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CARL T.C. GUTIERREZ
GOVERNOR OF GUAM

OFFICE OF THE LEGISLATIVE SECRETARY

ACKNOWLEDGMENT RECEIPTJUL 2 6 1996
The Honorable Judith Won-Pat Borja
Acting Lt. Governor and Acting Speaker
Twenty-Third Guam Legislature
Guam Legislature Temporary Building
155 Hesler Street
Agana, Guam 96910

Dear Speaker Won-Pat Borja:

Enclosed please find a copy of Substitute Bill No. 299 (LS), "AN ACT TO
AMEND §2404(9), §2405.6, §2427.5, §2442 AND §2443 OF CHAPTER 2,
TITLE 12, GUAM CODE ANNOTATED; TO ADD NEW §2428.4 TO TITLE 12,
GUAM CODE ANNOTATED; AND TO AMEND SECTION 23713 OF CHAPTER VII,
TITLE XXXIV, GOVERNMENT CODE, ALL RELATIVE TO AUTHORIZING THE
ISSUANCE OF QUALIFYING CERTIFICATES TO GUAM INSURERS AND TO
CLARIFY THE TAXATION OF CAPTIVE INSURERS", which I have signed into
law today as Public Law No. 23-109.

This bill was introduced and moved through the legislature as a result of
work done by members of the Governor's Council of Economic Advisors,
specifically the subcommittee chaired by Mr. Al Pickens, and the Financial
Services Section of the Vision 2001 Task Force, who worked closely in
conjunction with the Legislature's Chairman of the Committee on Economic-
Agricultural Development and Insurance, Senator Joe T. San Agustin.

This legislation offers significant tax neutrality in the form of Guam
Economic Development Authority Qualifying Certificates in order to
increase, also significantly, the insurance business on Guam, specifically
underwriters. This legislation does not affect existing service entities in the
insurance industry, nor does it change Guam's insurance laws, however
this legislation will encourage new underwriters to do business here. It is
designed to obtain for Guam the same type of business presently enjoyed
in other locations, such as the Cayman Islands and Bermuda in the
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Caribbean, which enjoy record-breaking growth in the development of
insurance business and other financial business, such as banking.

This legislation is designed to enable Guam to position itself as a location
for Asian companies to enter the captive insurance industry, just as North
American and European companies now are able to enter the captive
insurance industry in various locations in the Caribbean. Since captive
insurance is a new opportunity in the Asian region, Guam is uniquely
situated to be the Asian region's insurance center. This will be a new
business for Guam; to diversify Guam's economy which is now
concentrated on the visitor industry.

This new law will be effective in January, 1997, but only when required
rules and regulations to implement the provisions are completed by the
Department of Revenue and Taxation and the Guam Economic Development
Authority. These rules will be necessary to this legislation.

I am enthusiastic about the prospect of locating a new type of financial
business on Guam, linked to the vital Asian economies, which are so
important to the welfare of the economy of Guam. The nurturing of new
financial markets on Guam will provide wider stability and prosperity to
Guam's economy. We must make this new industry successful.

A copy has also been delivered to the Office of the Legislative Secretary.

Very truly yours,

C T. . Gutierrez
Governor of Guam

Attachment
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CARL T.C. GUTIERREZ
GOVERNOR OF GUAM

OFFICE OF THE LEGISLATIVE SECRETARY

ACKNOWLEDGhi NT RECEIPT
JUL 2 6 1996

The Honorable Sonny L. Orsini
Acting Legislative Secretary
Twenty-Third Guam Legislature
Guam Legislature Temporary Building
155 Hesler Street
Agana, Guam 96910

Dear Mr. Legislative Secretary:

Received By

Time  /i 38 awl 

Date 49

Enclosed please find a copy of Governor's message and Substitute Bill No.
299 (LS), "AN ACT TO AMEND §2404(9), §2405.6, §2427.5, §2442 AND
§2443 OF CHAPTER 2, TITLE 12, GUAM CODE ANNOTATED; TO ADD NEW
§2428.4 TO TITLE 12, GUAM CODE ANNOTATED; AND TO AMEND SECTION
23713 OF CHAPTER VII, TITLE XXXIV, GOVERNMENT CODE, ALL RELATIVE
TO AUTHORIZING THE ISSUANCE OF QUALIFYING CERTIFICATES TO GUAM
INSURERS AND TO CLARIFY THE TAXATION OF CAPTIVE INSURERS", which
I have signed into law today as Public Law No. 23-109.

A copy has also been delivered to the Office of the Speaker.

Very truly yours,

C T. C. Gutierrez
Governor of Guam
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TWENTY-THIRD GUAM LEGISLATURE
1996 (SECOND) Regular Session

CERTIFICATION OF PASSAGE OF AN ACT TO THE GOVERNOR

This is to certify that Substitute Bill No. 299 (LS), "AN ACT TO AMEND §2404(9),
§2405.6, §2427.5, §2442 AND §2443 OF CHAPTER 2, TITLE 12, GUAM CODE
ANNOTATED; TO ADD NEW §2428.4 TO TITLE 12, GUAM CODE ANNOTATED;
AND TO AMEND SECTION 23713 OF CHAPTER VII, TITLE XXXIV,
GOVERNMENT CODE, ALL RELATIVE TO AUTHORIZING THE ISSUANCE OF
QUALIFYING CERTIFICATES TO GUAM INSURERS AND TO CLARIFY THE
TAXATION OF CAPTIVE INSURERS," was on the 11th day of July, 1996, duly and
regularly passed.

Cbc2-4/11--

DON PARKINSON
Speaker

Attested:

JUDIT	 O PAT-BORJA
Senator	 -gislative Secretary

This Act was received by the Governor this  ,/ 7f-' '  day of 	
1996, at 	 / : / 7	 	 o'clock  A  .M.	 ,

APPROVED:

CARL T. C. GUTIERREZ
Governor of Guam

Date:	 7--- ,26 	-IC

Public Law No.  ;--' 3 /CY



TWENTY-THIRD GUAM LEGISLATURE
1995 (FIRST) Regular Session

Bill No. 299 (LS)
As further substituted by the
Committee on Economic Agricultural
Development & Insurance - June 5, 1996
and as substituted on the floor.

Introduced by:

A. C. Blaz
V. C. Pangelinan
T. C. Ada
J. P. Aguon
J. M. S. Brown
F. P. Camacho
M. C. Charfauros
H. A. Cristobal
M. Forbes
A. C. Lamorena V
C. Leon Guerrero
L. Leon Guerrero
T. S. Nelson
D. Parkinson
A. L. G. Säntos
F. E. Santos
A. R. Unpingco
J. Won Pat-Borja

J. T. San Agustin
E. Barrett-Anderson
S. L. Orsini 

AN ACT TO AMEND §2404(9), §2405.6, §2427.5, §2442
AND §2443 OF CHAPTER 2, TITLE 12, GUAM CODE
ANNOTATED; TO ADD NEW §2428.4 TO TITLE 12,
GUAM CODE ANNOTATED; AND TO AMEND
SECTION 23713 OF CHAPTER VII, TITLE XXXIV,
GOVERNMENT CODE, ALL RELATIVE TO
AUTHORIZING THE ISSUANCE OF QUALIFYING
CERTIFICATES TO GUAM INSURERS AND TO
CLARIFY THE TAXATION OF CAPTIVE INSURERS.

1



1	 BE IT ENACTED BY THE PEOPLE OF THE TERRITORY OF GUAM:

2	 Section 1. Legislative findings and intent. The Legislature finds that it

3 is desirable to broaden the base of the Guam economy to include more than

4 tourism and military base employment, and that one of the most attractive

5 economic opportunities available to the island is to utilize its unique

6 geographic location to become a financial/insurance capital of the Pacific,

7 much like Bermuda in the Atlantic. Persuading insurance issuers, whether

8 reinsurer, commercial insurers, or so-called "captive insurers," to locate their
9 Pacific headquarters in Guam requires the establishment of an environment

10 that permits them to operate their companies aggressively both outside of

11 and within Guam without paying taxes on anything locally, thereby having
12 the advantage of being located in a modern American community with some

13 of the world's finest communication tools, with access to American courts and

14 to the American school and health systems and yet free of local taxes on their

15 worldwide income. The Legislature further finds that the action taken in the

16 past to encourage so-called "export trading companies" to headquarter

17 themselves in Guam in return for freedom from local taxes has worked out

18 quite beneficially for the territory, there being hundreds of such companies

19 now operating in Guam, employing local people and paying substantial local

20 licensing and surveillance fees. The Legislature therefore, in view of the

21 foregoing findings, declares that the intention of the following amendments

22 and additions to the GEDA Law is to encourage insurers to establish

23 headquarters in Guam by agreeing that their premium income will not be

24 locally taxed. Because of current income tax relations between the United

25 States and Guam, such tax exemption requires using both the rebate and

26 abatement procedures set out in the GEDA Law (Chapter 2, Title 12, Guam

2



1 Code Annotated), which procedures have been upheld by the U.S. Court of

2 Appeals for the Ninth Circuit. See Ramsey v. Chaco, 549 F.2d (1977).

	

3
	

Section 2. Amendments to GEDA Law. (a) Subitem (9) of §2404, Title

4 12, Guam Code Annotated, as amended in P.L. 22-159:2, is hereby amended to

5 read as follows:

	

6
	

"9. Insurance issuance, either by commercial insurers,

	

7	 reinsurers, or captive insurers which meet the requirements

	

8	 of Chapter III (Domestic Insurers), Title XXXIX, Government

	

9
	

Code;"

	

10
	

(b) §2405.6 of Title 12, Guam Code Annotated, as added in P.L.

	

11
	

No. 22-159:2, is hereby amended to read as follows:

	

12
	

"§2405.6. Insurance. Establishment of Guam as a

	

13
	

financial/insurance center for the Pacific, and increasing the

	

14	 availability and lowering the cost of insurance in Guam."

	

15
	

(c) §2427.5 of Title 12, Guam Code Annotated, as added by P.L.

	

16
	

No. 22-159:2, is hereby amended to read as follows:

	

17
	

"§2427.5. Insurance premiums. All taxes now levied by

	

18	 virtue of Article 2, Chapter 26, Title 11, Guam Code

	

19
	

Annotated, known as gross receipts taxes, shall be abated for

	

20	 a period of up to twenty (20) years from the effective date of

	

21
	

the Qualifying Certificates therefor, for those gross receipts

	

22
	

derived from underwriting insurance risks either in or out of

	

23
	

Guam, including gross receipts derived from investing funds

	

24	 generated from insurance underwriting in Guam by an

	

25
	

insurance company that has qualified and continues to qualify

	

26
	

for a Qualifying Certificate. Such insurance Qualifying

	

27
	

Certificates may be renewed for additional periods for

3



•
	1
	

twenty (20) years at the conclusion of the first or later periods

	

2	 so long as the Beneficiary remains in good standing under the

	

3
	

laws of Guam and under the rules and regulations of the

	

4
	

Authority."

	

5
	

(d) §2442 of Title 12, Guam Code Annotated, as added by P.L. No.

	

6
	

22-159:2, is hereby amended to read as follows:

	

7
	

"§2442. Investment of abated or rebated tax in Guam.

	

8
	

Each Qualifying Certificate, except for a Qualifying

	

9
	

Certificate issued to an insurer pursuant to the provisions of

	

10
	

§§2427 and 2428 of this Article, shall require a Beneficiary to

	

11
	

invest within Guam no less than fifty percent (50%) of any

	

12
	

taxes rebated or abated under §§2427 and 2428 of this Article

	

13
	

for a period of five (5) years following the rebate or

	

14	 abatement. A Beneficiary shall report all such investments to

	

15
	

the Authority."

	

16
	

(e) §2443 of Title 12, Guam Code Annotated, as added by P.L.

	

17
	

No. 22-159:2, is hereby amended by amending that line entitled

	

18
	

"Captive insurance companies" to read as follows:

	

19
	

"Insurers $750.00, $1,000.00."

	

20
	

Section 3. Addition to GEDA Law. A new §2428.4 is herebfadded to

21 Title 12, Guam Code Annotated, to read as follows:

	

22
	

"§2428.4. One hundred percent rebate on certain

	

23
	

insurance income. A rebate of one hundred percent (100%)

	

24	 of all income tax paid to the government of Guam by a

	

25
	

Beneficiary on all income received from underwriting either

	

26
	

inside or outside of Guam, including all income derived

	

27
	

from investing funds derived from operating an insurance

4



	

1	 underwriting business on Guam, may be issued for a period

	

2	 not to exceed twenty (20) consecutive years from the

	

3	 effective date of a Qualifying Certificate therefor; provided,

	

4	 that as to Guam risks and policy holders the Beneficiary

	

5
	

does not issue a policy directly to the policy holder but only

	

6
	

issues the same through a licensed Guam insurance broker.

	

7
	

Such insurance Qualifying Certificates may be renewed for

	

8	 additional periods of twenty (20) years at the conclusion of

	

9
	

the first or later periods so long as the Beneficiary remains

	

10
	

in good standing under the laws of Guam and under the

	

11	 rules and regulations of the Authority."

	

12
	

Section 4. Amendment to Captive Insurance Law. Section 43713 of

13 Chapter VII, Title XXXIX, Government Code, as added in P.L. 17-85:1, is

14 hereby amended to read:

	

15
	

"Section 43713. Tax on premiums collected.

