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Poor doctors

lishmenr. have passed laws that heavi-
ly regulate the reviewers. These
laws—half of chem not yer imple-
mented—will increase reviewers'
costs and in some eases interfere with
review. Some examples:

« A new Georgia law requires that
reviewers base some decisions on lo-
cal medical practices. That negates a
key principle of review, which is to
look extra hard at local pockets where,
say, patients arc kept in the hospital
longer than average.

* Virginia has drafted regulations
stating chatonly a board-ccrdficd spe-
cialist can deny coverage for aproce-
dure performed by another specialist.
Thus, for example, a cardiologist
could not review a surgeon’s decision
to do a coronary bypass.

« Maine’ rules state that an insurer
can’t reduce payment for any state-
mandated mental health benefit even
ifa patient refuses to go through the
review process. But chc threat of re-
duced insurance coverage is key to
getting an employee’s cooperation.

Mental health is, in fact, one of the
trickiest areas. Costs here arc growing
so fast that many companies now
monitor mental health care more in-
tensively than other care, requiring,
for example, prior review of outpa-
tient mental health services but nor
other outpatient care. That’s bad
news for the earning power o f psychi-
atrists. Bur the American Psychiatric
Association isdefending its members.
It is circulating to its state affiliates a
draft state law that would make it
illegal to apply different review proce-
dures to mental health care.

Where arc the lawyers in all this?
Licking their chops. A recent Califor-
nia court decision implies thar the
utilization review firm may be held
liable if, for example, a patient is
released from the hospital early be-
cause of pressure from reviewers and
some harm results. In fact, warns
Richard Hindcn, a health care lawyer
at Chicago’s Althcimcer 8¢ Grav, an
employermightalso be held liable ifit
is negligent in picking its utilization
review firm.

Perhaps the fear of litigation, de-
spite the rapid growth of utilization
review, explains at least partly why
health care costs are continuing rorise
much faster than the general rate of
inflation. *
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How perseverance earned PepsiCo the enviable position
of Mexico’s largestconsumer products company.

Pepsi’'snewest
generation

By Claire Poole

Sometimes IT just pays to hang in
there. When price controls and peso
devaluations persuaded multination-
als like Nabisco and Anderson Clay-
ton to cut back their Mexican opera-
tions sharply in the wake of Mexico’s
1982 economic collapse. PepsiCo
elected to build. It is now cashing in
on one ofthe world’s most promising
economies.

To counteract the peso devalua-
tions, it started exporting wheat, later
expanding to taco shells, frozen juices
and pineapples—a business now
worth S30 million in sales. In 1984 it
added candy and gum to its basic line
ofsoft drinks and chips. And this past
fall itspent5320 million to buy nearly
80% of Emprcsas Gamcsa, Mexico’s
largest cookie company. PepsiCo,
based in Purchase, N.Y., 1snow Mexi-
co’s largest consumer products com-
pany, with an estimated S1.2 billion

in sales— larger than Procter & Gam-
ble or Colgate-Palmolive. Its proba-
ble pretax profits in Mexico last year:
S140 million.

Now price controls are casing, the
peso has strengthened, and the gov-
ernment of President Carlos Salinas
dc Gortari is tak.’Tg an enlightened
view toward foreign investment. Bur
it will take other multinationals years
toca..h Pepsi.

Michael Jordan, PepsiCo Interna-
tional’schairman and the man respon-
sible for Pepsi’s Mexican strategy, ex-
pects PepsiCo to be doing S2 billion
m annual revenues in Mexico by
1995. “Mexico will be one of the
hoom economics of the 1990s, with
more explosive growth than Eastc-
Europe,” says the 54-vcar-old Jordan,
a 16-vcar PepsiCo veteran who’scon-
sidered the strategic mind behind
Dallas-hased Frito-Lay, PepsiCo’s

Slocking

Sabntas
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A network trir 1
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400,000 shop*
In Mexico.
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Ithough the issue of utilization review is not new,
growth in the number of private utilization review
PUR) companies ha rpt pace with rapid expan-
sion in the managed c”e industry. More and more
frequently, hospitals and doctors are confronted
with a maze of PUR companies, all clamoring for
data and issuing determinations without the aid of
standardized guidelines. In an attempt to inject
some organization and safeguards into the way uti-
lization review companies operate, state legisla-
tures and other groups have begun to take action,
either through the drafting of legislation or the de-
velopment of guidelines.

Four states

Thus far, four states have adopted legislation
to address the problem. In the forefront of these
activities is Maryland, which in 1988 passed leg-
islation, the major requirements of which include:
renificaliontofiill-feview-agenti; submission to the
crcdentialling.body.of .reviewers! sundards and
procedures for conducting reviews; process for ap-
peals of denials, and confidentiality of patient
records. By addressing their legislation to the re-
view organizations and not the providers, the
Maryland law seems to have avoided any pre-
emption through ERISA. The law also requires
adoption of uniform standards for some aspects of
PUR, including standardizing information forms.
Implementation of the law still hinges on the adop-
tion of regulations by the sute health department;
regulations are expected to be in place by this sum-
mer.

The newest PUR legislation was passed in
January in South Carolina. The law is similar to
the Maryland legislation, tequiring registration and
certification of PUR companies by the Commis-
sioner of Insurance. Utilization review programs
must meet certain requirements, including: notifi-
cation of advene decisions within five days; pro-
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cedure for consideration of appeal of denials;
availability of reviewer by telephone 40 hours a
week, during normal working houn, and types and
qualifications of review personnel must be fur-
nished to the Commissioner.

In addition to Maryland and South Carolina,
legislation has been adopted in Maine and
Arkansas, basically requiring certification of com-
panies meeting certain requirements to do business
in the sute.

A number of other sutes have either already
introduced bills into their legislatures, or such bills
are drafted and awaiting introduction. At this writ-
ing, these states include Pennsylvania, Georgia,
Virginia, Massachusetts, Illinois, Florida and
North Carolina. Most of the bills contain aspects
of the Maryland law as well as the guidelines
adopted for use in Tennessee.

The Tennessee provider group* have been
meeting with reprcsenutives of the managed care
industry, and have developed a set of sundards for
utilization review agents. These sundards address
certification of agents, description of the review
process used and an appeals process to be used in
the event claims are denied. The sundards do not
address the problem of retroactive denial of
claims. It is expected that these standards will be
put in place in Tennessee for at least a six-month
period, after which time their effectiveness will be
evaluated.

National level

At the national level, a number of groups are
developing guidelines designed to satisfy not only
managed care companies but also health care
providers. Working together, guidelines were de-
veloped and published by the American Medical
Association, Blue Cross and Blue Shield Associa-
tion and. the H$plth Insurance Association of
America. Entitled “Guidelines for Health Benefiu



Administration,” they address both prior authorization and
claims submission and review. These guidelines are cur-

rently under review for possible re-
vision by the groups involved.
Most recently, a coalition of
leading U.S. utilization review
companies announced the forma-
tion of a naribriartredeli(T&lling. or-
ganization ana,developnr<ntof na-
tional voluntary erevie.v/iaadird*.
The newly formed -Utilization Re-
.yiew Accreditation Commission
(URAC) will encourage voluntary
compliance with the national re-
view standards. The standards de-
veloped by URAC include guide-
lines that address such UR areas as:
the role of UR organizations; the
scope of inpatient UR review and
responsibility of those parties in-
volved; the process of notification
and appeal of determinations; con-
fidentiality of patient records, and
qualifications of review company
staff. ,

Onp.group has developed draft
model state legislation. The Na-
"tional Association of Private Psy-

chiatric Hospitals (NAPPH) convened a special t:\sk force
to draft the model bill, with the objective of “bringing
about a means of establishing a level of uniformity and ap-
propriateness in the conduct of utilization review.” The
model bill’s requirements include: certification of review
agents; provision for utilization review plan, including cri-

ESOPS
Spin-Offs

New Companies
Management

The newlyformed
Utilization Review
Accreditation Commission
(URAC) willencourage
voluntary compliance
with the national

review standards.

teria used in evaluating care; provision for process for ap-
peals of denials by providers or patients; descriptions of re-

quirements necessary to be a re-
viewer, use of physician-specialists
to make the final determination of
whether prescribed care is inappro-
priate; reasonable access to review
agents during normal business
hours, and confidentiality of pa-
tient records. The model bill also
vioultjprohibit reviewers from in-
terviewing patients *jthout ap-
proval.of the admitting'physician,-
and prohibit payments to reviewers
based on number of denials.

Trends

A crystal ball is not necessary to
see that the trend in health care is
toward managed care — not just
for medical and dental care, but for
psychiatric, alcohol and drug abuse
treatment as well. And key to any
successful managed care program
will be the cost-effective utilization
of available services, together with
'he review of that utilization. Some
form of regulation of the reviewers

— whether by legislation or guidelines — is the logical
next step. The coming months will bring a clearer picture
of just how such regulation will occur.

The Federation is working with those national organi-
zations developing voluntary guidelines, as well as moni-

toring the possible need for state legislation. m
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HOEE BILL NO 1477
(DaMers, Svedjan, Clayburgh)

ANV ACT tn. provide for utilization review of h*ilth cars servlets; and to
provide ‘a ptnalty.

8E IT ENACTED BY THE LEGISLATIVE ASSENT OF NCRTH DAKOTA
SECTION 1. Purpose. Th* purpose of this Act 1s to;

1.

2.

3

4,

5.

Promote th* delivery of quality health cars in a COJt* Sff*ctlvt
manner;

Assure  that uéiliz,ation revifw agents iohere to reasonable
standard* ar conducting utHUetlon réview;

Foste ore«(s«r _coordination. and cooperation between health care
providar* and utilization review 1gtnts;

Tsprov* conajr.lzstlons ar.d hnowladge nf benefit* £nfng *11 partis:
corﬁ)cerned befzyre expenses are mcur?ed; ang , Y P

Ensure . that utilization review igmtt majntain th* confld*ntlalit
otp medical records In accordance 9V|th apphcgble |aws, y

_section 2. Definitions.  For purposes of this Act, unless the context
requires otherwise:

1.
.

"Commissioner mcxna the commissioner of Insurance.

"Enrolleex means an individual who has contracted o 0r who

gartmpates 1N cQverage undir an ins raqce pohcg, a hialth
aintenanc* or z1n|;gt| n, contract, a health ser.w? corporajoq
contract, |q engpo welfarﬁ enefit plan, a hospital . or "medica
cebasiobrt or [gSnifcation op healthe e eos ot i
In(ﬂvio(ua? or the mglwgual’s ligiblt 3*p*nd*nts.

"Providar of record" means th* physician. or other licensed
ractitioner iden |.?|.ed t? tahJ§ ut|||zePt|Xn review agent as havmg
En ara/ resgoqm |I|t){J or the care, treatment” and service
enderéd to an [ndividual

"Ut|||zat|op]* review" meana a system [or [ospeciye anp co .curren}
[]ewF or th* necessit an appropriateness in-th* " al %ca lon 0
ealth.care [eso.uhces n Services giyen .or[pro[ﬁJosed fo he 8|ven to
an Individual within~ this sute. ° Utilization review does not
Include elective requests for clarification of coverage.



a. At agency of th® federal govarament; or

b. An agent actm% sn behalf 'of th*  federal o . but onlx
F Pe extent that the agentU providing services to
ederal government.

SECTION 3. certificatior. A utilizagion _IEVIEW agent mynot COﬂdUCt
Utl g4'[ on Teview in thit ststa .nless. the t|I2a tion review ;9 ?]S
ci to nt* Wlt

certifi tn* commlssmner in writing { ﬁt a ent IS |n compl]
sectho? f$h|s Certif |cat|on must ha mad* anqua[y on or before
March first calen fﬁl Xear addition, 2 certification ravlew agent
must file tht fo owing Inforaaticn,

1. The male, address, telephone number, and normal busingss hours of
tha utilization review agant;

2. The name 3nd taUphsna number of a parson for tht commissioner to
contact; en

3. description Of th* appear procedures for utilization review
determmatmns

Any material chengss in tha irformctis.n filed .in a corda ce with this section
mu}étnl) filed mﬂg the cocnn'ssio.-IRr within t?nrty 3ays 0T the change.

SECTION 4,  Minlnxnx atsn |rds 0{ utijization review |ants All
utilization review agents must W<, :ne following minimum standards

1. Notif |czt|on of dater7|rat|on by the utilization reV|ew egent
be sail d of oth *Is0 com umca ed . to th? prowde recor

musth
or the enrcl ee or et ? é)rorp rlate ngmdua within_ two bu mess
t equest for deter |nat|on an

QSXSGIB'[ Oq EFC%%rmotler necessary to compﬂete the review.

