit your assistance a; d that of the entire Alaska Congressional 
Delegation in these matters.



Honorable Ted Stevens -2- May S, 1989

Alaska is one of ten states which does not have a life/health 
guaranty fund. Our legislation is intended to remedy this 
situation. Presently, the legislation is in the Senate Labor and 
Commerce Committee whose members are Senator Eliason, Senator Rodey, 
Senator Ftiks, Senator Kerttula and Senator Cog h i l l .

I look forward to your support of a guaranty fund for life/health 
insurance here in Alaska as well as making sure that Alaskan's 
claims get paid first.

PAR/cw9896c
5889a
Enclosure
cc: Senator Dick Eliason

Senator Pat Rodey 
Senator Jan Faiks 
Senator Jay Kerttula 
Senator Jack Coghill

Paul A. Roller 
Director
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DEPAKTMENT OF COMMEltCE & 
ECONOMIC DEVELOPMENT

DIVISION OF INSURANCE

STEVE COWPER, G O V E R N O R

P. O. BOX D
JUNEAU, ALASKA 998110800 
PIIONE: (907) 465-2515

March 12, 1990

Honorable Richard I. Eliason 
Alaska State Senate 
P.O. Box V 
Juneau, AK 99811

Dear Senator Eliason:

Re: SB 259, Insurance Guaranty Funds

Enclosed please find proposed amendments to SB 259, relating to Insur­
ance Guaranty Funds, which are offered for consideration by the Senate 
Labor and Commerce Committee. These amendments are the result of 
extensive discussions, both internally and with industry representa­
tives, since this bill was heard in your committee on April 14, 19G9.

Substantive changes to the bill include:

o changing the l i fe  and disability guaranty fund to post
assessment rather than preassessment; 

o excluding hospital and medical service organizations from the
provisions of the life and disability guaranty fund; 

o including marine insurance in the account for "all other"
lines of insurance rather than setting i t  out a? a separate 
account;

o establishing that a court order is necessary for the director
of insurance to assume the powers of the board of directors 
of an insurer upon failure to meet the requirements of the 
Insurance Guaranty Association Act; and 

o establishing that a rating organization may make a provision
in its filing of rates to recover an assessment made to the 
fund, and that an assessment charge is not considered to be 
premium and is not subject to the premium tax.



Honorable Richard I. Eliason -2- March 12, 1990

I will be discussing the proposed amendments with industry representa­
tives this week, and would like to request a hearing on the bill on 
Friday, March 23, i f  that date would be compatible with your committee 
schedule. Unfortunately, I have out-of-town commitments earlier that 
week and also the week after.

Thank you for your consideration. I would be happy to discuss this 
bill with you or your staff at any time.

Sincerely

o  fi.___.—

David Walsh 
Director

DW/lw/mst0067Q
031290a
Enclosure



•• ' V '.i'' r'/<vnivi •. '-$R‘ / ,''-̂ Z'1 ^  *"•.', .'7 , • *.' “’■. > t * f • iL

Proposed. Amendments toSB 209; insurance Guaranty Funds

New Section

Pago 1, line 10, add a new section and renumber the following sections 
accordingly.

* Sec. 1. AS 21.21.250 is amended by adding a new subsection to read:
(c) A domestic insurer may invest in notes or other evidence of 

indebtedness of the Alaska Life and Disability insurance Guaranty 
Association, and the director may consider those notes, and other evidence 
of indebtedness, that are not in default, as admitted assets of the insurer.

Section 2

Page 14, line 3 to page 15, line 10. Replace Sec. 21.79.070 with:

Sec. 21.79.070. ASSESSMENTS, (a) For the purpose of providing funds 
necessary to cany out the powers and duties of the association, the board of 
directors shall assess the member insurers, separately for each account, at 
such time and for such amounts as the board finds necessary. Assessments 
shall be due not less than 30 days after prior written notice to the member 
insurers and shall accrue interest at 10% per year from the date payment is 
due.

(b) There shall be two assessments as follows:

(1) Class A assessments shall be made for the purpose of meeting 
administrative and legal costs and other expenses and examinations conducted 
under the authority of Sec. 21.79.060. Class A assessments may be made 
whether or not related to a particular impaired or insolvent insurer.

(2) Class B assessments are post assessment charges and shall be 
made only as necessary to carry out the powers and duties of the association 
with regard to an impaired or an insolvent insurer.

(c) (1) The amount of any Class A assessment shall be determined by 
the board and may be made on a pro rata or nonpro rata basis. I f pro rata, the 
board may provide that it be credited against future Class B assessments. A 
nonpro rata assessment shall not exceed $250.00 per member insurer in any 
one calendar year. The amount of any Class B assessment shall be allocated 
for assessment purposes among the accounts pursuant to an allocation formula 
which may be based on the premiums or reserves of the impaired or insolvent 
insurer or by any other standard deemed by the board as being fair and 
reasonable under the circumstances.

(2) Class B assessments shall be based on the premiums received 
on business in this state by each assessed member insurer or for policies or 
contracts covered by each account in proportion to the premiums received on 
business in this state by all assess member insurers during the three calendar 
years preceding the year in which the insolvency or impairment occurred.

1348m
Page 1 of 4
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(d) The association may abate or defer, in whole or in part, the 
assessment of a member insurer i f n payment of the assessment would 
endanger the ability of the member insurer to fu lfill its contractual 
obligations. The amount by which an assessment against a member insurer is 
abated or deferred may be assessed against the other member insurers in a 
manner consistent with the basis for assessments set forth in Bection (c).

Page 21, line 29, between "a" and "financial": insert l i r tificd.

Page 23, lines 7 through 8, after "insurer": Delete [011 HOSPITAL OR 
MEDICAL SERVICE ORGANIZATION].

Page 23, line 9, after "(b)": Insert orsubsmberjm tract. providing_henefita_as 
providedforin.AS^21,.87112(l(5Q(2]-ll)_QrAS-21xS7ll301a)(2Lfind-l3).

Page 23, line 17, after "basis,": Delete [OR].

Page 23, line 18, after "exchange": Delete [.] and insert ;_or.

Page 23, after line 19, insert a new subparagraph to read: (F) hospital or 
medical service organization.

Page 23, line 24, after "amounts": Insert charged for an assessment or any 
amounts.

S.ectioiLS :

Page 24, line 14, after "insurance": Insert m itteiLhy.an admitted insurer.

Page 24, line 16, after "insurance": Delete [AS IT APPLIES TO] and insert for. 

Section 4:

Page 24, line 28, delete the change: "four" is removed and "three" remains.

Page 25, line 3, remove new language: "(3) The marine insurance account;" 
Renumber remaining subsection accordingly.

Page 25, line 4, after "applies": Insert. including coverage on vessels less than 
100 feet long as measur ed at the water line.

Section 6:

Page 25, line 16, after "association": Delete [SHALL],

Page 25, line 17, before "obligated": Delete [BE] and insert is.

Page 25, line 19, after "insolvency": Insert by a court of competent jurisdiction 
where the insolvent insurer or receiver ceases to pay any or all claims 
pursuant,to p reparing and adQDtingL_a_plan_of_liomdation or having entered 
into a plan o f liquidation approved by the court under AS 21.78.

1348m
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Page 25, lino, 29, before "considered": Delete [BE] and Insert is.

Page 26, line 4, before "allocate": Insert shall.

Page 26, lines 4 through page 27, line 2: Retain language of current statute.

Page 27, line 1, alter "part,": Delete [THE] and Insert an.

Page 27, line 2, alter "would": Insert "endanger the ability of the member 
ina]itxr..toJulhMl^QiitoctuahQhJigatiQiia;I"

Page 27, line 10, before "investigate": Insert shall.

Page 27, line 16, before "notify": Insert shall.

Page 27, ime 18, before "handle": Insert shall.

Page 27, line 21, after "state": Insert unless the use of a servicing facility 

and no material delay in claim_payments.

Page 27, line 24, before "reimburse": Insert shall.

Section?:

Page 27, line 28 through page 28, line 10: Delete entire section.

Section9:

Page 29, lines 14 and 15 after "upon": Delete [DECLARATION OF A STATE 
OF EMERGENCY, FOLLOWING A FAILURE OF] and Insert a finding bv the 
superior court that.

Page 29, line 15, after "directors": Insert has failed.

Section. 11:

Page 29, line 27: Delete [SHALL] and Insert may.

Page 29, line 27, after "the": Delete [RATE OF].

Page 29, line 28: Delete [ESTABLISHED IN AS 21.80.060(a)(3)] and insert 
made under this chapter.

Page 29, line 29: Remove bracket after "insurer."

Page 30, li. e 1: Remove bracket after "association."

Page 30, line o, after "policy": Insert A rating organization may make a 
p.royision In  its. filingjpf ratesJo..recoyer an assessment, under_thls chapter for 
its member and subscribeiilnsurers. The assessment charge is not considered 
to be premium and is not subject to premium tax under AS 21.09.2H>.

Page 3 of 4
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Section 16:

Page 30, lines 25 and 26: Delete Section 16.

Seelionll:

Page 30, line 27, after "January 1,": Delete [1990] and Insert 1991

1348m
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DEPARTMENT OF COMMERCE & ECONOMIC DEVELOPMENT
DIVISION OF INSURANCE

Senate B ill 259 - Sectional Analysis

For an ACT entitled: "An Act relating to insurance guaranty funds; changing
Rule 62(a), Rules of Civil Procedure; and providing for 
an effective date."

SECTION 1

Sec. 21.36.035 Prohibited Advertisements and Representations
(Page 1, Lines 11 to 24.)

This Section makes the use of the protection afforded by this Act to aid a 
person in the sale of insurance a prohibited un fa ir trade practice. This 
would extend to a person with an interest in a policy who uses the presence 
of the Alaska Life and Disability Insurance Guaranty Association (ALDIGA) to 
support the value of the policy as collateral in a loan transaction, which 
action would be prohibited.

The legitimate function of advertising the existence of the Act by the 
ALDIGA and the Director would be permitted. This would be particularly 
desirable in notifying policyholders of a company found to be insolvent. It 
would also be appropriate for insurer trade groups not engaged in sales to 
provide such information as public service announcements.

Enforcement mechanisms for this section already exist in current statute.

SECTION 2

Sec. 21.79 Alaska Life and Disability Insurance Guaranty Association
(Page 1, Line o to Page 24, Line 11.)

This Section creates the Alaska Life and D isability Insurance Guaranty 
Association (ALDIGA) which w ill address the problem of providing funds for 
the payment of claims when an insurance company becomes insolvent. The 
proposal creates a funding mechanism to guarantee life insurance, disability 
insurance and annuity writings of admitted insurers. These kinds of 
insurance are not presently covered by any form of protection. The proposal 
is based on a model drafted by the National Association of Insurance 
Commissioners but does depart from that model on some issues.

P a g e  1
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Sec 21.79.010 Purpose
(Page 1. Line 28 to Page 2. Line 4.)

The basic purpose of ALDIGA is to provide protection for policyholders and 
claimants from the financial loss resulting from insurer impairment or 
insolvency.

Sec. 21.79.020 Scope
(Page 2, Line 5 to Page 4. Line 16.)

This section outlines what ALDIGA does and does not cover.

Subsection (a)
(Page 2, Lines 5 to 24.)

This subsection lists persons covered by ALDIGA.

Subsection (b)
(Page 2, Lines 25 to 29.)

This subsection lists the kinds of contracts and policies covered by ALDIGA. 
Basically it covers life, disability, annuity and supplemental contracts or 
policies written by insurers which have submitted to regulation in this state.

Subsection (c)
(Page 3, Line 1 to Page 4, Line 10.)

This subsection lists items not covered by ALDIGA.

Subsection (c)(1) excludes coverage for parts of the policy or contract not 
guaranteed by the insurer. It is directed toward the non-guaranteed portion 
of variable policies and contracts.

Subsection (c)(2) excludes that part of the risk borne by the insured. It acts 
to exclude the deductible portion of a policy.

Subsection (c)(3) excludes the reinsurance business of the impaired or 
insolvent insurer other than reinsurance for which assumption certificates 
are used.

Subsection (c)(4) lim its coverage for the rate of interest on policies or 
contracts which exceed levels established in the section.

Subsection (c)(5) excludes coverage for life, disability or annuity products 
offered by self insurers or are self funded.

Subsection (c)(6) excludes coverage for dividends or experience rating 
credits or allowances for administration of the policy or contract.

P a g e  2



■ S e n a t e  B i l l  2 5 9S e c t io n a l  A n a ly s is
Subsection (c)(7) excludes coverage for policies issued by a member insurer 
while it was nonadmitted in Alaska.

Subsection (d)
(Page 4. Lines 11 to 16.)

This subsection defines the term "published monthly average" used in 
Subsection (c)(4) which lim its the rate of interest used on covered policies 
and contracts.

Sec. 21.79.025 Liability Limits
(Page 4. Line 17 to Page 5, Line 4.)

This section states the lim its of coverage offered by ALDIGA. The lim its are
V $300,000 on any one life.
V $100,000 for cash surrender value.
V $100,000 for disability 'nsurance benefits.

$100,000 in the present value of annuity benefits.
V $5,000,000 in unallocated annuity contract benefits irrespective of

number of contracts held the contract holder.

Sec. 21.79.030 Construction
(Page 5, Lines 5 to 6.)

This section provides for liberal construction.

Sec. 21.79.040 Creation of Association
(Page 5, Lines 7 to 24.)

Subsection (a)
(Page 5, Lines 7 to 19.)

This subsection creates ALDIGA as a nonprofit entity. Membership in 
ALDIGA is a condition of an insurers authority to transact insurance in this 
state. To pay for assessment and adm inistration, two accounts are 
established. One is for disability insurance and the other is for life insurance 
annuity and unallocated annuity contracts.

Subsection (b)
(Page 5, Lines 20 to 2-. •

This subsection places ALDIGA under the supervision of the Director of 
Insurance. Provision is made for public meetings.
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Subsection (a)
(Page 5, Line 25 to Page 6, Line 9.)

This subsection provides for the number and term of the members of the 
Board of Governors of ALDIGA to be determined in the plan of operation. To 
avoid problems in in itia lly selecting the board, this subsection provides for 
an organizational meeting to be called by the Director of Insurance. A voting 
process is described. If no board members are selected w ith in 60 days the 
Director may appoint the initia l board.

Subsection (b)
(Page 6, Lines 10 to 12.)

This subsection provides for approval by the Director of the board members 
in which he must consider fair representation by member insurers.

Subsection (c)
(Page 6, Lines 13 to 16.)

This subsection provides that board members are not to be compensated 
except for expenses incurred while performing duties as a member of the 
board.

Sec. 21.79.060 Powers and Duties of the Association
(Page 6, Line 17 to Page 14, Line 2.)

This Section is the heart of the ALDIGA proposal. It details the duties of the 
ALDIGA by distinguishing between:

1. those insurers whose "impaired" status is attributable to a finding by 
the Director prio r to an order of liquidation and those whose
"insolvent" status is attributable to such an order; and,

2. insolvent domestic insurers and insolvent foreign or alien insurers. 

Prior to an order of liquidation, ALDIGA has no liability.

Subsection (a)
(Page 6, Lines 17 to 27.)

This subsection allows the ALDIGA to act to guarantee, assume or reinsure 
any or all policies of an impaired domestic insurer. ALDIGA would
presumably do so in those situations where early action would prevent a
more costly insolvency of later liquidation. Action under this subsection is 
not lim ited to resident policyholders.

S e c .  2 1 .7 9 .0 5 0  B o a r d  o f  G o v e r n o rs(P a g e 5 , L in e  2 5  to P a g e  6 , L in e  13.)

P a g e  4



S e n a t e  B i l l  2 5 9S e c t i o n a l  A n a ly s is
Subsection (b)
(Page 6, Line 28 to Page 7, Line 12.)

This subsection requires ALDIGA to act even without an order of liquidation 
in the case of an impaired member insurer (not insolvent) that is not paying 
claims provided the conditions in Subsection (c) are met. ALDIGA, as a 
condition of its assistance, may negotiate any requirements or safeguards it 
deems necessary so long as they are approved by the Director, are accepted 
by the impaired insurer, and do not impair the contractual obligations to the 
policyholders, insureds , and beneficiaries. (See error notes.)

In the absence of any court order, before any negotiations become final the 
impaired insurer's acceptance of the terms of ALDIGA is necessary. Through 
this approach, a mechanism is provided for early action by ALDIGA before 
the s itua tion further deteriorates. The policyholder, insured , and 
beneficiaries are protected, claims are paid and coverages continued, for 
example through rehabilitating the impaired insurers, or reinsuring the 
policies elsewhere.

Subsection (c)
(Page 7, Line 13 to Page 8, Line 11.)

This subsection establishes conditions precedent to required action by 
ALDIGA. One of the most important conditions is that there be a statutory 
provision for the repayment of ALDIGA prior to the return of the company to 
shareholder or private control. The ALDIGA role here is the payment of 
benefits and "hardship" cash withdrawals to covered persons. It also 
establishes that no action has been taken that woulu effectively render the 
insurer a non-viable entity.

Subsection (d)
(Page 8, Lines 12 to 23.)

This subsection details the main role of ALDIGA in the event of an 
hsolvency. It provides tha t i f the insurer acquires its insolvent status as a 
result of a final order of liquidation, rehabilitation or conservation, ALDIGA 
shall, ra ther than may, guarantee, assume, reinsure or cause to be 
guaranteed, assumed, or reinsured, the covered policies of the insolvent 
insurer and to assure payment of contractual obligations.
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Subsection (e)
(Page 8, Line 24 to Page 9, Line 25.)

Subsection (e)(1)
(Page 8, Line 24 to Page 9, Line 11.)

This subsection provides time lim its for claims incurred on life and 
disability insurance policies. The responsibility of ALDIGA varies depending 
on whether the contract is group or individual.

Subsection (e)(2)
(Page 9, Lines 12 to 14.)

This subsection calls for a diligent effort by ALDIGA to give at least 30 days 
notice of termination of coverage. (See error notes.)

Subsection (e)(3)
(Page 9, Lines 15 to 25.)

This subsection requires ALDIGA to make substitute coverage available to 
insureds or policyholders who are by law or contractual obligation entitled to 
continued coverage.

Subsection (f)
(Page 9, Line 26 to Page 10, Line 6.)

This subsection provides that the substitute coverage required in Subsection
(e)(3) be offered without new underwriting and with coverage for conditions 
that existed under the replaced coverage.

Subsection (g)
(Page 10, Lines 7 to 22.)

This subsection provides tha t the alternative policy offered by ALDIGA shall 
be subject to the approval of the Director of Insurance. It allows for multiple 
alternatives that are subject to the same kinds of rate and form standards as 
other life and disability insurance policies. The primary difference is that 
ALDIGA cannot reflect changes in the health of the insured after the original 
policy was last underwritten.

Subsection (h)
(Page 10. Lines 23 to 27.)

This subsection provides tha t reissue rates that are different from those on 
the terminated coverage are subject to the approval of the D irector of 
Insurance or by the court.
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Subsection (i)
(Page 10, Line 28 to Page 11, Line 3.)

This subsection provides that ALDIGA's obligations to provide coverage 
under a policy of an impaired or insolvent insurer cease when the coverage 
is replaced with sim ilar coverage.

Subsection (j)
(Page 11, Lines 4 to 7.)

This subsection ties the coverage providing for guaranteed interest to the 
lim it on interest in Section 21.79.020(c)(4). (See error notes.)

Subsection (k)
(Page 11, Lines 8 to 14.)

This subsection provides that non-payment of premiums by 31 days after 
required by thf contract terminates ALDIGA's obligations under the contract 
other than for claims incurred or cash surrender values due.

Subsection (1)
(Page 11, Lines 15 to 19.)

This subsection provides that premiums due after an order of liquidation 
belong to and are payable to ALDIGA.

Subsection (m)
(Page 11, Lines 20 to 23.)

This subsection avoids duplication of coverage by providing tha t the 
association shall have no liab ility for any covered policy of a foreign or alien 
insu re r domiciled in a state having sim ila r protection by statute or 
regulation. If every state adopts the model act, each state association would 
protect only covered policies of domestic insurers.

Subsection (n)
(Page 11, Line 24 to Page 12, Line 6.)

This subsection provides that under certain circumstances, the court can 
issue policy or contract liens, in connection w ith ALDIGA provided 
guarantees, assumptions or reinsurance agreements. This is a device that 
has been used in the past in connection w ith the continuation of the 
insolvent insurers' coverage. Since by definition, the assets of the insolvent 
insurer were not adequate to support its contractual obligations, liens were 
used to reduce its obligations to a level where the assets would be adequate.
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Subsection (o)
(Page 12, Lines 7 to 12.)

This subsection permits ALDIGA to seek court imposed temporary stays on 
the payment of cash values and policy loans. This is intended to avoid a run 
on the assets of the impaired or insolvent insurer.

Subsection (p)
(Page 12, Lines 13 to 16.)