	

16
	

No taxes on qualified captive insurers. Each captive

	

17
	

insurance company to which is issued a Qualifying Certificate

	

18	 pursuant to the provisions of Article 4 of Chapter 2, Title 12,

	

19
	

Guam Code Annotated, shall pay no taxes to government of

	

20
	

Guam on its premium or other insurance income except -ft) the

	

21	 extent that it is first required to pay its territorial income tax

	

22
	

liability thereon before the same is rebated in full, pursuant to

	

23
	

its Qualifying Certificates."

	

24
	

Section 5. Severability. If any of the provisions of this act, or the

25 application thereof to any person or circumstance, is held invalid, such

26 invalidity shall not affect any other provision or application of this act which

5



1 can be given effect without the invalid provision or application, and to this

2 end the provisions of this act are severable.
3	 Section 6. Effective date. This act shall take effect on January 1, 1997;

4 provided, however, that before the act may take effect, the Governor of

5 Guam shall certify to the Legislative Secretary that (i) the Guam Economic

6 Development Authority, pursuant to 12 GCA §2408, as amended in P.L. 20-

7 159:2, has adopted rules and regulations to govern the application for, and

8 issuance of qualifying certificates for insurers, as authorized by this act; and

9 (ii) the Insurance Commissioner, pursuant to Section 43036 of Chapter I, Title

10 XXXIX, Government Code, has formulated rules and regulations to

11 administer the insurance laws to appropriately govern the greatly increased

12 number of insurers doing business in Guam as a result of this act.

6
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TWENR-THIRD GUAM LEGALATURE

11n 1996 (SECOND) Regular SessMIT
Date: 74 /9

VOTING SHEET

10	 A (‘

Bill No. c:77”
Resolution No. 	
Question: 	

NAME 
YEAS NAYS

NOT ABSENT/
VOTING/ OUT DURING

ABSTAINED ROLL CALL

ADA, Thomas C. L-----

AGUON, John P.

BARRETT-ANDERSON, Elizabeth i--- I

BLAZ E Anthony C. 1.---
I

BROWN, Joanne S. t---
CAMACHO, Felix P. t,----

CHARFAUROS, Mark C 1-----

CRISTOBAL, Hose A.
FORBES, MARK L.--- -

LAMORENA, Alberto C., V i----- I

LEON GUERRERO, Carlotta t--- 1

LEON GUERRERO, Lou ,
I

NELSON, Ted S. 1,--
ORSINI, Sonn	 L. t-----
PANGELINAN, Vicente C
PARKINSON, Don 1

L,,i--,

SAN AGUSTIN, Joe T.
SANTOS, An 	 L. G.
SANTOS, Francis E. I MI „ - - - - -
UNPINGCO, Antonio R.
WONPAT-BORJA, Judith

TOTAL

CERTIFIED TRUE AND CORRECT:

Recording Secretary
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ik:ommittee on Economic, Lgricultural
Development and Insurance
TWENTY-THIRD GUAM LEGISLATURE

424 W. O'Brien Dr., Julale Shopping Center, Suite #218
Agana, Guam 96910

Tel: (671) 477-8527/9120 • Fax: (671) 477-5570

SENATOR JOE T. SAN AGUSTIN (D)
CHAIRMAN

June 6, 1996

Honorable Don Parkinson
Speaker
Twenty-Third Guam Legislature
Suite 222, Julale Shopping Center
424 W. O'Brien Drive
Agana, Guam 96910

Dear Mr. Speaker:

The Committee on Economic-Agricultural Development and
Insurance to which was referred Bill #299, has had the same
under consideration and now wishes to report back the
substituted and amended with the recommendation to do

The Committee votes are as follows:

To Do Pass
Not To Pass
Abstain
Other  

A copy of the Committee's Report and other pertinent
documents are enclosed for your reference and information.

Sincerely urs,

same as
pass.



To Do
Pass

Not To
Pass

Inactive
Abstain	 FileCommitte Members

3.

8.
or Vicente C. Pangelinan, Member

9.

Committee on Economic-Agrictural
Development and Insurance

Twenty-Third Guam Legislature
Senator Joe T. San Agustin, Chairman

VOTE SHEET

Substitute BILL NO: 299 As Amended

"AN ACT TO AMEND SUBSECTION SUBITEM 9, 2405.6, 2427,
2442 AND 2443 OF ARTICLE 4, CHAPTER 2, TITLE 12, GUAM CODE

ANNOTATED, TO ADD TO SAID ARTICLE NEW SUBSECTION 2428.4,
AND TO REPEAL AND REENACT SUBSECTION 3713, CHAPTER VII,

TITLE XXXIV, GOVERNMENT CODE TO AUTHORIZE THE ISSUANCE
OF QUALIFYING CERTIFICATES TO GUAM INSURERS AND TO

CLARIFY THE TAXATION OF CAPTIVE INSURERS."

Sena or Anthony C. Blaz, Member

/	 ,
, 41154" ho Member

5.

7.

V' dir Or

(N.tor  l k F. -P-

k•

enator Carlotta Leon Guerrero, Member

Speaker Don Parkinson, Member

Senatgrng ei9 	tos, Member
10.

11.
Senato'r Fraricis E. Santos, Member



COMMITTEE ON ECONOMIC-AGRICULTURAL
DEVELOPMENT & INSURANCE

TWENTY-THIRD GUAM LEGISLATURE

COMMITTEE REPORT ON

SUBSTITUTE BILL NO. 299 AS AMENDED

AN ACT TO AMEND SUBSECTION SUBITEM 9,
2405.6, 2427, 2442 AND 2443 OF ARTICLE 4,
CHAPTER 2, TITLE 12, GUAM CODE ANNOTATED,

TO ADD TO SAID ARTICLE NEW SUBSECTION_2A28.4,
AND TO REPEAL AND REENACT SUBSECTION 3713,
CHAPTER VII, TITLE XXXIV, GOVERNMENT CODE TO

AUTHORIZE THE ISSUANCE OF QUALIFYING CERTIFICATES
TO GUAM INSURERS AND TO CLARIFY THE TAXATION

OF CAPTIVE INSURERS.

COMMITTEE MEMBERS
Senator Joe T. San Agustin - Chairman
Senator Sonny L. Orsini - Vice Chairman

Senator John P. Aguon, Member
Senator Anthony C. Blaz, Member

Senator Mark Forbes, Member
Senator Angel L.G. Santos, Member

Senator Carlotta Leon Guerrero, Member
Senator Vicente C. Pangelinan, Member

Senator Lou Leon Guerrero, Member
Senator Francis E. Santos, Member

Speaker Don Parkinson

OVERVIEW

Bill No. 299 introduced on June 30, 1995, introduced by

J.T. San Agustin, E. Barrett-Anderson, and S.L. Orsini, is an

act to amend Government Code Subsection 43385, 43386 and

43387 relating to insurance rates under the insurance law.

Said Bill No. 299 as introduced had a public hearing on

September 18, 1995 (summary of testimony, refer to Appendix

II of this report).

-1-



After a Committee mark-Up on April 12, 1996, attended by

representatives of the Department of Revenue & Taxation,

GEDA, Insurance Association of Guam, Senator Ben Pangelinan

and Senator Joe T. San Agustin, it was agreed that a

substitute Bill No. 299 be prepared with the view towards the

issurance of qualifying tax 	 certificates for insurance

companies. Substitute Bill No. 299 was the subject of public

hearing on May 16, 	 1996, reported here as Appendix I.

Committee members present at that hearing were:

Senators Joe T. San Agustin and Ben Pangelinan.

The original Bill No. 299 was first held on September

18, 1995. The result of this public hearing produced an

amended version which was considerably amended during a mark-

up meeting on April 12, 1996. The amended version resulted

in a substitute version towards the issuance of qualifying

tax certificates. Since the substitute version of Bill No.

299 differed in scope, a second public hearing was held on

May 16, 1996. It is this substitute Bill No. 299 that is now

being reported by the Committee. It should be pointed out

that an identical bill to substitute bill No. 299 was

introduced as Bill No. 638 which essentially had a public

hearing. Therefore, substitute Bill No. 299 is now being

reported to the Legislature for approval. Bill No. 638 could

likewise be reported simultaneously, and if Bill No. 299 as

substituted which is identical	 and the same as Bill No. 638

is accepted as non-germaine - then Bill No. 638 is then,

-2-



•	 •
therefore, offered for consideration, hearing the same bill

under public consideration by the Committee on three separate

occasions; namely, September 18, 1995, April 12, 1996, and

May 16, 1996.

COMMITTEE RECOMMENDATION

Based on public testimonies received on three separate

occassions; namely, September 18, 1995, April 12, 	 1996, and

May 16, 1996, and upon insuring that local insurance

companies are adequately protected, giving a statutory time

frame for the issuance of adequate insurance regulation by

the Department of Revenue & Taxation, as well as GEDA's

issuance of regulation regarding qualifying tax certificates,

before the effective date of the substitute Bill No. 299, the

Committee; therefore, recommends the passage of Substitute

Bill No. 299 as amended.



•	 •
Executive Summary

Substituted Bill 299
as Amended

Present at the Public Hearing on May 16, 1996 were Chairman

Joe T. San Agustin, along with Senator Ben Pangelinan. Also

present were members of GEDA, as well as the Director of Revenue

and Taxation and members of the Insurance Association of Guam.

The Public Hearing was opened by Chairman Joe T. San

Agustin, whereby the intent and relevance was established for the

members and public attending.

Immediately following the start of the public hearing, the

members of the Guam Economic Development Authority's management

team began a presentation on the positive ramifications of

Captive Insurers, the captive financial prosperity in Bermuda

with possible capital induction to Guam, and lastly, the added

incentives of GEDA jurisdiction to regulate the Qualifying

Certificates (QC's)in order to corner the untouched Asian Pacific

Captive market. In retrospect, GEDA consistently expressed its

views on Guam ultimately becoming the Insurance Capital in the

Pacific, hence prompting for Guam to enter the Global insurance

market.

Following after the GEDA presentation/testimony, discussion

on various aspects of the bill were examined. Senator

Pangelinan, a previous chairman for the Committee on Economic

Agriculture and Insurance Development, expressed various views

regarding the similarity and differences between Guam's bill 299



and Bermuda's current state of prosperity. Senator Pangelinan

voiced his overwhelming favor for the bill, however he commented

on the possible negative implications that such companies as

captives insurers would have on the local insurance market, while

further conveying and inquiring more on Guam and Bermuda's

dissimilarities; geopolitically and economically. (Trends/Stats)

The Committee further discussed the proposed changes to Bill

299 as substituted. Throughout the public hearing, GEDA

reiterated that the bill would address two parts as publicly

heard. The bill, would allow for the Guam Economic Development

Authority to first establish specific criteria for Companies

trying to access Qualifying Certificates, whereby establishing

their headquarters here on Guam. Following next, GEDA again

clarified that the substituted bill 299 would also work with the

Department of Revenue and Taxation, in order to enhance the

insurance laws, consequently protecting the current local

insurance brokers here on Guam. Moreover, various avenues of the

bill were discussed in comparison to Bermuda, and it's captive

markets. The financial aspects, long-term effects, economic

growth, regulations on QC's and foresight on the pro's and con's,

was shared by both the Guam Economic Development Authority panel

and later by the Insurance Association of Guam.

According to Al Pickens, of Deloitte and Touche, "The

captives are insurance companies, they are legitimate insurance

companies, but they are owned by the insured...Captives have not

gained popularity yet in Asia. In the last 20 years, they have

gained significant popularity in North America and in Europe."



Throughout the hearing, GEDA's main focus hovered over the sense

of urgency, because of the changing global economy within the

pacific region. Furthermore, it was emphasized that the Asian

pacific region represented a tremendous challenge for Guam to

exert itself, whereas specifically referring that once we've lost

this opportunity, we would have lost it forever.

It was agreed by the Director of Revenue and Taxation

(Joseph T. Duenas), that the substituted bill with its capital

infusion aspects should include several aspects in securing the

local livelihood and interest of Guam's longtime local insurance

companies. Within the hearing, it was discussed intensely that

the insurance laws of Guam, should be revised to include an

enhanced security segment within the soon to be updated insurance

laws, in order to protect the local insurance brokers.

Others present to testify, were the Insurance Association of

Guam (IAG). Initially, the IAG began with reading a position

paper regarding bill 299. Originally, the position was

apparently negative towards the introduction of captive insurance

companies, however further on within the IAG's testimony calmed.

Specifically within the position paper, the IAG's focus

fluctuated around the issue of the open invitation to bring

captives to Guam, with its lower rates. Following on further,

the next focus of dismay for the IAG, was the invitation to other

insurers to come to Guam and enjoy the tax free environment,

produced by the GEDA's regulated Qualifying Certificates.

Specifically, the IAG were unpleased with the fact that outside

insurers would not be subject to the insurance laws of Guam.



Other members of the IAG were content with the Captives, however

they were not happy with the open door policy for commercial

insurers to come in as well. The IAG members went further to

express the impacts of fly by night insurance companies and the

possible catastrophic ramifications from the loss of disaster

aide programs for Guam. In general, there was little objections

regarding captives, however they did feel that before there was

to be an introduction of wholesale company operations, there

should be regulations in place first to protect the local

insurers. In conclusion of the IAG's testimony, a member of the

IAG tried to emphasize that Bermuda and Guam's conditions should

be looked at from a realistic insurance stand point, mentioning

that the initial market in Bermuda start off hard, consequently

cluttering their insurance market with scams and fraud.

During this discussion, it was agreed that the bill be

amended to that effective date upon the issuance of the updated

insurance regulations as well as GEDA's criteria for issuing

Qualifying Tax Certificates.