2. Any determination by | filiation review agent is to the necessﬁy
or'a rc?pn%tenes °|dotsa|bn ser¥|ce or proesdure mus g
reweW a dpe s |an I ense

0l0 |st amﬁysmm accPrdanggrO T

th stand
puldlines approved by jan of Ticensed \;/)Véychosloagqsar ;

3. An}/ notification of "term|nat|on not tg certfy an admission or
efvice of rocedgre ust Include the prlnmg reason [or tn
gg%gmﬂgﬂoﬂ and the procedures to. Initiate an appeal of the

4, Ut]lltatdoe Crrevlew 5€r.CS. shazﬁll maintain aqd nike avalllable a

ritten Iption of the ippaal procedure e. enrollees or
provide p recorg 51)9 seeID [ewew o?ydeteramanons ;

ut|I|zat|on rewewaent The appeal procedure must provide
the followmg ! PPt ¥ p

a¥ eal% all datarn|nat|ons not to cert|?/ an 1datsslon,
serV| or procedure as being necessary or appfopriate oust be

40
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J a, ut|I|zat|on review a%entsshall coohlt* tha adéud|cat|on of
aﬁgeal dateramatlu not {o cert| dm|33|on sgrvme

Proce yres ngo later thin thirt Iy tht data tha

1S Tt aq tht rece|pt of all n tatlon necessary to

8Ptpéfeta thi appe

C. Ut|||zat|on rewew ageents shaII -Prfhvlda for in .ikpedited

appeals process for emergenc threatenlng = situation®
pp i ﬂ ys all coaR{cte th gud| ation Of

Utilizatipn review. age
Bﬁ %ittidisgpadspeﬁ h]a rét%%t t ogthlll IorllJ oSrmg(t?lon %ecaegg%ry rt]ct)

) Ut||hsat|on rewewa%]ent?] shall make stﬁt available s gll-_tree
t]ele one at least f ours par week during normal  business

. Ut|||zat|on rvitw agents shaII a telegnone system cagable of-
acce t|n or recor%&({1 INCo ga one C ﬁ durin q other. than
norm %usmms s and shal respond to these calls W|th|n two

working

7. Utilization, review agent ly with all applicshle laws to
protect confi entralit ? (flc?ug]pgt\clylml recoP

g. Physicians ps chologlsts Diking  utilization = review
determinatjons shaII hve cufrent licenses™ from a state licensing
agency In th* United States.

9, Ut|||zat|on review agents shg allow a mnnimum of tw ntgto
hours following an emergencP/ ? mission, service, or proce ur
an. . enrollee “or tht “enrollee’s regrese tative t0 notif
utilizatio rtvt]«v a Ht and request certification or cont numg
treatment tor thit condition.

However, tht commissigner . n*y find that the standards in this section have

been cntet It the utilization " review agent has reeelvtd. approval or
accreditation by o utilization review accréditation organization.

SECTION 5. . Utilization review agent violations - Penaltg Whenever
the .commissioner has reason to eheve that a utilization réview a en§
su Aect to this Act has heen or is enga?ed In conduct that violates secti
F of this Act, the commi |oner shall. notify. the utilizatio rewean aent
of the aILege violatron. 3 utilization review ﬂ ent has thirty days
the date the notice 1S received to respond to the alleged violation.

I(; the commissioner beI|e¥es that th: Ht|l|zat|on rewewaent fclf
violated this Aet or li not s ﬁ led that th]ts td vmetlon t heen
correcteg the costsoneE all conduct a hearing” on the alleged violation
In accordance with ¢ apter 83

[ the hea eo«wmt t]rd tenring* thet the utilizatio !1
eV|ew aﬂen as ¢ v|o ations % the commissioner s all
reduce |nd| s to wntmg d shil |ssue and cause to be served upon

41



penalty of rot more tQan tan thousand dollars for a

of .a
violation thit occurred wrfth 7uch requency as to indicate a
gen neral b bujinm pnctlca; or

2. uspsnuon ar ravocsti&n of the authonty to do businau in tMt
1] *
that tho *Ct wes .r(tViXYaﬁQﬁPtof tﬁh’t Mll“aouon ntev ajm

4 2



{s tH th«  within hill or ﬁad in tha Houst Of

Thif  cartjfi

a rtswﬂatﬁn* f1 of and
o ettty Peor tﬂ!?”tﬁif"t%%y%ig'ﬁLaJ.'tV%*\ No, agy, o Ot
Houtt Vota: rat* 89 Nays 1 Abttnt 15
Stnits Vote: Yta* h1 Nays 0 Abitnt :
Receivéd by tht Gowamarr at AM on g -funid*s . 1991,
Appl’OVid we o 2. Mo 1911

Filed in this office thit .u ~, day of

At =o'clock , A M.
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UTILIZATION REVT2W BILL

Section 1* The purpose of this act is to:

(A)  Promote tha delivory of quality health care in a cost
affective manner;

(B) Assure that Utilisation Review Agents adhere to
reasonable standards for conducting Utilization Review;

(C) Foster greater coordination and cooperation between
health coro providers and Utilization Review Agents;

(D) Impreve communications and knowledge of benefits among
all parties ooncsrr.od before expenses are incurredy and

(5) IhaUTe that Utilisation Review Agents maintain the
cQJifiuSntis.lity of 'nodical records in accordance with

applicable laws.

Section 2. As used in this ~.ct, the following words have the
meaning indicated;

(A)  "Utilization Review" means a system for prospective and
concurrent review cf the necessity and appropriateness
in the allocation of health care resources and services
given or proposed to be given to an individual within
this state. Utilization review shall not include
elective requests for clarification of coverage.

(B) "Utilization Review Agent" means any person or
entity performing utilization review, except;

(1) An agency of tha federal government or

(2) An agent acting on behalf of the federal government,
but only to the extent that the agent is providing

services to the federal government.

(C) "Commissioner" means the commissioner of
Insurance.

(D) "Enrollee"™ means an individual who has contracted
for or who participates in coverage under an
insurance policy, a health maintenance
organization contract, an employee welfare benefit

*r tedicai services plan or any
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other benefit program providing payment,
reimbursement or indemnification for health car#

costs for himself and/gr him eligible dependants.

fDrafting Note: Where "hospital or medical services plan" i3
inappropriate, insert the appropriate statutory designation for
Blue Plans in the state.]

(E) "Provider of Record" means the physician or other
licensed practitioner identified to the
Utilization Review Agent as having primary
responsibility for tha cara, treatment and
services rendered to an individual.

Section 3. A Utilization Review Agent may not conduct
utilization review in this state unless the Utilization Review
Agent has certified to the Commissioner in writing that it is in
compliance with Section 4 of this Act. Certification pursuant to
this Section ah be made annually on or before March | of each
calendar year. _n addition, the following information is

required to be filed:

(A) Marne, address, telephone number and normal busineakE
hours of the Utilization Review Agent?

(B) Name and telephone number of a person for the
Commissioner to contact; and

(C) A description of the appeal procedures for utilization
review determinations.

Any material changes in the information filed in accordance with
this section shall be filed with the Commissioner within 30 days

of tha change.

[Drafting Note; Staff may need authority to agree to a prior
approval or filing process.]

Section 4. AIll Utilization Review Agents must meet the following
minimum standards;

(A) Notification of a determination by the Utilization
Review Agent shall be mailed or otherwise communicated
to the provider of record and/or the Enrollee or other
appropriate individual within two business days of the
receipt of the re?uest for determination, and the
receipt of all information necessary to complete the

review.

(B) Any determination by a Utilization Review Agent as
to the necessity or appropriateness of an
admission, service or procedure shall be reviewed



4J111 jj, mu

Page 3

©

by a physician or determined in accordance with
standards or guidelines approved by a physician,

Any notification of a determination not to certify
an admission or service or procedure shall
includes

(1) the principal reason for the
determination, and

(2) the procedures to initiate an appeal of
the determination.

Utilization Review Agents shall maintain and make
available a written description of the appeal
procedure by which enrollees or the provider of
record may seek review of determinations by the
Utilization Review Agent. The appeal procedure
shall provide for the following:

(1) On appeal, all determinations not to certify
an admission, service, or procedure a* being
Zleceusary or appropriate shall be made by a
physician.

(2) Utilization Review Agents shall complete the
adjudication cf appeals of determinations not to
certify admissions, services and procedures no
later than 30 days from the date the appeal is
filed, and the receipt of all information
necessary to complete the appeal.

(3) Utilization Review Agents shall also provide for
an expedited appeals process for emergency or life
threatening situations. Utilization Review Agents
shall complete the adjudication of 9uch expedited
appeals within 48 hours of the date the appeal Is
filed,and the receipt of all information necessary

to complete tho appeal.

[Drafting Note: Pay heed to the state definition of "physician",
which may be inclusive of other health care providers.]

(£)

(F)

Utilization Review Agents shell make staff
available by toll-free telephone, at least 40
hours per week during normal business hours.

Utilization Review Agents shall have a phone
system capable of accepting end/or recording
incoming phone calls during other than normal
business hours, and shall respond to these calls

Within two working days.
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(G) Utilization Review Agents shall comply with all
applicable laws to protect confidentiality of
individual medical records.

(ET) Physicians making utilization review
determinations shall have current licenses from a
state licensing agency In tlie United States.

(1) Utilization Review Agent* shall allow a minimum of
24 hours following an emergency admission, service
or procedure for an enrollee or his representative
to notify the utilization Review Agent and request
certification or continuing treatment for that

condition.

Provided, however, that the. Commissioner may, find that the
standards in this section have been met if the Utilization Review
Agent ha* received approval or accreditation by a utilization
review accreditation organization.

Section 5. whenever the Commissioner has reason to believe that
a Utilization Review Agent subject to this act has been or is
engaged in conduct which violates the provisions of Sections J or
4 of this act, the commiseiuu*r shall notify the Utilization
Review Agent of the alleged violation. The Utilization Review
Agent shall have 30 days from the data the notice is received to
respond to the alleged violation.

If tha Commissioner believes that the Utilization Review Agent
ha* violated this act, or is not satisfied that the alleged
violation has been corrected, he shall conduct a hearing on the
alleged violation, in accordance with the state's Administrative
Procedures Act [citation to the appropriate code section].

If, after such hearing, the Commissioner determine* that the
Utilization Review Agent has engaged in violation* Of this Act,
he shall reduce hia findings to writing and shall issue and cause
to be served upon the Utilization Review Agent a copy of such
findings and an order requiring the Utilization Review Agent to
cease and desist from engaging in such violations. The
Commissioner may also, at his discretion, order:

(A) Payment of a monetary penalty of not more than
$10,000 for a violation which occurred with such
frequency as to indicate a general business

practice; or

(B) suspension or revocation of the authority to do
business in this state as a utilization Review
Agent if the Utilization Review Agent knew that it

wa« in violation of this Act.



STATE OF ALASKA

1992 LEGISLATIVE SESSION
Revision Date. 02/24/92
Title: Providing for the licensing and regulation of

private helath care review agents.

Sponsor: Reps. Boyer & Navarre

Requestor: House HES

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93
PERSONAL SERVICES 659
TRAVEL 20
CONTRACTUAL 6.0
SUPPLIES 20
EOUIPMENT 102

LAND & STRUCTURES
GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 8.1

CAPITAL

* k%

REVENUE

FUNDING: (Thousands of Dollars)
GENERAL FUND
FEDERAL FUNDS

OTHER - GF/PR 8.1
TOT\L 8.1
POSITIONS:

FULL-TIME 1
PART-TIME 1
TEMPORARY 0

Estimate of current year impact: None

FISCAL NOTE

Department Affected:

BILL NO.

csHB 269fHESI

Commerce & Economic Development
BRU: Occupational Licensing

Component: Administration

COMPONENT SERIAL NO.

FY 94 FY 95
659 659
20 20
6.0 6.0
20 20
759 759
759 75.9
759 759
1 1
1 1
0 - 0

ANALYSIS: (Attach a separate page if necessary)
The bill establishes a licensing program for private health care review agents that perform
utilization review services. (Continued on attached)

Prepared By: Jennifer Stridder

Division: Occupational_Licensing
Approved by Commissioner: Glenn A. Olds
Agency: Commerce & Economic Development

A

FY 96
65.9

20
6.0
20

75.9

* % %

75.9
75.9

e YN

FY 97
65.9

20
6.0
20

75.9

75.9
75.9

O -

FY 98

65.9

20
6.0
20

759

75.9
75.9

(YN

Phone: 465-2144
D ate: 02/24/92
Date:

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).
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CONTINUATION OF FISCAL NOTE ANALYSIS - CSHB 269(HES)

Section 08.85.030 of the bill requires applicants to submit a
utilization review plan consisting of fifteen (15) items listed in
this section of the bill. Since each utilization review plan must be
thorou%hl reviewed to ensure compliance with Section 08.85.030/ and

tc meet the enforcement timeline required b¥ Section 08.85.070; this
fiscal note requests funding authorization tor the following:
Personal Services $ 65.9
1 - Occupational Licensing Examiner I, Range 12A
GGU, 12 months (PFT), ($39.0); and
1 - Investigator |II, Range 18A, GGU
6 months (PPT), ($26.9)
Travel $ 2.0

This funding PrOVIdeS travel for the
Investigator 11l to conduct investigations
where necessary in preparation for the
administrative Proceedlngs described in
Section 08.85.070.

ContE.as-tual SenY-icea $ 6.0

This funding will provide for printing,
adveru3|nq, communications, and other
contractual costs.

Supp-liee. $ 2.0
This funding will provide daily operating
supplies for the two positions shown above.

Equipment (one-time costs) $ 10.2

This fundinﬁ will provide one-time eguipment
costs for the two positions mentioned above.

TOTAL: $ 86.1

** *REVENUE

Revenue will be generated from licensing fees, however, until we have
some idea of the number of individuals that would be affected by this
legislation, we cannot estimate the amount of revenue that will be
?enerated. It is the intent of the department however, that licensing
ees will be set to cover the costs of the program to the extent

possible.

Page 2 of 2
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HB 274, an appropriation for the Chilkat Valley
Electrification Project.