This subsection grants the Director of Insurance the authority to assume the 
duties and powers of ALDIGA if it fails lo exercise its authority under the Act 
w ith in a reasonable period of time.

Subsection (q)
(Page 12, Lines 17 to 20.)

This subsection allows the Director of Insurance to enlist the aid of ALDIGA 
in matters relating to an impaired or insolvent insurer.

Subsection (r)
(Page 12 Lines 21 to 27.)

This subsection confers standing in court on ALDIGA extending to any 
matters concerning the duties of ALDIGA. This enables ALDIGA to protect 
its interests and those of the insureds and policyholders in the handling of 
an impairment or insolvency proceeding.

Subsection (s)
(Page 12, Line 28 to Page 13, Line 8.)

This subsection provides that a person who receives a benefit from ALDIGA 
on a covered policy makes an assignment to ALDIGA to the extent of the 
benefits received. It also establishes subrogation rights for ALDIGA. It 
provides that ALDIGA’s right to assets of the insolvent insurer is the same as 
any other person entitled to benefits under this Act.

Subsection (t)
(Page 13, Line 9 to Page 14, Line 2.)

This subsection allows ALDIGA to contract, sue or be sued, borrow money, 
employ persons, negotiate, act as a domestic life or disability insurer, take 
legal action to avoid payment of improper claims, to jo in an association of 
similar organizations, and perform other acts that are proper or necessary to 
implement this Act.
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Sec. 21.79.070 Assessment
(Page 14, Line 3 to Page 15, Line 10.)

This Section establishes a pre-insolvency assessment approach as the 
funding mechanism as opposed to the usual post-insolvency approach. The 
principle advantages include the ability to respond quickly to situations 
requiring funds , rather than need to wait until assessments can be made 
and collected. It is expected that since funds will be on hand, in state, it 
w ill also generate some employment in state and an increased activity level 
in the prevention of insolvencies.

Subsection (a)
(Page 14, Lines 3 to 9.)

This subsection establishes an assessment rate of 2% of premium which is 
to be remitted to ALDIGA on a quarterly basis to fund the purposes of this 
Act. Late payments accrue a 10% penalty charge.

Subsection (b)
(Page 14, Lines 10 to 18.)

This subsection provides that the funds assessed will be used by ALDIGA to 
pay claims under the Act as well as certain examinations and the 
administrative costs of ALDIGA.

Subsection (c)
(Page 14, Lines 19 to 22.)

This subsection allows ALDIGA to reduce or defer payment of the 
assessment if such would endanger the ability of the insurer to meet its 
obligations. This is un like ly to occur since it is expected tha t this 
assessment w ill routinely be bu ilt into the rate. An insurer needing such 
protection is a prime candidate for insolvency.

Subsection (d)
(Page 14, Lines 23 to 26.)

This subsection allows ALDIGA to provide a method of allocation of funds 
when the funds are insufficient to meet all obligations.

Subsection (e)
(Page 14, Line 27 to Page 15, Line 1.)

This subsection allows ALDIGA to reduce the assessment when the fund 
reaches $50,000,000. This amount should be sufficient to contain that 
portion of an insolvency affecting Alaska insureds and policyholders.
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Subsection (f)
(Page 15, Lines 2 to 6.)

This subsection allows ALDIGA to increase coverage as the health of the fund 
grows and stabilizes.

Subsection (g)
(Page 15, Lines 7 to i O.)

This subsection allows insurers to reflect the assessment in their rates.

Sec. 21.79.080 Plan of Operation
(Page 15, Line 11 to Page 16, Line 19.)

This section requires the adoption of a plan of operation by ALDIGA to 
provide for the administration of ALDIGA. This plan would be subject to 
review and approval by the Director of Insurance. The National Association 
of Insurance Commissioners has adopted a model plan of operation which is 
available in the office of the Division of Insurance. It is anticipated that 
ALDIGA, upon passage of this Act would substantially adopt the provisions 
contained in the model plan.

Sec. 21.79.090 Powers and Duties o f the Director
(Page 16, Line 20 to Page 17, Line 14.)

Subsection (a)
(Page 16, Lines 20 to 23.)

This subsection requires the Director to provide premium data to ALDIGA 
on request. This data w ill be used to confirm that assessments are being 
properly paid.

Subsection (b)
(Page 16, Line 24 to Page 17, Line 6.)

This subsection allows the Director to take action against an insurer that
fails to comply w ith the Act, such as failure to pay assessments and failure to
comply w ith the ALDIGA Plan of Operation.

Subsection (c)
(Page 17, Lines 7 to 11.)

This subsection provides an appeal mechanism to the Director for actions of 
ALDIGA.
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Senate B ill 259 
Sectional Analysis

Subsection (d)
(Page 17, Lines 12 to 14.)

This subsection requires the liquidator, rehabilitator, or conservator (the 
Director of Insurance) to notify interested parties of the effect of this Act. 
Other sections in Title 21 tie in w ith this Act. AS 21.69.530 provides a 
response to a situation where a deficiency in capital or assets is found. AS 
21.78 contains provisions for the director to seek appointment as receiver 
and speaks to rehabilitations and liquidations.

Sec. 21.79.100 Prevention of Insolvencies
(Page 17, Line 15 to Page 19, Line 19.)

This section basically establishes a dialogue between the Director and 
ALDIGA, concerning impairment and insolvency issues.

Subsection (a)
(Page 17, Lines 15 to 26.)

This subsection requires the Director to notify other states of action taken 
against an insurer relating to issues impacted by this Act.

Subsection (b)
(Page 17, Line 27 to Page 18, Line 3.)

This subsection requires the Director to notify ALDIGA of actions taken by 
other states against an insurer relating to issues impacted by this Act.

Subsection (c)
(Page 18, Lines 4 to 6.)

This subsection requires the Director to notify ALDIGA of companies 
suspected of being impaired or insolvent during the course of or following 
an examination.

Subsection (d)
(Page 18, Lines 7 to 12.)

This subsection requires the Director to furnish ALDIGA w ith early warning 
data developed by the National Association of Insurance Commissioners used 
in detecting problem insurers.

Subsection (e)
(Page 18, Lines 13 to 15.)

This subsection allows the Director to seek the advice of ALDIGA concerning 
companies seeking to do business in Alaska.
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Subsection (f)
(Page 18. Lines 16 to 21.)

This subsection requires ALDIGA to report and make recommendations to 
the Director concerning companies seeking to do business in Alaska.

Subsection (g)
(Page 18, Lines 22 to 24.)

This subsection requires ALDIGA to report to the Director information 
indicating impairment or insolvency of a member insurer.

Subsection (h)
(Page 18, Line 25 to Page 19, Line 10.)

This subsection allows ALDIGA to request an examination by the Director of 
an insurer. This exam is paid for by ALDIGA. Examination is the principle 
tool in determining financial status.

Subsection (i)
(Page 19, Lines 11 to 12.)

This subsection allows ALDIGA to make recommendations to the Director 
concerning the detection and prevention of insolvencies.

Subsection (j)
(Page 19, Lines 13 to 19.)

This subsection requires ALDIGA to make a report at the conclusion of an 
insolvency. This report is to discuss the history and cause of the insolvency. 
This subsection seeks to find common causes which may be used to detect 
future problems with other insurers.

Sec. 21.79.110 Miscellaneous Provisions
(Page 19, Line 20 to Page 21, Line 26.)

Subsection (a)
(Page 19, Lines 20 to 23.)

This subsection provides that assessments under an assessable policy are not 
forgiven through the presence of this Act.
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Subsection (b)
(Page 19, Line 24 to Page 20, Line 3.)

This subsection requires ALDIGA to maintain records of all its negotiations 
and actions. ALDIGA should be held publicly accountable for its actions. On 
the other hand, effective handling of a rehabilitation or liquidation effort 
requires minimum publicity. Thus, such records w ill be made public only 
after the liqu ida tion , rehab ilita tion or conservation proceeding is 
terminated, the impairment or insolvency is terminated or there is a prior 
order by the court.

Subsection (c)
(Page 20, Lines 4 to 18.)

This subsection provides that since ALDIGA has the obligation imposed upon 
it to continue coverage for policyholders of insolvent insurers, the assets of 
the insolvent insurer ought to be used, to the extent available, for the 
purpose of continuing such coverage.

Subsection (d)
(Page 20, Line 19 to Page 2 i, Line 1.)

This subsection is intended to prevent the shareholders of an impaired 
insurer from sitting back and doing nothing and then reaping the benefit of 
funds put up by the ALDIGA. These stockholders should not obtain a more 
advantageous position than they would have occupied in the absence of this 
Act. The court is empowered by order to modify and distribute the 
ownership rights of impaired insurers to establish equity.

Subsection (e)
(Page 21, Lines 2 to 26.)

This subsection is designed to recapture excessive dividend payments to 
affiliates that exercised control over the insolvent insurer. AS 21.22 deals 
with much of this issue, however, if dividends are paid under circumstances 
that the insurer should have reasonably known that such payment could 
reasonably be expected to affect its ab ility to perform its contractual 
obligations to its policyholders, the holding company and affiliates should be 
required to repay such dividends subject to certain reasonable limitations.

Sec. 21.79.120 Examination of the Association, Annual Report
(Page 21, Line 27 to Page 22, Line 4.)

This section enable the Director of Insurance to examine ALDIGA. It also 
requires ALDIGA to file an annual report.
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Sec. 21.79.130 Tax Exemptions
(Page 22, Lines 5 to 7.)

This section provides that ALDIGA is tax exempt except for real property 
taxes. ALDIGA is not a profit making organization, rather, it is a guarantee 
mechanism, thus its tax exempt status.

Sec. 21.79.140 Immunity
(Page 22, Lines 8 to 11.)

This section provides ALDIGA with immunity protection while performing 
its duties under this Act. Since ALDIGA w ill be engaged in some very 
sensitive issues when performing its duties under this Act, this is needed.

Sec. 21.79,150 Stay of Proceeding, Reopening Default Judgements
(Page 22, Lines 12 to 16.)

This section provides for an automatic stay of 60 days in actions involving 
the liquidation, rehabilitation or conservation of an insolvent insurer, which 
requires a change in the rules of the court.

Sec. 21.79.160 T itle
(Page 22, Lines 17 to 18.)

Sec 21.79 w ill be cited as the "Alaska Life and Disability Insurance Guaranty 
Association Act."

Sec. 21.79.900 Definitions
(Page 19, Line 20 to Page 21, Line 26.)

SECTION 3

Sec. 21.80.020 Applicability
(Page 24, Lines 12 to 17.)

This amendment expands the existing Alaska Insurance Guaranty 
Association (AIGA) to include marine coverage for vessels under 100 feet in 
length. Presently no marine coverage is provided under AIGA.

SECTION 4

Sec. 21.80.040 Creation of Association
(Page 24, Line 18 to Page 25, Line 4.)

This amendment establishes an additional account in AIGA for marine 
coverage.
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SECTION 5

Sec. 21.60.050(a)
(Page 25. Lines 5 to 14.)

This amendment provides a mechanism for assuring the AIGA board is 
always fully staffed.

SECTION 6

Sec. 21.80.060(a)
(Page 25, Line 15 to Page 27, Line 27.)

This amendment increases the covered claim amount from $300,000 to 
$500,000 (Page 25. Line 24).

It establishes the rate of assessment at 4% in itia lly (Page 26, Line 12), 
reducing to 2% in five years (Page 26. Line 15).

Since the AIGA is being changed to a pre-insolvency plan from a post­
assessment plan, inappropriate language is being removed (Page 26, Lines 4 
to 8; Page 26 Lines 15 to 24; and Page 26 Line 29 to Page 27 Line 5).

It requires that AIGA's servicing facility operate and maintain its principal 
office in Alaska.

SECTION 7

Sec. 21.80.060 L im it on Assessment
(Page 27, Line 28 to Page 28, Line 10.)

This new Section places an upper lim it on the growth of the AIGA fund that 
cannot exceed total premium volume for the previous year.

SECTION 8

Sec. 21.80.070(a)
(Page 28, Line 11 to 23.)

This amendment removes language tha t is no longer necessary. Since the 
plan does exist and the Director may require revision, it no longer 
accomplishes anything.
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SECTION 9 

Sec. 21.80.080(b)
(Page 28, Line 24 to Page 29, Line 17.)

This amendment allows the Director of Insurance to assume AIGA powers if 
AIGA fails to act in accordance with statute, or its plan of operation and the 
Director has declared a state of emergency.

SECTION 10

Sec. 21.80.120 Examination of Association
(Page 29, Lines 19 to 23.)

This amendment requires that the annual report by AIGA be certified. This 
reflects on the fact that AIGA will be holding funds that it previously held 
only after an insolvency.

SECTION 11

Sec. 21.80.140 Recognition of Assessments in Rates
(Page 29, Line 24 to Page 30, Line 5.)

This amendment requires the assessment to be reflected as a separate 
charge on the policy.

SECTION 12

Sec. 21.80.180(1)
(Page 30, Lines 6 to 8.)

This amendment changes the definition of account to reflect the added 
account for marine coverages.

SECTION 13

Sec. 21.90.900(24)-(25)
(Page 30, Lines 9 to 18.)

This amendment adds definitions for "impaired'', "impairment", "insolvent", 
and "insolvency" to the Title.
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SECTION 14 

Repealed
(Page 30, Lines 19 to 20.)

AS 21.80.060(b)(6) is repealed. This section relates to excess funds in the 
post insolvency fund accounts.

AS 21.80.070(d) is repealed. This section relates to allowing the functions 
of AIGA to be performed out of state.

AS 21.80.170 is repealed. This section relates to termination of AIGA. If 
AIGA is to be disbanded, it would be appropriate to address that issue at the 
time it becomes a possibility.

SECTION 15

Rule 62(a), Rules o f C ivil Procedure
(Page 30, Lines 21 to 24.)

This Section reflects the change made in Sec. 21.79.150 on Page 22, Lines 
12 to 16.

SECTION 16

Sec. 21.87.340
(Page 30, Lines 25 to 26.)

The addition of this reference in AS 21.87.340 makes Hospital Medical 
Service Corporations such as Blue Cross subject to the Act.

SECTION 17

Effective Date
(Page 30, Line 27.)

This proposal is effective January 1, 1990. This should be sufficient lead 
time to complete the work necessaiy to implement the bill.
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CORRECTIONS

(Page 6, Line 29.)

Change the word "may" to read "shall"

(Page 9, Line 12.)

Change the word "insurers" to read "insureds"

(Page 11, Line 7.)

Change the reference "AS 21.79.020(c)(3)" to read "AS 21.79.020(c)(4)"

S e n a t e  B i l l  2 5 9S e c t io n a l  A n a ly s is
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A l a s k a  S t a t e  L e g i s l a t u r e  
P. O. B o x  V  (MS 3100)
J u n e a u ,  A K  9 9 8 1 1

Re: S B  2 5 9

D e a r  S e n a t o r  E l i a s o n :

I a m  w r i t i n g  o n  b e h a l f  o f  t h e  A m e r i c a n  C o u n c i l  o f  
Life. I n s u r a n c e  (ACLI) . T h i s  is t o  r e q u e s t  y o u  t o  v o t e  a g a i n s t  
t h e  a d o p t i o n  o f  S B  2 5 9  u n l e s s  i t  i s  a m e n d e d  t o  i n c l u d e  a 
p r e m i u m  t a x  o f f s e t  f o r  l i f e  i n s u r a n c e  c a r r i e r s .

T h e  p r e m i u m  t a x  o f f s e t  is n e c e s s a r y  s o  t h a t  l i f e  
i n s u r e r s  c a n  r e c o u p  t h e  a d d e d  c o s t  o f  t h e  p r o p o s e d  g u a r a n t y  
f u n d .

U n l i k e  o t h e r  k i n d s  o f  i n s u r e r s ,  l i f e  i n s u r a n c e  

c o m p a n i e s  c a n n o t  s i m p l y  a d j u s t  t h e  p r e m i u m  t o  r e c a p t u r e  t h e  
a d d e d  c o s t  o f  a g u a r a n t y  f u n d .  T h i s  is d u e  t o  t h e  c u s t o m a r y  
p r a c t i c e  i n  t h e  l i f e  i n s u r a n c e  i n d u s t r y  o f  g u a r a n t e e i n g  t h a t  

t h e  p r e m i u m  w i l l  r e m a i n  t h e  s a m e  o v e r  t h e  l i f e  o f  t h e  p o l i c y .

A l t h o u g h  t h e  A C L I  s u p p o r t s  t h e  c o n c e p t  o f  a G u a r a n t y  
F u n d ,  a n d  e n d o r s e s  e v e r y  o t h e r  a s p e c t  o f  S B  2 5 9  ( L a b o r  & 
C o m m e r c e ) , w h i c h  is v i r t u a l l y  i d e n t i c a l  w i t h  t h e  l a n g u a g e  
r e c o m m e n d e d  b y  t h e  N a t i o n a l  A s s o c i a t i o n  o f  I n s u r a n c e  
C o m m i s s i o n e r s ,  a n d  w h i c h  h a s  b e e n  a d o p t e d  i n  4 6  o t h e r  
j u r i s d i c t i o n s ,  A C L I  c a n n o t  s u p p o r t  t h i s  b i l l  w i t h o u t  p r o v i s i o n  
f o r  a p r e m i u m  t a x  o f f s e t .  I t  is n o t e d  t h a t  37 o f  t h e  4 6 
j u r i s d i c t i o n s  w h i c h  h a v e  a d o p t e d  g u a r a n t y  f u n d  l e g i s l a t i o n  

h a v e  a d o p t e d  t h e  p r e m i u m  t a x  o f f s e t  l a n g u a g e .



S e n a t o r  D i c k  E l i a s o n  

A p r i l  26, 1 9 9 0  
P a g e  - 2 -

I e n c l o s e  a n  e x t r a c t  o f  a s t a t e m e n t  b y  J a n a  L e e
P r u i t t  o f  t h e  A C L I  w h i c h  s h e  d e l i v e r e d  t o  t h e  S e n a t e  L a b o r  a n d
C o m m e r c e  C o m m i t t e e  e a r l i e r  t h i s  S p r i n g .  T h i s  s t a t e m e n t  s e t s  
f o r t h  t h e  d e t a i l s  o f  t h e  r e a s o n s  f o r  t h e  A C L I  p o s i t i o n .

If I m a y  a n s w e r  a n y  q u e s t i o n s  w i t h  r e g a r d  t o  t h i s

b i l l ,  p l e a s e  l e t  m e  k n o w .



• •

M y  n a m e  i s  J a n a  L e e  P r u i t t .  I a m  S e n i o r  C o u n s e l  f o r  t h e  

A m e r i c a n  C o u n c i l  o f  L i f e  I n s u r a n c e  ( A C L I ) . T h e  A C L I  i s  a n a t i o n a l  

t r a d e  a s s o c i a t i o n  r e p r e s e n t i n g  o v e r  6 0 0  l e g a l  r e s e r v e  l i f e  

i n s u r a n c e  c o m p a n i e s .  T h e s e  c o m p a n i e s  w r i t e  a p p r o x i m a t e l y  9 3 %  o f  

t h e  l i f e  i n s u r a n c e  i n  f o r c e  i n  t h e  U n i t e d  S t a t e s . -  T h r e e  h u n d r e d  

a n d  f o r t y - f o u r  o f  o u r  c o m p a n i e s  a r e  l i c e n s e d  t o  d o  b u s i n e s s  in 

A l a s k a ,  a c c o u n t i n g  f o r  9 6 . 4 %  o f  t h e  l i f e  i n s u r a n c e  i n  f o r c e  i n  t h e  

s t a t e .

W e  s u p p o r t  t h e  e n a c t m e n t  o f  l i f e  a n d  h e a l t h  i n s u r a n c e  

g u a r a n t y  a s s o c i a t i o n s  i n  a l l  s t a t e s ,  t h e  D i s t r i c t  o f  C o l u m b i a ,  a n d  

P u e r t o  R i c o .  C u r r e n t l y ,  s u c h  a s s o c i a t i o n s  e x i s t  i n  4 5  o f  t h e  52 

j u r i s d i c t i o n s .  T h e  s e v e n  j u r i s d i c t i o n s  w i t h o u t  g u a r a n t y  

a s s o c i a t i o n s  f o r  t h e  l i f e  a n d  h e a l t h  i n s u r a n c e  i n d u s t r y  a r e  

A l a s k a ,  C a l i f o r n i a ,  C o l o r a d o ,  t h e  D i s t r i c t  o f  C o l u m b i a ,  L o u i s i a n a ,  

N e w  J e r s e y ,  a n d  W y o m i n g .  E n a b l i n g  l e g i s l a t i o n  p a s s e d  t h e  W y o m i n g  

L e g i s l a t u r e  l a s t  w e e k  a n d  i s  o n  t h e  G o v e r n o r ' s  d e s k  f o r  s i g n a t u r e .