Basically, it was agreed by the IAG and the Committee, that

captives were, primarily needed in targeting two practical

industries on Guam, the Hotel industry and the Medical Liability

profession. In conclusion, the Committee recognized the

importance for Guam to strive within the Asian Pacific Global

Business economy. The reality of Guam expanding into more than

just one industry (Tourism) was a realistic goal to achieve,

hence this would be an achievable aspiration for the people of

Guam.
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TWENTY-THIRD GUAM LEGISLATURE

1996 (SECOND) REGULAR SESSION

Bill No. 299
As further substituted by the Committee on
Economic Agricultural Development & Insurance - June 5, 1996

Introduced by:	 J.T. San Agustin
E.B. Anderson
S.L. Orsini

AN ACT TO AMEND SS 2404 SUBITEM 9, 2405.6,
2427.5, 2442 AND 2443 OF ARTICLE 4, CHAPTER
2, TITLE 12, GUAM CODE ANNOTATED, TO
ADD TO SAID ARTICLE NEW SS 2428.4, AND TO
AMEND SS 23713, CHAPTER VII, TITLE XXXIV,
GOVERNMENT CODE, TO AUTHORIZE THE
ISSUANCE OF QUALIFYING CERTIFICATES TO
GUAM INSURERS AND TO CLARIFY THE
TAXATION OF CAPTIVE INSURERS.

BE IT ENACTED BY THE PEOPLE OF THE TERRITORY OF GUAM:
Section 1. Legislative findings and intent. The

Legislature finds that it is desirable to broaden the base of the

Guam economy to include more than tourism and military base

employment, and that one of the most attractive economic

opportunities available to the island is to utilize its unique

geographic location to become a financial/insurance capital of the

Pacific, much like Bermuda in the Atlantic. Persuading insurance

issuers, whether reinsurer, commercial insurers, or so-called

"captive insurers," to locate their Pacific headquarters in Guam

requires the establishment of an environment that permits them to

operate their companies aggressively both outside of and within

Guam without paying taxes on anything locally, thereby having the

advantage of being located in a modern American community with some

of the world's finest communication tools, with access to American

courts and to the American school and health systems and yet free

of local taxes on their worldwide income. The Legislature further

1



finds that the action taken in the past to encourage so-called

"export trading companies" to headquarter themselves in Guam in

return for freedom	 from	 local	 taxes has worked out quite

beneficially for the territory, there being hundreds of such

companies now operating in Guam, employing local people and paying

substantial local licensing and surveillance fees. The Legislature

therefore, in view of the foregoing findings, declares that the

intention of the following amendments and additions to the GEDA Law

is to encourage insurers to establish headquarters in Guam by

agreeing that their premium income will not be locally taxed.

Because of current income tax relations between the United States

and Guam, such tax exemption requires using both the rebate and

abatement procedures set out in the GEDA Law (Chapter 2, Title 12,

Guam code Annotated), which procedures have been upheld by the

U.S. Court of Appeals for the Ninth Circuit. See Ramsey v. Chaco,

549 F.2d (1977).

Section 2. Amendments to GEDA Law. (a) SS 2404 of Article

4, Chapter 2, Title 12, Guam Code Annotated, is hereby amended by

amending subitem 9 thereof to read as follows:

"9.	 Captive i

permitted by Chapter	 VII, Title XXXIX,

Government Codc; Insurance issuance, either by

commercial	 insurers, reinsures, or captive

insurers which meet the requirements of

Chapter III (Domestic Insurers), Title XXXIX, 

Government Code;" 

(b)	 SS 2405.6 of Article 4, Chapter 2, Title 12, Guam
Code Annotated, is hereby amended to read as follows:

"SS 2405.6. Reinsurance. Increasing the
availability	 of	 insurance	 including
re insurance. Insurance. Establishment of
Guam as a financial/insurance center for the 
Pacific, and increasing the availability and 
lowering the cost of insurance in Guam." 

2



(c) SS 2427.5 of Article 4,	 Chapter 2, title 12, Guam
Code Annotated, is hereby amended to read as follows:

"SS 2427.5. Insurance premiums. All
taxes now levied by virtue of CC 43714,
chapter VII,	 Title XXXIX,	 Covernmcnt Codc
Article 2, Chapter 26,	 Title 11, Guam Code
Annotated, known as gross	 receipts taxes, 

	

shall be abated for a period of up to ten (10) 	
twenty (20) years from the effective date of
the Qualifying Certificates therefor, for
those gross receipts derived from underwriting
insurance risks either 	 in or out of Guam, 
including gross receipts derived from
investing funds generated from insurance 
underwriting in Guam by an captive insurance
company licensed under said Chapter VII that
has qualified and continues to qualify for a
Qualifying Certificate.	 Such insurance
Qualifying Certificates may be renewed for
additional periods for twenty (20) years at
the conclusion of the first or later periods
so long as the Beneficiary remains in good
standing under the laws of Guam and under the
rules and regulations of the Authority."

(d) SS 2442 of Article 4, Chapter 2, Title 12, Guam Code
Annotated, is hereby amended to read as follows:

"SS 2442. Investment of abated or rebated
tax in Guam. Each Qualifying Certificate,
except for a Qualifying Certificate issued to
an insurer pursuant to the provisions of SS
2427 and 2428 of this Article, shall require a
Beneficiary to invest within Guam no less than
fifty percent (50%) of any taxers rebated or
abated under SS 2427 and 2428 of this Article
for a period of five (5) years following the
rebate or abatement. 	 A Beneficiary shall
report all such investments to the Authority."

(e) SS 2443 of Article 4, Chapter 2, Title 12, Guam Code
Annotated, is hereby amended by amending that line entitle "Captive
insurance companies" to read as follows:

"Captive insurance companies Insurers $750.00 $1,000.00."

Section 3.	 Addition to GEDA Law. New SS	 2428.4 is

	

hereby added to Article 4, Chapter	 2, Title 12,	 Guam Code
Annotated, to read as follows:

3



"SS 2428.4 . One hundred percent rebate on
certain insurance income. A rebate of one
hundred percent (100%) of all income tax paid
to the government of Guam by a Beneficiary on
all income received from underwriting either
inside or outside	 of Guam, including all
income derived from investing funds derived
from operating an insurance underwriting
business on Guam, may be issued for a period
not to exceed twenty (20) consecutive years
form the effective	 date of a Qualifying
Certificate therefor; provided, that as to
Guam risks and policy holders the Beneficiary
does not issue a policy directly to the policy
holder but only issues the same through a
licensed Guam insurance broker. Such
insurance Qualifying Certificates may be
renewed for additional periods of twenty (20)
years at the conclusion of the first or later
periods so long as the Beneficiary remains in
good standing under the laws of Guam and under
the rule and regulations of the Authority."

Section 4. Amendment to Captive Insurance Law. SS
23713, Chapter VII, Title XXXIV, Government Code, is hereby Amended
to read:

"SS 2371.3.	 No taxes on qualified
captive insurers. Each captive insurance
company to which is issued a Qualifying
Certificate pursuant to the provisions of
Article 4, Chapter 2, Title 12, Guam Code
Annotated, shall pay no taxes to government of
Guam on its premium or other insurance income
except to the extent that it is first required
to pay its territorial income tax liability
thereon before the same is rebated in full,
pursuant to its Qualifying Certificates."
Severability

Section 5.	 Severability. If any of the provisions of
this act, or the application thereof to any person or circumstance,
is held invalid, such invalidity shall not affect any other
provision or application of this act which can be given effect
without the invalid provision or application, and to this end the
provisions of this act are severable.

Section 6. Effective date. This act shall take
effect on January 1, 1997; provided, however, that before the act
may take effect, the Governor of Guam shall certify to the
Legislative Secretary that (i) the Guam	 Economic Development
Authority, pursuant to SS 2408, Chapter 2, Title 12, Guam Code
Annotated, has adopted 	 rules and regulations to govern the

4



application for, and issuance of qualifying certificates for
insurers, as authorized by this act; and (ii) the Insurance
Commissioner, pursuant to SS 43036, Chapter I, Title XXXIX,
Government Code, has formulated rules and regulations to administer
the insurance laws to appropriately govern the greatly increased
number of insurers doing business in Guam as a result of this act.
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Bill No.

Ln.toduced by: Committee on Economic Agricultural
Development & Insurance

AN ACT TO AMEND §§2404 SUBI.U.M 9, 2405.6, 2427.5, 2442

AND 2413 OF ARTICLE 4, CHAPTER 2, TITLE 12, GUAM CODE

ANNOTAIEL), TO ADD TO SAID ARTICLE NEW §2423 4, AND

TO REPEAL AND REENACT §43713, CHAPTER VII, TITLE

XXXIV, GOVERNMENT CODE, TO AUTHORIZE THE

ISSUANCE OF QUALIFYING CERTIFICATES TO GUAM

INSURERS AND TO CLARIFY ME TAXATION OF CAPTIVE

ENSURERS.

BE IT ENA.Ci	 ED BY THE PEOPLE OF THE TERRITORY OF GUAM:

Section 1. Legislative findings and intent. The Legislature finds that it is

desirable to broaden the base of the Guam economy to include more than tourism and

military base employment, and that one of the most attractive economic opportunities

available to the island is to utilize its unique geographic location to become a

financial /insurance capital of the Pacific, much like Bermuda in the Atlantic. Persuading

insurance issuers, whether reinsurers, commercial insurers, or so-called "captive

insurers," to locate their Pacific headquarters in Guam requires the establishment of an

envirorLment that permits them to operate their companies aggressively both outside of

1
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and within Guam without paying taxes on anything locally, thereby having the

advantage of being located in a modern American community with some of the world's

finest communication tools, with access to American courts and to the American school

and nealtn systems and yet free of local taxes on their worldwide income. The

Legislature further finds that the action taken in the past to encourage so-called "export
trading companies" to headquarter themselves in Guam in return for freedom from

local taxes has worked out quite beneficially for the territory, there being hundreds of

such companies now operating in Guam, employing local people and paying substantial

local licensing and surveillance fees. The Legislature therefore, in view of the foregoing

findings, declares that the intention of the following amendments and additions to the

GEDA Law is to encourage insurers to establish headquarters in Guam by agreeing that

their premium income will not be locally taxed. Because of current income tax relations

between the United States and Guam, such tax exemption requires using both the rebate

and abatement procedures set out in the GEDA Law (Chapter 2, Title 12, Guam Code

Annotated), which procedures have been upheld by the U.S. Court of Appeals for the

Ninth Circuit. See Ramsey v. Chaco, 549 F.2d 1335 (19f/).

Section 2. Amendments to GEDA Law. (a) §2404 of Article 4, Chapter 2,

Title 12, Guam Code Annotated, is hereby amended by amending subitem 9 thereof to

read as follows:

"9. Captive insuraFice bu.;inef....s as permitted by Chapter

Insurance issuance, either

by commercial insurers, reinsurers, or captive insurers which

meet the requirements of Chapter III (Domestic Insurers), Title

XXXIX, Government Code;"

(b)	 §2405.6 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is

tereby amended to read as follows:

2
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"§2105.6. 	 n CC. Increasing the ability of

inc1udine

Guam as a financial/insurance center for the Pacific, and

increasing the availability and lowering the cost of insurance in

Guam."

(c)	 §2427.5 of Article 4, Chapter 2, Title 12, Guam Code AnnotafP4, is

lereby amended to read as follows:

"§2427.5.

by virtue of

Insurance premiums. All taxes now levied        

Article 2, Chapter 26, Title U, Guam Code Annotated, known as

gross receipts taxes, shall be abated for a period of up to tcn (10)

twenty (20) years from the effective date of the Qualifying

Certificate therefor, for those gross receipts derived from

underwriting insurance risks either in or out of Guam,

including gross receipts derived from investing funds generated

from insurance underwriting in Guam by aa •eaptive insurance

company liee i*Reter said Chapter V that has qualified and

continues to qualify for a Qualifying CPrtificate. Such insurance

Qualifying Certificates may be renewed for additional periods of

twenty (20) years at the conclusion of the first or later periods so

long as the BPneficiary remains in good standing under the laws

of Guam and under the rules and regulations of the Authority."

. Insurance, Establishment of

3
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•
(d) §2442 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is hereby

amended to read as follows:

"§24-42. InQestrnent of abated or rebated tax in Guam.

Each Qualifying Certificate,  except for a Oualifying Certificate

issued to an insurer pursuant to the provisions of 4 ,i2427 and 

2428 of this Article, shall require a Beneficiary to invest within

Guam no less than fifty percent (50%) of any taxes rebated or

abated under §2427 and 2428 of this Article for a period of five

(5) years following the rebate or abatement. A Beneficiary shall

report all such investments to the Authority."

(e) §2443 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is hereby

mended by amending that line entitled "Captive insurance companies" to read as

allows:

"Captive insurance compaalics Insurers $750.00 $1,000.00."

Section 3. Addition to GEDA Law. New §2428 4 is hereby added to Article

, Chapter 2, Title 12, Guam Code Annotated, to read as follows:

"§2428.4. One hundred percent rebate on certain

insurance income. A rebate of one hundred percent (100%) of all

income tax paid to the government of Guam by a Beneficiary on

all income received from underwriting either inside or outside

of Guam, including all income derived from investing funds

derived from operating an insurance underwriting business on

Guam, may be issued for a period not to exceed twenty (20)

4
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consecutive years from the effective date of a Qualifying

Certificate therefor; provided, that as to Guam risks and policy

holders the Beneficiary does not issue a policy directly to the

policy holder but only issues the same through a licensed Guam

insurance broker. Such insurance Qualifying Certificates may be

renewed for additional periods of twenty (20) years at the

conclusion of the first or later periods so long as the Beneficiary

remains in good standing under the laws of Guam and under

the rules and regulations of the Authority."