The Chilkat Valley Electrification Project is a proposal to bring
central power generation and a distribution system to residents of
the Chilkat valley hetween 17 mile and the Alaska-Canada border.
There are approximately 186 homes, businesses, and a school in the
area that currently rely on individual generators to supply
electricity needs.

Installation of a central generation plant within the area is the most
feasible and economic solution for providing reliable central station
energy. Geophysical features along the Alaska Highway, before 17
mile, preclude extention of transmission lines from an upgraded
Haines electrical utility. In certain sections along the Alaska
Highway, the combination of Chilkat River abutment on one side of
the highway and mountain cliffs on the other would require
transmiss:on line burial within the roadway itself. This is a most
expensive engineering solution and potentially conflicts with the
transportation use (e.g. maintenance of the lines).  Another
complication of the Haines extension is the proximity to the Chilkat
Bald Eagle Preserve.

HB 274 makes a $1,000,000 appropriation of general funds to the
Alaska Energy Authonty for construction of a power plant and
distribution system for the Chilkat Valley. Expenditure of the state
funds is contingent on substantial contributions of funds by the
Tlingit and Haida Regional Electrical Authority and the federal Rural
Electrification Authority. In this latter regard, THREA is one of the



few electrical utilities that can qualify for the 2% federal rural
electrification loan program.

This project would bring central station electrical service to the
largest community of Alaskan residents who are without such
service. It is desired by the residents of the area. It is a cost
sharing project with private and federal participation. And, it is the
most economical manner and method for installing this service.



vN

CHILKAT VALLEY ELECTRIFICATION
A JOINT PUBLIC-PRIVATE PROJECT

Tlingit-Haida Regional Electrical Authority (THREA) is requesting State
assistance in a cost sharing project to further consolidate a group of Haines
Highway communities into a regional power system currently served by
THREA. These small communities (17-mile, Wells, Mosquito Lake,
Covenent Life, Border, 33-mile) are collectively known as the "Chilkat
Valley," and are all part of the Haines Borough. A long-established Native
village, Klukwan, would also be included in the power system consolidation
project, pending agreement by Klukwan.

This would be a joint private-sector/state/federal project, with each sector
contributing financially. THREA would contribute $550,000, the state
would contribute $1 million, and the federal government would provide
$3.7 million in 2% loans through the Rural Electrification Administration
(REA). Total project cost is $5.25 million. The project would involve
construction of a 1 megawatt diesel-power plant, 29.5 miles of three-phase
distribution lines, and 11.3 miles of single-phase distribution lines. The
project would be operated and maintained by THREA.

As anon-profit regional electrical authority, THREA currently serves five
rural Southeast communities; Hoonah, Angoon, Kake, Klawock and
Kasaan. THREA is overseen by a Board of Commissioners with a
repiesentative from each community. Chilkat Valley and Klukwan would
also be represented on the THREA Board. THREA also is negotiating with
tie City of Yakutat to manage, operate and maintain that municipal power
system .

THREA isa stable, well managed system, and is highly regarded within the
utility industry in Alaska and by REA. THREA has a strong equity level of
nearly 20%, of which more than 20% is in cash or cash-equivalents.

The Chilkat Valley, with 186 homes and businesses, is the largest
community in Alaska that is unserved by central-station electric service.
Most residents provide their own electricity with tiny generators in an
inefficient and expensive manner. Tie residents of Chilkat Valley have
expressed strong desire and support for this project to go forward.
Klukwan, which has 68 homes and businesses, is located on the same
highway and has an existing system that has experienced numerous
operational difficulties in the past. Klukwan is not currently eligible for
Power Cost Equalization.



The benefits of utility consolidation are well known. They include
economy-of-scale, sharing of administrative burden, financial strength,
sharing of risks, and decreased dependence on Power Cost Equalization.
Families and businesses in Chilkat Valley would benefit from dependable,
lower-cost power and would be freed from the tyranny of keeping small
generators running. Air quality would be improved by eliminating
numerous small and inefficient generators.

Other rural communities could likewise benefit from this type of
consolidation, and some have made preliminary contact with THREA to
investigate possible inclusion of their areas. THREA has long range plans
to contact other communities who may be struggling with the severe
problem of owning and operating a rural electric system .

Discussions on the Chilkat Valley and Klukwan consolidation are underway
with the federal REA, which has indicated preliminary support. However,
REA is in a process of change, and the 2% loan program may be curtailed
or eliminated. THREA is anxious to move this project forward while the
program is still intact.

THREA believes strongly in this project, is willing to commit its own
limited funds toward construction, and is already underwriting up-front
feasibility and design costs.
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HAINES BOROUGH
P.0. Box 1209 ¢ Haines, Alaska 99827 « (907) 766-2711

April 19, 1991

APR 2 « 1991

Honorable David Finkelstein
State House of Representatives
P.O. Box V

Juneau, AK 99811

Dear David:

[ would like to express support for HB 274. This bill would fund
the electrification project currently planned for the Haines
Highway from 18 Mile to the border.

The area that would benefit from this project is the largest
population group in the state who are without power, with 168
households and 18 commercialproperties. An additional 64
households from the village of Klukwan might beincluded in the
future. The future growth of this area is dependent on this
power project being funded. | hope that this Dbill passes and

funds are made available this year. Thank you for your time and
attention to this matter.

Frederick L. Shields, Mayor
Haines Borough



« TO WHOM 17 MAY CONCERN:

WE THE RESIDENTS OF THE HAINES HIGHWAY.

MOSQUITO LAKE
AND DEVELOP THE

WALKER LAKE

CHILKAT LAKE
ROAD URGE THE ALASKA POWER AUTHORITY TO
HYDRO PROJECT
NECESSARY TO BRING POWER TO OUR COMMUNITY OF

ROAD AND'
PROMOTE

AND DO WHATEVER 1S

OVER 30® PEOPLE.

NAME (PRINT) SIGNATURE BOX #
C /v tffe A y ? Jfoz
mw - e
Vee > 72N [Saijl— dtfjf- 122£2j1_
>:¢ 10 c u r t s Nz o2\
(r"32 A 4 W <V
t . *~ry ILX4A/.....CjxA
*iUY\e.Ti.0
M 5ia‘ch*.rh.A..-C.r-i.n cm
m' | (xM-Ah/)ibl£Si- 24)7 -
¢\ _ir<2;Yn_.00"; 0 e s E4TSHMNK
"J*UM~ s 1 MvouV

J:tewft tIS//ire-t

P.0O.BoX >
. M A

9

N £52-f8J1x-A2E K ] &Y

Afcili>i<U. JE6A.,

*leco |-*

m,M« " Cli.-JUs
JICL) £ 23— w SA*A 94T,



*!

TO WHOM I'T MAY CONCERN:

WE THE RESIDENTS OF THE HAINES HIGHWAY, CHILKAT LAKE ROAD AND
MOSQUITO LAKE ROAD URGE THE ALASKA POWER AUTHORITY PROMOTE
AND DEVELOP THE WALKER LAKE HYDRO PROJECT AND DO WHATEVER 1S
NECESSARY TO BRING POWER TO OUR COMMUNITY OF OVER 30® PEOPLE.
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TO WHOM 1T MAY CONCERN:

WE THE REOYD.TMTfj OF THE HAINES HIGHWAY, CHILKAT LAKE ROAD A.mD
MOSQUITO LAKE ROAD URGE THE ALASKA POWER AUTHORITY TO PROMOTE
AND DEVELOP THE WALKER LAKE HYDRO PROJECT AND DO WHATEVER 1S

NECESSARY TO BRING POWER TO OUR COMMUNITY OF OVER 300 PEOPLE.
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TO WHOM IT MAY CONCERN:

o |

WE THE RESIDENTS HE THE MATWEE HIGHWAY. CHILKAT LAKE ROAD AND
MOSQUITO LAKE ROAD URGE THE ALASKA POWER AUTHORITY TO PROMOTE
AND DEVELOP THE WALKER LAKE HYDRO PROJECT AND DO WHATEVER IS
NECESSARY TO BRING POWER TO OUR COMMUNITY OF OVER 300 PEOPLE.
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TO WHOM XT MAY CONCERN:
) &

WE THE RESIDENTS OR THE
MOSQLJITO LAKE ROAD URGE
AND DEVELOP THE WALKER
NECESSARY TO BRING POWER

HAINES HIGHWAY. CHILKAT LAKE ROAD AND

THE ALASKA POWER AUTHORITY TO PROMOTE
LAKE HYDRO PROJECT AND DO WHATEVER IS
TO OUR COMMUNITY OF OVER 300 PEOPLE.
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CS FOR HOUSE BILL NO. 279 (L&C)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE HOUSE LABOR AND COMMERCE COMMITTEE

Offered:
Referred:

Sponsors):  HOUSE LABOR AND COMMERCE COMMITTEE

A BILL
FOR AN ACT ENTITLED

1 "An Act relating to reinsurance credit, reserves, securities, and investments of certain

2

3
4
5
6
7
8
9

10
11
12
13
14

insurers; and providing for an effective date."

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

* Section 1. AS 21.12.020(a) is amended to read:
(@) Credit for reinsurance transactions shall be allowed a domestic ceding insurer as
either an asset or adeduction from liability on account of reinsurance ceded only if the

reinsurance is ceded to an
(1) assuming insurer that is licensed to transact insurance or |einsurance in this

state;
(2) assuming insurer that is accredited as a reinsurer in this state; an accredited
reinsurer is one that
(A) submits to this state’s jurisdiction, submits to this state’s authority to
examine its books and records, [AND] is licensed to transact insurance or reinsurance in
at least one state, and files annually with the director a copy of the reinsurer’s annual

-1- CSHB 279(L&C)
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statement filed with the insurance department of the reinsurer’s state of domicile
and a copy of the reinsurer’s most recent audited financial statement; or

(B) in the case of a United States branch of an alien assuming insurer, is
entered through, and licensed to transact insurance or reinsurance in, at least one
state, files annually with the director a copy of its annual financial statement that
Is filed with the insurance regulatory agency of its state of domicile, and maintains
at least $20,000,000 in policyholder surplus; the surplus requirements in this
subparagraph do not apply to reinsurance ceded and assumed under a pooling
arrangement among insurers in the same holding company system;

(3) assuming insurer that is domiciled in a state, or in the case of a United States

branch of an alien assuming insurer, is entered through a state that employs standards regarding
credit for reinsurance ceded substantially similar to those applicable under (1) and (2) of this
subsection, the assuming insurer maintains a policyholder surplus of at least $20,000,000, and
the assuming insurer submits to the authority of this state to examine its books and records; the
surplus requirements in this paragraph do not apply to reinsurance ceded and assumed under a
pooling arrangement among insurers in the same holding company system;

(4) assuming alien insurer that
(A) maintains a trust fund in aqualified United States financial institution

for the payment of the valid claims of its United States policyholders and ceding insurers,
and their assigns and successors in interest, that conforms to the following requirements:

CSHB 279(L&C)

(i) the trust shall be established in a form approved by the director.
the trust instrument must provide that contested claims are valid and enforceable
upon the final order of any court of competent jurisdiction in the United States;
the trust shall vest legal title to its assets in the trustees of the trust for its United
States policyholders and ceding insurers, their assignsj and successors in interest;
the trust and the assuming insurer are subject to examination as determined by the
director; the trust must remain in effect for so long as the assuming insurer has
outstanding liabilities due under the reinsurance agreements subject to the trust;

(if) on or before March 1 of each year the trustees shall report in
writing to the director on the balance of the trust and list the mist’s investments
at the end of the preceding year, and shall certify the date of termination of the

2.
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trust, if so planned, or certify that the trust does not expire before the following
December 31;

(iii) in the case of a single assuming insurer, the trust shall consist
of trust money representing the assuming insurer’s liabilities attributable to
business written in the United States and, in addition, include a trust surplus of not
less than $20,000,000; the single assuming insurer shall make available to the
director an annual certification of the insurer’s solvency by the insurer’s
domiciliary regulator and by an independent public accountant;

(iv) in the case of a group of individual unincorporated insurers,
the trust shall consist of trust money representing the group’s liabilities attributable
to business written in the United States and. in addition, include a trust surplus not
less than $100,000,000 [$50,000,0001; the group shall make available to the
director an annual certification of the solvency of each of the individual
unincorporated insurers by the group’s domiciliary regulator and by an
independent certified public accountant;

(v) in the case of a group of incorporated insurers under
common administration that complies with the reporting requirements
contained in (ii) of this subparagraph, that has continuously transacted an
insurance business outside the United States for at least three vears
immediately before making application for accreditation, that submits to this
state’s authority to examine its books and records and bears the expense of
the examination, and that has aggregate policyholders’ surplus of
$10,000,000,000. the trust shall be in an amount eaual to the group’s several
liabilities attributable to business ceded bv United States ceding insurers to
a member of the group under reinsurance contracts issued in the name of the
group, and the group shall maintain a ioint trustee surplus, of which
$100,000,000 shall be held iointlv for the benefit of United States ceding
insurers of a member of the group as additional security for the group’s
liabilities, and each member of the group shall make available to the director
an annual certification of the member’s solvency bv the member’s domiciliary
regulator and the member’s independent certified public accountant; and

«3* CSHB 279<L&C)
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(B) reports annually to the director information substantially the same as
that required to be reported on the National Association of Insurance Commissioners’
annual statement form by licensed insurers to enable the director to determine the
sufficiency of the trust fund;

(5) assuming insurer that does not meet the requirements of (1) - (4) of this
subsection, but only with respect to the insurance of risks located in jurisdictions where the
reinsurance is required by applicable law or regulation of that jurisdiction.