W e  a l s o  s u p p o r t  S e n a t e  B i l l  2 5 9  i n  c o n c e p t .  T h e  b i l l  i s  

p a t t e r n e d  s u b s t a n t i a l l y  a f t e r  t h e  L i f e  & H e a l t h  I n s u r a n c e  G u a r a n t y  

A s s o c i a t i o n  M o d e l  A c t  a d o p t e d  b y  t h e  N a t i o n a l  A s s o c i a t i o n  o f  

I n s u r a n c e  C o m m i s s i o n e r s  ( N A I C ) . W e  w o u l d  l i k e  t o  o f f e r  t h r e e  

a m e n d m e n t s  w h i c h  w e  b e l i e v e  w i l l  m o r e  c l o s e l y  a l i g n  t h e  b i l l  w i t h  

t h e  M o d e l  A c t ,  a s  w e l l  a s  w i t h  t h e  l e g i s l a t i o n  e n a c t e d  i n  o t h e r  

s t a t e s .  T h e  t h r e e  a m e n d m e n t s  w e  r e c o m m e n d  t o  t h e  l a n g u a g e  

c u r r e n t l y  c o n t a i n e d  i n  S e n a t e  B i l l  2 5 9  a r e  a s  f o l l o w s :



P r e m i u m  T a x  O f f s e t

T h e  N A I C  M o d e l  A c t  i n c l u d e s ,  a s  a n  o p t i o n a l

p r o v i s i o n ,  t h e  f o l l o w i n g  l a n g u a g e :

A  m e m b e r  i n s u r e r  m a y  o f f s e t  a g a i n s t  i t s  ( p r e m i u m ,  

f r a n c h i s e  o r  i n c o m e )  t a x  l i a b i l i t y  (or l i a b i l i t i e s )  
t o  t h i s  s t a t e  a n  a s s e s s m e n t  d e s c r i b e d  i n  S e c t i o n

  t o  t h e  e x t e n t  o f  t w e n t y  p e r c e n t  o f  t h e  a m o u n t

o f  s u c h  a s s e s s m e n t  f o r  e a c h  o f  t h e  f i v e  c a l e n d a r  

y e a r s  f o l l o w i n g  t h e  y e a r  i n  w h i c h  s u c h  a s s e s s m e n t  

w a s  p a i d .  I n  t h e  e v e n t  a  m e m b e r  i n s u r e r  s h o u l d  

c e a s e  d o i n g  b u s i n e s s ,  a l l  u n c r e d i t e d  a s s e s s m e n t s  

m a y  b e  c r e d i t e d  a g a i n s t  i t s  ( p r e m i u m ,  f r a n c h i s e ,  o r  

i n c o m e )  t a x  l i a b i l i t y  ( o r  l i a b i l i t i e s )  f o r  t h e  y e a r  

i t  c e a s e s  d o i n g  b u s i n e s s .

T h i s  p r o v i s i o n  h a s  b e e n  a d o p t e d  i n  s o m e  f o r m  b y  36 

o f  t h e  45 j u r i s d i c t i o n s  w h i c h  h a v e  o p e r a t i o n a l  

l i f e / h e a l t h  g u a r a n t y  a s s o c i a t i o n s .  W e  s t r o n g l y  b e l i e v e  

i t  s h o u l d  b e  i n c o r p o r a t e d  i n t o  t h e  l a n g u a g e  o f  S e n a t e  

B i l l  2 5 9 .

T h e  p r o b l e m  o f  i n s u r a n c e  c o m p a n y  i n s o l v e n c y  i s  a 

s o c i a l  p r o b l e m ,  n o t  s i m p l y  a n  i n d u s t r y  p r o b l e m .  S t a t e  

r e g u l a t o r s  p l a y  a n  i m p o r t a n t  r o l e  i n  p o l i c i n g  t h e  

s o l v e n c y  o f  t h e  i n d u s t r y  t o  p r e v e n t  l o s s  t o  c o n s u m e r s .  

W h e n  t h e  s y s t e m  f a i l s ,  t h e  c o s t  s h o u l d  b e  s p r e a d  a s  

b r o a d l y  a s  p o s s i b l e ,  n o t  b o r n e  e n t i r e l y  b y  t h e  i n s u r e d  

p o p u l a t i o n  o f  t h e  s t a t e .  M o r e o v e r ,  i t  i s  p a t e n t l y  

u n f a i r  t o  r e q u i r e  s o l v e n t ,  w e l l - m a n a g e d  c o m p a n i e s  t o  p a y  

t h e  l o s s e s  o f  t h e i r  p o o r l y - m a n a g e d  c o m p e t i t o r s .  I n  

e f f e c t ,  t h e  f i n a n c i a l l y  s o u n d  c o m p a n i e s  p a y  t w i c e  —  

o n c e  w h e n  t h e y  l o s e  b u s i n e s s  t o  c o m p e t i t o r s  w h o s e  

p r o d u c t s  c o s t  l e s s ,  a n d  a g a i n  w h e n  t h a t  c o m p e t i t o r ’s 

i n a p p r o p r i a t e  p r i c i n g  l e v e l s  r e s u l t  i n  a n  i n s o l v e n c y  f o r  

w h i c h  g u a r a n t y  a s s o c i a t i o n  a s s e s s m e n t s  a r e  l e v i e d .



W i t h o u t  a p r e m i u m  t a x  o f f s e t ,  c o n s u m e r s  w h o  c h o o s e  t o  

p a y  t h e  a c t u a r i a l l v  s o u n d  p r e m i u m  :.ates c h a r g e d  b y  t h e  

w e l l - m a n a g e d  c o m p a n i e s  a r e  p e n a l i z e d  a s  t h e i r  p r e m i u m  

l e v e l s  a r e  i n c r e a s e d  t o  r e f l e c t  t h e i r  c o m p a n y ' s  c o s t  o f  

p a y i n g  t h e  l o s s e s  f o r  a n  i n s o l v e n t  c o m p e t i t o r .

E v e n  w i t h  a f u l l  p r e m i u m  t a x  o f f s e t ,  i n s u r e r s  d o  

n o t  r e c o u p  t h e i r  f u l l  a s s e s s m e n t .  T h e y  s t i l l  l o o s e  t h e  . 

t i m e  v a l u e  o f  t h e i r  m o n e y .  I n s u r e r s  l e n d  m o n e y  u p  f r o n t

... ... --------- t o  p a y  a l l  c l a i m s  o f  i n s o l v e n t  c o m p e t i t o r s ,  t h e n  r e c o v e r

i t ,  w i t h o u t  i n t e r e s t ,  a t  t h e  r a t e  o f  2 0 % p e r  y e a r  o v e r  

t h e  n e x t  f i v e  y e a r s .  C o m p a n i e s  e s t i m a t e  t h u t  t h i s  

r e s u l t s  i n  a t o t a l  r e c o u p m e n t  o f  7 0 - 3 0 %  o f  t h e  m o n i e s  

i n i t i a l l y  p a i d  t o  t h e  g u a r a n t y  a s s o c i a t i o n  b y  w a y  o f  

a s s e s s m e n t .
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S e n a to r  R ic h a rd  E l i a s o n
March 23 ,  1990
Page -•?-

H u g h e s  T h o r s n &s s  C a n t z  P o w u .l  &  B h u n l m n

Arr:>RNi?»s

o n l y  w i t h  a l l o c a t e d  a n n u i t i e s .  T h e  nev r e s u l t  or! t h e  s c h e m e  
c o n t e m p l a t e d  b y  S W 2 5 1  w o u l d  be t o  h a v e  a l l o c a t e d  a n n u i t i e s  

c o n t r i b u t i n g  t o  t h e  f a i l u r e s  a s s o c i a t e d  w i t h  u n a l l o c a t e d  

a n n u i t i e s . T h i s  w o u l d  e f f e c t i v e l y  p l a c e  t h e  a l l o c a t e d  a n n u i t i e s  

in a p o s i t i o n  w h e r e  t h e y  w e r e  i n s u r i n g  t h e  i n v e s t m e n t  r i s k s  of 

c e r t a i n  b a n k s  a n d  o t h e r  I n s t i t u t i o n s  * F o r  t h o s e  r e a s o n s ,  it 

w o u l d  be o u r  p r e f e r e n c e  t o  s e e  u n a l l o c a t e d  a n n u i t i e s  out. o f  t h e  

f u n d  c r e a t e d  for a l l o c a t e d  a n  l u i t i e s .  T h i s  i s  s i m i l a r  >. ■ t h e  

N A I C  m o d e l ,  a c o p y  of w h i c h  i s  a t t a c h e d .

A n o t h e r  i s s u e  t h a t  c o n c e r n s  s t a t e  f a r m  in t h e  C o m m i t t e e  
S u b s t i t u t e  f o r  S 3 2 5 9  is the a b s e n c e  of a n y  p r o v i s i o n  for t h e  

p r e m i u m  t a x  o f f s e t .  it is a b s o l u t e l y  c r i t i c a l  t h a t  a n y  g u a r a n t y  

f u n d  l e g i s l a t i o n  a l l o w  for s u c h  a p r e m i u m  tax offset:. A g a i n ,  

S t a t e  F a r m  w o u l d  r e f e r  t h e  C o m m i t t e e  t o  t h e  N A I C  m o d e l  l a n g u a g e  

that: w e  h a v e  a t t a c h e d .

S t a t e  F a r m  o b j e c t s  t o  t h e  i n c l u s i o n  o f  u n a l l o c a t e d  

a n n u i t i e s  i n  a n y  f u n d  w i t h  a l l o c a t e d  a n n u i t i e s  a n d  s t r o n g l y  

s u p p o r t s  t h e  a l l o w a n c e  of a p r e m i u m  t a x  o f f s e t  f o r  f u n d  
c o n t r i b u t i o n s .  A g a i n ,  I a p o l o g i z e  f o r  n o t  b e i n g  p r e s e n t  b e f o r e  

the C o m m i t t e e  in p e r s o n  t h i s  a f t e r n o o n .  I w i l l  be b a c k  i n  m y  

o f f i c e  0:1 M o n d a y  a n d  w o u l d  b e  h a p p y  to r e s p o n d  to a n y  q u e s t i o n s  
t h a t  the C o m m i t t e e  m i g h t  h a v e  at t h a t  t i m e .  T h a n k  y o u  f o r  y o u r  

c o n s i d e r a t i o n ,

V e r y  t r u l y  y o u r s ,

H U G H E S ,  T H O R S K E S S ,  C A N T S ,

P O W E L L  & B R U N D I N

By:
J o h n  G .  F r a h 'k
✓

j e t / Q 7 2 3 q

E n c l o s u r e
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f\!N In nmitiflUitc l;u»lv«nc:es I y atting in Uifovgh ’>.« Nttiifin.it Orjjj.'uMUOfi of LilV and M<Jt.'i

ItWOrta.T# Guaranty A^wcljitiocw (h’OLHGA1 le d t‘«lop isd, where epp*)pr.J>Urt-.any o n  crwr-i.tisuj piers

ScctJoo &• AftAesaiQcniA

A. For th* purposo ofproviding the, funds n«cusaary to carry out the powort and duties of tin* 
Association, the board of directors shall assevi. the member Iofltirm, septu-auly for each 
account, a t atjcfc. tiroe and Car such wnoimw as the  board finds necessary. Aap.esnmsnta 
*h»Il be duo not lew then th irty  d>iy« after prior w ritten  net lev to tin: member insurers 
mid shall accrue interest at [insert amount] percent per annum or. and after the due date*.

3. There shall be two asMMtnerita, as followo:

(1) Class A ajwesGmenw shell U> made for the pm-posa of meeting adm inistm icv. and 
legal costa and other exp en se  and exam inations conducted under the authority jf  
Section USE. Claw A (wsessructita may be made whether or noi related to ti panic. .* 
Jar impaired or insolvent insurer.

(2) Claaa B asatm ttieats shall be made to the extent necessary to carry out the powers 
and duties of the. Association under Section 3 wnh regard to an unpaired or an 
LôkjI venc insurer.

C. (1) T h e  a m o u n t  o f  a n y  C lass  A  ass-e-ssuient shAj l  b e  determi.v.c-.d b y  t h e  board a m i  m a y  

be made  on. a pro rata or non-pro ml ; ,  basis. I f  pro ram,  the. board m n y  prov ide  t h a t  

it he  cs*edifed aga ins t  furore C l  at a B  as&ftsazncntA. A  non-pro m a  assessment  

shal.1 not  exceed $150 per  member  insurer  jr. any  one cAloedftr y ea r  T h e  amyu&r  

o f  an y  C lass  B  assessment  shal l  Ik- a l located for assessment  p u r p l e s  a m o rg  the  

accounts pursuant  to an al location formula  wh i ch  m a y  be based on the p r e m iu m >, 

or  roserves o f  the impa ired  or inso lvent  insurer  or a n y  other  s tandard  deemed  by 

the  board u: ins sole discretion as- be ing  fair and  reasonable  under  the  

circumstances.

(2) C lass  B  assessments aga inst  m em b er  insu ’-e.rs for ench account  and sub&cccunt 

aha!) be in  the  proport ion tha t  the prem iu ms  received on businKSR in th is  state b y  

each assessed m e m b e r  insurer  or pol it ies o’- contracts covered b y  each account  for 

the  three mos t  recent  ca l en dar  years  for wh i ch  iniVcmat ior-  is a va i l a b l e  preced ing  

t h e  y ea r  i n  w h i ch  the insurer  became impaired or inso lvent ,  as the  c&s* m ay  bo, 

bears  to such  prem iums  rece ived  c-u business in this for such ca lendar  years  
b y  al l  assessed m em ber  In-rurers.

(3) Assessmen ts  for funds to m e e t  the requ i remen ts  o f  the  Assoc ia t ion w i th  respect le­
an impa ired  or inso lvent  insurer shal l  not be  made  unt i l  necessary  to imp lem en t  
t h e  purposes o f  chi?. Act .  C lassif icat ion o f  assessments vender Subsection B  end  

computa t ion  ofasKeasmeuta u nde r  th is  subsect:or, shal l  be m ade  w i th  a  reasonable 

degree o f  accuracy, recognis ing t h a t  exact  d e t enn im auoos  m a y  a c t  a lw a ys  be 

po$aib!e.

D. T h e  Assoc ia t ion  m a y  abate or d-efc-r, in  who l e  or in  part,  the  afisaajunfent o f a m e m b e r  

insurer if. in tbt; opin ion of  t h e  board, p a y m e n t  of* the assessmen t  wou ld  endanger  the 

ab i l i t y  o f  the  m em be r  insurer to fulfil! i ts eonirsctual  obl igat ions.  I/; the av&r.t an assess­

m e n t  Aga ins t  a  m e m b e r  insurer  is abated , or  deferred in who l e  or in p a n ,  the  am oun t  by 

w h i ch  such  assessm-emt is aba ted  or deferred m a y  bo csstased aga inst  t h e  o the r  m e m b e r  

insurers i n  e m a n n e r  cons istent  w i t h  the basis for assessments sc*, forth in. this section.

C«pyr: jbt naic wea 520-13
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Guaranty Punk - l.ifc t/id IU*nr,

E  T h e  board o l ' d i r e c i ew  may .  upon m e jc r i t y  uct.i;, request  l.hm. U> Corr.rjiiwdtjuit't vr«ier j.:i 

w a i r i n & t i e n  of  .-uny m em be r  insurer  wh i ch  the  board in  good (V>|,n L-sho 'ca  may  bn an 

i rnp tum!  or h w l v c n i  i/usurer. W i t h i n  th i r t y  d u y a o f t h e  r«<w!pf of a w h  require t, th<} Com* 

rw w i0 0 « r  Khali  beg in  such oxan'iLr.v/fiion. T ln i  tummhretterv i:o&y be CDttduUyd ft.s *  

N a t io n s !  Aeeoc i&tion c f  Influxariw; Conus ias ioncrs  •»xa?ni;i,a:ii>ft or nrey iw ^ , n d u : u ' J  cy  

such persons as the Cbnua i sewner  tie >Lr,.:.Us. T h e  cost of*nich euu m a f t i i o n  aha)) bo pe i d  
by  the  Aw*c" 'at ioD.  W id  the e xam ina t i on  report sha l l  b *  «',u art; e ther  fcXc.nuuatiuo

nopcrrta. I n  no ttv«r>t shal l  such e xam ina t i on  report bo reiea&sd to the  board c i d i r e cv . r e  

pr ior  to Jta rfcituuM* tc  the publ ic, hu t  this shal l  not  prtxlud.* tire Contrr.issione1: from rei.u- 

p ly in g  flrith  S u b se c t io n  A.

T h e  O o tn / jtiiw io fjc r  s h a ll  n o t i fy  th e  b o a rd  © fd im -u tc y  w h e n  th e  tu c/ iauaa lien  i*. com p ic  ted 

T h e  raqucsr fo r <m a x a m in a t ic n  sh c l1 h..- kn.pt on  file  h y  th e  C o m m ie s io a e r  b u t i t s h a l l  na»: -.*■• 

opex; to  p u b lic  iw.jje.ctiofc p r io r  to t l ie  belesr*.* o f  th e  * )tf -u « im itiv r i repo rt to d o  p u b lic .

F. The bc&rti of cUfroctors may, ttjpca ttiejorisy vote, ntake M^iiBeiiri»rj&/;.<. to • Oocuu. s* 
s io e c r  for th e  tie lec l.hu : >_od p r e v e n t io n  o f  ussurer ijv jo lver.c .tu i.

G . T h e  b o a rd  o fd ir e c U c *  sh a ll,  a t the- cc he has ion  o f  a n y  im avnar uvro i'-.-r .cy  in  w h ich  vho A  t v  - 

c ia t io n  wa°. . r b l f j 'tw ?  to p a y  c o v e r c h u r n s ,  p re p a re  a report. u> rh .; Coitrrniiat■•.•oer a/,n - 

i n ?  su ch  in fo rr fta tjo n  us it ro sy  h a v e  In itot p c .^ e s iio r i b e a n u g  on  th & h is n s fy  a n d  oi 

such  iu s o k a u c y .  The. bo & fd  s h a l l  c o o p e ra te  fr i th  the  beard/, a f& ir trs to rs  o f  g u s r  u f iy  af.se 

c la tfo n s  in  o th e r  H  **(•««, f.c p re p a r in g  n  report  o n  t i n  history m \ d  caurw*:t o f  in so lvc -n ry  " i  •■ 

p& r tic vdn r iita jr e ,.,  tm d  m a y  a d o p t l y  reference, a n y  re p o r t p ra p s -r id  b y  such  o tl'.o r 

oaooclfttlofis.

.^1— c& Nrc io tj13. C r t v l iu s  f o r  TVrie? '.'T ies O fU jseM ) - O P T I O N A L

A .  A  i/i fmbftr i a a u r w m a y  Ag.?.*y#t i w  fp remnuT ,  f ranchise  -v?' iucor::*.-; imt  L a t . i i t y  *'os 

l iabi l i t ies} to this atato e.r: ?.a2.eaafn*nt deiscribed ir. A c t i o n  'HIT ;o • h t  asveru. o f  uverjdy 
peivorrt o f  ' h e  s a v m  t o f  sucit siis*s*j'.-.eut for «ach o f  the n ce r.a.lftotiar y ean ;  fbllo .virig. 

y ear  i n  which, auch aasvasTr.ow. was  p-:Jd. I n  t.he evo r t  b steiavber i jvjurcr t h w . d  r.sa^c. 

do ing  buinrjcSi*. a l l  w.cr«di tf r2 assi - isaar.tr.  m a y  he c.red."w<; agsiuist hi  ip tc ra iuw,  f r in *  
cfcise, or j ftcoma) t e x  l iab i l i t y  (or liahtlir.l©»:> for t h e  y e c - a K o s  doin.g hxvaiceia.

S . A n y  sunr.t w h ic h  iiy.i; a c q u ire d  ivy re fu n d , p u r a a a t t  to  S e c :io n  'I ? ,  f r y n  d i e  A -a s w w io r :  by 

rn tm b e x  i^a b t? r ft , a i d  w h ich  h a v e  vh vr -.U ijo t C' bee.b o ffso i a g a ‘ r « t  -Ip rK vhum . Crurnthise o r 

in com e) U, x n s  a s  proviu -ad l a  Suhf.f?ct,ias A  a b o \ « ,  s h a ll ho p.?Jc b y  su ch  in su re rs  to th is  

s ta te  i n  aw.fh ?:.$nxi*r a t -th e  w .x  a u th o v id e s  n v ,y  require-. T h a  A s s o c ia t io n  shah’ r .o u fy  th s  

C o n im Js s io h e i 'th ja t f li ic h  ce fu tids  h a v e  been  in-vuie

Ct<nw»*na.Snwj.ftiticn A 3;-'c5vt ;y r.iat'. pnasian. &eoslis«t v; .':;<«.re «S!«sr'.fa«*>«s?r.:a. our a :V- - •
y w ,r  pw iod. T b * « re i* !g « f th# w«i!£t o  c« reu :hceoa  t ii*  >••*« Use '.a j-o i:,. I ta is c  s lh w s ih d  KCsndvr i.'xu.-t - tw

LT.% ipt-UcAW f m.v. (pretniu'-a, fra n ih iw  o f u v * fc s )  tg a lts t, vrhicb rlxcrrerii rcay hi, *,??'.!8<i a.n:l a  p tn ru v j r,:err.t-H 
irvrv gv.Ai; out 'of I  lo rexkn  - i io c fe le  irnxli i  if. ± & n  flniu o»'op4 ss.rrlitii.