Section 4. Amendment to Captive Insurance Law.. §23713, Chapter VII,

7itle XXXIV, Government Code, is hereby repealed and reenacted to read:

11§7371.3.	 No taxes on qualified captive insurers. Each

captive insurance company to which is issued a Qualifying

Certificate pursuant to the provisions of Article 4, Chapter 2,

Title 12, Guam Code Annotated, shall pay no taxes to the

government of Guam on its premium or other insurance

income except to the extent that it is first required to pay its

territorial income tax liability thereon before the same is rebated

in full, pursuant to its Qualifying Certificate."

Section 5. Severability. If any of the provisions of this act, or the

Dplica ti o n thereof to any person or circumstance, is held invalid, such invalidity shall

t affect any other provision or application of this act which can be given effect without

to invalid provision or application, and to this end the provisions of this act are

verable.

5
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Section 6. Effective date. This act shall take effect on January 1, 1997;

provided, however, that before the act may take effect, the Governor of Guam shall

certify to the Legislative Secretary that (i) the Guam Economic Development Authority,

pursuant to §2408, Chapter 2, Title 12, Guam Code Annotated, has adopted rules and

regulations ro govern the application for, and issuance of qualifying certificates for

insurers, as authorized by this act; and (ii) the Insurance Commissioner, pursuant to

1K36, Chapter I, Title XXXIX, Government Code, has formulated rules and regulations

administer the insurance laws to appropriately govern the greatly increased number of

nsurers doing business in Guam as a result of this act.

1.02SZI-1112/9‘37)-55
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TWENTY-THIRD GUAM LEGISLATURE

424 W. O'Brien Dr., Julale Shopping Center, Suite #218
Agana, Guam 96910

Tel: (671) 477-8527/9120 • Fax: (671) 477-5570

SENATOR JOE T. SAN AGUSTIN (D)
CHAIRMAN

June 6, 1996

Honorable Don Parkinson
Speaker
Twenty-Third Guam Legislature
Suite 222, Julale Shopping Center
424 W. O'Brien Drive
Agana, Guam 96910

Dear Mr. Speaker:

The Committee on Economic-Agricultural Development and
Insurance to which was referred Bill #299, has had the same
under consideration and now wishes to report back the same as
substituted and amended with the recommendation to do pass.

The Committee votes are as follows:

To Do Pass
Not To Pass
Abstain
Other

A copy of the Committee's Report and other pertinent
documents are enclosed for your reference and information.

Sincerely•urs,

AN GU IN
Chai an



John PSenat Member

(
Agusiin, Chairman

Orsini, Vice-Chairman

Sena or Anthony C. Blaz, Member

%
o Member

'IF
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enator Carlotta Leon Guerrero, Member

or Vicente C. Pangelinan, Member

1.

2.

3.

4.

5.

6.

7.

8.

9.

Comiatee on Economic-Agriceural
Development and Insurance

Twenty-Third Guam Legislature
Senator Joe T. San Agustin, Chairman

VOTE SHEET

Substitute BILL NO: 299 As Amended

"AN ACT TO AMEND SUBSECTION SUBITEM 9, 2405.6, 2427,
2442 AND 2443 OF ARTICLE 4, CHAPTER 2, TITLE 12, GUAM CODE

ANNOTATED, TO ADD TO SAID ARTICLE NEW SUBSECTION 2428.4,
AND TO REPEAL AND REENACT SUBSECTION 3713, CHAPTER VII,

TITLE XXXIV, GOVERNMENT CODE TO AUTHORIZE THE ISSUANCE
OF QUALIFYING CERTIFICATES TO GUAM INSURERS AND TO

CLARIFY THE TAXATION OF CAPTIVE INSURERS."

Committi Members
To Do
Pass

Not To
Pass

Inactive
Abstain	 File

Speaker Don Parkinson, Member

10.
Senatoringel L.G. Sat-los, Member

11.
Senator Francis E. Santos, Member
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COMMITTEE ON ECONOMIC-AGRICULTURAL

DEVELOPMENT & INSURANCE
TWENTY-THIRD GUAM LEGISLATURE

COMMITTEE REPORT ON

SUBSTITUTE BILL NO. 299 AS AMENDED

AN ACT TO AMEND SUBSECTION SUBITEM 9,
2405.6, 2427, 2442 AND 2443 OF ARTICLE 4,
CHAPTER 2, TITLE 12, GUAM CODE ANNOTATED,

TO ADD TO SAID ARTICLE NEW SUBSECTION 2428.4,
AND TO REPEAL AND REENACT SUBSECTION 23713,
CHAPTER VII, TITLE XXXIV, GOVERNMENT CODE TO

AUTHORIZE THE ISSUANCE OF QUALIFYING CERTIFICATES
TO GUAM INSURERS AND TO CLARIFY THE TAXATION

OF CAPTIVE INSURERS.

COMMITTEE MEMBERS
Senator Joe T. San Agustin - Chairman
Senator Sonny L. Orsini - Vice Chairman

Senator John P. Aguon, Member
Senator Anthony C. Blaz, Member

Senator Mark Forbes, Member
Senator Angel L.G. Santos, Member

Senator Carlotta Leon Guerrero, Member
Senator Vicente C. Pangelinan, Member

Senator Lou Leon Guerrero, Member
Senator Francis E. Santos, Member

Speaker Don Parkinson

OVERVIEW

Bill No. 299 introduced on June 30, 1995, introduced by

J.T. San Agustin, E. Barrett-Anderson, and S.L. Orsini, is an

act to amend Government Code Subsection 43385, 43386 and

43387 relating to insurance rates under the insurance law.

Said Bill No. 299 as introduced had a public hearing on

September 18, 1995 (summary of testimony, refer to Appendix

II of this report).
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After a Committee mark-Up on April 12, 1996, attended by

representatives of the Department of Revenue & Taxation,

GEDA, Insurance Association of Guam, Senator Ben Pangelinan

and Senator Joe T. San Agustin, it was agreed that a

substitute Bill No. 299 be prepared with the view towards the

issurance of qualifying tax certificates for insurance

companies. Substitute Bill No. 299 was the subject of public

hearing on May 16, 1996, reported here as Appendix I.

Committee members present at that hearing were:

Senators Joe T. San Agustin and Ben Pangelinan.

The original Bill No. 299 was first held on September
18, 1995. The result of this public hearing produced an

amended version which was considerably amended during a mark-

up meeting on April 12, 1996. The amended version resulted

in a substitute version towards the issuance of qualifying

tax certificates. Since the substitute version of Bill No.
299 differed in scope, a second public hearing was held on

May 16, 1996. It is this substitute Bill No. 299 that is now

being reported by the Committee. It should be pointed out

that an identical bill to substitute bill No. 299 was

introduced as Bill No. 638 which essentially had a public
hearing. Therefore, substitute Bill No. 299 is now being
reported to the Legislature for approval. Bill No. 638 could

likewise be reported simultaneously, and if Bill No. 299 as
substituted which is identical 	 and the same as Bill No. 638

is accepted as non-germaine - then Bill No. 638 is then,

-2-



therefore, offered for consideration, hearing the same bill

under public consideration by the Committee on three separate

occasions; namely, September 18, 1995, April 12, 1996, and

May 16, 1996.

COMMITTEE RECOMMENDATION

Based on public testimonies received on three separate

occassions; namely, September 18, 1995, April 12, 	 1996, and

May 16, 1996, and upon insuring that local insurance

companies are adequately protected, giving a statutory time

frame for the issuance of adequate insurance regulation by

the Department of Revenue & Taxation, as well as GEDA's

issuance of regulation regarding qualifying tax certificates,

before the effective date of the substitute Bill No. 299, the

Committee; therefore, recommends the passage of Substitute

Bill No. 299 as amended.



Executive Summary

Substituted Bill 299
as Amended

Present at the Public Hearing on May 16, 1996 were Chairman

Joe T. San Agustin, along with Senator Ben Pangelinan. Also

present were members of GEDA, as well as the Director of Revenue

and Taxation and members of the Insurance Association of Guam.

The Public Hearing was opened by Chairman Joe T. San

Agustin, whereby the intent and relevance was established for the

members and public attending.

Immediately following the start of the public hearing, the

members of the Guam Economic Development Authority's management

team began a presentation on the positive ramifications of

Captive Insurers, the captive financial prosperity in Bermuda

with possible capital induction to Guam, and lastly, the added

incentives of GEDA jurisdiction to regulate the Qualifying

Certificates (QC's)in order to corner the untouched Asian Pacific

Captive market. In retrospect, GEDA consistently expressed its

views on Guam ultimately becoming the Insurance Capital in the

Pacific, hence prompting for Guam to enter the Global insurance

market.

Following after the GEDA presentation/testimony, discussion

on various aspects of the bill were examined. Senator

Pangelinan, a previous chairman for the Committee on Economic

Agriculture and Insurance Development, expressed various views

regarding the similarity and differences between Guam's bill 299



and Bermuda's current state of prosperity. Senator Pangelinan

voiced his overwhelming favor for the bill, however he commented

on the possible negative implications that such companies as

captives insurers would have on the local insurance market, while

further conveying and inquiring more on Guam and Bermuda's

dissimilarities; geopolitically and economically. (Trends/Stats)

The Committee further discussed the proposed changes to Bill

299 as substituted. Throughout the public hearing, GEDA

reiterated that the bill would address two parts as publicly

heard. The bill, would allow for the Guam Economic Development

Authority to first establish specific criteria for Companies

trying to access Qualifying Certificates, whereby establishing

their headquarters here on Guam. Following next, GEDA again

clarified that the substituted bill 299 would also work with the

Department of Revenue and Taxation, in order to enhance the

insurance laws, consequently protecting the current local

insurance brokers here on Guam. Moreover, various avenues of the

bill were discussed in comparison to Bermuda, and it's captive

markets. The financial aspects, long-term effects, economic

growth, regulations on QC's and foresight on the pro's and con's,

was shared by both the Guam Economic Development Authority panel

and later by the Insurance Association of Guam.

According to Al Pickens, of Deloitte and Touche, "The

captives are insurance companies, they are legitimate insurance

companies, but they are owned by the insured...Captives have not

gained popularity yet in Asia. In the last 20 years, they have

gained significant popularity in North America and in Europe."



Throughout the hearing, GEDA's main focus hovered over the sense

of urgency, because of the changing global economy within the

pacific region. Furthermore, it was emphasized that the Asian

pacific region represented a tremendous challenge for Guam to

exert itself, whereas specifically referring that once we've lost

this opportunity, we would have lost it forever.

It was agreed by the Director of Revenue and Taxation

(Joseph T. Duenas), that the substituted bill with its capital

infusion aspects should include several aspects in securing the

local livelihood and interest of Guam's longtime local insurance

companies. Within the hearing, it was discussed intensely that

the insurance laws of Guam, should be revised to include an

enhanced security segment within the soon to be updated insurance

laws, in order to protect the local insurance brokers.

Others present to testify, were the Insurance Association of

Guam (IAG). Initially, the IAG began with reading a position

paper regarding bill 299. Originally, the position was

apparently negative towards the introduction of captive insurance

companies, however further on within the IAG's testimony calmed.

Specifically within the position paper, the IAG's focus

fluctuated around the issue of the open invitation to bring

captives to Guam, with its lower rates. Following on further,

the next focus of dismay for the IAG, was the invitation to other

insurers to come to Guam and enjoy the tax free environment,

produced by the GEDA's regulated Qualifying Certificates.

Specifically, the IAG were unpleased with the fact that outside

insurers would not be subject to the insurance laws of Guam.



Other members of the IAG were content with the Captives, however

they were not happy with the open door policy for commercial

insurers to come in as well. The IAG members went further to

express the impacts of fly by night insurance companies and the

possible catastrophic ramifications from the loss of disaster

aide programs for Guam. In general, there was little objections

regarding captives, however they did feel that before there was

to be an introduction of wholesale company operations, there

should be regulations in place first to protect the local

insurers. In conclusion of the IAG's testimony, a member of the

IAG tried to emphasize that Bermuda and Guam's conditions should

be looked at from a realistic insurance stand point, mentioning

that the initial market in Bermuda start off hard, consequently

cluttering their insurance market with scams and fraud.

During this discussion, it was agreed that the bill be

amended to that effective date upon the issuance of the updated

insurance regulations as well as GEDA's criteria for issuing

Qualifying Tax Certificates.

Basically, it was agreed by the IAG and the Committee, that

captives were, primarily needed in targeting two practical

industries on Guam, the Hotel industry and the Medical Liability

profession. In conclusion, the Committee recognized the

importance for Guam to strive within the Asian Pacific Global

Business economy. The reality of Guam expanding into more than

just one industry (Tourism) was a realistic goal to achieve,

hence this would be an achievable aspiration for the people of

Guam.



TWENTY-THIRD GUAM LEGISLATURE

1996 (SECOND) REGULAR SESSION

Bill No. 299
As further substituted by the Committee on
Economic Agricultural Development & Insurance - June 5, 1996

Introduced by:	 J.T. San Agustin
E.B. Anderson
S.L. Orsini

AN ACT TO AMEND SS 2404 SUBITEM 9, 2405.6,
2427.5, 2442 AND 2443 OF ARTICLE 4, CHAPTER
2, TITLE 12, GUAM CODE ANNOTATED, TO
ADD TO SAID ARTICLE NEW SS 2428.4, AND TO
AMEND SS 23713, CHAPTER VII, TITLE XXXIV,
GOVERNMENT CODE, TO AUTHORIZE THE
ISSUANCE OF QUALIFYING CERTIFICATES TO
GUAM INSURERS AND TO CLARIFY THE
TAXATION OF CAPTIVE INSURERS.