* Sec. 2. AS 21.12.020(c) is amended to read:

(c) A reduction from liability, for reinsurance ceded to an assuminginsurer not meeting
the requirements of (a) of this section, shall be allowed in an amount not exceeding the liabilities
carried by the ceding insurer. The reduction shall be equal to the amount of money held by or
on behalf of the ceding insurer, including money held in trust for the ceding insurer, under a
reinsurance contract with the assuming insurer as security for the payment of obligations under
it. If the security is held in the United States subject to withdrawal solely by, and under the
exclusive control of, the ceding insurer, or in the case of a trust, held in a qualified United States
financial institution, the security must be in the form of

(1) cash;

(2) securities listed by the Securities Valuation Office of the National Association
of Insurance Commissioners that qualify as admitted assets under AS 21.21;

(3) clean, irrevocable, unconditional letters of credit that contain an evergreen
clause issued or confirmed by a qualified United Spates financial institution not later than
December 31 in the year for which filing is made, and in the possession of the ceding
company on or before the filing date of the ceding company’s annual statement: letters of
credit meeting applicable standards of issuer acceptability as of the dates of their issuance or
confirmation shall, notwithstanding the issuing or confirming institution’s subsequent failure to
meet applicable standards of issuer acceptability, continue to be acceptable as security until their
expiration, extension, renewal, modification, or amendment, whichever occurs first; or

(4) other security acceptable to and approved in advance by the director.

 Sec. 3. AS 21.12.020 is amended by adding a new subsection to read:

() An insurer may receive credit for reinsurance transactions if the reinsurance
agreement meets all applicable requirements established by the director. The director may

CSHB 279<L&C) g
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1 establish requirements for reinsurance agreements by regulation.

2 *Sec. 4. AS 21.18.100 is amended to read:

3 Sec. 21.18.100. INCREASE OF [INADEQUATE] RESERVES. If loss experience shows
4 that an insurer’s loss reserves or reserves for incurred but not reported losses, however
5 computed or estimated, are inadequate, the director shall require the insurer to maintain loss
6 reserves or reserves for incurred but not reported losses in the increased amount needed to
7 make them adequate.

8 *Sec. 5 AS 21.18.130 is amended to read:

9 Sec. 21.18.130. VALUATION OF OTHER SECURITIES, (a) Securities, other than
10 those referred to in AS 21.18.120 or AS 21.21.260. held by an insurer shall be valued, in the
11 discretion of the director, at [THEIR MARKET VALUE, OR AT] their appraised value as

12 determined bv a competent appraisal acceptable to the director, or at prices determined by
13 the director as representing their fair market value, all consistent with the current method for the
14 valuation of a security formulated or approved by the National Association of Insurance
15 Commissioners.

16 (b) Preferred or guaranteed stocks or shares, while paying full dividends, may be carried
17 at a fixed value in lieu of market value at the discretion of the director and consistent [IN

18 ACCORDANCE WITH] the method of computation the director approves.
19 *Sec. 6. AS 21.18.130 is amended by adding a new subsection to read:

20 (c) Securities referred to in AS 21.21.260 at any time after the date of investment by an
21 insurer shall be valued on that insurer’s quarterly and annual statement at an amount that may
22 not exceed the larger of the following amounts:

23 (1) 100 percent of the market value of the real property or leasehold securing the
24 same as determined by a competent appraisal acceptable to the director or at values determined
25 by the director as representing fair market value of the real property or leasehold;

26 (2) the amount of insurance or guaranty of the loan by the United States or by
21 an agency or instrumentality of the United States; or

28 (3) the amount provided in (1) of this subsection plus the amount by which the
29 excess of the loan over the amount provided in (1) of this subsection is insured or guaranteed by
30 the United States or by an agency or instrumentality of the United States.

31 *Sec. 7. AS 21.18.140(b) is amended to read:

5. CSHB 279(L&C)
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(b) Other real property held by an insurer shall [MAY NOT] be valued at the lower cost
or JAN AMOUNT IN EXCESS OF] fair market value as determined by recent appraisal.  If
valuation is based on an appraisal more than three years old, the director may call for and require
a new appraisal in order to determine fair market value. The reasonable cost of the appraisal

shall be borne by the insurer.

* Sec. 8. AS 21.21.050 is amended to read:

Sec. 21.21.050. DIVERSIFICATION OF INVESTMENTS. An insurer shall invest in
or hold as admitted assets categories of investments only within applicable limits as follows:

(1) an insurer may not, except with the consent of the director, have a
combination of investments in or loans upon the security of the obligations, property, or securities
of any one person, or insurer, aggregating an amount exceeding five percent of the insurer’s
assets; this restriction does not apply to

(A) general obligations of the United States; or

(B) general obligations of a state of the United States that is not insolvent
and whose securities are not then in default; or

(C) policy loans made under AS 21.21.210;

(2) an insurer may not invest in or hold at any one time more than 10 percent of
the outstanding voting stock of a corporation, except with the consent of the director given with
respect to voting rights of preference stock during default of dividends; this paragraph does not
apply to stock of a wholly-owned subsidiary of the insurer or to controlling stock of an insurer

acquired under AS 21.21.170;
(3) an insurer, other than title insurer, shall invest and maintain invested funds

in an amount not less than the higher of
(A) the minimum basic capital for stock insurers or basic guarantee
surplus for mutual insurers and additional surplusfor both  stock and mutualinsurers
required under AS 21.09.070; or
(B) 50 percent of the total capital and surplus shown on the most recent
statement of the insurer’s financial conditionas filed  with the director under
AS 21.09.200 only in
(i) cash;
(if) the fully insured portion of bank deposits when the insurance

CSHB 279CL&C) o
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Is provided by a solvent agency of the United States government or by collateral
in the form of the securities provided for under AS 21.21.060 and 21.21.080; or
(iii) the securities provided for under AS 21.21.060 and 21,21.080;

(4) alife insurer shall invest and keep invested its funds in an amount not less
than the reserves under its life insurance policies and annuity contracts, other than variable
annuities, in force, in cash or the securities or investments provided for under this chapter,

(5) except with the director’s written consent, an insurer may not have invested
at any one time more than 20 percent of its assets in the class of securities described in
AS 21.21.140, excusive of obligations of public utilities;

(6) an insurer may invest and have invested at any one time in aggregate amount
not more than 10 percent of its assets in all stocks under AS 21.21.i60, 21.21.170, and
21.21.200, except with the director’s written consent; determination of the amount that an insurer
has invested in common stocks for the purposes of this paragraph is based on the cost of the
stocks to the insurer, this paragraph does not apply to stock of a controlled or subsidiary
insurance corporation or other corporation held under AS 21.21.170 and 21.21.180;

(7) except with the director’s written consent, an insurer may not have invested
at any one time more than 10 percent of its assets in any one of the class of securities described
in AS 21.21.100, 21.21.150, 21.21.190, [OR] 21.21.250(c), or 21.21.260.

*Sec. 9. AS 21.90.900 is amended by adding a new paragraph to read:

(29) "evergreen clause' means a contract clause that provides that the contract is
automatically renewed unless notice to the contrary is given by one of the parties to the contract.

* Sec. 10. This Act takes effect immediately under AS 01.10.070(c).

-[- CSHB 279(L&C)
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DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY

STATE OF ALASKA
P.O. Box Y. Juneau, Alaska 99811 Deliveries to: 240 Main Street
(907) 465-3867 or 465-2450 Court Plaza, Room 500
FAX (907) 465-2029 Alail stop 3101

MEMORANDUM April 22, 1991
SUBJECT: Insurance clean-up changes - (CSHB 279(L&C))
TO: Representative David Finklestein

: N N
FROM: Michael F. Ford

Legislative Counsel

The attached draft of CSHB 279(L&C) contains several changes recommended by
the division of insurance. These changes are as follows:

1 The deletion of the term "general agent™ in sec. 3. This change is consistent with
the other changes in the CS.

2. Insertion of an oath requirement in Sec. 21.06.150, enacted in sec. 8, and the

deletion of the requirement of a presumption of approval for certain examination
reports.

3. In Sec. 21.27.340, amended in sec. 48, the deletion of the requirement that only
in state licensee's have a license in each place of business.

4. InSec. 21.28.020. enacted in sec. 57, the addition of "and" at the end of paragraph
3. This clearly requires the contract to include all provisions in this subsection.

Please contact me if you have any questions regarding the work draft.

MFF:pl
91-288.plm

Enclosure



To: House Labor and Commerce
Committee

From: Division of Insurance
David 0. Walsh, Director

Date: April 8, 1991

Subject: 1991 Legislative Package

The Division of Insurance 1is requesting the introduction and passage of
several bills during the 1291 legislative session. Most of these requests

come directly from our need to meet the requirements for accreditation through
the National Association of Insurance Commissioners.

The National Association of Insurance Commissioners (NAIC) has adopted a
program of accreditation of state insurance departments to ensure an
acceptable level of regulation In all of the 50 states. This program consists

of a review of the statutes and operations of each state on a periodic basis
by a team of examiners working for -he NAIC.

The tsam has been given a set of
standards to use

in evaluating the regulatory programs 1n each state and part
of those standards include laws adopted by the NAIC as model laws that address

the regulation of insurer solvency. The bills we have requested come entirely

from these model laws and are necessary to our goal of becoming an accredited
state under the NAIC program.

Managing General Agents 8111 - This bill does two things:1) amends
"general agent™ to the more correct term "managing general agent', and 2)
adepts NAIC model law on Managing General Agents. The change 1n terms “s
being requested to convert the term currently used In the statute tothe term
that |Is used in industry and |In the NAIC model 1law when referring to people
with the responsibilities cf managing some part of an insurer. In addition to
changing the term used 1iIn :the statute, the bill exempts the manager of a
United States branch of an alien Insurer from licensure as a managing general
agent (MGA/, allows the director to require bondsor errors and omissions
insurance policies for licensed MGAs, requires a written contract between the
MGA and the company for which he Is given authority, sets out the ownership of
claim files, sets out actions of the MGA which are prohibited, sets out

requirements of the Insurer when usingMGAs, and defines the term MGA for
licensing purposes.

the term

Examination B111 - This bill adopts the requirements of the Model Law on
Examinations as adopted oy the NAIC. The model law 1s one of the
accreditation standards and is necessary for our success In becoming an
accredited state. The bill adopts rules on scheduling and Identifying

licensees for examination, vrequires that the state only accept examination
reports prepared by accredited states after December j"I. 1993, allows the
director to examine any business c¢* person that 1is necessary or material to
completing an examination, "“squires that Insurer accounts be kept accordlng to
the Accounting Practices and Procedures Manual of the NAIC,
procedures for calling an examination and assigning
procedures for filing an examination

sets out
examiners, sets out
report with the office of the director of
Insurance, requires that the director and chief executive officer of tne
person being examined submit affidavits stating that the report has been
received and reviewed, and gives relief to examiners from civil action for

libel or slander In performing their duties when a suit Is not substantially
Justified.



Reinsurance Intermediary Bill - This bill adopts the requirements of the Model
Law on Reinsurance Intermediary Brokers and Managers as adopted by the NAIC.
The model law Is one of the accreditation standards and 1is necessary for our
success 1n becoming an accredited state. The bill adopts rules for licensing
of persons acting as reinsurance Intermediaries, requires a written contract
with specific information between a reinsurance intermediary broker and the
insurer, requires the broker to keep records of each transaction for 10 years,
gives requirements of an Insurer using a reinsurance Intermediary broker,
requires a written contract with specific Information between a reinsurance
Intermediary manager and the Insurer, requires the manager to keep records of
each transaction for 10 years, specifies what the manager is prohibited from
doing, gives requirements of an Insurer using a reinsurance Intermediary

manager, and defines reinsurance Intermediary broker and manager for licensing
purposes.

Miscellaneous 3111 regarding reinsurance credit, reserves, securities and
investments - This bill adepts several small changes that are required under
the NAIC accreditation standards in order for the state of Alaska to meet the
requirements. The bill requires that accredited reinsurers file statutory

financial statements and audited financial statements annually with the
director, changes the minimum amount to be held |In trust by a group of
individual unincorporated 1insurers who wish to be an authorized reinsurer in
Alaska from $50,000,000 to 5100,000,000, gives requirements for accreditation
for reinsurers who are a group of Incorporated Insurers under common
administration, requires that a letter of credit Issued to guarantee
reinsurance credit from a reinsurer must be automatically renewable and be 1n
possession of the coding company before the Tfiling of the annual statement
with the director, gives the director the authority to require Increases in
reserves by tha insurer for 1incurred but not reported losses, gives rules for
valuing mortgage securities on financial statements, requires real property to
be valued at the Ilower of cost or market, and provides a limit on
in mortgage loans of 107. of insurer®s assets.

investments
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CS FOR HOUSE BILL NO. 280 (L&C)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE HOUSE LABOR AND COMMERCE COMMITTEE

Offered:
Referred:

Sponsors): HOUSE LABOR & COMMERCE COMMITTEE

A BILL
FOR AN ACT ENTITLED

"An Act relating to investments in subsidiaries and regulation of insurance holding

2 companies; and providing for an effective date."