N‘.*_. vscrfel j? iv w ir r > ' b i l l  I t r  p r ’i j ^ r v y  suvl C0k%W.!:y U U w rbn f-e  y ^ W .t la j ,  c :  S « v .c -r  N :. ; : u '.  rT.:c^ U r  v , !

iftolue# stKiOooi-; s-KT:r.'«rrt.ui i s c lU  :o iiv a »3 ,0 V .} J v ;p a id i5 th ir .iU f(K :i4 ti 'J t t . . . ,‘ U i «  oi>vi8^e- *h f. ' Ulc- i:.5 cn ..n :e  
y w . - : - i a c  pn trdvUJi.i fa r  ccrt^ iia  f j n r a  o fh n a itb  in . •u r a ; to. « tn r .0 5 b« d ta .’y j s c  or. r x i - s i x i l i c y h i l d o r s  t f .n o , :-ic.o'.ip.

it* vittiiaily ufcsiivcce.bk tL”or;sh erlstingpenny f/rwc-iiajm. riiie-s vnd bsildiag Siith MAWArr.caV, ir,io fsw? lb; u e .o ; 
p:o<tayhoiri*i'’rt is <*<«•;g&1j> Irap-fKriiasl hct un'V.ir tc ail pvliCj-hol^.m Th^ ssly i>v;wbli' scd prair.j.'.iU c-o».*iior, t-frs 
g.'tnlilU tcwxpRK ic* Itfs ;\ i i  bfi'ub jrisr.rf.ac8 t i « a i  slEwa njw.‘r «  frc.Tjiw:: jrou"^;' :.*j j  jeh co.v.pir.est
l 'S " r.-otfuu P iggw *j» i ;r, tb io ooeuor. i^ a a t sa-’y a q . iu r U  f*-thu « « p « £ i- ja  ;» v t i«»d buv *.U(<.' rr-i■.•«.' I wj.m:*. or; 0 
rfcvor-.iut b y  t i e  u n t i a l  o v « r « jr*id:vi cI'yiuirn T o  ebc -srei-un th  ; t r o v '-v r y  f - u " '  t i v -  ici-ii-v-.-r.’. c :,r-.y .;r.j m  i c t . N  U-ii: v x  

cvd u  M-u.'vwl.:h«- rta:< ovnJchoilu cl;uc«,u bene&sii-j'. Ssidv<jq«iwc.*.«‘.rsaiaju.-.i 5faiiAinsar.a:.vf. f u j. •;....,v -^ w w i.. :c  
' z<r  r.dfiaomlp<(i!sliVT rfevia. ill fin; M W  !cgt»Uuu* v.sAio hin t-an Boditload icctuc.Lve fcr ? :v ''r ii^ g  t-.requaU fuaus 
for bwrAcew do 'jojtsr^tt ptiryijcnaS und jdaiti>watla?:, ou t ?t po:T d e fcu ro -,:u . Kor.oaifr .-.&• wauic bv ihevni, c,: &,.•

020-13
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JAMES J. DALY 
26 51 SEALEL'EL DR. #301 
KETCHIKAN, ALASKA 99901 

<90?) 225-4461

February 1,1990

Dear Senator E l ia s c n :

I would l i k e to express my suppo r t fo r Senate B i l l  259 
which is c u r r e n t l y  in the- Senate Labor Committee and the Senate 
Commerce Committee. Th is b i l l  which p ro v id e s a p r o t e c t i o n  o f peon 1e in 
Alaska f o r  l i f e ,  h e a l t h , and annu i t y insurance is bad ly needed, 
p a r t i c u l a r l y  in the l i g h t  o f recen t developments w i t h F i r s t  Execut ive 
L i f e Co.

I hope you w i l l  g ive t h i s  b i l l  your f u l l  suppo r t .

S i n c e r e 1 y ,

cc:Sen. L loyd Jones 
Sen. Jim Duncan

1



G o v e n o r  S t a v e  C o w p e r  

B o x  A
J u n e a u ,  A l a s k a  9 9 8 1 1 - 0 1 0 1

Re: A l a s k a  C h a p t e r  80 T i t l e  21

D e a r  G o v e n o r  C o w p e r :

W h i l e  i n  S e a t t l e  l a s t  m o n t h  I s p o k e  w i t h  J o h n  W y d a h l ,  o f f i c e  
o f  i n s u r a n c e  C o m m i s s i o n e r ,  S t a t e  of W a s h i n g t o n ,  c o n c e r n i n g  
C h a p t e r  4 8 . 3 2  A R C W ,  s h o r t  t i t l e ;  W a s h i n g t o n  L i f e  a n d  D i s a b i l i t y  
I n s u r a n c e  G u a r a n t y  A s s o c i a t i o n  A c t .  H e  m a i l e d  a c o p y  o f  t h e  

" A c t "  t o  me.

A s  a r e c i p i e n t  o f  a n n u i t i e s ,  I a m  v e r y  c o n c e r n e d  t h a t  w e ,  i n  t h e  
S t a t e  o f  A l a s k a ,  d o  n o t  h a v e  a c c e s s  t o  t h i s  s o r t  o f  p r o t e c t i o n  
i.< t h e  e v e n t  o f  i n s o l v e n c y  o f  a c a r r i e r .  A l s o ,  t h i s  s t a t e  is i n  
t h e  m i n o r i t y ,  o n e  o f  e l e v e n  i n  t h e  n a t i o n  w i t h o u t  s u c h  a s t a t e  
l a w  c o v e r i n g  l i f e  i n s u r a n c e  a n n u i t i e s  a n d  d i s a b i l i t y  i n s u r a n c e .
I h a v e  s p o k e n  w i t h  s e v e r a l  o f  m y  f o r m e r  c o - w o r k e r s  a n d  f i n d  t h e y  
h a v e  s i m i l a r  c o n c e r n s  a n d  w o u l d  l i k e  t o  s e e  a l a w  i m p l e m e n t e d .

O u r  p r o b l e m  is; w h a t  n e e d s  t o  b e  d o n e ?  W h e r e  d o  w e  s t a r t ?  A n d  
w h a t  a v e n u e s  a r e  a v a i l a b l e ?  F u r t h e r ,  I ' m  a r e t i r e d  S t a t e  e m p l o y e e  
w i t h  a n n u i t i e s  a v a i l a b l e  t h r o u g h  S . B . S .  a n d  N o r t h w e s t  M a r i n e  T r u s t ,  
b o t h  o f  w h i c h  I h a v e  n o t  a p p l i e d  f o r  a t  t h i s  p o i n t .  H o w e v e r ,  I 
a m  r e c e i v i n g  P E R S  a n d  t h e  U n l i c e n s e s  V e s s e l  P e r s o n n e l  A n n u i t i e s  
R e t i r e m e n t  F u n d .  ( M o n i e s  s e t  a s i d e  b e t w e e n  t h e  N o r t h w e s t  M a r i n e  

T r u s t  a n d  o u r  e n t r y  i n t o  P E R S . )  T h i s  f u n d  w a s  s o l d  t o  F i r s t  
E x e c u t i v e  L i f e  ( E x e c u t i v e  L i f e  Unit) T h e  e n c l o s e d  a r t i c l e  c o n ­
f i r m s  m y  c o n c e r n s .  I f e e l  f o r t u n a t e  t h a t  m y  S . B . S .  is s t i l l  
d e f e r r e d ;  s o m e  o f  m y  c o - w o r k e r s  a r e  r e c e i v i n g  t h e  " U V P A R F "  a n d  
S . B . S .  f r o m  E x e c u t i v e  L i f e .

I w o u l d  a p p r e c i a t e  s o m e  i n p u t  a n d  s u g g e s t i o n s  f r o m  y o u  c o n c e r n i n g  

t h i s  v e r y  t r o u b l i n g  i s s u e .

P.O. Box 6352
K e tc h ik a n ,  A la sk a  99901
November 25, 1989

I . B . U .  o f  P a c i f i c  r e t i r e d

cc: S e n a t o r  R i c h a r d  I. E l l i s o n  
R e p r e s e n t a t i v e  D a v e  D o n l e y  

S e n a t o r  J a m e s  D u n c a n  

I . B . U .
M . E . B . A .
M . M .  & P.

E n c l o s u r e



years of service (page 161). The trend is 
toward defined-CQntribution (DC) plnns, 
where only the amounts that employees 
and employers put into a pool are fixed. 
With unlucky or unwise investments, a 
DC payout can fall wny short of n retir­
ee’s needs. Despite that uncertainty, DC 
plnns such as tlie 401(k) have one clcnr 
virtue for employees: When they chnnge 
jobs, they get the money in a lump sum.

uimenuioiy, omy < jim > o i  m e j u u  j u m ^ e r o  

put it into another retirement kitty. 
Typically, nc plans nre found in newer 
ventures, nnd Dll plans or DC-DB blends 
in established companies. Why is the 
number of DB plans no longer growing? 
Because they cost more nnd government 
DB rules nre n hassle. While an aging 
work force eventunlly may clamor for 
employers to start DB plnns, loo many

U lh lM lV lfU iD O  V.Aiflk 4V« ufisrv— t»u p |w n .

Retirement is something few people 
think nhout until It is within hailing dis­
tance. So the tug-of-wars over pension 
largesse are, to many, an abstraction. 
Rut with the graying of America, these 
battles are going to seem more and 
more relevant.
Ily Larry Light in New York, with bu­

reau reports

I' ’*.)•; V«-’~ !1 ’ '■ i WHEN THE SAFETY NET IS FRAYED
F

or Lester Reynolds, retirement 
means finally getting timo to re­
furbish the 103G Ford coup6 tlmt 

sits rusting in his backyard in rural 
Fortunn, Calif. He thought about retir­
ing early to get started. No such luck. 
When Charles E. Hurwitz took over Ilia 
e sployer, Pacific Lumber Co., In 198G, 
the Houston financier scrapped Pacif­
ic’s pension plan and used its surplus 
to help pay down his debt, in its place, 
Hurwitz bought annuitieo from First 
Executive Corp., known for its heavy 
reliance on income from junk bonds.
" There's no reason to be- 

, lieve First Executive is in 
trouble. But if its risky 
bonds were to cause its 
collapse, Reynolds and oth­
ers fear their retirement 
security will go down with 
it' Now, ' the 57-year-old 
mechanic will work at the 
mill in nearby Scotia until 
he’s 62 to build up a sec­
ond nest egg—j'ist in case.
• ' "You work all your life 
thinking you’ve got securi­
ty at the end,” says Reyn­
olds, who has put in 33 
years • with Pacific. To 
make sure it'll be there, he 
and:six co-workers: filed 
suit on Sept 25 in U.S.
District Court in San Fran­
cisco to force Hurwitz and 
First Executive to buy a 
bond guaranteeing the annuities or to 
rebid them to another insurer.' The 
companies won’t comment on the suit 
saying they haven’t seen it ’ 
j u i c y  t a h q e t . The nearly $60 million 
of overfunding in Pacific’s pension 
plan made a juicy target for Hurwitz. 
But his predecessors hnd more benign 
uses for surpluses: They boosted, the 
jension payouti very few years, 
which kept Pacif./s 2,700 employees 
and retirees apace with Inflation. With 
no increase since 1978, the plan was 
about to be' considered for another 
jump .when Hurwitz showed up, The

;• \ It i . .y  j

nnnuitics that replnced it offer no hope 
of future hikes. And a new plan set up 
for current workers has barely enough 
in It to meet current obligations.

The bigger concern, however, is 
whether the annuities will survive. Ex­
ecutive Lifs Insurance Co., tlie First 
Executlvo unit Hint sold the annuities 
to Hurwitz' holding company, Mnxxam 
Group Inc., hnB had run-ins with regu­
lators In recent years. The California 
Insurance Dept found that the unit 
overstated its net worth by $180 mil­
lion in 1986 nnd by $69 million In 1987.

Worse, Pacific workers worry be­
cause 61% of First Executive’s $17 bil­
lion bond por1' !io, which earns the in­
terest for their annuities, is in the 
troubled junk-bond market; on aver­
age, large insurers nre roughly 16% in 
junk. First Executive has boosted its 
reserves this year by 28%, to $250 mil­
lion, so it can cover $329 million in 
nonperforming issues. California has 
no state fund to protect annuitants 
whose insurers fail, so “if that junk 
collapses, there goes my pension," says 
Wiley J. Lacey, 61, Pacific's tax man­
ager until he retired four years ago.
I '

First Executive insists that Pacific's 
annuities nre secure, nnd they point to 
the compnny's AAA claims-paying rat­
ing from Standard & Poor's Corp., 
which stems from strong capitalization 
and high enrnings, partly from its junk 
holdings. Plus, the insurer's chairman, 
Fred Carr, has taken more conserve 
tive measures to boost capital.

But First Executive has an apparent 
conflict of interest with Maxxain that 
doesn't inspire confidence. Over the ob 
jectionn of Pacific's managers nnd out­
side consultants, Maxxam selected Ex­

ecutive Life through what 
the employees’ suit says 
was a suspicious bidding 
process. Reynolds and his 
colleagues charge that 
Maxxam did so to pay 
back First Executive for 
being the biggest buyer of 
tlie $450 million in junk 
bonds it floated, through 
Drexel Burnham Lambert 
Inc., to take over Pacific. 
A congressional committee 
asked the Labor Dept, in a 
1987 letter to look into the 
matter for possible viola­
tions of federal law. 
Sources say that Labor in­
vestigators have urged 
that action be taken 
against Maxxam, but noth­
ing has been filed. 
Maxxam and First Execu­

tive deny the charge, saying no other 
insurer came close to Executive’s bid.

Lester Reynolds now has $55,000 in 
Pacific's savings plan. If he works un­
til age 62, he expects to more than 
double that ns a cushion to supple­
ment— or, if necessary, replace— the 
$900 monthly annuity check he’s due. 
Failing that, he figures he could raise 
cash by logging the Douglas fir on 40 
acres he owns or helping his son build 
houses. His retirement may be some­
thing he never expected— a scramble.

By Jonathan B. Levine in Fjrtuna, 
Calif., with bureau reports
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i i i v h  vr o m o

H o w a r d  l . F l o o d

Akron, Ohio £16-384-8000 
S A LES : (254 mil. P R O F IT S : $34 mil. 
M A R K E T  V A I.U E : $408 mil.
► H or n  10/28/34, N ow  Y ork , N .  Y , Cnrocr 

p iith -f ln a n c o /a c c o u n t in g ; tonuro-20  yenrs, C K O  5 years. C o m - 
p i  nsation : 1988 snlnry & b o n u s , $291,090; ow nersh ip , 9,000 direct, 
1,000 Ind irectnhnrcs. ► B u ild in g  n reg ions) pow erhouse. B u y s  lo ­
ca l bniika with m id d lin g  returns nnd  nmkes them  lo p  performers, 
d n n g lin g  enrly retirem ent offers to shrink ntnff, c h o p p in g  h c n llh  
be n of ils  to cut costs. G iv e s  a  lot o f  freedom  to locnl m anagers to 
r u n  their ban k s ; E x p n n d c d  nu lom n tic -le ller  netw ork, s n 'i m ore 
acqu is it ions  s ho u ld  prov ide mors grow th.

FIRST £APIYAi HOLDINGS

Robert I. Weingarten '
Lot Angeles, Calif. $13-551-1000 1
S A LE S : $736 mil. P R O P IT S : $53 mil. 1
M A R K E T  V A L U E : $429 mil. ' '
► B  or n i 2/26/41, N e w  York,’N. Y .’; D B A ,’ C ity  

C o l l .  o f  ft. Y „  1902. Career path-lnv cs tm cn t b a n k in g ; te nure -17  
years, C C O  17 years. C o m p e n s a t io n : 1988 salary & bonus , 
$1,488,000; ow nership , none." ► Ex -m n g n z ln e  p u b lis h er  (Finan­
cial World) b u ilt  insurer, fu n d  group  aggress ive ly : O ffers  h ig h  
r a le  on  a nn u it ies , de livers by ju n k -b o n d  inv e st ing . S o ld  P ilg r im  
fu n d s  group  to its m a n ngor , w ife P a lo m b a . A ls o  so ld  437« o f  com ­
p a n y  to Shcnrson L e h m a n , w hich now  v irtually  controls board. 
S om e  takeover rum ors. A ctive in  W est CoaBt culture-socia l s e t

D a r r e l l  G .  K n u d s o n

Minneapolis, Minn. 612 370-5100
S A LES : $1.9 bit LO S S : $310 mil.
M A R K E T  V A I.U E : $1.6 bil.
► Horn 7/10/37, C en terv ille , S . i).; attendee 

S outhern St. C o l l . ,  A u g u s t n n n . Career p n t h -b a n k in g ; tenure-31 
yenrs, C E O  1 m o nth . Com pens at ion : 1988 salary & bonus 
$368,000; ow nership , Cf>,(KKI slm rcs. ► T o o k  over troubled region 
a l bnnk  as act ing  boss when predecessor Pete A nk e ny  resignet 
B a n k  hnd suffered through two yenrs o f  Increasingly  bnd  news 
la te s t  crisis is the prospect o f  $83 m illio n  In losses from !,})() 
lonns  thntlm v e  g o n e  sour. P o p u la r  vico-chn irm nii likely to p u t  re 
structuring o n  h o ld  p e n d in g  perm anent rep lacem ent

FIRST BANK SYSTIM •

FIRST CHICAGO

B a r r y  f . S u l l i v a n

Chicago, 111. 312-732-4000
S A LES : $4.8 bit. P R O F IT S : $513 mil.
M A R K E T  V A L U E : $3 bil.
► B o r n  12/2J /BO, B ronx , N .  Y . ;  H A , C o iu in  

j in , 1959 ; M B A , U .  o f  C h ic a g o , 1957. Career p a t h -b n n k in g ; ten 
ure-9  years, C E O  9 yenrs. C om pens at ion : 1988 salary & bonus, 
$1,G14 ,000; ow nership , 178,000 direct, 6,000 ind irect shares 
► L a n k y  chairm an's strategy is w orking, so nm y be  able  to hold  
off takeover or restructuring. E a r n in g  m oney  n g n ln  after b ig  
T h ir d  W orld  lonn  write-off Inst year. B u t  fore ign  currency opera 
tions still a prob lem . B e tt in g  on  new coinm ercin l-paper subs id  
iary. W a ll Street seem s pleased w ith his progress,

FIRST CITY BANCGRPORATION OF TEXAS

A. ROBERT ABDOUD 1
Houston, Tex. 713-658-6011
S A LE S : $1.2 bil. ' P R O F IT S : $l\ mil.
M A R K E T  V A L U E : $555 mil.
► B o r n  5/29/29, B os to n , M as s .; B A  (1961), 

M B A  (1958), H arv ard ; J D , H a r v a r d  L a w , 19G9. Career p n th -f i- 
nance , b a n k in g ; te n u r e -1 year, C E O  1  yenr. C o m p e n s a t io n : 1988 
salary &  b o nus , $316,000"; ow nership, 131,000  direct, 597,000 in d i­
rect shares.8 ► H e  vow ed h e ’d  turn this troubled T ex as  bank 
aro und  fas L-a nd  he has. U n lo a d e d  bnd  lo nns , s lashed costs. N o w  
he's a im in g  to grow , no t  ju s t  survive. Lo o k s  to e x pa nd  to D a lla s , 
bolster weak consum er bus iness . W ith  out-of-state B n n k O n e  and  
N C N B  breath ing  dow n h is  neck, he 'll need to m ove fa s t

FIRST EMPIRE STATE

R o b e r t  G .  W i l m e h s

Buffalo, N, Y. 716-842-5445 
S A LES : $537 mil. P R O F IT S : $44 mil.
M A R K E T  V A L U E : $480 mil.
► B o r n  4/20/34, N ew  Y ork , N .  Y . ;  A B  (b us i­

ness), H arv ard , 1956. Career p a t h -b a n k in g : tenure-7  years, C E O  
6 yenrs. C om pens a t ion : 1988 salary &  b o nus , $448,000; ow ner­
s h ip , 600,000 direct, 2,000 i idirect shares. ► T u r n e d  aro und  a il in g  
b ank  after he n n d  N e w  Y ork  investor group  b o u g h t  contro lling  
interest six  years a g o . T a r g e t in g  local m ortgage market. D o w n ­
s h ift in g  internationa l to em phasize re g iona l bus iness . O n e  h itch : 
Chnrges  from  abs o rb ing  E a s t  N ew  Y ork S av ings  B a n k , acquired 
in  1988, s low ed earn ings  grow th. Expects  qu ick  recovery.