BE IT ENACTED BY THE PEOPLE OF THE TERRITORY OF GUAM:
Section 1.	 Legislative findings	 and intent.	 The

Legislature finds that it is desirable to broaden the base of the

Guam economy to include more than tourism and military base

employment, and that one of the most attractive economic

opportunities available to the island is to utilize its unique

geographic location to become a financial/insurance capital of the

Pacific, much like Bermuda in the Atlantic. Persuading insurance

issuers, whether reinsurer, commercial insurers, or so-called

"captive insurers," to locate their Pacific headquarters in Guam

requires the establishment of an environment that permits them to

operate their companies aggressively both outside of and within

Guam without paying taxes on anything locally, thereby having the

advantage of being located in a modern American community with some

of the world's finest communication tools, with access to American

courts and to the American school and health systems and yet free

of local taxes on their worldwide income. The Legislature further

1



finds that the action taken in the past to encourage so-called

"export trading companies" to headquarter themselves in Guam in

return for freedom from local taxes has worked out quite

beneficially for the territory, there being hundreds of such

companies now operating in Guam, employing local people and paying

substantial local licensing and surveillance fees. The Legislature

therefore, in view of the foregoing findings, declares that the

intention of the following amendments and additions to the GEDA Law

is to encourage insurers to establish headquarters in Guam by

agreeing that their premium income will not be locally taxed.

Because of current income tax relations between the United States

and Guam, such tax exemption requires using both the rebate and

abatement procedures set out in the GEDA Law (Chapter 2, Title 12,

Guam code Annotated), which procedures have been upheld by the

U.S. Court of Appeals for the Ninth Circuit. See Ramsey v. Chaco,

549 F.2d (1977).

Section 2. Amendments to GEDA Law. (a) SS 2404 of Article

4, Chapter 2, Title 12, Guam Code Annotated, is hereby amended by

amending subitem 9 thereof to read as follows:

"9.	 Captive insurance business

permitted by	 Chapter VII, Title XXXIX,

Covernmcnt Codc; Insurance issuance, either by

commercial insurers,	 reinsures, or captive

insurers	 which meet the	 requirements of 

Chapter III (Domestic Insurers), Title XXXIX, 

Government Code;" 

(b) SS 2405.6 of Article 4, Chapter 2, Title 12, Guam
Code Annotated, is hereby amended to read as follows:

"SS 2405.6.	 . 
availability	 of	 insurance	 including
re insurance. Insurance. Establishment of 
Guam as a financial/insurance center for the 
Pacific, and increasing the availability and
lowering the cost of insurance in Guam." 
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(c) SS 2427.5 of Article 4, 	 Chapter 2, title 12, Guam
Code Annotated, is hereby amended to read as follows:

"SS 2427.5. Insurance premiums. All
taxes now levied by virtue of 85 43714,
chapter VII,	 Title XXXIX,	 Covcrnmcnt Code
Article 2, Chapter 26,	 Title 11, Guam Code
Annotated, known as gross 	 receipts taxes, 
shall be abated for a period of up to ten (10)	
twenty (20) years from the effective date of
the Qualifying Certificates therefor, for
those gross receipts derived from underwriting
insurance risks either	 in or out of Guam, 
including gross receipts derived from
investing funds generated from insurance
underwriting in Guam by an captive insurance
company licensed under said Chapter VII that
has qualified and continues to qualify for a
Qualifying Certificate.	 Such insurance
Qualifying Certificates may be renewed for
additional periods for twenty (20) years at
the conclusion of the first or later periods
so long as the Beneficiary remains in good
standing under the laws of Guam and under the
rules and regulations of the Authority."

(d) SS 2442 of Article 4, Chapter 2, Title 12, Guam Code
Annotated, is hereby amended to read as follows:

"SS 2442. Investment of abated or rebated
tax in Guam. Each Qualifying Certificate,
except for a Oualifying Certificate issued to
an insurer pursuant to the provisions of SS 
2427 and 2428 of this Article, shall require a
Beneficiary to invest within Guam no less than
fifty percent (50%) of any taxers rebated or
abated under SS 2427 and 2428 of this Article
for a period of five (5) years following the
rebate or abatement.	 A Beneficiary shall
report all such investments to the Authority."

(e) SS 2443 of Article 4, Chapter 2, Title 12, Guam Code
Annotated, is hereby amended by amending that line entitle "Ca ptive
insurance companies" to read as follows:

II	 Insurers $750.00 $1,000.00."

Section 3.	 Addition to GEDA Law. New SS	 2428.4 is

	

hereby added to Article 4, Chapter 	 2, Title 12,	 Guam Code
Annotated, to read as follows:
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"SS 2428.4 . One hundred percent rebate on
certain insurance income. A rebate of one
hundred percent (100%) of all income tax paid
to the government of Guam by a Beneficiary on
all income received from underwriting either
inside or outside of Guam, including all
income derived from investing funds derived
from operating an insurance underwriting
business on Guam, may be issued for a period
not to exceed twenty (20) consecutive years
form the effective	 date of a Qualifying
Certificate therefor; provided, that as to
Guam risks and policy holders the Beneficiary
does not issue a policy directly to the policy
holder but only issues the same through a
licensed Guam insurance broker. Such
insurance Qualifying Certificates may be
renewed for additional periods of twenty (20)
years at the conclusion of the first or later
periods so long as the Beneficiary remains in
good standing under the laws of Guam and under
the rule and regulations of the Authority."

Section 4.	 Amendment to Captive Insurance Law. SS
23713, Chapter VII, Title XXXIV, Government Code, is hereby Amended
to read:

"SS 2371.3.	 No taxes on qualified
captive insurers. Each captive insurance
company to which is issued a Qualifying
Certificate pursuant to the provisions of
Article 4, Chapter 2, Title 12, Guam Code
Annotated, shall pay no taxes to government of
Guam on its premium or other insurance income
except to the extent that it is first required
to pay its territorial income tax liability
thereon before the same is rebated in full,
pursuant to its Qualifying Certificates."
Severability

Section 5.	 Severability. If any of the provisions of
this act, or the application thereof to any person or circumstance,
is held invalid, such invalidity shall not affect any other
provision or application of this act which can be given effect
without the invalid provision or application, and to this end the
provisions of this act are severable.

Section 6. Effective date. This act shall take
effect on January 1, 1997; provided, however, that before the act
may take effect, the Governor of Guam shall certify to the
Legislative Secretary that (i) the Guam	 Economic Development
Authority, pursuant to SS 2408, Chapter 2, Title 12, Guam Code
Annotated, has adopted	 rules and regulations to govern the
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application for, and issuance of qualifying certificates for
insurers, as authorized by this act; and (ii) the Insurance
Commissioner, pursuant to SS 43036, Chapter I, Title XXXIX,
Government Code, has formulated rules and regulations to administer
the insurance laws to appropriately govern the greatly increased
number of insurers doing business in Guam as a result of this act.
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Committee on Economic Agricultural
Development & Insurance
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TWENTY-TH= GUAM LEGISLATURE

1996 (SECOND) REGULAR SESSION

•

1)1 No. _ 

itod ucd bv:

AN ACT TO AMEND g§2404 SUB.tizM 9, 2405.6, 2427.5, 2442

AND 2413 OF ARTICLE 4, CHAPTER 2, TITLE 12, GUAM CODE

ANNOTA I:ED, TO ADD TO SAID ARTICLE NEW §2428 4, AND

TO REPEAL AND REENACT §43713, CHAPTER VII, TITLE

XXXIV, GOVERNMENT CODE, TO AUTHORIZE THE

ISSUANCE OF QUALIFYING CERTIFICATES TO GUAM

ENSURERS AND TO CLARIFY THE TAXATION OF CAPTIVE

ENSURERS.

BE IT ENACTED BY THE PEOPLE OF THE TERRITORY OF GUAM:

Section I. Legislative findings and intent. The Legislature finds that it is

esir able to broaden the base of the Guam economy to include more than tourism and

Lilitary base employment, and that one of the most attractive economic opportunities

vailable to the island is to utilize its unique geographic location to become a

nartcial/insurance capital of the Pacific, much like Bermuda in the Atlantic. Persuading

isuzance issuers, whether reinsurers, commercial insurers, or so-called "captive

.surexs," to locate their Pacific headquarters in Guam requires the establishment of an

lvironment that permits them to operate their companies aggressively both outside of
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.nd within Guam without paying taxes on anything locally, thereby having the

dvantage of being located in a modern American community with some of the world's

nest communication tools, with access to American courts and to the American school

nci health systems and yet free of local taxes on their worldwide income. The

egislature further finds that the action taken in the past to encourage so-called "export

adin.g companies" to headquarter themselves in Guam in return for freedom from

cal taxes has worked out quite beneficially for the territory, there being hundreds of

tch companies now operating in Guam, employing local people and paying substantial

cal licensing and surveillance fees. The Legislature therefore, in view of the foregoing

tidings, declares that the intention of the following amendments and additions to the

EDA Law is to encourage insurers to establish headquarters in Guam by agreeing that

eir premium income will not be locally taxed. Because of current income tax relations

tween the United States and Guam, such tax exemption requires using both the rebate

d abatement procedures set out in the GEDA Law (Chapter 2,„ Title 12, Guam Code

motated), which procedures have been upheld by the U.S. Court of Appeals for the

nth Circuit. See Ramsey v. Chaco, 549 F.2d 1335 (1977).

Section 2. Amendments to GEDA Law. (a) §2404 of Article 4, Chapter 2,

ale 12, Guam Code Annotated, is hereby amended by amending subitem 9 thereof to

id as follows:
/I

VA11;(7-Czeve:Fic41,n r 4^; Tnsurance issuance, either,

by commercial insurers, reinsurers, or captive insurers which

meet the requirements of Chapter III (Domestic Insurers), Titl

X, Government Code

(b)	 §2405.6 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is

eby amended to read as follows:
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"§2405.6. Reinsurance. ;:ftcreasing the availability of

	 . Insurance. Establishment of

Guam as a financial/insurance center for the Pacific, and

ineasinsr. the availability and lowering the cost of invrance in

Guam."

(c)	 §2427.5 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is

reby amended to read as follows:

"§2427.5.	 Insurance premiums. All taxes now levied

by virtue of

A	 tide 2, Chapter 26, Title II, Guam Code Annotated, known as

gross receipts taxes, shall be abated for a period of up to tcn (10)

twenty (20) years from the effective date of the Qualifying

Certificate therefor, for those gross receipts derived from

underwriting insurance risks either in or out of Guam,

including gross receipts derived from investing funds generated

from insurance underwriting in Guam by as .eaptive insurance

company lieefise4 der said Chapter VII that has qualified and

continues to qualify for a Qualifying Certificate. Such insurance

Qualifying Certificates may be renewed for additional periods of

twenty (20) years at the conclusion of the first or later periods so

long as the Beneficiary remains in good standing wider the laws

of Guam and under the rules and regulations of the Authority."
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•
(d) §2442 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is hereby

vended to read as follows:

"§2442, investment of abated or rebated tax in Guam.

Each Qualifying Certificate,  except for a Qualifying Certificate

issued to an insurer pursuant to the provisions of r..52427 and 

2428 of this Article, shall require a Beneficiary to invest within

Guam no less than fifty percent (50%) of any taxes rebated or

abated under §§2427 and 2428 of this Article for a period of five

(5) years following the rebate or abatement. A Beneficiary shall

report all such investments to the Authority."

(e) §.2443 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is hereby

ended by amending that line entitled "Captive insurance companies" to read as

Lows:

"Captive insurance com.panierAnsurers $750.00 $1,000.00."

Section 3. Addition to GEDA Law. New §2428.4 is hereby added to Article

2hapter 2, Title 12, Guam Code Annotated, to read as follows:

"§2428.4. One hundred' percent rebate on certain

insurance income. A rebate of one hundred percent (100%) of all

income tax paid to the government of Guam by a Beneficiary on

all income received from underwriting either inside or outside

of Guam, including all income derived from investing funds

derived from operating an insurance underwriting business on

Guam, may be issued for a period not to exceed twenty (20)
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consecutive years from the effective date of a Qualifying

Certificate therefor; provided, that as to Guam risks and policy

holders the Beneficiary does not issue a policy directly to the

policy holder but only issues the same through a licensed Guaxrt

insurance broker. Such insurance Qualifying Certificates may be

renewed for additional periods of twenty (20) years at the

conclusion of the first or later periods so long as the Beneficiary

remains in good standing under the laws of Guam and under

the rules and regulations of the Authority."

Section 4. Amendment to Captive Insurance Law. §23713, Chapter VII,

le =CV, Government Code, is hereby repealed and reenacted to read:

"32371.3. No taxes on qualified captive insurers. Each

captive insurance company to which is issued a Qualifying

Certificate pursuant to the provisions of Article 4, Chapter 2,

Title 12, Guam Code Annotated, shall pay no taxes to the

government of Guam on its premium or other insurance

income except to the extent that it is first required to pay its

territorial income tax liability thereon before the same is rebated

in full, pursuant to its Qualifying Certificate."