3
4
5
6
7
8
9

10
11
12
13
14

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

* Section 1. AS 21.21.180 is repealed and reenacted to read:

Sec. 21.21.180. INVESTMENTS IN SUBSIDIARIES, (a) A domestic insurer, either
alone or in cooperation with one or more persons, may organize or acquire one or more
subsidiaries engaged in the following kinds of business:

(1) insurance business authorized by this title;

(2) acting as an insurance broker or as an insurance agent for the insurer’s parent
or for any of the insurer’s parent’s insurer subsidiaries and controlled affiliates;

(3) investing, reinvesting, or trading in securities for the insurer’s own account,
that of the insurer’s parent, a subsidiary of the insurer’s parent, an affiliate, or a subsidiary;

(4) management of an investment company subject to or registered under 15
U.S.C. 80 (Investment Company Act of 1940, as amended), including related sales and services;

-1- CSHB 280(L&C)
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(5) acting as a broker-dealer subject to or registered under 15 U.S.C. 77 - 78
(Securities Exchange Act of 1934, as amended);

(6) rendering investment advice to a government, government agency, corporation,
or other organization or group;

(7) rendering other services related to the operations of an insurance business
including actuarial, loss prevention, safety engineering, data processing, accounting, claims,
appraisal, and collection services;

(8) ownership and management of assets that the parent corporation could own
Or manage;

(9) acting as administrative agent for a governmental instrumentality that is
performing an insurance function;

(10)  financing insurance premiums, agents, and other forms of consumer
financing;

(11) any other business activity determined by the director in writing using the
standards set out in this section to be reasonably ancillary to an insurance business; or

(12) owning a corporation engaged or organized to engage exclusively in one or
more of the businesses specified in this section.

(b) A domestic insurer may also

(1) invest in securities described in AS 21.21.140 - 21.21.160 of one or more
subsidiaries in amounts that do not exceed the lesser of 10 percent of the insurer’s assets or 50
percent of the insurer’s surplus regarding policyholders, if, after the investment, the insurer’s
surplus regarding policyholders will be reasonable in relation to the insurer’s outstanding
liabilities and adequate to the insurer’s financial needs; in calculating the amount of the
investment, investment in domestic or foreign insurance subsidiaries shall be excluded, but the
following must be included:

(A) total net moneys or other consideration expended and all obligations
assumed in the acquisition or formation of a subsidiary, including all organizational
expenses and contributions to capital and surplus of the subsidiary if represented or not
represented by the purchase of capital stock or issuance of other securities; and

(B) all amounts expended in acquiring additional securities described in
AS 21.21.140 - 21.21.160 and all contributions to the capital or surplus of a subsidiary

CSHB 280(L&C) -2-
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subsequent to the subsidiary’s acquisiuon or formation;

(2) invest an amount in securities described in AS 21.21.140 - 21.21.160 of one
or more subsidiaries engaged or organized to engage exclusively in the ownership and
management of assets authorized as an investment for the insurer if that subsidiary agrees to limit
the subsidiary’s investment in an asset in a way that the investment does not cause the amount
of the total investment of the insurer to exceed the investment limitations specified in (1) of this
subsection or AS 21.21.050; for the purpose of this paragraph, the total investment of the insurer
includes:

(A) adirect investment by the insurer in an asset; and

(B) the insurer’s proportionate share of an investmentin an asset by a
subsidiary of the insurer calculated by multiplying the amount of the subsidiary’s
investment by the percentage of the ownership in the subsidiary; or

(3) with the approval of the director, invest a greater amount in those securities
described in AS 21.21.140 - 21.21.160 of one or more subsidiaries if after the investment the
insurer’s surplus regarding policyholders is reasonable in relation to the insurer’s outstanding
liabilities and adequate to the insurer’s financial needs.

(c) A domestic insurer shall determine if an investment meets the applicable requirements
under (b) of this section before the investment is made by calculating the applicable investment
limitations as though the investment had already been made under AS 21.21.020(d) and by taking
into account the then outstanding principal balance on all previous investments under
AS 21.21.140 - 21.21.160, calculated at statement value, giving effect to a return of capital
invested and not giving effect to dividends.

(d) If an insurer ceases to control a subsidiary, it shall dispose of an investment in the
subsidiary made under this section within three years from the time of the cessation of control
or within a further time that the director prescribes unless, at any time after the investment has
been made, the investment meets the requirements for investment under another section of this
chapter and the insurer has notified the director regarding the application of another section of

this chapter to the investment.

* Sec. 2. AS 21.21.350(b) is amended to read:

(b) Before completing investment activities with or through affiliated or controlling

persons or completing a transaction of the type listed in AS 21.21.180. an insurer shall fully

-3- CSHB 280(L&0
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disclose and document in writing to its board of directors, the committee or committees having
responsibility for reviewing the insurer’s financial condition under AS 21.22.105fd) or
and the committee authorized by the board and charged with the supervision or making of the
investment or loan involved, the material facts concerning the affiliation or circumstances of
control.  An insurer may not complete an investment activity with or through affiliated or
controlling persons [,] unless the board of directors, by specific board action, authorizes the
transaction and concludes that the transaction complies with (c) and (d) of this section. The vote
of the board authorizing the transaction must be recorded in the minutes, on a
mcmber-by-member basis, and must indicate each vote approving, disapproving, or abstaining
on the transaction.

* Sec. 3. AS 21.22.010 is amended by adding a new subsection to read:

(i) A transaction that requires approval by the director under (b) of this section is not
subject to the requirements of AS 21.22.065.

* Sec.4. AS 21.22.060 is amended by adding new subsections to read:

(k) An insurer subject to registration under (a) of this section shall register annually by
April 1 of each year for the previous calendar year, unless for good cause shown, the director
extends the time for registration. The director may require an insurer authorized to do business
in the state, that is a member of a holding company system and that is not subject to registration
under (a) of this section, to furnish a copy of the registration statement, the summary specified
in (1) of this section, or other information filed by the insurer with the insurance regulatory
authorin' cf the insurer's state of domicile.

(1) An annual registration statement filed under (k) of this section must contain a

summary outline of items in the current registration statement representing changes from the prior

registration statement.

* Sec. 5. AS 21.22 is amended by adding a new section to read:

Sec. 21.22.065. ACQUISITIONS INVOLVING INSURERS NOT OTHERWISE
COVERED, (a) Unless exempted in (J) of this section, this section applies to any acquisition
in which there is a change in control of an insurer authorized to do business in this state.

(b) If an acquisition violates the standards established in (d) and (f) of d»;s section, the
director may enter an order requiring an involved insurer to cease doing business in this state

with respect to the line or lines of insurance involved in the violation or denying the application

CSHB 280(L&C)
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of an acquired or acquiring insurer for a license to do business in this state. Within 30 days of
the issuance of the order, the involved insurer may submit a plan to remedy the anticompetitive
effect of the acquisition within a reasonable rime. Based upon a plan or other information
submitted, the director shall specify the conditions, if any, under a time period during which the
aspects of the acquisition causing a violation of the standards of this section would be remedied
and the order vacated or modified. The order is stayed by the insurer’s submission of a plan and
shall be rescinded if the acquisition is not consummated.

(c) An acquisition subject to (a) of this section is subject to an order under (b) of this
section unless the acquiring person files a preacquisition notification and the waiting period has
expired. The person to be acquired may file a preacquisition notification. A preacquisirion
notification by a person to be acquired may not be filed in place of a preacquisition filing by an
acquiring person. The preacquisition notification

(1) must be in a form and contain the information prescribed in regulations
adopted by the director relating to insurance markets that, under (j)(5) of this section, cause the
acquisition not to be exempt from the provisions ot this section; the director may require
additional material and information the director considers necessary to determine whether the
proposed acquisition, if consummated, would violate the competitive standards of this section;

(2) may include an opinion of an economist regarding the competitive effect of
the acquisition in this state accompanied by a summary of the education and experience
indicating the economist’s ability to render an informed opinion; and

(3) must be followed by a waiting period beginning on the date of receipt by the
director of a preacquisition notification and ending on the earlier of the 30th day after the date
of receipt or termination of the waiting period by the director unless, before the end of the
waiting period, the director requires the submission of additional information relevant to the
proposed acquisition, in which event the waiting period shall end on the 30th day after receipt
of the additional information by the director or termination of the waiting period by the director,
whichever is earlier.

(d) The director may enter an order under (b) of this section regarding an acquisition if

(1) the insurer fails to file adequate information in compliance with (c) of this
section;

(2) there is substantial evidence that the acquisition may substantially lessen

o5 CSHB 280<L£C)
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competition, create a monopoly in a line of insurance in this state or significantly increase an
insurer’s market concentration; there is substantial evidence that there is a significant trend
toward increased concentration when
(A) the aggregate market share of any grouping of the largest insurers in
the market, from the two largest to the eighth largest, has increasedby sevenpercent or
more of the market over a period of time extending from any baseyear five to 10 years
before the acquisition up to the time of the acquisition; or
(B) the following, if found, is considered prima facie evidence of violation
of this subsection:
(i) there isa significant trend toward increased concentration in the
market, as determined under (A) of this paragraph;
(i) one of the insurers involved is one of the insurers in a
grouping of large insurers showing the requisite increase in the market share; and
(i) another involved insurer’s market is two percent or more;
(3) after considering an acquisition covered under (a) of this section involving two
or more insurers competing in the same market there is evidence of a violation of the competitive
standards contained in the following tables:
(A) if the market is highly concentrated, the involved insurers possess the
following shares of the market:

Insurer A . Insurer B

4 percent 4 percent or more
10 percent 2 percent or more
15 percent 1 percent or more;

(8) if the market is not highly conccii.7r.:sd, the iflvH’ cd insurers possess
the following shares of the market:

Insurer A Insurer B

5 percent 5 percent or more
10 percent 4 percent or more
15 percent 3 percent or more
19 percent 1 percent or more.

(e) A percentage not shown in the tables contained in (d) of this section may be

CSHB 280(L&C) -

Nit ore-v odatirl (DELETED TEXT BRACKETED *



©O© OO0 N o o1 BB W DD

WO W N PN PN DD D N NN PP DDN PP, P
_ O ©O© 00 J O o1l A WD P O o 0o No o DLW DD M, o

WORK DRAFT WORK DRAFT WORK DRAFT

interpolated proportionately to the percentage that is shown. The insurer with the largest share
of the market shall be considered Insurer A. If more than two insurers are involved, a market
share that exceeds the total of the two columns in the table by the insurers involved is prima
facie evidence of violation of the competitive standards contained in (d) of this section.

(f) Even though an acquisition is not prima facie violative of the competitive standard
under (d) of this section, the director may establish the requisite anticompetitive effect based
upon other substantial evidence. Even though an acquisition is prima facie violative of the
competitive standard under (d) of this section, a party may establish the absence of the requisite
anticompetitive effect based upon other substantial evidence. Relevant factors in making a
determination under (d) of this section include market shares, volatility of ranking of market
leaders, number of competitors, concentration, trend of concentration in the industry, and ease
of entry into and exit out of the market. The burden of showing prima facie evidence of a
violation of the competitive standards rests with the director.

(g) An order may not be entered under (b) of this section if

(1) theacquisition will yield substantial economy of scale or economy in resource
utilization that cannot be achieved in another way and the public benefits that would arise from
the economy exceed the public benefits that would arise from not lessening competition; or

(2) the acquisition will substantially increase the availability of insurance and the
public benefits of the increase exceed the public benefits that would arise from not lessening
competition.

(h) A person who violates a cease and desist order of the director under (b) of this
section may, after hearing and on order of the director, be subject to the suspension or revocation
of a license, a civil penalty not to exceed S10,000 for each day of violation, or both.

(i) An insurer or other person who fails to make a filing required by (c) of this section
and who also fails to demonstrate a good faith effort to comply with filing requirements shall be
subject to a fine of not more than 550,000.

() This section does not apply to

(1) an acquisition subject to approval or disapproval by the director under
AS 21.22.010;

(2) apurchase of securities solely for investment purposes if the securities are not
used by voting or otherwise to cause or attempt to cause the substantial lessening of competition
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In an insurance market in this state; if a purchase of securities for investment purposes results
in a presumption of control under AS 21.22.200(2), itis not solely for investment purposes unless
the insurance supervisory official of the insurer’s state of domicile accepts a disclaimer of control
or affirmatively finds that ccntrol does not exist and the disclaimer action or affirmative finding
Is communicated by the domiciliary commissioner to the director;

(3) the acquisition of a person by another person when both persons are neither
directly nor through affiliates primarily engaged in the business of insurance if preacquisition
notification is filed with the director under (c) of this section 30 days before the proposed
effective date of the acquisition; however, the preacquisition notification is not required for
exclusion if the acquisition would otherwise be excluded under this section;

(4) the acquisition of an already affiliated person;

(5) an acquisition if, as an immediate result of the acquisition,

(A) the combined market share of the involved insurers would not exceed
five percent in a market;

(B) there would not be an increase in a market share of the larger writer,
or

(C) the combined market share of the involved insurers would not exceed
12 percent in a market and the market share of the larger writer would not increase by
more than two percent in a market;

(6) an acquisition for which a preacquisition notification would be required under
this section due solely to the resulting effect on the ocean marine insurance line of business; or

(7) an acquisition of an insurer whose domiciliary commissioner affirmatively
finds that the insurer is in a failing condition, there are no feasible alternatives to improving this
condition, the public benefits of improving the insurer’s condition through the acquisition exceed
the public benefits that would arise from not lessening competition, and these findings are
communicated by the domiciliary commissioner to this state’s director.