\

FIRST EXECUTIVE n'-v (

F r ? D  C A R R  ' »M **'.«•»- : d ;
Los „ ngeles, Calif. 213-312-1000
S A LE S : $3 bil. P R O F IT S : $197 mil.
M A R K E T  V A L U E : $1.1 bil, ; ' ■ 1
► B o r n  3/24/81, L o s  A n g e le s . Career p a t h -  

f inanc e/acco unting ; te n u r e -15  yenrs, C E O  16  years. C o m p e n s a ­
tion : 1988 salary &  bonus , $1,805,000; ow nership, 922,000 shares. 
► H e  h o ld s  the insurance c o m p a n y ’s a n n u a l m eeting  in  its cafe- 

I ‘ ter ia-shareholders have h a d  p lenty o f  food for th o u g lit . A  portfo- 
| lio  f u ll o f  ju n k  de bt and  an  inv e st igat ion  into de a lin gs  w ith Dr ex e l 

m ak e investors a n d  customers une as y . T ro ub le s  w ith b ig  share­
holders a lso  roil stock, A n o th e r  h itch : S e ll in g  h is  N ew  Y ork  Insur­
ance subs id iary  resulted in  a  b ig  loss. Tak eov er  talk persists, •

FIRST FIDELITY BAHC0RP0RATI0N

R o b e r t  R . F e r g u s o n  J r .
Lawrenccville, N. J. 201-565-3200
S A LE S : $2.8 bil. P R O F IT S : $34 mil.
M A R K E T  V A L U E : $1.9 bit
► B o r n  12/3 1/2 3 , S a v a n n a h , G a . ;  B S  (busi­

ness a d m in .) , L e h ig h , 1947. Career p a th -f in a n c ia l services; ten­
ure-40 years, C E O  17  yenrs. C om pens at ion : 1988 salary &  bonus , 
$792,000; ow nership, 15 ,000 direct, 15,000 ind irect shares. 
► U n d e r  fire. Ex p ected  to retire, but took over w hen predecessor 
H a r o ld  Pote resigned after surprise fourth-quarter-1988 loss on  
b a d  P h ila d e lp h ia  real estate loans . Recovery m ay  be  rocky: F irst- 
h a lf  enrnings nre o ff . Irate investors prom pted S E C  look into  the 
w ay loss was a im  unced . B a n k  is searching for a  successor.

282 • b u s i n e s s  W e e k , O c t o b e r  jo , i m roomotu A m a s  o« am T H E  C E O  1000



#&#? A la s k a  N a t io n a l
m J J KBLy  i n s u r a n c e  c o m p a n y

A policy o l servico and protection

A p r i l  17, 1989

The  H o n o r a b l e  L ' i c k  E l i a s o n  

Cha i rm an

S e n a t e  L a b o r  & Commerce C o m m i t t e e  
Pouch  5

J u n e a u ,  AK 99811 

D ea r  S e n a t o r  E l i a s o n :

T h a n k  y ou  f o r  t h e  o p p o r t u n i t y  f o r  me t o  t e s t i f y  b e f o r e  y o u r  

c o m m i t t e e  l a s t  w e e k .  As p r o m i s e d ,  I  e n c l o s e  a c o p y  o f  my t e s t i m o n y .

I f  I  can  p r o v i d e  f u r t h e r  i n f o r m a t i o n ,  p l e a s e  a d v i s e .

Y o u r s  t r u l y ,

James  E .  P f e i f e r  

P r e s i d e n t

J P : k l b  

E n e l .

c c :  S e n a t o r  J a c k  C o g h i l l  

S e n a t o r  J a n  F a i k s  

S e n a t o r  J a y  K e r t u l a  

S e n a t o r  P a t  R o d e y

7001 Jew el Lak e  R o a d  •  A nch or age , A la sk a  99502 •  T e le p h o n e  (907) 248-2642 » T e le x  (090) 25-456 •  FA X  266-9252



T E S T IM O N Y  TO 

SENATE  LABOR & COMMERCE COMMITTEE 

A P R I L  14, 1989

My name i s  J i m  P f e i f e r  and I  am P r e s i d e n t  o f  A l a s k a  N a t i o n a l

I n s u r a n c e  Company .  C h a i rm a n  E l i a s o n  a s k e d  t h a t  I  t e s t i f y  t o d a y  t o  

p r e s e n t  o u r  p o s i t i o n  on SB 259 -  an a c t  r e l a t i n g  t o  i n s u r a n c e

g u a r a n t y  f u n d s .

SB 259 w o u l d  e s t a b l i s h  a b r a n d  new g u a r a n t y  f u n d  f o r  l i f e ,  a n n u i t y  

and d i s a b i l i t y  c o v e r a g e  and p r o v i d e  s u b s t a n t i v e  c h a n g e s  t o  t h e  

e x i s t i n g  g u a r a n t y  f u n d  f o r  c e r t a i n  p r o p e r t y  and c a s u a l t y  c o v e r a g e s .

E x c e p t  f o r  c o n s i d e r a t i o n  o f  p r o v i s i o n s  common t o  t h e  p r o p e r t y  and 

c a s u a l t y  f u n d  w h i c h  a r e  o f  c o n c e r n  t o  u s ,  we w i l l  n o t  t a k e  a p o s i t i o n

on t h e  l i f e ,  a n n u i t y  and d i s a b i l i t y  f u n d  s i n c e  we a r e  n o t  i n  t h a t

b u s i n e s s .

I  w i l l  be  s u r p r i s e d  i f  y o u  do n o t  r e c e i v e  s u b s t a n t i a l  o p p o s i t i o n  f r o m  

o t h e r s  i n  t h e  i n s u r a n c e  i n d u s t r y  as  t o  t h e  p r e - f u n d i n g  a s s e s s m e n t  

p r o v i s i o n .  T h e  r e c e n t  p r o b l e m  w i t h  New Y o r k  s t a t e ' s  p r e - f u n d e d  

g u a r a n t y  f u n d  i s  a v i v i d  e x a m p l e  i n  s u p p o r t  o f  h i s t o r i c a l  a r g u m e n t s  

t h a t  h a v e  b e e n  made a g a i n s t  p r e - f u n d i n g .  I  do n o t  h a v e  a l l  t h e  

d e t a i l s  b u t  I  b e l i e v e  t h a t  t h e  New Y o r k  G u a r a n t y  f u n d  a c c u m u l a t e d  

o v e r  150 m i l l i o n  d o l l a r s  o f  w h i c h  87 m i l l i o n  was  c o n f i s c a t e d  b y  t h e  

l e g i s l a t u r e  t o  s o l v e  b u d g e t  p r o b l e m s .  S u b s e q u e n t l y ,  f u r t h e r  

a s s e s s m e n t s  w e r e  made a g a i n s t  t h e  i n d u s t r y  t o  r e s t o r e  t h e  87 m i l l i o n  

t o  t h e  f u n d .  L aw  s u i t s  h a v e  b e e n  f i l e d  and a r e  i n  p r o g r e s s .



T h e  A l a s k a n  i n s u r a n c e - b u y i n g  p u b l i c  may a l s o  r e s i s t  t h i s  b i l l ,  

p a r t i c u l a r l y  i f  t h e  a s s e s s m e n t  r a t e s  and  f u n d  c a p s  a r e  n o t  s e t  a t  

s e n s i b l e  l e v e l s .  A f t e r  a l l ,  i t  i s  o u r  A l a s k a n  i n s u r e d s  t h a t  t h i s

b i l l  w o u l d  t a x  t o  e s t a b l i s h  and  m a i n t a i n  t h i s  f u n d .

One  o f  t h e  a r g u m e n t s  a d v a n c e d  t o  s u p p o r t  p r e - f u n d i n g  i s  t h a t  

i n s u r a n c e  c o m p a n i e s  t h a t  u l t i m a t e l y  go  b r o k e  w i l l  a t  l e a s t  h a v e  

c o n t r i b u t e d  s o m e t h i n g  t o  t h e  f u n d .  B u t ,  a g a i n ,  k e e p  i n  mind t h a t  i t  

i s  n o t  t h e s e  co m p a n i e s  b u t  t h e  i n s u r a n c e  b u y i n g  p u b l i c  t h a t  i s  a s k e d  

t o  p a y  up f o r  t h e s e  f u n d s .

A l a s k a  N a t i o n a l  i s  o p p o s e d  t o  t h e  p r e - f u n d i n g  p r o v i s i o n  c o n t a i n e d  i n  

SB 259.  H o w e v e r ,  we a r e  n o t  o p p o s e d  t o  p r e - f u n d i n g  p e r  s e  and  we

w o u l d  r e c o n s i d e r  o u r  p o s i t i o n  i f  c e r t a i n  c o n c e r n s  w h i c h  we h a v e  a r e  

r e s o l v e d .  O u r  p r i n c i p a l  r e c o m m e n d a t i o n s  a r e  o u t l i n e d  b e l o w  b u t  f i r s t  

I  w o u l d  l i k e  t o  be  v e r y  c a n d i d  w i t h  t h i s  C o m m i t t e e  a b o u t  w h y  A l a s k a  

N a t i o n a l  I n s u r a n c e  Company w o u l d  s u p p o r t  s e n s i b l e  p r e - f u n d e d  G u a r a n t y  

A s s o c i a t i o n  l e g i s l a t i o n .  T h e r e  a r e  two  r e a s o n s .

F i r s t ,  u n d e r  A l a s k a ' s  e x i s t i n g  p o s t - a s s e s s m e n t  f u n d  s t a t u t e ,  we and  

o t h e r s  i n  o u r  i n d u s t r y  a r e  t h e  g u a r a n t y  f u n d ' s  b a n k e r s .  We p a y

g u a r a n t y  f u n d  a s s e s s m e n t s .  T h e s e  a s s e s s m e n t s  t h e n  go i n t o  t h e  r a t e  

m a k in g  b a s e .  S u b s e q u e n t l y ,  i n s u r a n c e  r a t e s  a r e  i n c r e a s e d  f o r  t h e

a s s e s s m e n t s  a n d ,  i n  t h e o r y ,  we r e c o v e r  o u r  p a y o u t s  o u t  o f  f u t u r e  

p r e m iu m s .  I  s a y  " i n  t h e o r y , "  b e c a u s e ,  i n  s p i t e  o f  w h a t  many o f  o u r

n a t u r a l  a d v e r s a r i e s  m a i n t a i n ,  we l i v e  i n  a c o m p e t i t i v e  m a r k e t p l a c e ,

and  t h a t  c o m p e t i t i v e  m a r k e t p l a c e  may n o t  a l l o w  us t o  c h a r g e  t h e

i n c r e a s e d  prem iums t o  r e c o v e r  p a s t  a s s e s s m e n t s .  T h i s  p a r t i c u l a r l y  

w o u l d  be  t h e  c a s e  when we c o m p e t e  w i t h  new e n t r a n t s  i n  t h e

m a r k e t p l a c e  who w e r e  n o t  s u b j e c t  t o  p r i o r  y e a r s '  a s s e s s m e n t s .



S e c o n d ,  when an i n s u r a n c e  company f a i l s  and  i s  p l a c e d  i n  

r e h a b i l i t a t i o n  ( a s  i s  p r e s e n t l y  t h e  s i t u a t i o n  w i t h  P a c i f i c  M a r i n e  

I n s u r a n c e  C o m p a n y ) ,  we i n c u r  a c o n t i n g e n t  l i a b i l i t y  f o r  f u t u r e  

g u a r a n t y  f u n d  a s s e s s m e n t s  w h i c h  i s  n o t  q u a n t i f i a b l e .  U n d e r  e x i s t i n g  

a c c o u n t i n g  and t a x  r u l e s ,  we c a n n o t  r e s e r v e  f o r  t h e s e  c o n t i n g e n t  

l i a b i l i t i e s ,  b u t  t h e r e  t h e y  s i t  l i k e  huge  r a i n  c l o u d s  o v e r h e a d  

t h r e a t e n i n g  o u r  p o l i c y h o l d e r s '  s u r p l u s .

A  p r e - f u n d e d  g u a r a n t y  a s s o c i a t i o n  w o u l d  n i c e l y  s o l v e  b o t h  o f  t h e s e  

p r o b l e m s  f o r  A l a s k a  N a t i o n a l .

Now ,  I ' d  l i k e  t o  s u b m i t  o u r  r e c o m m e n d a t i o n s  f o r  a m e n d in g  t h i s  b i l l :

1 .  S e t  a r e a s o n a b l e  l i m i t  on t h e  s i z e  o f  t h e  f u n d .

2 .  R educe  t h e  a s s e s s m e n t  r a t e s .

3 .  R e q u i r e  t h e  D i r e c t o r  o f  I n s u r a n c e  t o  h a v e  a c o u r t  o r d e r  t o  a ssume  

e m e r g e n c y  p o w e r s .

4 .  E s t a b l i s h  i n v e s t m e n t  g u i d e l i n e s  f o r  t h e  f u n d .

5 .  C l e a r l y  p r o v i d e  f o r  s u b r o g a t i o n  r i g h t s  o f  t h e  G u a r a n t y  

A s s o c i a t i o n .



FUND LIMIT

T h e  b i l l  b e f o r e  you  t o d a y  p r o v i d e s  f o r  a l i m i t  i n  t h e  f u n d  w h i c h  i s  

a s t r o n o m i c a l .  The l i m i t  i s  d e f i n e d  as  " t h e  t o t a l  o f  t h e  n e t  d i r e c t  

w r i t t e n  prem iums f o r  t h e  p r e v i o u s  y e a r . "  Based  upon  1987 p r e m iu m s ,  

su c h  a l i m i t  w o u l d  t o t a l  o v e r  600 m i l l i o n  d o l l a r s .  A l l o w i n g  t h i s  

f u n d  t o  p o t e n t i a l l y  b u i l d  up t o  e v e n  10% o f  t h a t  amoun t  i s  u n w i s e ,  

u n n e c e s s a r y  and u n d u l y  t e m p t i n g .

S i n c e  t h e  l a t e  1 9 7 0 ' s ,  G u a r a n t y  Fund a s s e s s m e n t s  i n  A l a s k a  t o t a l l e d  

11 ,8 48 ,84 2  d o l l a r s .  S o ,  y o u  can  see  t h a t  t h e  p r o p o s e d  l i m i t  i n  t h i s  

b i l l  i s  a l i t t l e  o v e r - k i l l .

A s  I  u n d e r s t a n d  i t ,  New Y o r k  e s t a b l i s h e d  i t s  f u n d  a t  15 0 ,0 00 ,00 0  

d o l l a r s .  H o w e v e r ,  t o t a l  p r o p e r t y / c a s u a l t y  premiums  f o r  1987 f o r  New 

Y o r k  w e r e  o v e r  17 b i l l i o n  d o l l a r s .  T h u s ,  t h i s  amoun t  r e p r e s e n t s  l e s s  

t h a n  9 / l O t h ' s  o f  1% o f  t h e  w r i t t e n  p r e m iu m .  I f  you  a p p l i e d  t h e  same 

p e r c e n t a g e  t o  A l a s k a ' s  p r em ium ,  t h e  c o m p a r a b l e  amoun t  w o u l d  be 

$ 5 , 3 6 1 ,0 0 0 .

I  s u g g e s t  t h a t  t h e  f o l l o w i n g  s c h e d u l e  w o u l d  be  more r e a s o n a b l e  as  

w e l l  a s  a d e q u a t e  e x c e p t  f o r  an i n s u r e r  i n s o l v e n c y  o f  a c a t a s t r o p h i c  

n a t u r e .

W o r k e r s '  C o m p e n s a t i o n  -  4% o f  p r i o r  y e a r  w r i t t e n  premium

($ 6 ,0 0 0 ,0 00  b a s e d  on 1987 p r e m iu m s )

A l l  O t h e r  L i n e s  -  2% o f  p r i o r  y e a r  w r i t t e n  prem ium

($9,000,000 based on 1987 premiums)



ASSESSMENT RATES

I a l s o  b e l i e v e  t h a t  t h e  a n n u a l  a s s e s s m e n t  r a t e s  a r e  e x c e s s i v e .  

C o n s i s t e n t  w i t h  t h e  l i m i t s  s u g g e s t e d  a b o v e ,  I B u g g e s t  t h a t  Lhe  

a s s e s s m e n t  r a t e s  be  s e t  a t  1% w i t h  a p r o v i s i o n  t o  i n c r e a s e  t h e  r a t e  

b y  an a d d i t i o n a l  1% i f  t h e  f u n d  i s  i n  a d e f i c i t  p o s i t i o n .

I t  s h o u l d  be p o i n t e d  o u t  t h a t  t h e  f u n d ,  w h i c h  c u r r e n t l y  i s  s u b j e c t  t o  

a p o s t - a s s e s s m e n t  l i m i t  o f  2% has n e v e r  be en  i n  a d e f i c i t  p o s i t i o n .  

Much t o - d o  has  been  made a b o u t  t h e  C u a r a n t y  A s s o c i a t i o n ' s  l a c k  o f  

c a p a c i t y  t o  h a n d l e  l a r g e  l i q u i d a t i o n s  -  w i t h  s p e c i f i c  r e f e r e n c e  b e i n g  

made t o  t h e  p o t e n t i a l  im p a c t  o f  t h e  P a c i f i c  M a r i n e  c o m p a n i e s .  T o  my 

k n o w l e d g e ,  no one has  b o t h e r e d  t o  a sk  t h e  C u a r a n t y  A s s o c i a t i o n  a b o u t  

i t s  own c a p a c i t y .

W h i l e  o b t a i n i n g  p r e c i s e  numbers  on t h e  d e f i c i t  o f  t h e  P a c i f i c  M a r i n e  

g r o u p  i s  e l u s i v e ,  some c o n j e c t u r e  has s u r f a c e d  t h a t  t h e  p o t e n t i a l  

s h o r t f a l l  w h i c h  w o u l d  i m p a c t  t h e  G u a r a n t y  A s s o c i a t i o n  c o u l d  be  i n  t h e  

10-15 m i l l i o n  d o l l a r  r a n g e .  W h i l e  I  am n o t  s p e a k i n g  on b e h a l f  o f  t h e  

G u a r a n t y  A s s o c i a t i o n ,  i t  i s  my p e r s o n a l  o p i n i o n  t h a t  s u c h  a d e f i c i t  

c o u l d  b e  h a n d l e d  u n d e r  t h e  c u r r e n t  p o s t - a s s e s s m e n t  p l a n .

F i r s t  o f  a l l ,  t h e  c a s h  r e q u i r e m e n t  w o u ld  be  s i g n i f i c a n t l y  l e s s  i n  a n y  

g i v e n  y e a r  as  c l a i m s ,  p a r t i c u l a r l y  w o r k e r s '  c o m p e n s a t i o n ,  a r e  p a i d  

o u t  o v e r  t i m e .  S e c o n d l y ,  t h e  G u a r a n t y  A s s o c i a t i o n  has  t h e  a b i l i t y  t o  

b o r r o w  f u n d s  t o  m ee t  c a s h  n e e d s .  I n  f a c t ,  b o r r o w i n g s  h a v e  t a k e n  

p l a c e  i n  t h e  p a s t  t o  c o v e r  t e m p o r a r y  s h o r t f a l l s  p e n d i n g  r e c e i p t  o f  

a s s e s s m e n t s .



POWERS OF DIRECTOR OF INSURANCE

A n o t h e r  p r o v i s i o n  o i  t h i s  b i l l ,  w h i c h  I  b e l i e v e  i s  i n a p p r o p r i a t e  and 

u n n e c e s s a r y ,  i s  S e c t i o n  AS 2 1 . 8 0 . 0 8 0 ( b ) ( 4 ) .  T h i s  s e c t i o n  s t a t e s  t h a t  

t h e  D i r e c t o r  may d e c l a r e  a s t a t e  o f  e m erg e n c y  and  assume t h e  p o w e r s  

o f  t h e  B o a rd  o f  D i r e c t o r s  o f  t h e  C u a r a n t y  A s s o c i a t i o n .

I b e l i e v e  t h i s  l a n g u a g e  d e v e l o p e d  u n de r  t h e  n o t i o n  p e r c e i v e d  by  

D i r e c t o r  R o l l e r  t h a t  t h e  Board  o f  D i r e c t o r s  was n o t  r e s p o n s i v e  t o  h i s  

i n t e r p r e t a t i o n  o f  t h e i r  r e s p o n s i b i l i t i e s  r e l a t i n g  t o  t h e  P a c i f i c  

M a r i n e  d e b a c l e .  I  c a n  s a y ,  w i t h o u t  q u a l i f i c a t i o n ,  t h a t  as  a member 

o f  t h e  Boa rd  o f  D i r e c t o r s ,  I  v i e w  t h e  r e s p o n s i b i l i t i e s  mos t  s e r i o u s l y  

and b e l i e v e  t h e  Board  a c t e d  r e s p o n s i b l y  and c o r r e c t l y  i n  a l l  o f  i t s  

a c t i o n s .  Had t h i s  p r o v i s i o n  been  i n  e f f e c t  a t  t h a t  t i m e ,  D i r e c t o r  

R o l l e r  c o u l d  h a v e  s e t  a " s t a t e  o f  e m e r g e n c y "  a c t i o n  i n  m o t i o n  w i t h  

p a r t i c u l a r l y  d i s a s t r o u s  r e s u l t s .