Section 5. Severability. If any of the provisions of this act, or the

>lication thereof to any person or circumstance, is held invalid, such invalidity shall

affect any other provision or application of this act which can be given effect without

invalid provision or application, and to this end the provisions of this act are

.qrable.
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Section 6. Effective date. This act shall take effect on January 1, 1997;

rovided, however, that before the act may take effect, the Governor of Guam shall

?rtify to the Legislative C>cretary that (i) the Guam Economic Development Authority,

ursuant to §2408, Chapter 2, Title 12, Guam Code Annotated, has adopted rules and

:gulations to govern the application for, and issuance of qualifying certificates for

isurers, as authorized by this act; and (ii) the Insurance Commissioner, pursuant to

(3036, Chapter I, Title XXXIX, Government Code, has formulated rules and regulations

administer the insurance laws to appropriately govern the greatly increased number of

curers doing business in Guam as a result of this act.

CSEV4/12/96346..S.55
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Committee Report on Bill 299 as Substituded
Public Hearing: May 16, 1996

Testimonies were offered and submitted by the following
interested parties: 	 Alan Pickens, Deloitte & Touche

Andy Gayle, GEDA Legal Council
Ovidio Calvo (J.R.) Board of Director
Glenn Leon Guerrero, Dir. of GEDA
Joseph T. Duenas, Dir. of Rev.& Tax

Joe Zulka, Pres Insurance Assoc. of Guam
Dave Cassidy, Insurance Assoc. of Guam
Mike Catcherin, Insurance Assoc. of Guam
Ray Martinez, Insurance Assoc. of Guam

BACKGROUND OF BILL 299 as Substituted

Bill 299 as substituted proposes to direct the Guam Economic
Development Authority to authorize the issuance of Qualifying
Certificates to Guam Insurers and to clarify the taxation of
Captive Insurers, by repealing and amending Chapter 2, Title 12,
of Guam Code Annotate

TESTIMONY (verbatim) 

Senator Joe T. San Agustin, Chairman of the Committee on
Economic-Agriculture Development and Insurance opened the hearing
with the members of the Guam Economic Development Authority
(GEDA), presenting their proposed regulations. Following the
Guam Economic Development Authority's presentation, Joey Duenas,
the Director of Revenue and Taxation and the Insurance
Association of Guam, testified subsequently following at the
panel.

START
Senator Joe T. San Agustin:
Good Afternoon ladies and gentlemen.
I think we better start, because I think that there will be a
lively debate on this issue and rightfully so, it is very
important. The Committee on Economic Agriculture and Insurance
will now have a second public hearing on bill 299. Before I
start I would like to introduce a member of this committee and a
former chairman of this committee, is Senator Ben Pangelinan to
my left. I think if there is anybody else who is more
knowledgeable in this industry, it's Ben. That's why I'm glad
that he's able to join us throughout the deliberation of the bill
299 through the beginning. And I just want to read for the
record so that we can get an audit trail of this particular bill.
This public hearing will constitute the second public hearing on
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bill 299, which was originally heard in September 18, 1995. Bill
299, during the public hearing at that time, received testimonies
relating to deregulating insurance rates on Guam. It was my
intent as the author to "shock" the insurance industry into
realizing that Guam's consumers are very frustrated by the high
cost of insurance; particularly, typhoon coverage. The public
hearing heard on September 18, 1995, stimulated a lively
discussions regarding the insurance industry on Guam. After the
public hearing and based on testimony received, it was obvious
that Bill No. 299 as submitted needed to be revised, keeping in
mind the main focus, to address the needs of the Guam consumers
as they pertain to the insurance industry. The creation of the
Advisory Insurance Board was suggested. The revised Bill 299
contain two essential features; namely, (1) creation of an
Insurance Advisory Board; and (2) to authorize the issuance of
Qualifying Certificates to Guam Insurance and to clarify the
taxation of Captive Insurance. A mark-up meeting of the revised
bill was held on April 12, 1996, attended by representatives of
the Insurance Industry, Department of Revenue & Taxation, Guam
Economic Development Authority, along with the Chairman of this
Committee and Senator Ben Pangelinan, a former Chairman and a
member of the committee. During this mark-up, it was generally
agreed that there is no need for an Insurance Advisory Board;
but, the subject of Qualifying Certificates for Guam insurance
and clarification of the taxation of Captive Insurance were
debated at length. It was generally agreed that an inquiry be
made by GEDA to ascertain if there is indeed a market to attract
General Insurance as well as the role of Captive Insurance.
What is the role of Captive insurance on Guam? Bill 299 as now
substituted which pertains to the Qualifying Certificates (QC's)
of General Insurance and clarifying the taxation feature of
Captive insurance. It must have a public hearing and that's what
why we're having a public hearing, because it has differed in
scope, but the intent and objectives remains the same. The
jurisdictional issue, as far as this committee is concerned, it
applies on any insurance and any QC's, under GEDA, and therefore,
it is proper that it be heard by the same committee and on the
same time is also clarifies any issue before the floor as to
germanies or substitution of this bill. So, that's why we have
this second public hearing, to make sure that its not challenged
on the floor, that the original bill when it was introduced, has
differed. Otherwise we would have gone ahead and submitted it,
but then we would be faced with the challenge of defending its
germanies issue maybe be at the floor, and therefore, this is why
we are having this public hearing wich the two items in
questions, which is the Qualifying Tax Certificate for general
insurers, as well as to define the role of captive insurance. We
are now here to hear the pro's and con's of the Bill 299 as now
substituted; it's now constituted. We have this afternoon,
members of the GEDA, as well as Al Pickens, who is chairing the
Vision 2001, on Financial Market.
We would like to hear their presentation first and then after
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that we'll have some questions and then we'll invite the members
of the insurance industry to please come forward and as well as
others who would like to testify on this bill. WE allowed
ourselves the whole afternoon basically until 5 o'clock. We have
the 5 o'clock for the Chamorru village, we also postponed the
bill 606 which is hotel incentives, as well as low cost housing
incentives, until Monday at 4 p.m., so that we can have more time
to discuss this bill. I think that both bill have a substantial
importance to Guam and its development and we need to give it its
proper time to be discussed as well as to be debated at great
lengths. Would you please start off Mr. Al Pickens. Maybe you
would like to introduce... I understand you want to make a
presentation of the actual role of the bill, as of what it will
accomplish, and what it will do.

Al Pickens:
Yes, thank Mr. Chairman and Sen. Pangelinan. Thank for giving us
the time to discuss Bill 299 with you today. At the table with
me at the moment is Mr. JR. Calvo, a member of the Board of
Directors of the Guam Economic Development Authority, Mr. Andy
Gail, an attorney for the Guam Economic Development Authority,
and a Co-presenter with me, Mr. Glen Leon Guerrero Chief Officer
of the Guam Economic Development Authority. We would like to
discuss first of all perhaps an overview of the insurance
industry as we understand it and the impact that bill 299 will
have on that industry. If you will allow me, I would like to
stand for this presentation.

Al Pickens:
Thank you, that's just fine.
Bill 299 is a GEDA bill, it affects the GEDA Law, it does not
affect the Guam insurance law. So, we are talking about a GEDA
law today, we are not changing the insurance law on Guam by 299.
The insurance industry might be divided into two parts. The
underwriters or the risk takers. By definition in the Guam laws,
these are called the insurers. These are the ones that
indemnifies someone else. These are the ones that ultimately
receives the premiums. The premium only goes to the first group
here, the underwriters. In addition to this group of companies,
there are also service entities. These are primarily the
distribution arm of the insurance agencies. This include the
general agents, brokers, agents, there are also other service
entities that also service this industry. There are money market
managers, that get involved with these people, attorneys,
accountants and others.
Bill 299 address the underwriting entities, it does not address
the service entities. Bill 299 address this group of companies
that we have on the map right now. There are perhaps three
levels of underwriting entities, or risk takers, or insurers. At
the top we might have the re-insurance companies, and these are
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truly the wholesalers of the insurance industry. 	 These are the
people, that you cede risk too. They have risk normally from
around the world; a wide area of risk coverage. 	 In addition
there is a middle group here; casualty companies, health, life
and others. These might be called the retailers or the
commercial entities. In some literature, they're called
commercial insurance companies. In addition is one that perhaps
your not familiar with, somewhat new here in the Asian area; the
captives. The captives are insurance companies, they are
legitimate insurance companies, but they are owned by the
insured. The insured individual or company will set up its own
subsidiary, an insurance company, and it will pay premiums to
that insurance company, its own subsidiary. That Captive may
keep that risk entirely, or it may cede that risk, that is buy
insurance from this level or this level. Or as I say, it can
keep that risk itself. As I say, Captives have not gained
popularity yet in Asia. In the last 20 years, they have gained
significant popularity in North America and in Europe. and most
of the multi-national companies from those two regions have their
own subsidiary captive insurance companies as a part of their
total risk management package. The captives today, number about
6,000 around the world. I know that this is a hard screen to
read. The bulk of the captives are in the Caribbean and in the
Atlantic ocean. And again, their servicing north America and in
Europe. Of the 6,000 captives in the world today, 5,900 and some
of them are in north American and in Europe. less than 100 are
in the Pacific. Forty six of them are in Hawaii, forty eight are
in Singapore, one in Labuan, and four in Australia. That's the
extent of the captives today in the pacific. However, there is
strong indication of key interest in establishing captives by
Japanese multi-nationals and other multi-nationals throughout the
regions, including Korea. They've not yet established, and thus
are looking for a place to do this type of business. The
service entities that I mentioned ago, these are not covered by
bill 299. They're tax in relationship to Guam remains exactly the
same after bill 299. They include general agents, brokers,
agents, managers, adjusters, professionals, including actuaries,
lawyers, money managers, and accountants. In here is a category
called managers. This category would come to Guam, if in fact we
had a captive industry here on Guam. These managers go around
the world to manage captives, and they establish a presences in
each of the jurisdictions were captives have any significant
presence. Why the insurance industry on Guam. Well, I'm
preaching to the choir here on this one of course, but right now
of course, we have one private sector industry to speak of;
tourism, and we need to expand our economic base. 	 WE need to
make the island much less vulnerable to the fluctuations and the
economies of some of the jurisdictions that surround us.
Certainly we all are aware that the Government of Guam can use
some additional revenue, its in dire need of additional revenue.
Right now, no other Asian jurisdiction specializes in this
particular industry. No one has taken up the mantel in the
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Pacific. In the Atlantic, Bermuda is recognized as the insurance
hub of the Atlantic. No one has done that yet in the pacific.
Second screen on the same subject. Guam is the only U.S.
territory out here course that is perhaps in the position to do
this thing, and a U.S. status provides stability. I think some
of you may have read in today's new paper that in Hong Kong or
China today an announcement today, that the Chinese government
would nationalize all Chinese citizens, no matter what passport
they carry in Hong Kong. That kind of thing, scares the living
daylight out of Business people. Guam provides stability in this
region, for this purpose. The industry will also provide
significant white collar employment opportunities, upscale jobs,
air conditioned jobs will be available when this industry is
established here. The demands on our islands infrastructure will
be minimal, from this particular industry. Why is now a good
time? There's a world wide interest in insurance. Certainly,
that's what gave rise to this particular bill in its initial
form. The results of some natural disasters. The difficulty
perhaps in getting insurance, the caps that are on insurance
today, the deductibles. Things of that nature are of concern to
all of us. There's a vacuum created in for financial services in
Asia, by the change of status in Hong Kong. I just mentioned one
of the impacts of it, but there are many many others. I can
assure you that no multi national is going to establish its
captive in Hong Kong in the immediate future.
The Caribbean and the Atlantic islands have had great success.
And their successes are going to be duplicated in the Pacific,
whether its Guam or the CNMI (Commonwealth of the Northern
Marianas), or some other jurisdiction somebody is going to copy
what is happening in the Atlantic ocean. There's a vast
virtually untapped Asian market for captives. It is estimated
that the captive market in Asia is as big as it is in North
America and in Europe. Supporting Asset are available to our
community now. We have state of the art communications and there
is an immediate prospects of some reductions in the cost in that
particular category of Service. WE have an educated work force
and approximately seven percent unemployment today. The jobs in
this particular industry, are above minimum wage and they're ego
satisfying jobs. This will provide an option, an alternative to
our work force. WE have available office space at reasonable
rates. All you have to do is look around, and you'll be aware of
the impact of the move to Tiyan by government offices on the
commercial markets here on Guam. Significant available space
here today, that could be utilized by this industry. WE have a
very good financial structure here on Guam today. We have 16
banks right now on Guam. We have a major stock brokerage firms.
We have an expansive legal and accounting services currently
available here on Guam. There's a single impediment to the
establishment of this particular industry here on Guam. One
impediment is the tax structure. Now I'm going to ask Glenn Leon
Guerrero if he would to carry on from here, and explain how this
particular impediment will be dealt with.
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Glen Leon Guerrero:
Thank you Al, Senator San Agustin, Senator Pangelinan.
Bill 299, the purpose for us Changing the GEDA law, is to create
the incentive to attract the insurance underwriting entities to
Guam. As Al has pointed out, were not looking at affecting the
service entities, were looking at attracting the underwriting
entities. WE want Guam to become the insurance capital of the
Pacific, drawing from the Asia markets and drawing from the
pacific markets. WE think that there is a large demand that we
can fulfill. Guam's insurance industry today, currently there
are a hundred and nine insurance companies who are licensed to do
business on Guam. Eleven of which are actually doing
underwriting. Estimated gross receipts taxes from these eleven
underwriters are approximately seven million dollars and income
taxes of approximately 1.2 million dollars.