(k) AS 21.22.140 - 21.22.160 and 21.22.180do not apply to acquisitions covered under
this section.

* Sea 6. AS 21.22.080 is amended to read:

Sec. 21.22.080, TRANSACTIONS WITH AFFILIATES. Material transactions by
registered insurers with their affiliates are subject to the following standards:

CSHB 280(L&C) -8
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(1) the terms shall be fair and reasonable;

(2) charges or fees for services performed shall be reasonable:

(3) expenses incurred and payment received shall be allocated to the insurer
in conformity with customary insurance accounting practices consistently applied:

{4} the books, accounts™ and records of each party shall be maintained so as to
disclose clearly and accurately the precise nature and details of the transactions including
accounting information that is necessary to support the reasonableness of the charges or
fees to the respective parties: and

jIb1 [(3)J the insurer’s surplus as regards policyholders following any dividends
or distributions to shareholder affiliates or performance under a material transaction with an
affiliate shall be reasonable in relation to the insurer’s outstanding liabilities and adequate to its
financial needs.

*Sec. 7. AS 21.22.090 is amended to read:

Sec. 21.22.090. ADEQUACY OF SURPLUS. For the purposes of this chapter, in
determining whether an insurer’s surplus as regards policyholders is reasonable in relation to the
insurer’s outstanding liabilities and adequate to its financial needs, the following factors, among
others, shall be considered:

(1) the size of the insurer as measured by its assets, capital and surplus, reserves,
premium writings, insurance in force! and other appropriate criteria;

(2) the extent to which the insurer’s business is diversified among the several
lines of insurance;

(3
4

the number and size of risks insured in each line of business;
the extent of the geographical dispersion of the insurer’s insuredrisk;
5) the nature and extent of the insurer’s reinsurance program;
6) the quality, diversification, and liquidity of the insurer’s investment portfolio;
7)  the recent past and projected future trend in the size of the insurer’s
investment portfolio (SURPLUS AS REGARDS POLICYHOLDERS];
(8) the surplus as regards policyholders maintained by other comparable insurers;
(9) the adequacy of the insurer’s reserves; and
(10) the quality and liquidity of investments in affiliates [SUBSIDIARIES] made
under AS 21.21; the director may treat any such investment as a disallowed asset for purposes
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of determining the adequacy of surplus as regards policyholders whenever the director determines
the investment warrants it,

* Sec. 8. AS 21.22.100(b) is amended to read:

(b) For purposes Of this section, an extraordinary dividend or distribution includes a
[ANY] dividend or distribution of cash or other property, the fair market value of which together
with that of other dividends or distributions made within the preceding 12 months exceeds the
greater of (1) 10 percent of the insurer’s surplus as regards policyholders as of December 31 of
the preceding year, or (2) the net gain from operations of the insurer, if the insurer is a life
insurer, or the net investment income, if the insurer is not a life insurer, for the 12-month period
ending December 31 of the preceding year, but does not include pro rata distributions of any
class of the insurer’s own securities. In determining whether a dividend or distribution is
extraordinary, an insurer other than a life insurer may carry forward ne' income from the
previous two calendar years that has not already been paid out as dividends. The carry
forward provision shall be computed bv taking the net income from the second and third
preceding calendar years, less dividends paid in the second and immediate preceding
calendar years.

*Sec. 9. AS 21.22 is amended by adding a new section to read:

Sec. 21.22.105. MANAGEMENT OF DOMESTIC INSURERS SUBJECT TO
REGISTRATION, (a) Notwithstanding the control of a domestic insurer by any person, the

officers and directors of the insurer may not be relieved of an obligation or liability to which the
officers and directors would otherwise be subject to by law, and the insurer shall be managed so
as to assure the insurer’s separate operating identity consistent with this title.

(b) This section does not preclude a domestic insurer from having or sharing a common
ni“nagement or cooperative or joint use of personnel, property, or services with one or more
other persons under arrangements meeting the standards of AS 21.22.080.

(c) Not less than one-third of the directors of a domestic insurer registered under
AS 21.22.060 and not less than one-third of the members of each committee of the board of
directors of a domestic insurer registered under AS 21.22.060 shall be persons who are not
officers or employees of the insurer or of an entity controlling, controlled by, or under common
control with the insurer and who arc not beneficial owners of a controlling interest in the voting
stock of the insurer or an entity. At least one person who is not an officer, employee, or owner
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of a controlling interest in stock of an insurer or controlling entity must be included in a quorum
for the transaction of business at a meeting of the board of directors or a committee of the board
of directors.

(d) The board of directors of a domestic insurer shall establish one or more committees
comprised solely of directors who are not officers or employees of the insurer or of an entity
controlling, controlled by, or under common control with the insurer and who are not beneficial
owners of a controlling interest in the voting stock of the insurer or an entity. The committee
or committees shall have responsibility for recommending the selection of independent certified
public accountants, reviewing the insurer’s financial condition, the scope and results of the
independent audit, and an internal audit, nominating candidates for director for election by
shareholders or policyholders, evaluating the performance of officers that are principal officers
of the insurer, and recommending to the board of directors the selection and condensation of the
principal officers.

(e) The provisions of (c) and (d) of this section do not apply to a domestic insurer

(1) if the person controlling the insurer is an insurer having a board of directors
and committees that meet the requirements of (c) and (d) of this section; or
(2) holding a certificate of authority under this title on December 31, 1990.

* Sec. 10. AS 21.22.120 is amended to read:

Sec. 21.22.120. CONFIDEMIALAY.  All information, documentSj and copies of the
information and documents obtained by or disclosed to the director or any other person in the
course of an examination or investigation made under AS 21.22.110 and all information reported
under AS 21.22.060 and all preacquisition notification information received under
AS 21.22.065. shall be given confidential treatment and may not be made public by the director
or any other person, except to insurance departments of other states, without the prior written
consent of the insurer to which it pertains. However, if the director, after giving the insurer and
its affiliates who would be affected by publication of the information notice and opportunity to
be heard, determines that the interests of policyholders, shareholders! or the public will be served
by the publication of the information, the director may publish all or any part of the information
in the manner the director considers appropriate.

* Sec. 11. AS 21.22.200 is amended by adding new paragraphs to read:

(11) “acquisition" means an agreement, arrangement, or activity the consummation
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of which results in a person acquiring directly or indirectly the control of another person, and
includes the acquisition of voting securities, assets, bulk reinsurance, and mergers;

(12) "highly concentrated™ means a market in which the share of the four largest
insurers is 75 percent or more of the market;

(13) “insurer' has the meaning given in AS 21.90.900 and includes a company
or group of companies under common management, ownership, or control;

(14) "involved insurer means an insurer that either acquires or is acquired, is
affiliated with an acquirer or acquired, or is the result of a merger,

(15) "market" or "insurance market" means direct written insurance premium in
this state for a line of business as contained in the annual statement required to be filed by
insurers licensed to do business in this state; in determining the relevant product and geographical
markets, the director may give due consideration to, among other things, the definitions or
guidelines adopted by the National Association of Insurance Commissioners and to information
submitted by parties to the acquisition; in the absence of sufficient information to the contrary,
the relevant product market is assumed to be the direct written insurance premium for a line of
business, the line being that used in the annual statement required to be filed by insurers doing
business in this state, and the relevant geographical market is assumed to be this state;

(16) “statement value™ means the value that an insurer is instructed by the
securities valuation office of the National Association of Insurance Commissioners to carry on
the insurer’s financial statement and that represents an investment

* Sec. 12. AS 21.78 is amended by adding a new section to read:

Sec. 21.78.325. RECOVERY FROM AFFILIATES, (a) If an order for liquidation or
rehabilitation of a domestic insurer has been entered, the receiver appointed under the order has
a right to recover on behalf of the insurer (1) from a parent corporation or holding company or
person or affiliate who otherwise controlled the insurer, the amount of distributions, other than
a distribution of shares of the same class of stock, paid by the insurer on the insurer’s capital
stock; or (2) a payment in the form of a bonus, termination settlement, or extraordinary lump sum
salary adjustment made by the insurer or the insurer’s subsidiary to a director, officer, or
employee; if the distribution or payment is made during the 12 months preceding the petition for
liquidation, conservation, or rehabilitation, the distribution or payment is subject to the limitations
of (b) - (d) of this section.

CSHB 280(L&C) 12,
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(b) A distribution may not be recovered if the parent or affiliate shows that when paid
the distribution was lawful and reasonable and that the insurer did not know and could not
reasonably have known that the distribution might adversely affect the ability of the insurer to
fulfill its contractual obligations.

(c) A person who was a parent corporation or holding company or a person who
otherwise controlled the insurer or affiliate at the time the distribution was paid is liable up to
the amount of the distribution or payment that the person received. If two or more persons are
liable with respect to the same distribution, the persons are jointly and severally liable.

(d) The maximum amount recoverable under this section is the amount needed in excess
of all other available assets of the impaired or insolvent insurer to pay the contractual obligations
of the impaired or insolvent insurer and to reimburse any guaranty funds that expended funds or
incurred expenses or may expend funds or may incur expenses in connection with the impaired
or insolvent insurer.

(e) To the extent that a person liable under (c) of this section is insolvent or otherwise
fails to pay a claim due under (c) of this section, the person’s parent corporation or holding
company or person who otherwise controlled the parent corporation or holding company at the
time the distribution was paid is jointly and severally liable for the resulting deficiency in the
amount recovered from the parent corporation or holding company or the person who otherwise
controlled the parent corporation or holding company.

* Sec. 13. This Act takes effect immediately under AS 01.10.070(c).
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CS FOR HOUSE BILL NO. 281 (L&C)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE HOUSE LABOR AND COMMERCE COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE LABOR & COMMERCE COMMITTEE

A BILL
FOR AN ACT ENTITLED

"An Act relating to examination of insurers, agents, brokers, adjusters, and solicitors."

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

* Section 1. AS 21.06.120(a) is amended to read:

(a) The director may examine the affairs, transactions, accounts, records, and assets of
each authorized and formerly authorized insurer and each licensed and formerly licensed surplus
lines broker as often as the director considers advisable. The director shall [SO] examine each
domestic insurer at least once every three years. In scheduling and determining the nature,
scope, and frequency of examinations, the director mav consider the results of financial
statement analysis and ratios, competency of management or change of ownership, actuarial
opinions, reports of independent certified public accountants, number and nature of
consumer complaints, results of prior examinations, frequency of prior violations of statute
and regulation, amount or type of risk being assumed, degree to which the activity is in the
public interest, and other criteria set out in the Examiners’ Handbook most recently
approved bv the National Association of Insurance Commissioners and in effect when the
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director conducts an examination. Examination of an alien insurer may be limited to its
insurance transactions and affairs in the United States. Examination of a reciprocal insurer may
also include examination of its attomey-in-fact to the extent that the transactions of the
attomey-in-fact relate to the insurer.

* Sec. 2. AS 21.06.120(c) is amended to read:

(c) In place of an examination by the director, the director may accept a full report of
the last recent examination of a foreign or alien insurer, certified to by the insurance supervisory
official of another state, territory, commonwealth, or district of the United States until
January 1,1994; after December 31,1993, reports, other than examination bv the director,
mav only he accepted if

(1) the insurance regulatory agency was at the time of the examination
accredited under the National Association of Insurance Commissioners* Financial
Regulation Standards and Accreditation Program; or

(5 the examination is performed under the supervision of an accredited state
insurance regulatory agency or with the participation of one or more examiners who are
employed bv an accredited state insurance regulatory agencv and who after a review of the
examination work papers and report state under oath that the examination was performed
in @ manner consistent with the standards and procedures required bv their accredited state
insurance regulatory agencv.

* Sec. 3. AS 21.06.120 is amended by adding a new subsection to read:

(f) For purposes of completing an examination of a company under this title, the director
may extend the examination or investigation as provided under AS 21.06.170.

* Sec. 4. AS 21.06.130(a) is amended to read:

(@) To determine compliance with this title, the director may as often as the director
considers advisable examine or require a written report prepared under AS 21.06.150 of the
accounts, records, documents, and transactions pertaining to or affecting the insurance affairs or
proposed insurance affairs of

(1) an insurance agent, broker, solicitor, managing general agent, or adjuster;
(2) [A PERSON HAVING A CONTRACT UNDER WHICH THE PERSON
ENJOYS IN FACT THE EXCLUSIVE OR DOMINANT RIGHT TO MANAGE OR CONTROL

AN INSURER;
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(3) A PERSON HOLDING THE SHARES OF VOTING STOCK OR
POLICYHOLDER °ROXEES OF A DOMESTIC INSURER, FOR THE PURPOSE OF
CONTROLLING ITS MANAGEMENT, AS VOTING TRUSTEE OR OTHERWISE;

(4)] a person engaged in or proposing to be engaged in or assisting in die
promotion or formation of a domestic insurer or insurance holding corporation, or corporation
to finance a domestic insurer or the production of its business.

* Sec. 5. AS 21.06.140(c) is amended to read:

(c) If the director finds accounts to be inadequate or inadequately kept or posted or if
an insurer’s accounts are not kept as required bv the Accounting Practices and Procedures
Manual currently approved bv the National Association of Insurance Commissioners after
the director has given the person notice of the inadequacy of the accounts and a reasonable
opportunity to complete or correct the accounting, the director may employ experts to rewrite,
post, or balance them at the expense of the person being examined.