I t  i s  i n t e r e s t i n g  t o  n o t e  t h a t  t h i s  p r e v i s i o n  has  n o t  been i n c l u d e d

i n  t h e  l i f e  g u a r a n t y  s e c t i o n  o f  t h e  b i l l .

I N V E S T M E N T  G U I D E L I N E S

Th e  b i l l  d o e s  n o t  s p e c i f y  a n y  g u i d e l i n e s  r e g a r d i n g  t h e  i n v e s t m e n t  o f  

f u n d s  w h i c h  w o u l d  a c c u m u l a t e  t o  a s i z e a b l e  sum o v e r  t i m e .  C u r r e n t l y ,

a n y  e x c e s s  f u n d s  a r e  i n v e s t e d  i n  v e r y  s h o r t  t e r m  s e c u r i t i e s  s u c h  as

ba n k  c e r t i f i c a t e s  o f  d e p o s i t .



W h i l e  i t  w o u l d  s t i l l  be  a p p r o p r i a t e  t o  k e e p  a n y  i n v e s t m e n t s

r e l a t i v e l y  s h o r t  t e r m ,  i t  may be a p p r o p r i a t e  t o  i n v e s t  f o r  a t i m e  

p e r i o d  up t o  t h r e e  y e a r s  t o  m a x i m i z e  y i e l d s .  A s  t o  t h e  t y p e  o f

i n v e s t m e n t s ,  t h e  b i l l  c o u l d  r e f e r e n c e  AS 21.21 w h i c h  c o d i f i e s  t h e  

a u t h o r i z e d  i n v e s t m e n t s  f o r  i n s u r a n c e  c o m p a n i e s .  C e r t a i n  e x c l u s i o n s  

w o u l d  be n e e d e d  such  as  r e a l  e s t a t e  a n d ,  p e r h a p s ,  e q u i t y  i n v e s t m e n t s .

SUBROGAT ION  R IGHTS

I n  o r d e r  t o  p r e v e n t  an i n s o l v e n t  i n s u r e r  f rom  i m p a i r i n g  t h e  G u a r a n t y  

A s s o c i a t i o n ' s  s u b r o g a t i o n  r i g h t s  ( a s  p r o v i d e d  u n d e r  AS 2 1 . 8 0 . 9 0 )  b y  

c o n t i n u i n g  t o  p a y  u n c o v e r e d  c l a i m s  a f t e r  c o v e r e d  c l a i m s  h a v e  been

assumed  b y  t h e  A s s o c ' a t i o n ,  I  p r o p o s e  t h e  f o l l o w i n g  amendm en t :

" T h e  G u a r a n t y  A s s o c i a t i o n ' s  o b l i g a t i o n  t o  p a y  t h e  c o v e r e d  

c l a i m s  o f  an i n s o l v e n t  i n s u r e r  s h a l l  b e g i n  when t h e  i n s u r e r

i s  d e c l a r e d  i n s o l v e n t  b y  a c o u r t  o f  c o m p e t e n t  j u r i s d i c t i o n  

and  c e a s e s  t o  p a y  a l l  c l a i m s  p u r s u a n t  t o  p r e p a r i n g  and  

a d o p t i n g  a p l a n  o f  l i q u i d a t i o n  o r  h a v i n g  e n t e r e d  i n t o  a p l a n  

o f  l i q u i d a t i o n . "



OTHER ITEMS

A l a s k a  N a t i o n a l  has no o b j e c t i o n  t o  e x t e n d i n g  G u a r a n t y  

A s s o c i a t i o n  p r o t e c t i o n  t o  m a r i n e  i n s u r a n c e .  The  o r i g i n a l  d r a f t  

b i l l  e x c l u d e d  v e s s e l s  o v e r  60 g r o s s  t o n s .  The  b i l l  a s  i n t r o d u c e d  

d r o p p e d  t h a t  l a n g u a g e  and now i n c l u d e s  v e s s e l s  a t  l e a s t  100 f e e t  

l o n g .  I n  c o n v e r s a t i o n s  w i t h  D i r e c t o r  R o l l e r  I  had  t h o u g h t  t h e  

i n t e n t  was t o  p r o t e c t  t h e  s m a l l  b o a t  o w n e r .  T h i s  l a t e s t  c h a n g e  

seems t o  do t h e  r e v e r s e .  A c t u a l l y ,  i t  i s  n o t  c l e a r  t o  me w hy  a n y  

s i z e  l i m i t a t i o n  s h o u l d  e x i s t .

T h e  p r i m a r y  p r o b l e m  h e r e  i s  j u r i s d i c t i o n  and a s s e s s m e n t .  F o r  

e x a m p l e ,  i f  a  S e a t t l e - b a s e d  i n s u r e d  e m p lo y s  S e a t t l e  and  A l a s k a n  

e m p l o y e e s  t o  o p e r a t e  i n  A l a s k a n  w a t e r s ,  w o u ld  A l a s k a  h a v e  

j u r i s d i c t i o n  t o  a s s e s s  and on w h a t  b a s i s .  P e r h a p s  c o v e r a g e  

s h o u l d  be  l i m i t e d  t o  t h o s e  i n s t a n c e s  w h e r e  i t  can be  d e m o n s t r a t e d  

t h a t  t h e  A l a s k a n  a d m i t t e d  i n s u r a n c e  c a r r i e r  a c t u a l l y  r e p o r t e d

prem iu ms  and  p a i d  premium t a x e s  t o  t h e  S t a t e  o f  A l a s k a .

O t h e r w i s e ,  c o v e r a g e  w o u ld  be  d e n i e d .

We h a v e  no o b j e c t i o n  t o  a s s e s s m e n t s  on a q u a r t e r l y  b a s i s ,  b u t  t h e  

b i l l  s h o u l d  a l s o  p r o v i d e  t h a t  t h e  G u a r a n t y  A s s o c i a t i o n  s h a l l

o b t a i n  a n n u a l  premium d a t a  f rom  a l l  a d m i t t e d  c o m p a n i e s  and  

r e c o n c i l e  t h e  a n n u a l  numbers  t o  t h e  f o u r  q u a r t e r l y  r e p o r t s

submitted by the companies for that year.



We a g r e e  t h a t  t h e  amoun t  c h a r g e d  f o r  t h e  a s s e s sm en t  s h o u l d  be 

shown a s  a s p e c i a l  i t e m  s e p a r a t e  f rom  t h e  premium.  A s  s u c h ,  i t  

w o u l d  a p p e a r  t o  b e  u n n e c e s s a r y  t o  i n c l u d e  an y  p r o v i s i o n  i n  t h e  

p r em ium  r a t e s  f o r  t h i s  i t e m  ( S e c t i o n  2 1 . 8 0 . 1 4 0 ) .  We do  b e l i e v e ,  

h o w e v e r ,  t h a t  t h e  a s s e s s m e n t  c h a r g e  s h o u l d  n o t  be  s u b j e c t  t o  a n y  

p rem iu m  t a x .

T h e  b i l l  i n d i c a t e s  a due  d a t e  f o r  p a ym en t  o f  30 days  a f t e r  t h e

end  o f  t h e  q u a r t e r  f o r  t h e  p r o p e r t y / c a s u a l t y  f u n d .  H o w e v e r ,

p a y m e n t  f o r  t h e  l i f e  f u n d  a s s e s s m e n t s  has  a due d a t e  o f  60 d a y s  

a f t e r  t h e  end o f  t h e  q u a r t e r .  I  s u g g e s t  t h a t  t h e  p a ym e n t  t e r m s  

b e  t h e  same f o r  b o t h  f u n d s  and t h a t  60 d a ys  i s  t h e  more

r e a s o n a b l e  c h o i c e .

T h a n k  y o u  f o r  t h e  o p p o r t u n i t y  t o  t e s t i f y  h e r e  t o d a y .  I  w i l l  be

h a p p y  t o  t r y  t o  a n s w e r  a n y  q u e s t i o n s .
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RE: S e nate B i l l  259 - I n s u r a n c e  G u a r a n t y  F u n d

D e a r  S e n a t o r  Eliason:

T h e  A m e r i c a n  I n s u r a n c e  A s s o c i a t i o n  ( A I A ) , a t r a d e  
o r g a n i z a t i o n  r e p r e s e n t i n g  o v e r  190 p r o p e r t y / c a s u a l t y  i n s u r a n c e  
c o m p a n i e s ,  s u p p o r t s  i m p r o v e m e n t s  in "the S t a t e  G u a r a n t y  F u n d  to 
e n a b l e  it to r e s p o n d  to n e w  c h a l l e n g e s .  T h e  D i v i s i o n  o f  I n s u r a n c e  
r e g u l a t e s  f o r  s o l v e n c y  u t i l i z i n g  s e v e r a l  t i e r s  of r e g u l a t i o n ,  
i n c l u d i n g  r a t e  r e g u l a t i o n ,  i n v e s t m e n t  r e g u l a t i o n ,  a c c o u n t i n g  a n d  
f i n a n c i a l  r e p o r t i n g  r e q u i r e m e n t s ,  a n d  p e r i o d i c  e x a m i n a t i o n  o f
i n s u r a n c e  c o m p a n i e s .  I n  t h e  e v e n t  t h a t  a n  i n s u r e r  e x p e r i e n c e s  
e x t r e m e  d i f f i c u l t i e s ,  a  r e g u l a t o r  m a y  b e c o m e  i n v o l v e d  w i t h  o r
a s s u m e  c o n t r o l  of the m a n a g e m e n t  of t h e  c o m p a n y .  In t h e  u n l i k e l y
e v e n t  t h a t  t h e s e  m e a s u r e s  f a i l  t o  p r o t e c t  a g a i n s t  l i q u i d a t i o n ,  t h e  
u l t i m a t e  p r o t e c t i o n  f o r  t h e  c o n s u m e r  is t h e  S t a t e  G u a r a n t y  F u n d  
w h i c h  o p e r a t e s  in all 50 s t a t e s ,  P u e r t o  R i c o ,  a n d  the D i s t r i c t  o f  
C o l u m b i a .  W h e t h e r  t h e  r e a s o n  f o r  a n  i n s u r e r ' s  f a i l u r e  is 
m i s m a n a g e m e n t ,  fraud, o r  b u s i n e s s  c o n d i t i o n s ,  the i n s u r a n c e  
i n d u s t r y  h a s  a c c e p t e d  a n  o b l i g a t i o n  t o  p r o t e c t  t h e  g e n e r a l  
i n s u r a n c e - b u y i n g  p u b l i c  f r o m  t h e  r a v a g e s  o f  a n  i n s u r e r  l i q u i d a t i o n .

S e n a t e  Bill 2 5 9  p r o p o s e s  t h e  c r e a t i o n  of the A l a s k a  L i f e  
a n d  D i s a b i l i t y  I n s u r a n c e  G u a r a n t y  A s s o c i a t i o n .  The b i l l  a l s o  
e x p a n d s  t h e  c u r r e n t  A l a s k a  I n s u r a n c e  G u a r a n t y  A s s o c i a t i o n  t o
i n c l u d e  a m a r i n e  i n s u r a n c e  a c c o u n t .  T h e  A I A  is p r i m a r i l y  c o n c e r n e d  
w i t h  t h e  p r o v i s i o n s  of t h e  b i l l  w h i c h  c h a n g e  the A I G  F u n d  f r o m  a 
p o s t - a s s e s s m e n t  pl a n  to a  p r e - i n s o l v e n c y  p l a n  ( S e c t i o n  6, p a g e  25,
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s u b p a r a g r a p h  3). T h e  b i l l  p r o p o s e s  an i n i t i a l  -4% a s s e s s m e n t  b a s e d  
o n  p r e m i u m s .  T h e  u p p e r  l i m i t  o f  t h e  A I G  F u n d  c o u l d  b e  u p  to 
a p p r o x i m a t e l y  $ 6 0 0  m i l l i o n .

T h e  A I A  is o p p o s e d  to t h e  p r e f u n d e d  p l a n .  T h e
a s s e s s m e n t s  w o u l d  be p a s s e d  d i r e c t l y  o n  t o  the c o n s u m i n g  p u b l i c .  
N e w  Y o r k  is t h e  o n l y  o t h e r  s t a t e  w i t h  a p r e - a s s e s s m e n t  p l a n  a n d  it 
r e q u i r e s  a $ 1 5 0  m i l l i o n  m i n i m u m  a s s e s s m e n t .  T h e  N e w  Y o r k  
L e g i s l a t u r e  " b o r r o w e d "  $ 8 7  m i l l i o n  f r o m  t h e  p r e - a s s e s s e d  g u a r a n t y  
f u n d .  T h e  N e w  Y o r k  D e p a r t m e n t  o f  I n s u r a n c e ,  in turn, r e a s s e s s e d  
t h e  i n s u r a n c e  c a r r i e r s  f o r  t h e  $ 8 7  m i l l i o n  d e f i c i t  w h i c h ,  in t u r n ,  
m e a n s  a n  a s s e s s m e n t  b a c k  to t h e  p o l i c y h o l d e r .  T h e  r a i d  o n  the 
f u n d s  in N e w  Y o r k  a n d  t h e  a d d i t i o n a l  r e a s s e s s m e n t  h a v e  r e s u l t e d  in 
l i t i g a t i o n  w h i c h  is s t i l l  o n g o i n g .

T h e  p o s t - a s s e s s m e n t  p r o c e s s ,  in r e s p o n s e  t o  a n
i n s o l v e n c y ,  h a s  v.*orked i n  A l a s k a  a s  w e l l  as o u r  s i s t e r  s t a t e s .
T h e  A l a s k a  I n s u r a n c e  G u a r a n t y  A s s o c i a t i o n  h a s  a d e q u a t e l y  r e s p o n d e d  
t o  c l a i m s  l e f t  u n p a i d  a s  a r e s u l t  of a n  i n s o l v e n c y  c o v e r e d  b y  the 
A I G A .  In N e w  Y o r k ,  the o n l y  s t a t e  w h i c h  r e q u i r e s  a p r e - a s s e s s m e n t ,
t h e  m e c h a n i s m  to p r o t e c t  t h e  f u n d  for i n s o l v e n c i e s  h a s  n o t  w o r k e d .

T h e  A m e r i c a n  I n s u r a n c e  A s s o c i a t i o n  u r g e s  t h e  S e n a t e  L a b o r  

& C o m m e r c e  C o m m i t t e e  tc _.ioroughly c o n s i d e r  t h e  r a m i f i c a t i o n s  of 

a  p r e - a s s e s s m e n t  of the G u a r a n t y  F u n d  a n d  t h e  s u b s e q u e n t  i n c r e a s e d  
c o s t  t o  t h e  c o n s u m i n g  p u b l i c .  W e  r e c o m m e n d  d e l e t i o n  o f  a n y  
p r e f u n d i n g  r e q u i r e m e n t s  i n  S B  259.

O n  b e h a l f  of t h e  A m e r i c a n  I n s u r a n c e  A s s o c i a t i o n ,  I w o u l d  
b e  p l e a s e d  t o  s u p p l y  a n y  a d d i t i o n a l  b a c k g r o u n d  i n f o r m a t i o n ,  in 
p a r t i c u l a r  o n  t h e  c o n s e q u e n c e s  o f  a p r e - a s s e s s m e n t  G u a r a n t y  F u n d .

A l a s k a  C o u n s e l  
A m e r i c a n  I n s u r a n c e  A s s o c i a t i o n

c c :  S e n a te  Labor & Commerce Committee Members
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A p r i l  11, 1 9 8 9  

H A N D  D E L I V E R E D

T h e  H o n o r a b l e  D i c k  E l i a s o n ,  C h a i r m a n  
S e n a t e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e  

A l a s k a  S t a t e  L e g i s l a t u r e  
P. O. B o x  D 
J u n e a u ,  A K  9 9 8 2 2

Re: S B  2 5 9  " A n  A c t  R e l a t i n g  t o  I n s u r a n c e  G u a r a n t y
F u n d s "

D e a r  S e n a t o r  E l i a s o n :

O n  F e b r u a r y  16, 198 9 ,  o n  b e h a l f  o f  t h e  A m e r i c a n  C o u n c i l  
o f  L i f e  I n s u r a n c e  ( A C L I ) , I c o m m e n t e d  e x t e n s i v e l y  u p o n  t h e  d r a f t
v e r s i o n  o f  S B  2 5 9  in a l e t t e r  t o  t h e  D i r e c t o r  o f  t h e  D i v i s i o n  of 
I n s u r a n c e .  A  c o p y  o f  that: l e t t e r  is e n c l o s e d  f o r  y o u r
c o n s i d e r a t i o n .

S B  259, a s  i n t r o d u c e d ,  c o n t a i n s  a l l  o f  t h e  p o i n t s  o n  
w h i c h  w e  c o m m e n t e d ,  u n c h a n g e d .

A C L I  is s i n c e r e l y  c o n c e r n e d  a b o u t  a p r e f u n d e d  g u a r a n t y  
f u n d  w h i c h  d o e s  n o t  c o n t a i n  a t a x  o f f s e t  a n d  r e s p e c t f u l l y  r e g u e s t s  
t h a t  y o u  a d d r e s s  t h i s  i s s u e  i n  y o u r  d e l i b e r a t i o n s .

I s h a l l  b e  p r e p a r e d  t o  p r e s e n t  t h e s e  c o n c e r n s  i n  p e r s o n
a t  t h e  s c h e d u l e d  h e a r i n g  F r i d a y ,  A p r i l  14; h o w e v e r ,  I w a n t e d  t o
a f f o r d  y o u r  c o m m i t t e e  t h e  o p p o r t u n i t y  t o  r e v i e w  t h e s e  p o i n t s  in 
a d v a n c e .

W e  a p p r e c i a t e  y o u r  a t t e n t i o n  t o  t h e  p r o b l e m s  w h i c h  w e  
a s s o c i a t e  w i t h  t h i s  b i l l .

E n c l o s u r e  

c  3: A C L I

0 4 1 1 a c l i
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P a u l  R o l l e r ,  D i r e c t o r  

D i v i s i o n  o f  I n s u r a n c e  

D e p a r t m e n t  o f  C o m m e r c e
a n d  E c o n o m i c  D e v e l o p m e n t  

S t a t e  o f  A l a s k a  

P. 0. B o r  D 
J u n e a u ,  A l a s k a  9 9 8 1 1

Re: P r o p o s e d  L i f e  a n d  D i s a b i l i t y  I n s u r a n c e  G u a r a n t y
A s s o c i a t i o n

D e a r  P a u l :

T h e  A m e r i c a n  C o u n c i l  o f  L i f e  I n s u r a n c e  ( A C L I ) ,  a 
n a t i o n a l  t r a d e  a s s o c i a t i o n  r e p r e s e n t i n g  648^ l i f e  i n s u r a n c e  

c o m p a n i e s  (354 o f  w h o m  p r e s e n t l y  d o  b u s i n e s s  i n  A l a s k a ) ,  h a s  
r e v i e w e d  t h e  D i v i s i o n ' s  d r a f t  b i l l  t o  e s t a b l i s h  t h e  A l a s k a  L i f e  

a n d  D i s a b i l i t y  I n s u r a n c e  G u a r a n t y  A s s o c i a t i o n .  A s  p r e s e n t l y  

w r i t t e n ,  w e  t h i n k  t h i s  p r o p o s a l  p o s e s  s i g n i f i c a n t  p r o b l e m s  f o r  

u s .

T h e  D i v i s i o n ' s  b i l l  i s  b a s e d  u p o n  t h e  l a t e s t  v e r s i o n  o f  

t h e  N A I C  M o d e l  A c t ,  b u t  s i m p l i f i e s  a n d  o m i t s  m u c h  o f  t h e  o r i g i n a l  

M o d e l  l a n g u a g e .  W e  w o u l d  p r e f e r  t h a t  t h e  s t a t e ' s  b i l l  m o r e  

c l o s e l y  t r a c k’ t h e  l a n g u a g e  c o n t a i n e d  i n  t h e  N A I C  M o d e l .

A C L I 's p r i m a r y  o p p o s i t i o n  t o  t h i s  b i l l  s t e m s  f r o m  t h e  

f a c t  t h a t  i t  p r o v i d e s  n o  p r e m i u m  t a x  o f f s e t  f o r  a s s e s s m e n t s  p a i d  
b y  m e m b e r  i n s u r e r s  t o  t h e  g u a r a n t y  a s s o c i a t i o n .  W e  w o u l d  m u c h  

r a t h e r  s e e  n o  g u a r a n t y  f u n d  b i l l  a t  a l l  t h a n  s e e  a b i l l  w i t h  n o  

t a x  o f f s e t .