The benefits from bill 299.
Looking into any kind of crystal ball, what we did was we looked
at Bermuda's case. Back in 1980, Bermuda was faced with a
similar situation that we are confronted with now. Bermuda had
one industry, the tourism industry and they were faced with the
downsizing of the military. The United States Air Force was
pulling out and the British Air Force was pulling out. So what
they did was in 1980, was they formulated a group that designed,
and wanted to capture the insurance business. In 1995, which is
about from the time they decided to aggressively attract the
insurance industry, they have gross premiums of about 18.8
billion dollars. Real soon, 25% of their total premiums that will
be taxable, that equates to about 4.7 billion dollars in taxable
income. Using a 35% tax rate, which is a typical corporate tax
rate, Guam can receive 1.6 billion dollars in taxes paid and
eventually refund it. Because the Government of Guam can hold
the income taxes for a hundred and eighty days, the Government of
Guam can invest it to T bills that are currently running at 6%
and we can see Guam earning a 145 million dollars annually. What
other benefits will Bill 299 do. We saw that in Bermuda, we saw
a one for one job creation for tourism as well as for insurance,
so there's potentially 12 thousand jobs within 12 years,
averaging the salary of about 25 thousand dollars, we're looking
at about 300 million dollars in salaries, that people will gain,
that the people of Guam will have, and that equates to a hundred
million dollars in personal income tax to the General fund.
They'll be capital infusion, 2.9 billion in permanent capital,
which will stay on Guam. They'll be fees that will be generated,
close to a million dollars in annual filing fees and 1.3 million
dollars in surveyance fees, and it will also create as Al said, a
new service sector of managers. We're talking about managers
such as Johnson and Huygens, who have 1.75 billion dollars in
premiums and have a 193 captives in 1995 and have a staff size of
about 153 people. If you add the total volume here, we're
talking about 5.498 billion in premiums. Our recommendation is
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that we want you to enact bill 299; and that's all we have.

Senator Ben Pangelinan:
I can see the presentation made, but there's a portion of the
bill that allows autre of these companies that will set up
business on Guam access into the local insurance market without
any kind of mention as to how they'll be regulated, what their
requirements will be for chartering a business and staying on
Guam, and so forth, and so can you explain the dynamics of
bringing these off-shore companies to Guam for the purpose of
writing off-shore business, but allowing them to be able to write
local premiums to Guam to an excluding their local income from
taxes and what that will do to the local insurance market.

Senator Joe T. San Agustin:
Maybe you should invite Joey Duenas to the panel. Go ahead Al.

Al Pickens:
Senator I will try and answer your question. First of all the
people who are underwriting business in Guam today, certainly
will have an opportunity to come and comply with this particular
law and obtain a GEDA QC law, but they must also comply with the
insurance law of Guam, which has not changed or affected by this.
This particular law does have significant rules, regulations and
does have an administrator here sitting with us. Also this law
has an effective date of January 1, 1997. Between the passage of
this law and that particular date, we would anticipate a thorough
review of the existing law, and where necessary, changes may be
preferred.

Senator Ben Pangelinan:
Do you know when the last amendment of the insurance law which
addressed the development of captive insurance companies as they
are regulated by other jurisdiction? There's nothing at all in
our insurance laws in that, and what we are doing is we're
opening up the market, and I don't mind that at all, but I think
that we should do it in tandem with certain structural changes
that we may need to make in our insurance laws.

Joe Duenas:
I think that if this proposal is to go forward, I think it
presupposes that there is a rewrite of the insurance code on
Guam. I think that we're all cognizant of the fact that our
requirements are quite liberal in terms of the insurance
companies and I would say that there are a number of things to be
done. Also, I think you have to understand that if we were to
invite all these companies in, we would have to upgrade the
quality of staff that we have in terms of the regulatory, the
examiners that we would send out. We would really have to
regulate a big industry now. So what we....
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Senator Ben Pangelinan:
So what would it take us to do something like that Joey?

Joe Duenas:
To get up to speed?
I would imagine that the rewrite of the laws, the rules and
regulations could be done by 6 months. The training and the
other stuff would take a little bit longer than that. At the
same time, I think that the Bermuda example they used
acknowledges that it was a 10 - 15 year period where they got to
this point. It didn't happen overnight. So I would imagine that
this could be accomplished. The key though is first off, you
have to decide if we're going to go down this road. Because, if
we're not going to go down this road, then we may not need as
many regulatory,	 like to see more regulatory examiners,
but we may not need as many as we would need if we did go down
this road.

Senator Ben Pangelinan:
Glen, you were supposed to do a survey of the insurance
companies, send out letter to the insurance companies. Has that
been done?

Glen Leon Guerrero
I was supposed to get names from IAG (Insurance Association of
Guam), and I did not get names, however Allen has talked to some
insurance companies I think in Hawaii.

Al Pickens:
Yes, although we did not receive the names of the promised. We
did personally make a trip to Los Angeles to meet with the people
in the insurance industry, sent letter also to Hawaii, met with
people in Hawaii in the insurance industry and found keen
interest in what we're trying to do here.

Senator Ben Pangelinan:
Can we get copies of those letters?

Andy Gayle:
My name is Andy Gayle and I'm the Legal Counsel for the Guam
Economic Development Authority, and I've worked on this bill and
I've been cooperating with Mr. Duenas and the Department of
Revenue and Taxation in connection with it, and we have some
technical amendments that I will submit in written form; none of
them have anything to do with the policy of the bill, but with
something that makes the people over at Revenue and Taxation a
little more comfortable.	 And one of the technical amendments,
and it gets back to what Mr. Duenas was talking about, would
extend the effective date until the first of January 1997 and
that would give us the six months that is need for the insurance
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office under the commissioner to get up to speed as it were. And
it also gives us time to take a close look at how the two laws
work together or don't work together, and if in that time its
found that there's some crucial mismatch between the new law and
between the business itself and there is something unworkable
about what's being proposed that gives us time to have it amended
before the law goes into affect.

Senator Ben Pangelinan:
Page 4 of the Bill. It says, that a rebate of section 2428.4, a
rebate of 100% of all income tax paid to the Government of Guam
by a beneficiary on all income derived in the underwriting either
inside or outside of Guam, including all income derived from
investing funds derived from operating an insurance underwriting
business on Guam may be issued for a period up to 20 years.
Provided that Guam risk and policy holder that does not gives you
policy directly from the policy holder, but only issues the same
through a licensed insurance broker. I guess the question I have
there, is if is that kind of limitation legal. The question of
restraint of trade, or the question of...I know that we had the
debate Andy of the wholesaler being the retailer and those issue,
and are we getting into something like that here, and is this
something that can be challenged at some point.

Andy Gayle:
As you know senator the insurance business is in a considerable
extent or in many ways outside of the usual anti-trust provision,
and it seems to me that a state like Guam could take into
consideration the existing businesses when it changes its laws
and say we're going to protect existing businesses and we're
going to insist that you deal with them and I don't think that's
unconstitutional or inorganic. I'm not sure, and that's one of
the things that I was thinking about just now, that we have time
to make amendments. I'm not sure we should just say a licensed
Guam insurance broker, Maybe there are other licensed insurance
entities that issue policies on our brokers. I'm not sure on
that, so that might be a word we might want to change.
Broker/Agent or something like that.

Senator Ben Pangelinan:
On the economic side of this, I guess we're looking at, these are
projections, and I don't know if these are first year projections
or tenth year projections on the 145 million dollars. As you
mentioned, the Bermuda offshore insurance company basically took
off after 1985, and my latest reading on that was that it was
about 15 billion dollars in annual with a capital and surplus
base just short of 30 billion dollars, but..and in doing this
we're giving up,....Joey I wrote your office, I guess about 2
weeks ago a letter, trying to get an idea of what the current tax
base is for the insurance industry on Guam.

Joe Duenas:
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It's about 8.2 million. That number came from me Senator.

Senator Ben Pangelinan:
So, I mean, would that 8.2 million dollars which is now in so
called cold hard cash that is being paid to the Government of
Guam. The bill as written would allow these companies to take
advantage of that.

Joe Duenas:
The companies would first have to be locally chartered companies.
And if they did that there would be employment, right now these
companies you have a hundred and nine. I think only about eleven
of them really actually write any business on Guam, in other
words it's cheap enough just to get a license even if you don't
write any business on Guam. But if you have the hundred and nine
that want to participate and want to take advantage, then
actually they have to develop a fiscal presence here on Guam.
They'd actually have to develop a fiscal presence be home office
here. That's the whole thing about this. Your talking about
them running their business out of Guam. And so therefore what
you get....

Senator Ben Pangelinan:
Or being managed out of Guam.

Joe Duenas:
Or being managed out of Guam, but what you give up in the 8.2
million dollars could easily be made up in terms of employment
opportunities; we'll be collecting income tax withholding from
all these other employees will be coming in.

Senator Ben Pangelinan:
But I'm trying to get the projections because your projecting
based on the growth that has happened in Bermuda over the last
several years, and the numbers your feeding me right now, would
lead me to believe that we are going to reap at least 50% if I'm
conservative. Say 50% of this, which I don't think if realistic.
It's going to take us a while like everybody, like the panel says
to build it up.

Joe Duenas:
What I'm trying to say Senator is that those companies said the
hundred and nine that we have currently operating in Guam
There's about I believe four...I'm going to defer to the
Insurance Association, (Asking the IAG) I think there's about our
or five...If you consider all of them, there's FHP, Zurich,
Pacific Indemnity, QBC. Yeah, there's about four. My point is
the other hundred and five companies basically would continue to
pay taxes, until they became domestic companies. So it wouldn't
happen over night. In other words, as this law gets passed those
hundred and five companies aren't automatically going to be out.
The benefit will accrue directly to the currently brokered
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companies that still have to qualify with GEDA for this
Qualifying Certificates. It's not an automatic thing. Even the
four companies here would have to apply and there would be a
transition period. In other words, you know your not going to
establish an insurance company on Guam overnight. Nobodies going
to do that, so I don't think we're going to be loosing revenues
for the next 2-3 years, as this kind of evolves, but the
potential is that every new company that comes in is going to be
setting up shop, is going to be having some office presence, is
going to building a building, is going to be doing something, and
it's economic activity.

Senator Ben Pangelinan:
And if that should happen, I will..I endorse the concept, I'm
just trying to make sure we're realistic in our projections,
because Joey we said the same thing, you know when we spent 1.2
million dollars to market the FISC program. That these companies
will come and set up offices, they'll hire attorney's, they'll
hire accountants and so forth. And to a degree we got, we have
reaped from the benefits of the FISC laws, but the degree of
growth or the degree of employment was expected, did not
materialize, but in that case we were not giving anything up,
with regards to local revenue based at that time.

Joe Duenas:
And my point is unless those one hundred and five come in, we'll
still get that revenue base. In other words, your saying to me,
what if you have a dance and nobody comes. Well if we invite
these guys in and the hundred and five decide not to come in,
they'll still be taxable.

Senator Ben Pangelinan:
So what is the incentive then for an off-shore company who may
not need to have a fiscal presence elsewhere to come to Guam
which would require them to have a fiscal presence, and this is
new in terms of requiring them to open an office, to hire staff,
to lease a building. I don't see that anywhere that it says
that.

Senator Joe T. San Agustin:
What about the premiums that these people collect Joey; there
being sent off island now?

Joe Duenas:
Yeah, right now all the premiums they collect basically go off
island. If this is a local company...I envision making changes
to the insurance laws to keep the money here. The whole idea of
this is to goal capital, and I think it will happen.
Al, why don't you clarify that?

Al Pickens:
Let me speak to the premium issue just for a moment. If you were
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to assume that the hundred and nine companies do not come,
exactly what Joey says would be the case. We would continue to
get the Gross receipts tax which is the 8 million dollars really,
from those sales of those particular policies. However if the
hundred and nine did come, then the premiums would be paid to
Guam companies. The hundred and ninety million in premiums that
today we ship off island. Let me use this as an analogy. The
automobile that you and I came down here in, the close that we're
wearing, the lunch that we had; all came from off island,
manufactured off island. Our insurance is manufactured off
island today. We pay for it, we send the hundred and ninety
million off island. If we brought the underwriters here to Guam,
the hundred and ninety million would stay here. Now, we know
that this would be new money, because we don't have that money
here today. We know that money turns in an economy. Here is
been measured at 2.3 to 2.9 times. It only has to turn one time,
one hundred and ninety million only has to turn one time to
generate eight million dollars in gross receipts tax. Only one
time. So, if they all came and we forgave their income tax, that
hundred and ninety million stays here. If it turns only one time
in our economy, we would get the 8 million back. This is a win
win situation.

Senator Ben Pangelinan:
I'm just trying to understand, how would that hundred and ninety
million dollars turn?

Al Pickens:
A hundred and ninety million can turn through the salaries,
through the rent, through the other expenses that they pay. They
also have to establish reserves. Insurance companies establish
reserves; they put those in the banks. The banks loan the monies
out at margin. They loan at one rate and they receive it at
another. The banks pay Gross Receipts tax on net. They also pay
income tax on their earnings. That money does turn in our
economy. It may not turn 2.3 or 2.9; but it only has to turn
once, only once for us to recover what Maybe foregone in this
thing. As I say, there's no way that I can see to loose
economically in this situation.

Senator Ben Pangelinan:
I just want to make sure that, you know, understand I guess the
processes we're going to, because the numbers that are being
given to this committee basically, are numbers basically from a
mature industry, and I want to make sure that those numbers, that
we don't oversell this program, and get the disappointment latter
on, or make changes in our insurance laws based on an oversell of
the program and then we loose something in the transition phase.
Even if it's a two or three year transition phase. Al, we just
had to play this game of appropriating revenues form 1994 to
spend for 1996 expenditures, so that we don't go over this 95%
appropriation level.