* Sec. 6. AS 21.06.140(d) is repealed and reenacted to read:

(d) When making an examination under this section, the director may retain attorneys,
appraisers, independent actuaries, independent certified public accountants, or other professionals
and specialists as examiners, the cost of which shall be paid by the person being examined.
except for examinations under AS 21.06.130.

*Sec. 7. AS 21.06.140 is amended by adding new subsections to read:

(f) In conducting an examination under this section, the examiner shall observe those
guidelines and procedures set out in the Examiners” Handbook currently approved by the National
Association of Insurance Commissioners that are consistent with the scope of the examination
as given by the director or the director’s designee. The director may also employ any other

guidelines or procedures that the director finds appropriate.

(g) An examiner may not be appointed by the director if the examiner, either directly or
indirectly, has a conflict of interest or is affiliated with the management of or owns a pecuniary
interest in a person subject to examination under this title. This section may not be construed
to automatically preclude an examiner from being, in the ordinary course of business,

(1) a policyholder or claimant under an insurance policy;

(2) agrantor of a mortgage or similar instrument on the examiner's residence to
a regulated entity if obtained under customary terms;

3 CSHB 281(L&C)
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(3) an investment owner in shares of regulated mutual fund companies; or
(4) a settlor or beneficiary of a "blind trust” into which otherwise impermissible
holdings have been placed.
(h) The director may terminate or suspend an examination in order to pursue other legal
or regulatory action under the insurance laws of this state.
(i) Findings of fact made in an examination report approved under AS 21.06.150(b)(1)
may be used as prima facie evidence in any legal or administrative proceeding.

Sec. 8. AS 21.06.150 is repealed and reenacted to read:

Sec. 21.06.150. EXAMINATION REPORTS, (a) An examination report may only
consist of facts appearing upon the books, records, or other documents of the examined company,
the company’s agents, or other persons examined, or facts determined from the testimony of
officers, agents, or other persons examined concerning the company’s affairs, and the conclusions
and recommendations that the examiners find reasonably warranted from the facts.

(b) The examiner shall file with the division a proposed written report of an examination,
signed by the examiner under oath, not later than 60 days following tre. last day of examination
field work. The period for filing the proposed report may be extended for 60 additional days
upon approval of the director. Upon receipt of the proposed report, the division shall transmit
the report to the person being examined, together with a notice that gives the person being
examined a reasonable opportunity of not more than 30 days to make a written submission or
rebuttal with respect to matters contained in the proposed examination report. Within 30 days
of the end of the period allowed for the receipt of written submissions or rebuttals, the director
shall fully consider and review the report, together with any written submissions or rebuttals, and
any relevant portions of the examiner’s work papers and enter an order

(1) approving the examination report as filed or approving the examination report
with modification or corrections;

(2) rejecting the examination report with directions to the examiners to reopen the
examination for the purpose of obtaining additional data, documentation, or information and
refiling the report under this subsection; or

(3) setting a hearing under AS 21.06.180 for purposes of obtaining additional
information.

(c) In the event the director determines that regulatory action is appropriate as a result
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of an examination, [he director may initiate proceedings as provided by law. The director may
use and, if appropriate, make public an examination report, work papers or other documents, the
testimony of the examiners, or other information discovered or developed during the course of
an examination in a legal or administrative proceeding, whether or not a written report of the
examination at the time has been made, transmitted, or approved by the director.

(d) The director may disclose the contents of an examination report or results, or any
matter relating to it, to the insurance division of this or another state or country. The director
may disclose the contents of a preliminary examination report or other matter of a preliminary
nature if the director by written order finds that there is imminent danger of serious harm to the
public and that the harm to the public can be avoided or mitigated by release of the preliminary
examination report or other matter of a preliminary nature. An order issued under this subsection
shall be served on the company being examined and is effective 48 hours after being issued.

(e) An order entered under this section must be accompanied by findings of fact resulting
from the director’s consideration and review of the examination report, relevant examiner work
papers, and written submissions or rebuttals.

(f) Within 30 days of the receipt of the approved report, the person examined shall file
affidavits executed by each director and the chief executive officer or equivalent officer stating
under oath that they have received and reviewed a copy of the approved report and related orders.

* Sec. 9. AS 21.90.900 is amended by adding a new paragraph to read:

(29) "examiner' means an individual or firm who has been authorized by the
director to conduct an examination under AS 21.06.120 or 21.06.130.

* Sec. 10. AS 21.06.130(b) is repealed.
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CS FOR HOUSE BILL NO. 282 (L&C)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE HOUSE LABOR AND COMMERCE COMMITTEE

Offered:
Referred:

Sponsor/s):  HOUSE LABOR AND COMMERCE COMMITTEE

A BILL
FOR AN ACT ENTITLED
"An Act relating to licensing, employing, and the authority of managing general agents;

and defining certain terms related to insurance."

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

* Section 1. AS 21.27.010(a) is amended to read:
(@) A person may not act as or represent to be an agent, n anaging general agent, broker.

solicitor, or adjuster unless licensed by die state. A person mav not act as or represent to he
a managing general agent representing an insurer domiciled in this state regarding risks
located outside the state unless licensed hv the state.

*Sec. 2. AS 21.27.010(b) is amended to read:
(b) An agent, managing general agent, solicitor, or broker may not solicit or take

applications for. procure, or place for others any kind of insurance for which the person is not
licensed.

* Sec. 3. AS 21.27.030(a) is amended to read:
(a) The director may not grant an agent, managing general agent, solicitor, or broker
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license to a person if the director has reasonable cause to believe that the applicant for the license
would, during the 12-month period immediately following issuance of the license, receive an
aggregate amount in commissions represented by the controlled business that exceeds the
aggregate amount of commissions represented by all other insurance business that would be
procured by or through the applicant.

*Sec. 4. AS 21.27.030(d) is amended to read:

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

by all other insurance business procured by or through the licensee.

- Sec. 5. AS 21.27.050 is amended to read:

Sec. 21.27.050. ONE FILING OF PERSONAL DATA SUFFICIENT, (a) The filing of
personal data by an individual in connection with one application for an agent or managing
general agent license is sufficient (,] regardless of the number of insurers to be represented or

the number of subsequent applications by the same applicant.
(b) The director may require a licensed agent, managing general agent, solicitor, broker,

or adjuster [,] to supply the information called for in an application for a license.

* Sec. 6. AS 21.27.060 is amended to read:

Sec. 21.27.060. EXAMINATION OF APPLICANTS, (a) An applicant for an individual
license as agent, managing general agent, broker, solicitor, or adjuster shall, before the issuance
of the license, personally take and pass, to the satisfaction of the director, an examination given
by the director as a test of the qualifications and competence of the applicant. This requirement

docs not apply to
(1) applicants for limited licenses, as travel insurance agents only, under

AS 21.27.150, or, at the discretion of the director, to applicants for licenses as disability

insurance agents for the purpose of handling limited coverages pertaining to sports and recreation;
(2) applicants

(A) who, at any time within the two-year period immediately preceding

the date of application, have been licensed in this state under a license requiring

qualifications required by the license applied for,

CSHB 282(L&C) -2-
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(B) who are considered by the director to be fully qualified and competent;
and
(C) whose previous license was not revoked for any reason;

(3) applicants for a license who have fulfilled qualification requirements in their
state or province of residence and who are considered by the director to be fully qualified and
competent.

(b) The director may at any rime require an individual licensed as an agent, managing
general agent, broker, solicitor, or adjuster to take and successfully pass an examination testing
competence and qualifications as a condition to the continuance of the license if the licensee has
been guilty of a violation of this tide, or has conducted affairs under the license that cause the
director reasonably to desire further evidence of the qualifications of the licensee.

* Sec. 7. AS 21.27.070(c) is amended to read:

(c) The director shall prepare and make available to insurers, managing general agents,
brokers, agents, and applicants a printed manual specifying in general terms the subjects that
[WHICH] may be covered in an examination for a particular license.

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

(a) To qualify for an agent, managing general agent, broker, solicitor, or adjuster license,
an applicant shall comply with this title and

(1) be 19 years of age or older with a high school or General Education
Development diploma or equivalent;

(2) if for a resident license, be a bona fide resident before issuance of the license
and actually reside in the state;

(3) successfully pass any examination required under AS 21.27.060;

(4) be a trustworthy person;

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

(6) not have committed an act that is a ground for denial, suspension, or
revocation set out in AS 21.27.410;

(7) if the application is for an agent or managing general agent license, be
appointed as its agent or managing general agent by one or more authorized insurers, subject to
issuance of the license, except that an individual acting on behalf of a firm is not required to

< CSHB 282(L&C>
B - EELETEu TEXT 3PACXETED!



WORK DRAFT WORK DRAFT WORK DRAFT

1 have an appointment as an agent or managing general agent for that activity;

2 (8) if the application is for a managing general agent license, have a minimum
3 of three years active working experience in insurance administrative functions, including those

4 listed under the definition of "managing general agent” in AS 21.90.900, that, in the director’s

5 discretion, exhibits the applicant’s ability to competently perform the administrative functions for

6 all lines applied for;

7 (9) if the application is for a broker license, have a minimum of three years’
8 active working experience in all lines applied for either as an agent, solicitor, adjuster, managing

9 general agent, broker, or as an employee of insurers or representative of insurers, or special

10 education or training of sufficient duration and extent to satisfy the director that the applicant
11 possesses the competence necessary to fulfill the responsibilities of a broker;
12 (10) if the application is for a solicitor license, intend to and in fact make the
13 soliciting and handling of insurance business under the license the applicant’s principal gainful
14 occupation and represent and be employed by only one licensed agent, managing general agent,
15 or broker;
16 (11) if the application is for an adjuster license, have at least six months’
17 experience, special education, or training in handling loss claims under insurance contracts, of
18 sufficient duration and extent to make the person reasonably competent to fulfill the
19 responsibilities of an adjuster.
20 *Sec. 9. AS 21.27.095 is amended to read:
21 Sec. 21.27.095. LICENSING OF MANAGING GENERAL AGENTS, (a) A managing
22 general agent has the authority, consistent with this title, that is conferred by the insurer. A
23 managing general agent, resident or nonresident, qualified and licensed under AS 21.27.090, may
24 exercise the powers conferred by this title upon agents licensed for the kinds of insurance that
25 the managing general agent is authorized to transact for the insurer appointing the agent.
26 (b) A person employed on salary by an insurer, including an officer or salaried employee
21 performing the same services as a managing general agent, is considered to be a service
28 representative and is not required to be licensed.
29 (c) For purposes of this section, a person that performs management services for an
30 insurer is not required to be licensed as a managing general agent if the person
3l (1) is a wholly-owned subsidiary of the insurer.
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(2) wholly owns the insurer, [OR]

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

(4) is a manager of the United States branch of an alien insurer.

*Sec. 10. AS 21.27.095 is amended by adding a new subsection to read:
(d) The director may require a managing general agent to posta bond in an amount

acceptable to the director for the protection of the insurer and may require the managing general
agent to maintain an errors and omissions insurance policy.

*Sec. 11 AS 21.27.100(a) is amended to read:
(@) An insurer appointing an agent or managing general agentin the state shall file

written notice of the appointment with the director on forms prescribed and furnished by the
director. If the appointee is licensed and if the necessary licensing fee is paid, the director shall
provide to the insurer and to the appointee written notification of the effective date of the
appointment.

* Sec. 12, AS 21.27.100(b) is repealed and reenacted to read:

(b) An insurer may not accept business from a managing general agent unless there is
in effect a written contract between the parties that establishes the responsibilities of each party,
indicates where both parties share responsibility for a particular function, specifies the division
of the responsibilities, and that contains the following minimum provisions:

(1) the insurer may terminate the contract for cause upon written notice to the
managing general agent and may suspend the underwriting authority of the managing general
agent during a dispute regarding the cause for termination;

(2) the managing general agent shall render accounts to the insurer detailing all
transactions and remit all funds due under the contract to the insurer at least monthly;

(3) all funds collected for the account of an insurer shall be held by the managing
general agent in a fiduciary account as described under AS 21.27.360, and the managing general
agent shall comply with all applicable fiduciary account regulations; this account shall be used
for all payments on behalf of the insurer, the managing general agent may retain not more than
three months estimated claims payments and allocated loss adjustment expenses;

(4) separate records of business written by the managing general agent shall be
maintained; the insurer shall have access and the right to copy all accounts and records related
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to the insurer’s business in a form usable by the insurer; thedirector shallhave access to all
books, bank accounts, and records of themanaging generalagentin a form usableto the director;

records shall be retained as required by AS 21.27.350;
(5) the contract may not be assigned in whole or pan by the managing general

agent;
(6) if the contract permits the managing general agent to do underwriting, the

contract must include the following'
(A) the maximum annual premium  volume;
(B) the basis of the rates to be charged;
(C) the types of risks that may be written;
(D) maximum ‘imits of liability;
(E) applicable exclusions;
(F) territorial limitations;
(G) policy cancellation provisions; and
(H) the maximum policy period;
(7) the insurer shall have the right to cancel or not renew a policy of insurance

subject to applicable law;
(8) if the contmct permits the managing general agent to settle claims on behalf

of the insurer,
(A) all claims shall be reported to the insurer in atimelymanner; and
(B) a copy of the claim file shall be sent tothe insureruponrequest or
as soon as it becomes known that the claim
() has the potential to exceed an amount determined by the
director or exceeds the limit set by the company, whichever is less;
(if) involves a coverage dispute;
(iif) may exceed the managing general agent’s claims settlement
authority;
(iv) is open for more than six months; or
(v) s closed by a payment in excess of an amount set by the
director or an amount set by the company, whichever is less.
(c) All claim files shall be the property of both the insurer and managing general agent.
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Upon an order of liquidation of the insurer, the files shall become the sole property of the insurer
or the insurer’s estate; the managing general agent shall have reasonable access to and the right

1
2
3 to copy the files on a timely basis.