L i f e  i n s u r a n c e  a n d  m a n y  h e a l t h  i n s u r a n c e  p o l i c i e s  

d i f f e r  f r o m  p r o p e r t y - c a s u a l t y  i n s u r a n c e  i n  t h a t  t h e  f o r m e r  a r e  

i s s u e d  f o r  s u b s t a n t i a l l y  l o n g  p e r i o d s  o f  t i m e  w i t h  t h e  p r e m i u m s  
g u a r a n t e e d  a n d  n o t  s u b j e c t  t o  c h a n g e .  P r o p e r t y  a n d  c a s u a l t y  

i n s u r a n c e  p o l i c i e s  a r e  y e a r l y  r e n e w a b l e  t e r m  p o l i c i e s  a n d  a n y  

a s s e s s m e n t  c a n  b e  r e a d i l y  p a s s e d  o n  t o  p o l i c y h o l d e r s  i n  t h e  f o r m  
o f  a n  i n c r e a s e  i n  p r e m i u m s .  L i f e  i n s u r a n c e  p o l i c i e s ,  o n  t h e  

o t h e r  h a n d ,  a r e  l i f e t i m e  p o l i c i e s  i s s u e d  a t  f i x e d  p r e m i u m  r a t e s  
s o  a s s e s s m e n t  a g a i u s c  a  l i f e  i n s u r e r  c a n n o t  b e  p a s s e d  o n  t o  i t s  

p o l i c y h o l d e r s .  T h u s ,  l i f e  a n d  h e a l t h  i n s u r a n c e  c o m p a n i e s  d i f f e r  
f r o m  c a s u a l t y  i n s u r a n c e  c o m p a n i e s  b y  b e i n g  u n a b l e  t o  r e c o v e r  t h e
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c o s t s  o f  a n  a s s e s s m e n t  b y  a d j u s t i n g  t h e  r a t e s  f o r  t h e i r  

o u t s t a n d i n g  b l o c k  o f  b u s i n e s s .  A c c o r d i n g l y ,  i f  a l i r e  i n s u r a n c e  
g u a r a n t y  f u n d  b i l l  is e n a c t e d  w i t h o u t  a t a x  o f f s e t ,  r a t h e r  t h a n  

e q u a l  t r e a t ment', a g r o s s  i n e q u i t y  i s  c r e a t e d  b e t w e e n  l i f e  
i n s u r e r s  a n d  p r o p e r t y  a n d  c a s u a l t y  i n s u r e r s .

I n  a d d i t i o n  t o  t h e  d i s t i n c t i o n  w i t h  r e s p e c t  t o  

p r e m i u m s ,  t h i s  l e g i s l a t i o n  i m p o s e s  r e q u i r e m e n t s  n o t  c o n t a i n e d  i n  

t h e  G u a r a n t y  L a w  n o w  a p p l i c a b l e  t o  p r o p e r t y  a n d  c a s u a l t y  

i n s u r e r s .  W i t h  r e s p e c t  t o  l i f e  a n d  h e a l t h  i n s o l v e n c i e s ,  a 

G u a r a n t y  A s s o c i a t i o n  is o b l i g a t e d  t o  n o t  o n l y  p a y  o u t s t a n d i n g  

c l a i m s ,  b u t  a l s o  t o  c o n t i n u e  i n  f o r c e  t h e  p o l i c i e s  o f  e x i s t i n g  

p o l i c y h o l d e r s  a n d  p a y  f u t u r e  c l a i m s .  M o r e o v e r ,  i f  t h e  i n s o l v e n t  

i n s u r e r  h a d  a s u b s t a n t i a l  b l o c k  o f  b u s i n e s s  f o r  w h i c h  t h e  

p r e m i u m s  p r o v e d  i n a d e q u a t e  t o  c o v e r  b e n e f i t s  a n d  e x p e n s e s ,  
a d d i t i o n a l  l o s s e s  w i l l  c o n t i n u e  t o  a c c r u e  o v e r  t h e  l i f e t i m e  o f  

t h e  b u s i n e s s .  T h u s ,  t h e  p o t e n t i a l  l i a b i l i t y  i s  s u b s t a n t i a l l y  

g r e a t e r  t h a n  i n  t h e  c a s e  o f  p r o p e r t y  a n d  c a s u a l t y  i n s u r e r s ,  s i n c e  

u n d e r  t h e  l a t t e r  t h e  l i a b i l i t y  o f  t h e  G u a r a n t y  A s s o c i a t i o n  is 

l i m i t e d  t o  c l a i m s  i n c u r r e d  b e f o r e  t h e  i n s o l v e n c i e s .

W h i l e  i t  is t r u e  t h a t  t h e  p r e m i u m  r a t e  o n  f u t u r e  l i f e  
i n s u r a n c e  p o l i c y h o l d e r s  c o u l d  b e  i n c r e a s e d ,  a s s u m i n g  t h a t  

r e a s o n a b l y  a c c u r a t e  e s t i m a t e s  c o u l d  b e  m a d e  as t o  f u t u r e  

i n s o l v e n c i e s  a n d  c o n s e q u e n t  a s s e s s m e n t s ,  s u c h  f u t u r e  

p o l i c y h o l d e r s  w o u l d  a l s o  h a v e  t o  b e a r  t h e  c o s t  o f  p r e s e n t  

i n s o l v e n c i e s  w h e r e a s  p r e s e n t  p o l i c y h o l d e r s  w o u l d  n o t .  O n  

p a r t i c i p a t i n g  p o l i c i e s ,  t h e  d i v i d e n d  c o u l d  b e  r e d u c e d  t o  r e f l e c t  

t h e  i n c r e a s e d  e x p e n s e ,  h o w e v e r ,  n o n p a r t i c i p a t i n g  p o l i c y h o l d e r s  
w o u l d  n o t  b e  s o  a f f e c t e d .  I n  c a l c u l a t i n g  p r e m i u m s  c o n s e r v a t i v e  

a s s u m p t i o n s  c a n  o n l y ,  a t  b e s t ,  p r o v i d e  f o r  w h a t  i s  e i t h e r  k n o w n  
or c a n  r e a s o n a b l y  b e  a n t i c i p a t e d  o n  t h e  b a s i s  o f  e x p e r i e n c e .  

T h e r e f o r e ,  t h e  a d o p t i o n  o f  i n s o l v e n c y  g u a r a n t y  l e g i s l a t i o n  

w i t h o u t  a p r e m i u m  t a x  o f f s e t  e x p o s e s  t h e  i n s u r e r s  t h a t  a r e  
u n d e r w r i t i n g  t h e  i n s o l v e n t  i n s u r e r ' s  p o l i c i e s ,  t o  a p o t e n t i a l  

f u t u r e  l i a b i l i t y  w h i c h  i s  u n k n o w n  a n d  i m m e a s u r a b l e .

O n e  o f  t h e  d i f f i c u l t i e s  i n  m e a s u r i n g  t h e  p o t e n t i a l  c o s t  

t o  l i f e  i n s u r e r s  is t h e  a b s e n c e  o f  f i g u r e s  o n  p r e v i o u s  l i f e  

c o m p a n y  i n s o l v e n c i e s  t h a t  a r e  u s a b l e  t o  p r o j e c t  f u t u r e  l o s s e s . 

T h e  s t a t i s t i c a l  i n f o r m a t i o n  t h a t  i s  a v a i l a b l e  is n o t  p a r t i c u l a r l y  
m e a n i n g f u l  u n l e s s  r e l a t e d  t o  t h e  a m o u n t  w h i c h  w o u l d  b e  a s s e s s e d  

i n  v a r i o u s  s t a t e s  i n  o r d e r  t o  c a r r y  o u t  t h e  o b l i g a t i o n  o f  t h e  

r e s p e c t i v e  i n s o l v e n c y  g u a r a n t y  a s s o c i a t i o n s .  M o r e  s p e c i f i c a l l y ,  
a n  i n i t i a l  l o s s  t o  p o l i c y h o l d e r s  i n  t h e  c a s e  o f  o n e  i n s o l v e n c y  

m a y  r e q u i r e  n o  a s s e s s m e n t  i f  t h e  b u s i n e s s  is a s s u m e d  b y  a n  
i n s u r e r  i n  s o u n d  f i n a n c i a l  c o n d i t i o n  a n d  f u l l  c o n t i n u i t y  o f  

c o v e r a g e ,  o r  w i t h  o n l y  a t e m p o r a r y  l i e n  o r  m o r a t o r i u m  o n  p o l i c y  

c a s h  v a l u e s .
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T h e  c o n c e p t  o f  " p o l i c y  v a l u e "  f u r t h e r  d i s t i n g u i s h e s  

l i f e •i n s u r a n c e  f r o m  o t h e r  l i n e s  o f  i n s u r a n c e  a n d  f a c i l i t a t e s  t h e  

d i s p o s i t i o n  o f  t h e  b u s i n e s s  w h e n  a l i f e  i n s u r e r  b e c o m e s  
i n s o l v e n t .  I n  t h e s e  s i t u a t i o n s ,  t h e  a s s u m i n g  i n s u r e r  a c q u i r e s  
n o t  o n l y  t h e  r e m a i n i n g  a s s e t s ,  i f  a n y ,  b u t  m a y  a l s o  r e q u i r e  a n  

a g e n c y  f o r c e  a n d  t h e  g o o d  w i l l  a t t a c h e d  t h e r e t o  f o r  h a v i n g  a c t e d  

t o  p r e s e r v e  c o v e r a g e ,  w h i c h  i n  m a n y  i n s t a n c e s  c o u l d  n o t  h a v e  b e e n  
r e p l a c e d  d u e  t o  p o o r  h e a l t h .  F o r  t h e s e  a n d  o t h e r  r e a s o n s ,  t h e  

i m p a i r m e n t  o f  a l i f e  i n s u r e r  h a s  t r a d i t i o n a l l y  b e e n  h a n d l e d  b y  

s t a t e  i n s u r a n c e  d e p a r t m e n t s  w i t h  n o  l o s s  t o  p o l i c y h o l d e r s  a n d  
b e n e f i c i a r i e s  o t h e r  t h a n  l i e n s  o n  c a s h  v a l u e ,  e v e n  t h r o u g h  t h e  

d e p r e s s i o n  y e a r s  1 9 3 0 - 1 9 3 9 .  L a s t l y ,  a n d  m o s t  i m p o r t a n t l y ,  t h e  

p u b l i c  i n t e r e s t  v/ould b e  s e r v e d  b y  a l l o w i n g  o t h e r w i s e  u n i n s u r a b l e  

i n d i v i d u a l s  t o  m a i n t a i n  t h e i r  e x i s t i n g  c o v e r a g e  i n  t h e  e v e n t  o f  

a n  i n s u r a n c e  c o m p a n y  i n s o l v e n c y .

T h e  L i f e  a n d  H e a l t h  I n s u r a n c e  G u a r a n t y  A s s o c i a t i o n  

M o d e l  A c t ,  as a d o p t e d  b y  t h e  N A I C ,  a l l o w s  as a n  o p t i o n  a p r e m i u m  

t a x  o f f s e t .  T h i r t y - t h r e e  s t a t e s  h a v e  e n a c t e d  l e g i s l a t i o n  
p e r m i t t i n g  t h e  o f f s e t .  T h e y  d i d  s o  b e c a u s e  t h e y  r e c o g n i z e d  t h a t  

t h e  p r o b l e m  o f  i n s u r a n c e  c o m p a n y  i n s o l v e n c i e s  is a s o c i a l  p r o b l e m  
a n d  n o t  s i m p l y  a n  i n d u s t r y  p r o b l e m ,  t h e  r e m e d i a l  c o s t  o f  w h i c h  
s h o u l d  b e  b o r n e  b y  t h e  c i t i z e n s  a s  a w h o l e .  T h e y  a l s o  r e a l i z e  

t h a t  i t  is p a t e n t l y  u n f a i r  t o  r e q u i r e  t h e  s o l v e n t ,  w e l l - m a n a g e d  
l i f e  i n s u r a n c e  c o m p a n i e s  t o  b e a r  t h e  e n t i r e  f i n a n c i a l  b u r d e n .  I n  

t h e  i n f r e q u e n t  c a s e  o f  a l i f e  i n s u r a n c e  c o m p a n y  i n s o l v e n c y ,  t h e  

l i f e  i n s u r a n c e  i n d u s t r y  u n d e r  a g u a r a n t y  a s s o c i a t i o n  l a w  u s u a l l y  

p i c k s  u p  t h e  e n t i r e  t a b  f o r  t h e  l o s s  i n  t h e  y e a r  i n  w h i c h  i t  

o c c u r s  s o  t h a t  i n  m o s t  c a s e s  p o l i c y h o l d e r s  a r e  p a i d  i m m e d i a t e l y .  

( T h e  e x c e p t i o n  b e i n g  w h e n  t h e  i n s o l v e n c y  is v e r y  l a r g e  a n d  r u n s  
u p  a g a i n s t  a s t a t u t o r y  c a p . )  I n  e f f e c t ,  t h e  l i f e  i n s u r a n c e

i n d u s t r y  is " l o a n i n g "  t h e  s t a t e  t h e  m o n e y  t o  f u l f i l l  i t s  s o c i a l

o b l i g a t i o n  a n d  t h e  s t a t e  a l l o w s  t h e  " l e n d i n g  i n s u r a n c e  c o m p a n i e s "  

t o  b e  r e p a i d  t h i s  a d v a n c e  o v e r  a f i v e - y e a r  p e r i o d  v i a  a p r e m i u m  

t a x  o f f s e t .

W h e n  a n  i n s o l v e n c y  o c c u r s  a n d  s o l v e n t  c o m p a n i e s  a r e

a s s e s s e d  as a r e s u l t ,  t h e r e  i s  l o g i c  i n  t h e  s t a t e  a c c e p t i n g  t h i s

r e s p o n s i b i l i t y .  I n  t h e  c a s e  o f  p r o p e r t y  a n d  c a s u a l t y  i n s u r a n c e  

t h i s  b u r d e n  is p a s s e d  o n  t o  a l l  c i t i z e n s  o f  c h e  s t a t e  w h o  a r e  

p o l i c y h o l d e r s  t h r o u g h  i n c r e a s e d  p r e m i u m  r a t e s .  S i n c e  l i f e  

i n s u r e r s  a r e  u n a b l e  t o  d o  t h i s ,  t h e  b u r d e n  c a n  o n l y  b e  s h a r e d  b y  

t h e  s t a t e  t h r o u g h  t h e  f o r m  o f  a p r e m i u m  t a x  o f f s e t .  T h u s ,  t h e  
b u r d e n  i s  n o t  s h i f t e d  c o m p l e t e l y  t o  s o l v e n t  c o m p a n i e s  a n d  t h e i r  

f u t u r e  p o l i c y h o l d e r s .  T h e  r e s p o n s i b i l i t y  o f  t h e  s t a t e  r e m a i n s  a n  

i m p o r t a n t  e l e m e n t  o f  r e g u l a t i o n  a n d  i s  p r i m a r y .
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G i v i n g  l i f e  a n d  h e a l t h  i n s u r a n c e  c o m p a n i e s  t h e  r i g h t  t o  

o f f s e t  a s s e s s m e n t s  a g a j n s t  f u t u r e  t a x e s  p r o v i d e s  a p r a c t i c a l  a n d  

e q u i t a b l e  a l t e r n a t i v e  t o  t h e  r i g h t  g i v e n  t h e  p r o p e r t y  a n d  
c a s u a l t y  i n s u r e r s  t o  i n c r e a s e  p r e m i u m s  o n  t h e i r  e n t i r e  b l o c k  o f  

b u s i n e s s .  S u c h  a n  a p p r o a c h  r e c o g n i z e s  t h e  f u n d a m e n t a l  d i f f e r e n c e  
b e t w e e n  t h e  t w o  t y p e s  o f  i n s u r a n c e .  I t  w o u l d  p r e v e n t  t h e  

p y r a m i d i n g  e f f e c t s  t h a t  m i g h t  o c c u r  i n  t i m e s  o f  e c o n o m i c  s t r e s s  

w h e n  r e p e a t e d  a s s e s s m e n t s  c o u l d  f o r c e  o t h e r w i s e  s o u n d  c o m p a n i e s  

i n t o  f i n a n c i a l  h a r d s h i p .  T h e  a c t u a l  c o s t  in r e v e n u e  t o  a 
p a r t i c u l a r  s t a t e ,  t h o u g h  d i f f i c u l t  t o  m e a s u r e ,  w o u l d  a l m o s t  

c e r t a i n l y  b e  m i n i m a l  w h e n  m e a s u r e d  a g a i n s t  t o t a l  t a x  r e v e n u e  f r o m  

l i f e  i n s u r a n c e  c o m p a n i e s .

T h e  t a x  o f f s e t  p r o v i s i o n  r e q u i r e s  t h e  s o l v e n t  i n s u r e r s  

t o  s t a n d  i n  t h e  s h o e s  o f  t h e  s t a t e ,  a n d  r a t h e r  t h a n  t h e  s t a t e  

d o i n g  so, t h e  s o l v e n t  i n s u r e r s  a d v a n c e  t h e  n e c e s s a r y  f u n d s  t o  

c a r r y  o u t  t h e  v a r i o u s  d u t i e s  o f  t h e  g u a r a n t y  a s s o c i a t i o n ,  f o r  

w h i c h  c e r t i f i c a t e s  o f  a s s e s s m e n t  a r e  i s s u e d .  T h i s  p e r m i t s  s u c h  

i n s u r e r s  t o  o f f s e t  a l i m i t e d  p e r c e n t a g e  o f  t h i s  a m o u n t  a s s e s s e d  

a g a i n s t  f u t u r e  t a x e s  o v e r  a p e r i o d  o f  n o t  l e s s  t h a n  f i v e  y e a r s .

I n  t h e  e v e n t  t h a t  t n e  u l t i m a t e  v a l u e  o f  c e r t i f i c a t e s  

e x c e e d s  t h e  t a x  c r e d i t  r e c e i v e d ,  a  d i s t i n c t  p o s s i b i l i t y  b a s e d  o n  

t h e  h i s t o r y  o f  l i f e  c o m p a n y  i m p a i r m e n t s  t h e  s t a t e  w o u l d  o f  
c o u r s e  b e  t h e  r e c i p i e n t  o f  s u c h  f u n d s .  E v e n  w h e n  t h e  l i f e  a n d  

h e a l t h  i n s u r a n c e  g u a r a n t e e  b i l l  c o n t a i n s  a f u l l  t a x  o f f s e t  ( 1 0 0 %  

o v e r  5 y e a r s  o r  s t a t e d  a  d i f f e r e n t  w a y ,  2 0 %  p e r  y e a r ) ,  t h e  n e t  

e f f e c t  is t o  a l l o w  t h e  i n s u r a n c e  c o m p a n i e s  a n  o f f s e t  o f  o n l y  7 5 %  

of t h e i r  a s s e s s m e n t  b e c a u s e  t h e  t a x  o f f s e t  d o e s  n o t  t a k e  i n t o  

c o n s i d e r a t i o n  t h e  t i m e  l o s s  o f  m o n e y .  I f  a n  i n s u r a n c e  c o m p a n y  

h a d  n o t  b e e n  a s s e s s e d ,  t h o s e  f u n d s  w o u l d  h a v e  g o n e  i n t o  t h e  
c o m p a n y  s u r p l u s  a c c o u n t  a n d  b e e n  a v a i l a b l e  f o r  i n v e s t m e n t s  w h i c h  

e a r n  i n t e r e s t .  T h e r e f o r e ,  w i t h  t h e  l o s s  o f  i n t e r e s t  t h e s e  f u n d s  
c o u l d  h a v e  e a r n e d ,  a n  i n s u r a n c e  c o m p a n y  w i l l  r e c o u p  o n l y  7 5 %  o f  

i t s  a s s e s s m e n t  e v e n  w i t h  t h e  f u l l  p r e m i u m  t a x  o f f s e t .

W e  a l s o  o p p o s e  t h i s  b i l l  b e c a u s e  i t  p r o v i d e s  f o r  a p r e ­

f u n d e d  g u a r a n t y  a s s o c i a t i o n ; i . e . ,  a s s e s s m e n t s  a r e  t o  b e  l e v i e d  
a g a i n s t  m e m b e r  i n s u r e r s  p r i o r  t o  t h e  e x i s t e n c e  o f  a n y  

i n s o l v e n c i e s .  T h e  N A I C  M o d e l  A c t  i s  a p o s t - a s s e s s m e n t  a c t ;  i . e . ,  

n o  a s s e s s m e n t s  a r e  l e v i e d  u n t i l  a n  i n s u r e r  h a s  b e e n  d e c l a r e d  

i n s o l v e n t  a n d  t h e  g u a r a n t y  a s s o c i a t i o n  h a s  b e e n  a c t i v a t e d .