4 (d) The settlement authority granted to the managing general agent may be terminated
5 for cause upon the insurer’s written notice to the managing general agent or upon the termination
6 of the contract. The insurer may suspend the settlement authority during a dispute regarding the
7 cause of termination.

8 (e) If electronic claims files are in existence, the contract must contain provisions for the
9

timely transmission of the electronic data.

10 (f) If the contract provides for a sharing of interim profits by the managing general agent
11 and the managing general agent has the authority to determine the amount of the interim profits
12 by establishing loss reserves, by controlling claim payments, or in any other manner, interim
13 profits may not be paid to the managing general agent until one year after they are earned for
14 property insurance business, five years after they are earned on casualty business, and not until
15 the profits have been verified under (h) of this section.
16 (9) The managing general agent may not
17 (1) bind reinsurance or retrocessions on behalf of the insurer, except that the
18 managing general agent may bind facultative reinsurance contracts under obligatory facultative
19 agreements if the contract with the insurer contains reinsurance underwriting guidelines including,
20 for both reinsurance assumed and ceded, a list of reinsurers with which the automatic agreements
21 are in effect, the coverages and amounts or percentages that may be reinsured, and commission
22 schedules;
23 (2) commit the insurer to participate in insurance or reinsurance syndicates;
24 (3) appoint an agent unless the agent is licensed to transact the type of insurance
25 for which the agent is appointed;
26 (4) pay or commit the insurer to pay a claim, net of reinsurance, the amount of
21 which exceeds one percent of the insurer’s policyholder’s surph: as of December 31 of the last
28 completed calendar year without prior approval of the insurer.
29 (5) collect any payment from a reinsurer or commit the insurer to any claim
30 settlement with a reinsurer without prior approval of the insurer, but if prior approval is given,
31 a report must be promptly forwarded to the insurer,
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(6) permit a subagent or broker to serve on the insurer’s board of directors;
(7) jointly employ an individual who is employed with the insurer, or
(8) delegate managing general agent authority to any other person.
(h) An insurer shall have on file an independent financial examination in a form
acceptable to the director for each managing general agentwith which the insurer hasdone

business, and
(1) if a managing general agent establishes loss reserves, annually obtain the

opinion of an independent qualified actuary attesting to the adequacy of loss reserves established
for losses incurred and outstanding on business produced by the managing general agent in
addition ro any other required loss reserve certification;

(2) at least semiannually conduct an on-site review of the underwriting and claims

processing operations of the managing general agent;

(3) provide written notificarioi to the director within 30 days of the entry into or
termination of a contract with a managing general agent; the notice must include a statement of
duties to be performed by the applicant on behalf of the insurer, the lines of insurance for which
the applicant has authorization to act, and any other information required by the director; and

(4) review its books and records quarterly to determine if an agent or broker has
become a managing general agent; upon determination that an agent or broker has acted as a
managing general agent, the insurer shall promptly notify the agent or broker and the director of
the determination and the insurer and agent or broker must fully comply with the provisions of

this section within 30 days.
(i) An insurer may not appoint to its board of directors an officer, director, employee,

subagent, broker, or controlling shareholder of its managing general agent.
(J) The acts of the managing general agent are considered to be the acts of the insurer
upon whose behalf it is acting. A managing general agent may be examined as if it were the

insurer.
(k) A violation of this section is grounds for suspension or revocation, after hearing, of

a managing general agent’s license or the insurer's certificate of authority, and for imposition of
civil penalties under AS 21.90.020.

* Sec. 13. AS 21.27.130 is amended to read:

Sec.21.27.130. FORM ANT) CONTENT OF LICENSES.Agent, manatiint! general
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1 agent, adjuster, solicitor, and broker licenses shall [MUST] be in the form the director prescribes
2 [,] and must set out

3 (1) the name and address of the licensee [,] or™if the licensee is required to have
4 a placeof business, theaddress of the place of business;

5 (2) if for a firm, the name of the principal or manager of the Ay

6 (3) the kind or kinds of insurance the licensee is licensed to handle;

7 (4) if asolicitor’s license, the name and address of the agent or broker represented
8 by the solicitor,

9 (5) the condition under which the license is granted;

10 (6) the date of issuance of the license.

11 *Sec. 14. AS 21.27.160(a) is amended to read:

12 (@) An agent, managing general agent, broker, solicitor, or adjuster is only required to
13 have one type of license inclusive of all kinds or combination of kinds of insurance the agent,
14 managing general agent, broker, adjuster, or solicitor is licensed to handle,regardless of the
15 number of represented insurers.

16 * Sec. 15. AS 21.27.240(a) is amended to read:

17 (@) An agent, managing general agent, or broker who employs a solicitor shall pay the
18 fee for issuance, or annual feefor continuation, of a solicitor license.

19 *Sec. 16. AS 21.27.250(a) is amended to read:
20 (@) A solicitor license may not cover insurance for which the agent, managing general
21 agent, or broker by whom the solicitor is employed is not licensed.
22 *Sec. 17. AS 21.27.250(c) is amended to read:
23 (c) An individual may not be licensed as an agent, managing general agent, or broker
24 while licensed as a solicitor.
25 *Sec. 18. AS 21.27.260 is amended to read:

26 Sec. 21.27.260. EMPLOYER’S RESPONSIBILITY FOR SOLICITOR. All business
21 transacted by a solicitor under license as a solicitor shall be in thename of the agent, managing
28 general agent, or broker by whom the solicitor is employed.The agent, managing general
29 agent, or broker is responsible for all acts or omissions of the solicitor within the scope of
30 employment as solicitor.

31 *Sec. 19. AS 21.27.270(a) is amended to read:

_ 9, CSHB 282(L&C)
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1 (@) The director may license as a nonresident insurance agent, managing general agent,
2 broker, or adjuster a person who otherwise qualifies under this title, but who is not a resident of
3 or domiciled in the state.

4 *Sec. 20. AS 21.27.280(a) is amended to read:

5@ A licensed nonresident agent, managing general agent, broker, or adjuster shall
6 appoint the director as attorney to receive service of legal process issued against the licensee in
7 this state upon causes of action arising in this state. Service upon the director as attorney
8 constitutes effective legal service upon the licensee.

9 *Sec. 21. AS 21.27.320(a) is amended to read:
10 (@ On behalf of and as authorized by an insurer for which the agent or managing
11 general agent is appointed, an agent or managing general agent may occasionally act as an
12 adjuster and investigate and report upon claims without being required to be licensed as an
13 adjuster.
14 * Sec. 22. AS 21.27.330 is amendedto read:
15 Sec. 21.27.330. PLACE OF BUSINESS. Alicensedagent, managing general agent,
16 broker, and adjuster, other than those licensed for life or disability insurances or annuities only,
17 shall have and maintain in this state, or if a nonresident agent or nonresident broker, in the state
18 of domicile, a place of business accessible to the public where the licensee principally conducts
19 transactions under the licenses. The address of the place of business must appear on all licenses
20 of the licensee, and the licensee must promptly notify the director of any change of address. If
21 the licensee maintains more than one place of business [IN THIS STATE], the licensee shall
22 obtain a license or licenses for each additional place [,] and shall pay an additional license fee
23 for each license.
24 * Sec. 23. AS 21.27.340 is amendedto read:
25 Sec. 21.27.340. PUBLICDISPLAYOF LICENSE, (a) Thelicense orlicenses of each
26 agent, managing general agent, broker, and adjuster, other than licenses as to life or disability
27 insurances or annuities only, shall be displayed in a conspicuous place in that part of the place
28 of business that is customarily open to the public.

29 (b)The license of a solicitor shall be displayed in eacli place of business of the agent,

30  managing general agent, or broker by whom the solicitor is employed.
31 *Sec. 24. AS 21.27.350(a) is amended to read:
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(@ An agent, managing general agent, broker, or adjuster shall keep at the address
shown on the license a record of all transactions consummated under thelicense. This record
shall be in organized form and must include

(1) if an agent, managing general agent, or broker,

(A) arecord of each insurance contract procured, issued, or countersigned.
together with the names of the insurers and insureds, the amount of premium paid or to
be paid, and a statement of the subject of the insurance;

(B) the names of any other licensees from whom business is accepted, and
of persons to whom commissions or allowances of any kind are promised or paid;

(2) if an adjuster, a record of each investigation or adjustment undertaken or
consummated, and a statement of the fee, commission, or other compensationreceived or to be
received by the adjuster on account of the investigation or adjustment;

(3) additional information that is customary [,] or that may reasonably be required
by the director.

* Sec. 25. AS 21.27.350(c) is amended to read:
(c) In addition to the record required under (a) of this section, each agent, managing

general agent, or broker shall have and maintain at the principal place of business current
accounting and financial records maintained under generally accepted accounting principles. The
director may request summary or detailed copies for examination by the division. Records
examined under this subsection are confidential when in the possession of the division, but may
be used by the director in a proceeding against the licensee. For purposes of this subsection, the
records of a firm are also the records of an individual licensee acting on behalf of the firm.
* Sec. 26. AS 21.27.360(0 is amended to read:

(0 In this section, "fiduciary account™ means an account in which the licensee holds
money as a trustee for the insured, insurer, managing general agent, surplus lines broker, or
agent entitled to the money.

Sec. 27. AS 21.27.370(a) is amended to read:
(@) An agent, managing general agent, solicitor, or broker may not compensate or offer

to compensate in any manner a person other than an agent, general agent, solicitor, or broker
licensed in this or any other state or province, for procuring or in any manner helping to procure
applications for or to place insurance in this state. Nothing in this subsection prohibits the
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1 payment of compensation that [WHICH] is not contingent upon volume of business transacted
2 in the form of salaries to the regular employees of the agent, managing general agent, solicitor
3 or broker.

4 *Sec. 28. AS 21.27.380(a) is amended to read:

5 (@) A license continues in force, upon payment of

6 (1) an annual fee set under AS 21.06.250 for resident and nonresident agent,

7 managing general agent, solicitor, and adjuster licenses that must be received by the director on

8 or before the close of business on the 30th day of June;

9 (2) an annual fee set under AS 21.06.250 for resident and nonresident broker
10 licenses, that must be received by the director on or before the close of business on the 31st day
11 of December.

12 * Sec. 29. AS 21.27.380(b) is amended to read:

13 (b) An agent, managing general agent, or broker shall tile the annual fee set under AS
14 21.06.250 on behalf of a solicitor employed by the agent, managing general agent, or broker.

15 * Sec. 30. AS 21.27.390(a) is amended to read:

16 (@) The director may issue a temporary license to

17 (1) the surviving spouse or next of kin or to the administrator or executor of a
18 deceased licensed agent, managing general agent, or broker;

19 (2) the spouse, next of kin, employee, or legal guardian of a licensed agent,
20 managing general agent, or broker who is disabled because of sickness, insanity, or injury;

21 (3) a surviving member, officer, or employee of a firm licensed as agent,
22 managing general agent, or broker, upon the death of the principal or manager of the firm
23 holding the same licenses as the firm; or

24 (4) the designee of a licensed agent who enters active service in the armed forces
25 of the United States.

26 * Sec. 31. AS 21.27.400(b) is amended to read:

21 (b) A person requesting a temporary agent or managing general agent license because
28 of the death or disability of an agent or managing general agent may not be appointed by an
29 insurer for which the agent or managing general agent was not appointed at the time of death
30 or commencement of disability.

31 * Sec. 32. AS 21.90.900(25) is amended to read:
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(25) "solicitor' means an individual authorized by an agent or broker to solicit
applications for insurance as a representative of the agent, managing general agent, or broker
and to collect premiums in connection with the insurance;

* Sec. 33. AS 21.90.900 is amended by adding new paragraphs to read:

(29) *“independent qualified actuary" means an actuary who is a member of the
American Academy of Actuaries and who is not affiliated with, an employee, principal, the direct
or indirect owner of, or in any way controlled by the insurer or broker,

(30) "interim profits" means the excess of income over expenses and claim
reserves determined before the expiration of all claim liabilities and contract obligations of the
insurer to the insured;

(31) "managing general agent™ means a person, firm, or corporation that

(A) has authority to exercise general supervision over the business, or any
part of the business, of one or more authorized insurers in this state; and

(B) performs administrative functions normally performed by the insurer
including claims administration and payment, marketing administration, agent
appointment, premium accounting, premium billing, coverage verification, final
underwriting authority, and certificate issuance; ''managing general agent™ includes a
third-party administrator,

(32) "reinsurance™ has the meaning given in AS 21.12.120;

(33) “'subagent™ means an agent reporting to another agent or general agent and
not directly to a company;

(34) "third party administrator'* means a person who collects premiums and pays
claims on behalf of an insurance company and who would be required to be licensed as a

managing general agent under AS 21.27;
(35) "underwrite means the authority to accept or reject risk on behalf of the
insurer
* Sec. 34. AS 21.90.900(13) is repealed.
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