T h e r e  h a s  h i s t o r i c a l l y  b e e n  m i n o r i t y  s u p p o r t  f o r  p r e ­

a s s e s s m e n t  f u n d s ,  b o t h  o n  t h e  p r o p e r t y / c a s u a l t y  a n d  l i f e / h e a l t h  

s i d e s  o f  t h e  b u s i n e s s ,  a m o n g  s o m e  r e g u l a t o r s  a n d  e v e n  s o m e  

c o m p a n i e s .  T h e  t h e o r y  b e h i n d  t h i s  s u p p o r t ,  f r o m  a r e g u l a t o r ' s  

v i e w p o i n t ,  i s  t h a t  t h e  l a g  t i m e  b e t w e e n  a n  i n s u r e r  i n s o l v e n c y  a n d  
p a y m e n t  o f  p o l i c y h o l d e r  c l a i m s  w i l l  b e  s e v e r e l y  d i m i n i s h e d  i f  a
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f u n d  a l r e a d y  e x i s t s .  W i t h  a p o s t - a s s e s s m e n t  f u n d ,  a s s e s s m e n t s  

a r e  d u e  ( u n d e r  t h e  N A I C  M o d e l )  n o t  l e s s  t h a n  30 d a y s  a f t e r  p r i o r  

w r i t t e n  n o t i c e  f r o m  t h e  A s s o c i a t i o n  t o  m e m b e r  i n s u r e r s  a n d  b e g i n  
t o  a c c r u e  i n t e r e s t  o n  a n d  a f t e r  t h e  d u e  d a t e  u n t i l  p a i d .  T h e  f e w  

c o m p a n i e s  t h a t  s u p p o r t  p r e - a s s e s s m e n t  f u n d s  c o n t e n d  t h a t  p r e -  
f u n d i n g  e n a b l e s  t h e m  t c  p l a n  f o r  t h e i r  g u a r a n t y  f u n d  l i a b i l i t i e s  

m o r e  e a s i l y ,  s i n c e ,  as i n  t h e  A l a s k a  p r o p o s a l ,  p a y m e n t s  w o u l d  b e  

d u e  a t  r e g u l a r  i n t e r v a l s  a n d  t h e  f u n d  w o u l d  b e  m a i n t a i n e d  a t  a 
s e t  a m o u n t  (-550,000, 0 0 0  i n  t h e  A l a s k a  p r o p o s a l ) .

T h e  v a s t  m a j o r i t y  o f  c o m p a n i e s  o p p o s e  p r e - f u n d e d  

g u a r a n t y  a s s o c i a t i o n s  f o r  t w o  m a i n  r e a s o n s  - (1) t h e  e x i s t e n c e  o f  

r e a d i l y - a v a i l a b l e  c a s h  t o  t a k e  c a r e  o f  t r o u b l e d  c o m p a n i e s  c r e a t e s  
a d i s i n c e n t i v e  f o r  r e g u l a t o r s ,  b o t h  t o  m a i n t a i n  a n d  e n f o r c e  

s t r i n g e n t  s o l v e n c y  s t a n d a r d s  f o r  c o m p a n i e s ,  a n d  t o  r e h a b i l i t a t e  a 
c o m p a n y  r a t h e r  t h a n  s e e k  a d e c l a r a t i o n  o f  i n s o l v e n c y ;  a n d  (2) t h e  

e x i s t e n c e  o f  a l a r g e  p o o l  o f  m o n e y  l y i n g  i d l e  p r o v i d e s  a n  

o v e r w h e l m i n g  t e m p t a t i o n  f o r  l e g i s l a t o r s  t o  a p p r o p r i a t e  t h e  f u n d s  

f o r  o t h e r  p u r p o s e s  w h e n  t h e  s t a t e  is i n  f i n a n c i a l  n e e d .  N e w  Y o r k  

x s  t h e  o n l y  s t a t e  t h a t  h a s  a p r e f u n d e d  g u a r a n t y  a s s o c i a t i o n  a n d  
i t s  l e g i s l a t o r s  h a v e  d i p p e d  i n t o  t h e  f u n d  o n  m o r e  t h a n  o n e  

o c c a s i o n .  A s  a r e s u l t ,  t h e  i n s u r a n c e  i n d u s t r y  h a s  f i l e d  a 

l a w s u i t  a g a i n s t  t h e  s t a t e  f o r  t h e  p u r p o s e  o f  r e q u i r i n g  t h e m  t o  

r e p l a c e  t h e  m o n e y .

W e  a l s o  o p p o s e  t h e  i n c l u s i o n  o f  B l u e s  p l a n s  i n  " o u r "  

g u a r a n t y  f u n d  ( s e e  t h e  d e f i n i t i o n  o f  m e m b e r  i n s u r e r ) .  A s  y o u  

k n o w ,  B l u e s  p l a n s  a r e  n o t  s u b j e c t  t o  t h e  s a m e  r e g u l a t o r y  

s t a n d a r d s  as" c o m m e r c i a l  h e a l t h  i n s u r e r s .  T h e y  a r e ,

■ t h e o r e t i c a l l y ,  o p e r a t e d  o n  a n o n - p r o f i t  b a s i s  a n d  p i c k  u p  t h r o u g h  
t h e i r  o p e n  e n r o l l m e n t  p e r i o d s ,  m a n y  h i g h - r i s k  i n d i v i d u a l s .  I n  

e x c h a n g e  f o r  t h i s  " s e r v i c e , "  t h e y  o f t e n  p a y  n o  p r e m i u m  t a x  a t  
a l l ,  o r  a r e  t a x e d  a t  l o w e r  r a t e s  t h a n  c o m m e r c i a l  c a r r i e r s ,  a n d  

t h e y  a r e  g i v e n  h o s p i t a l  d i s c o u n t s .  B e c a u s e  o f  t h e s e  b e n e f i t s ,  

w h i c h  e n a b l e  B l u e s  t o  o f f e r  l o w e r  p r e m i u m s  a n d / o r  e x p a n d e d  

c o v e r a g e ,  c o m m e r c i a l  c a r r i e r s  o f t e n  b e c o m e  n o n c o m p e t i t i v e .  I t  is 

n o t  a t  a l l  u n u s u a l  f o r  t h e  B l u e s  i n  a p a r t i c u l a r  s t a t e  t o  h a v e  
5 0 - 6 5 %  o f  t h e  h e a l t h  i n s u r a n c e  m a r k e t .  I t  is a l s o  n o t  a t  a l l  

u n u s u a l  f o r  B l u e s  p l a n s  t o  s u f f e r  s e v e r e  f i n a n c i a l  p r o b l e m s .  
U n d e r s t a n d a b l y ,  c o m m e r c i a l  c a r r i e r s  d o  n o t  w a n t  t o  p i c k  u p  t h e  

p i e c e s  w h e n  a B l u e s  p l a n ,  w i t h  w h i c h  t h e y  c o u l d  n o t  c o m p e t e  i n  

t h e  m a r k e t p l a c e ,  g o e s  u n d e r .

F i n a l l y ,  w e  o p p o s e  t h e  i n c l u s i o n  o f  u n a l l o c a t e d  f u n d i n g  

o b l i g a t i o n s  i n  t h e  d r a f t  l e g i s l a t i o n  a n d  t h e  N A I C  d r a f t .  W e  

b e l i e v e  t h a t  i t  is n o t  n e c e s s a r y  t o  e s t a b l i s h  s t a t u t o r y  

p r o t e c t i o n  f o r  i n v e s t o r s  i n  t h i s  t y p e  o f  i n v e s t m e n t  p r i m a r i l y  

b e c a u s e  s u c h  i n v e s t o r s  a r e  u n i v e r s a l l y  s o p h i s t i c a t e d  e n t i t i e s
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such as pension plans. As such, they are well-equipped to make 
financial judgments about the soundness of the companies in which 
they are investing.

Certainly, if there does have to be an unallocated 
annuity account set up as part of the guarantee association, 
$5,000,000 is much too high a threshold. We recommend either 
elimination of this account, or settling it at $1,000,000.

I hope this information is helpful. Please let me know 
if you have any questions.

Very truly yours,

J. P. Tangen

J P T :lyn 
2 - 2 - 1



J o h n  L. G e o r g e  A n d  A s s o c i a t e s  
9 5 1 5  M o r a i n e  W a y  

J u n e a u ,  A l a s k a  9 9 8 0 1  

( 9 0 7 )  7 8 9 - 0 1 7 2

A p r i l  13, 1 9 8 9

T h e  H o n o r a b l e  D i c k  E l l a s o n  

C h a i r m a n

S e n a t e  L a b o r  A n d  C o m m e r c e  C o m m i t t e e  
P o u c h  V

J u n e a u ,  A l a s k a  9 9 8 1 1

R E:  S B  2 5 9  - I n s u r a n c e  G u a r a n t y  F u n d s  

D e a r  S e n a t o r  E l i a s o n :

T h e  N a t i o n a l  A s s o c i a t i o n  o f  I n d e p e n d e n t  I n s u r e r s ,  a p r o p e r t y  

a n d  c a s u a l t y  I n s u r e r  t r a d e  a s s o c i a t i o n ,  s u p p o r t s  t h e  

c o n s u m e r  p r o t e c t i o n  p r o v i d e d  b y  t h e  c u r r e n t  A l a s k a  I n s u r a n c e  

G u a r a n t y  A s s o c i a t i o n  A c t .  U n d e r  t h e  a c t  A l a s k a n s  h a v e  b e e n  

a d e q u a t e l y  p r o t e c t e d  f r o m  l o s s  d u e  t o  a d m i t t e d  i n s u r e r  

i n s o l v e n c y .  N A I I  m e m b e r  c o m p a n i e s  h a v e  c o n t r i b u t e d  f u n d s  t o  

t h e  a s s o c i a t i o n  a s  n e e d e d  t o  c o v e r  c o m p e t i n g  c o m p a n y  
i n s o l v e n c y .

T h e  N A I I  is d i s t u r b e d  b y  c e r t a i n  p r o v i s i o n s  o f  S B  2 5 9  w h i c h  

c a l l  f o r  e s t a b l i s h m e n t  o f  a n  a s s o c i a t i o n  a c c o u n t  f o r  m a r i n e  

i n s u r a n c e  a n d  w h i c h  c a l l  f o r  t h e  p r e - a s s e s s m e n t  of  i n s u r e r s  

in a n  a m o u n t  of 4 %  o f  w r i t t e n  p r e m i u m s  t o  c o v e r  p o t e n t i a l  
i n s o l v e n c y .

D e s p i t e  t h e  a p p e a r a n c e  o f  p r o v i d i n g  c o n s u m e r  p r o t e c t i o n ,  

S B  2 5 9  a c t u a l l y  w i l l  r e s u l t  in a n  a u t o m a t i c  p r e m i u m  i n c r e a s e  

f o r  all c o v e r e d  p o l i c y h o l d e r s  a s  i n s u r e r s  a d d  o n  t h e  c o s t  of 

t h e  p r e - a s s e s s m e n t  t o  e a c h  p o l i c y .  T h e  p o l i c y h o l d e r s  p a y  f o r  

t h e  p r o t e c t i o n  p r o v i d e d  b y  t h e  a s s o c i a t i o n .  In t h e  c a s e  of  

S B  2 5 9  t h e  a d d e d  c o s t  w i l l  b e  i n c u r r e d  w h e t h e r  o r  n o t  f u n d s  
a r e  n e e d e d  t o  c o v e r  i n s o l v e n c y .  T h e  h i g h  p r o p e r t y  a n d  

c a s u a l t y  c o v e r a g e  f u n d  c a p  p r o v i d e d  b y  t h e  b i l l  a s s u r e s  t h a t  

p o l i c y h o l d e r s  w i l l  b e  i m p a c t e d  f o r  a t  l e a s t  t h e  n e x t  4 8  

y e a r s  w i t h  t h e  a d d e d  c o s t .

F o r  p u r c h a s e r s  of m a r i n e  i n s u r a n c e  t h e  p a s s a g e  o f  S B - 2 5 9  m a y  

w e l l  b e  a d i s a s t e r .  In n o  o t h e r  j u r i s d i c t i o n  in t h e  U n i t e d  

S t a t e s  is m a r i n e  i n s u r a n c e  r e g u l a t e d ,  m u c h  l e s s  c o v e r e d  b y  a 
g u a r a n t y  a c t .  A s  a  v i r t u a l l y  u n r e g u l a t e d  l i n e  o f  i n s u r a n c e ,  

a v e r y  l i m i t e d  m a r i n e  m a r k e t  h a s  b e e n  a v a i l a b l e  in A l a s k a .  

In a d d i t i o n  t o  a n  i m m e d i a t e  4 %  r a t e  i n c r e a s e  f o r c e d  o n  

m a r i n e  p o l i c y h o l d e r s  t h e  b i l l  m a y  c a u s e  a d m i t t e d  i n s u r e r s  t o  

c e a s e  w r i t i n g  m a r i n e  i n s u r a n c e  in t h e  s t a t e .  I n s u r e r s  of 

p l e a s u r e  b o a t s  w i l l  n o t  b e  i n t e r e s t e d  in c o v e r i n g  l o s s e s  of 

i n s o l v e n t  f i s h i n g  v e s s e l  i n s u r e r s ,  n o r  w i l l  t h e
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p o l i c y h o l d e r s  b e  p i e a s e d  w i t h  t h e  r a t e  i n c r e a s e  t o  p r e - f u n d  

t h e  g u a r a n t y .

S B  2 5 9  d o e s  p r o v i d e  s u b s t a n t i a l  i n c r e a s e d  p r o t e c t i o n  f o r  

l i f e  a n d  h e a l t h  c o m p a n y  i n s o l v e n c y .  S i m i l a r  p r o b l e m s  

i n v o l v i n g  p r e - f u n d i n g  t h e s e  f u n d s  e x i s t .  In a d d i t i o n  t h e r e  

a r e  m a n y  p r o b l e m s  w i t h  t h e  b i l l  w h i c h  a r e  n o t  r e a d i l y  
a p p a r e n t .

T h e  N A I I  u r g e s  t h e  S e n a t e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e  t o  

f u l l y  e x p l o r e  a ll of t h e  rar.ii f 1 c a t  i o n s  of  t h i s  b i l l  a n d  to  

n o t  t a k e  a n y  a c t i o n  u n t i l  all of t h e  f a c t s  a r e  f u l l y  

c o n s i d e r e d .

A s  t h e  A l a s k a n  r e p r e s e n t a t i v e  o f  N A I I ,  I s t a n d  r e a d y  t o  

a s s i s t  t h e  c o m m i t t e e  in e v e r y  w a y  p o s s i b l e .  P l e a s e  let m e  

k n o w  if I c a n  b e  of a s s i s t a n c e .
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BY THE LABOR AND
IN THE SENATE COMMERCE COMMITTEE

CS FOR SENATE BILL NO. 268 U & C )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SIXTEENTH LEGISLATURE - FIRST SESSION

A B I L L s U o j IM- C L ^ C U v i o j^  ‘(r>

For an Act entitled: "An Act relating to joint insurance arrangements,

municipal financing, and the Alaska Municipal Bond 

Bank Authority; and providing for an effective date." 

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

* Section 1. FINDING AND PURPOSE. (a) The legislature finds that 

dramatic increases in the cost of liability and other insurance coverage 

for municipalities has adversely difected municipal budgets, and that even

at increased premiums, insurance coverage is often not available to cover

important liability exposure.

(b) The purpose of this Act is to allow municipalities and municipal 

joint insurance arrangements organized under AS 21.76 to utilize debt 

financing to establish reserves to self-insure against liability, when the 

cost of excess insurance or reinsurance is too high.

* Sec. 2. AS 21.76.020 is repealed and reenacted to read:

Sec. 21.76.020. REGULATION BY DIVISION OF INSURANCE AND ANNUAL 

REPORT. (a) A joint insurance arrangement may not be considered 

insurance for the purpose of any other law of the state and is not 

subject to regulations adopted by the director.

(b) By October 1 of each year the administrator of a joint 

insurance arrangement shall prepare and deliver to the Legislative 

Budget and Audit Committee a report showing the true and correct 

financial condition of the joint insurance arrangement. The report 

must

(1) be attested to by the administrator and the board of
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directors;

(2) include an analysis certified by a member of the Ameri­

can Academy of Actuaries, of the sufficiency of the loss reserves; and

(3) be certified by a certified public accountant.

* Sec. 3. AS 21.76.080(b) is amended to read:

(b) An expenditure may be made from a joint insurance fund only

to

(1) pay claims, losses, or benefits, including interest on 

them, and the administrative and adjustment expenses incurred in 

connection with them, involving the types of protection for which the 

fund provides coverage as specified in the joint insurance agreement^

(2) pay contractual obligations of a joint insurance fund 

established by a municipal joint insurance arrangement to the Alaska 

Municipal Bond Bank Authority or other lender; and

(3) purchase insurance coverage for members of a municipal 

joint insurance arrangement on a group basis.

* Sec. 4. AS 21.76 is amended by adding a new section to read:

Sec. 21.76.120. DEBT FINANCING. (a) A municipality or a munic­

ipal joint insurance arrangement may authorize the issuance of nego­

tiable or nonnegotiable notes or certificates of participation to 

establish reserves and to self-insure against liability not covered by 

excess insurance or reinsurance. A note or certificate issued under 

this subsection by a municipal joint insurance arrangement shall be 

secured and payable from participating members of the municipal joint 

insurance arrangement as provided in the cooperative agreement.

(b) A municipality that has entered into a municipal joint 

insurance arrangement may enter into contracts and agreements concern­

ing debt issued under (a) of this section and provide for matters that 

affect the security of the debt. Notes and certificates of 
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1 participation issued under (a) of this section may be sold at either

2 public or private sale as provided by the participants in the munici-

3 pal joint insurance arrangement in the manner and at the price the

4 participants determine.

5 * Sec. 5. AS 37.10.085 is amended by adding a new subsection to read:

6 (b) This section does not apply to debt issued by a municipality

7 or a municipal joint insurance arrangement under AS 21.76.120.

8 * Sec. 6. AS 44.85.010(a) is amended to read:

9 (a) I t  i s  t h e  p o l i c y  o f  t h e  s t a t e

10 (1) to foster and promote by all reasonable means the

11 provision of adequate capital markets and facilities for borrowing

12 money by municipalities in the state to finance capital improvements 

or for other authorized purposes, to assist these municipalities in 

fulfilling their capital needs and requirements by use of borrowed

15 money within statutory interest rate or cost of borrowing limitations,

16 to the greatest extent possible to reduce costs of borrowed money to

17 taxpayers and residents of the state, and equally to encourage contin­

ued investor interest in the purchase of bonds or notes of municipal­

ities as sound and preferred securities for investment;

(2) to encourage municipalities to continue v.heir indepen­

dent undertakings and financing of capital improvements and other

13

14

18

19

20 

21

22 a u th o r i z e d  pu rpo ses and to  a s s i s t  them by making c a p i t a l  funds a v a i l -

23 a b le a t redu ced i n t e r e s t  c o s ts  f o r  o r d e r l y  f i n a n c i n g  o f c a p i t a l  im -

24

25

26

27

28 

29

p rovem en ts and o th e r pu rpo se s e s p e c ia l l y  d u r in g  p e r io d s  o f r e s t r i c t e d  

c r e d i t  o r money s u p p ly , p a r t i c u l a r l y  f o r  tho se m u n i c i p a l i t i e s  n o t 

o th e rw is e  a b le  to  bo r row f o r  c a p i t a l  needsj_

( 3) to  a s s i s t  m u n i c i p a l i t i e s  to  p ro v id e  f o r adequa te i n s u r ­

ance cove rage by a u t h o r i z i n g  the A la s k a M u n ic ip a l Bond Bank A u t h o r i t y  

to  is s u e n e g o t ia b le  o r n o n n e g o t ia b le  revenue bonds , n o te s , o r
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certificates of participation either directly or through an entity it 

may create for the purpose of providing a self-insurance program for 

municipalities or municipal joint insurance arrangements organized 

under AS 21.76.

* Sec. 7. AS 44.85.080 is amended by adding a new paragraph to read:
\>oa s  y e.2»o{u47o^

(21) by regulation, create a new entity for the purpose of

issuing negotiable or nonnegotiable revenue bonds, notes, or certifi­

cates of participation to finance a self-insurance program for munic­

ipalities or municipal joint insurance arrangements organized under 

AS 21.76; the powers, duties, and membership of the new entity shall

be limited to the powers, duties, and membership of the authority and 
Via s  *<=-se|u -pen

stated in the regulation; the new entity shall be a public corporation 

and an instrumentality of the state with the same legal existence and 

continuing succession as the bond bank authority.

* Sec. 8. AS 44.85.170 is amended to read:

Sec. 44.85.170. LOANS TO POLITICAL SUBDIVISIONS AND JOINT INSUR­

ANCE ARRANGEMENTS. (a) The bond bank authority, to carry out the

purposes and policies of this chapter, may lend money to municipal­

ities through the purchase by the bond bank authority of municipal 

bonds of municipalities and if the purpose of the loan is to provide 

financing for a municipal self-insurance program and the loan meets 

the credit standards of the bond bank authority, may lend money to 

municipalities, or municipal joint insurance arrangements organized 

under AS 21.76. Notwithstanding a home rule charter provision r e­

quiring public sale by a municipality of its municipal bonds, a munic­

ipality may sell its municipal bonds to the bond bank authority at a 

negotiated, private sale. The bond bank authority, for this purpose, 

may issue its bonds and notes payable solely from the revenues or 

funds available to the bond bank authority for such payment and may 
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