15



Al Pickens:
Senator, let me address that. There's nobody at the table that
can tell you that we're going to do 2 billion next year. But if
we do one billion in the first year. They did 18.8 billion in
1995 in premiums. In Bermuda, the figure you have in 1994
figure. All we have to do is 1 billion dollars over the next
year to double the revenue to the Government of Guam, that we're
getting now. The numbers wrong.

Ovidio Calvo:
Senator, I think another consideration is...your evaluation
absolutely right, that we're giving mature industry numbers as it
relates to benefit, and I think what your concern is the negative
impact of what we have to give up initially, to in the long term
garner that benefit. And one of the beauties of this strategy is
the fact that we're not really giving up anything until they
qualify for the GEDA process. The insurance laws aren't being
changed, the GEDA QC's laws are being changed. So, each of the
interested parties still have to get through the evaluation
process, and the GEDA QC program, and it gives us some indication
up front, from a monitoring and compliance stand point to
understand what the implications are and the benefit we're giving
and the benefit we're getting. So it's not automatically, we
have to give 8 million before we get a hundred and forty five
(million). It's going to be an interactive process where we may
loose and gain at the same time and grow this at a rate that is
acceptable and palatable to this community.

Senator Ben Pangelinan:
Let me just quote from an article that I was reading. It says,
the off-shore domicile such as Bermuda provides a well defined
structure of law, rule and regulation which has been specifically
designed to accommodate the vast and intricate demands of the
international risk management business these days. Can you tell
me if those elements are in Guam or are being developed with the
passage of this law?

Al Pickens:
I think we all know the answer, that they are not developed to
this point, to the extent that they are developed to Bermuda.
They were not developed in Bermuda in 1980 to the extent that
they are developed today. Again, it is a process that is going
to take some time, to get us to that particular level. Glenn and
I sat down to try and think this through as to the time frame.
The numbers that we're looking at, we feel are quite reasonable
over a ten year time frame.

Senator Ben Pangelinan:
And We'd like to see I guess the plan of action for this thing,
to restructure the insurance laws and so forth, so that we just
don't pass this bill and we forget the intricacies of the
international risk management and so forth, and then we don't get
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the people to come, and we say what happened. You know; and
that's what I'm trying to push at, that not only do we develop or
in act the general concept of the program, but I think we need to
establish the specific regulation of law that is required for us
to attract business. And I'm not saying that this should be done
today at this time also, but I want to be assured that we at
least know these things that need to be done in order to insure
that the program is successful. We see the same thing, and I
cannot go back to what we did and what we didn't do, what was in
our control and what was not within our control, with the off-
shore banking law programs. That was another supposedly off-
shore banking where we booked all these loans through a shell
bank on Guam basically or a shell subsidiary basically and we had
all this money here, and if it would have stayed here we would
have generated all this income and to this day I know that we had
some success at that and again I don't know what elements were
within our control or outside our control, but the industry
disappear. Basically it wasn't as fruitful or as economically
beneficial to the island as we thought it was going to be on a
long term basis. We had the same with the FISC and we still have
FISC, we are still paying license fees, they're still doing
business on Guam, but again, what happened there and why weren't
the projections or what we thought was going to happen, didn't
happen and where were the shortfalls, and what can we do from
those experiences, in terms of identifying timeliness and changes
in laws and marketing strategies and such that we need to do in
order to insure that the program is successful, and that's all
that I'm trying to get at, and in this case because we have an
existing industry locally, I want to make sure that what we're
doing does not destroy that not only in regards to revenues that
come to the Government of Guam, but the ability of the existing
businesses on Guam to be able to survive in the market that we
create for off-shore companies within Guam and that's what I want
to get a kind of good feeling of comfort with regards to the
changes we're making, the impact and the economic rewards that
will occur.

Joe Duenas:
I guess, senator in trying to understand and relate to where your
coming from, it's important to note that basically what is being
changed is the GEDA law and it's not an automatic thing unlike
FISC for example, where you came in, you paid your five hundred
dollars, your a foreign sales corporation. There is no
qualification needed. You know, you came in, you X X and go!
There is going to be rules and regulations on GEDA, there's going
to be the changes in the insurance codes, and rules and
regulations there, and so therefore I think it's going to be a
much more rigorous thing that was Maybe missing in the FISC and
the off-shore lending and also the fact that it's not an
automatic thing. See, off-shore lending, fine! You want to do
off-shore lending, you just fill out the application. You pay
your fee. You get your off-shore lending license and your on
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your way. It's a little bit more than that, but my point is that
this is simply an invitation. It basically will tell us if there
is a demand out there, because if people don't come in right away
to start signing up to form the domestic; OK. Then they know that
they are not going to get any takers on their part of the table.
You understand what I'm saying, it's a little different.

Senator Ben Pangelinan:
Where does it actually say that they have to be locally
chartered?

Ovidio Calvo:
You can't qualify for a QC unless your a Guam corporation.

Andy Gayle:
The changes are in the QC law...(end of tape - continuation)
...You made a very specific about the adopting regulations, which
it hasn't done, and so as part of the whole procedure of getting
GEDA to the point where it complies with the statute, which it
doesn't at this point. Really, they'll be a very lengthy rules
and regulations procedure, which then goes to the Governor and
then to the legislature. So, we're aware, and that's one reason
we want to post-pone the effectiveness of this legislation.

Senator Joe T. San Agustin:
So those two come at hand; regarding the regulations of the QC's,
what about the insurance law to be revised?

Andy Gayle:
They'll be parallel.

Senator Joe T. San Agustin:
So, those will be parallel. So it should come in within 6
months, you think?

Andy Gayle:
That's correct, yes.

Senator Joe T. San Agustin:
But which comes first in other words. That's what I think we are
leading into. I think that what we are probably meaning is that
the risk that we are taking, is that the 8.6 million may be lost
in the shuffle, while you folks are worried of figuring which
regulations you should do.

Joe Duenas:
That's what I'm saying. I don't think the 8.6 can be lost, until
everything is down on black and white.

Ovidio Calvo:
But still, we have regulations that stipulate how you qualify for
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the insurance QC's.

Senator Joe T. San Agustin:
So, that's where the law is right there.

Andy Gayle:
I think the point that director Calvo made is that as part of the
application process, these insurance companies are going to have
to tell us what their plans are and we'll get some idea right
away, before they get a QC, as to what kind of income their going
to be bringing in and how much we're going to be benefiting from
their presence. So we will know as the QC's are issued as to
where the money is coming from to replace this money that is
being lost.

Ovidio Calvo:
And senator, I think that in what you were reading with the
description of the mature Bermuda market and the controls of the
audit points that are in place to insure integrity in the
industry. One thing is probably certain. They didn't have those
controls and they didn't have that level of maturity and
sophistication in the beginning. One thing they did have in the
beginning was an announcement to the industry that all taxes
would be eliminated. That's what started the fire. Fifteen
years later we see the benefits they've been able to derive. All
we're saying here today is that you need to start the fire.

Senator Ben Pangelinan:
I guess, can you tell me then, why the captive market hasn't
taken hold in the Asian region. Given, let's say in Hong Kong,
where there is a tax free environment. Any kind of...What are we
doing here today, different from being a U.S. flag territory,
where in Hong Kong, you have a much more; you have basically a
tax free society, tax free government. What are we doing today
that's going to be different, that will convince these people to
charter their companies locally?

Al Pickens:
Captives is a new idea around the world, it's about 22 years old
in total, and it has not been market in Asia. It has not been
marketed at all. Two companies that do the marketing aspect of
captives in Singapore, have flown into Guam, and I met with them.
They indicate that they are just now, and these are the majors
that were just on the screen a while ago. They indicate that
they just have not gotten around to marketing. They have got
more than they can handle at other parts of the world and they're
just getting started at this region and they felt strongly that
a U.S. territory, if there were someway that we could become
competitive from a tax standpoint, that we would have ample
opportunity. By the way, Hong Kong, has never had a single
captive and the reason why they haven't is because they have 16%
tax.
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Senator Joe T. San Agustin:
Yes, flat rate.
Just on the captives, we had the law since 1985 and the
regulations that have been issued; what was the main stumbling
block?

Andy Gayle:
It was the opinion of the Attorney General that despite the
language of the statute, the Guam income tax law did apply to
captive insurance and that ruling meant that the captives were
never going to come to Guam. So, the laws have been on the books
and we've never had an applicant, because of that Attorney
Generals opinion.

Senator Joe T. San Agustin:
So, based on that, that's why we're approaching to have this
rebate approach on QC's.

Andy Gayle:
That's why we're amending that part of that law.

Senator Joe T. San Agustin:
Yes, by the way Senator Pangelinan is the one that got that under
QC's. (laughing...) Your the one right? Senator Pangelinan is
very close to the captive insurance loss since 1985, right? It
started, but unfortunately it never took off.

Andy Gayle:
There are companies on Guam that are looking at captives. Alan
can tell you more about that, but he tells us....Why don't you
tell them Alan about these plans.

Al Pickens:
One company which is a subsidiary of a multi-national here on
Guam, has already established a corporation, a captive insurance
company under the local law here, hoping that two years ago when
we started this process, that we would get this done. It has
taken a while but they have not paid premium into that captive at
this point and time. And they have told me bluntly that if I
don't get it done this year that they are going to establish that
captive within the Caiman's Islands where they've already made
inquiry.

Senator Joe T. San Agustin:
Do you have a copy of that Hawaii business group paper, about
hearing of our bills, making a lot of correspondence between Guam
and Hawaii. I think there are some serious concerns about the
state of Hawaii. The same concerns that the Virgin Islands did
with the FISC. I remember there was an article? Ben, have you
seen that Ben.
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So, there is a concern that if this bill comes through, we always
will have this competitive edge. I remember in FISC, when we
were talking about FISC, all of a sudden the Virgin Islands had a
special session and they passed a law to off-set our bill and I
don't know what Hawaii is going to do now if they heard; I know
they heard about it already.

Andy Gayle:
They can't do anything about the income tax; it's beyond their
power.

Senator Joe T. San Agustin:
OK, so we have that advantage in a sense.

Andy Gayle:
Everything else that Hawaii has, we have. That is we have U.S.
Courts. We have a U.S. Health System. We have U.S. Schools. We
have an environment that is American, except we can get them out
of this tax situation, which you can't in Hawaii.

Senator Joe. T. San Agustin:
This insurance, the general insurers that are now that of our
general agents are buying and basically they are from off island.
They're bringing it in. There's nothing to prevent that insurers
to come to Guam and become locally chartered, right? There's
nothing to prevent them now, if they want to.

Al Pickens:
That's correct.

Senator Ben Pangelinan:
Now Joey, when you restructure then, based on what your
capitalization is, are you going to own what they're able to
write world wide, based upon the local capitalization of the
company. ....I don't know?

Joe Duenas:
You know, to be honest with you, I'm looking at not just re-
writing the code from the perspective of any IC model, but also
looking at what you've pointed out. The Bermuda example, came
and matured over a period of years. I don't want to re-invent
the wheel, I'm going to see what they're doing in Bermuda and
seeing how you meshed the two together, and that's exactly where
we are going to go, but I don't have it ready. But that's where
I would go, and that's why I think six months is a reasonable
amount of time if we knew we were going to start the fire, then
we would start down this road. If we were not going to start the
fire, why would we go to Bermuda, I'd just concentrate on the
overhaul of the insurance law which I do need to do. But you
know, I would look at the Bermuda example and take from that and
not have to start a re-invent of the wheel.
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Senator Joe T. San Agustin:
Joey, I think that what we're looking is for comfort. A lot of
members, I'm sure the legislature will ask, well which comes?
You said we need to start a fire, what is to preclude or to say
that the administration will not follow through on its
regulations, by implementing it. What is to prevent you Joey,
from not having a revised insurance law, setting regulations up.
There's nothing in this bill that will mandate it. All it says
is that you do have this revision.

Joe Duenas:
That's right senator,

Senator Joe T. San Agustin:
Here, it says that it wont be effective until January of 1997,
but what will happen in between, if nothing happens. We've seen
that in previous administrations.

Andy Gayle:
The Legislature under it's oversight provisions could keep a
marker of what's happening and I'm sure if regulations are not
being written, it can seem to me, that they could hold this bill,
or pass a law.

Joe Duenas:
It can change...the effective date can....

Senator Joe T. San Agustin:
I'm just throwing this out to give some comfort. Would there be
any objection if we put something here that this law would be in
effect to only, provided that the insurance laws are revised and
implemented, or regulations are in place. Some wording like that
provided that the regulations or readings regarding the insurance
industry and the issuing of QC's and GEDA law, be in place before
even it gets implemented.

Joe Duenas:
Yes, I think that's a reasonable part of the law.

Senator Joe T. San Agustin:
I think we should put that in there. What do you think? In the
last paragraph, so, that gives him comfort, because I think one
does not loose, until the other one comes into being....He wants
to start a fire, so we have to start putting the wood in.

Joe Duenas:
That's perfectly reasonable. I think you are right. You need to
say that if you don't do the regulations, you know, don't put
everything in place then you can't start, but you need to give
the signal and I think that's what this does.
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Senator Joe T. San Agustin:
Well, the signal would have to be in the bill, and say "Hey this
is fine, but provided that delivery is got to be made in two
instances; the regulations of QC's and the regulations of
insurance laws.

Senator Ben Pangelinan:
You know again, if we could focus a little bit on I guess from
the panel at the table, and we'll probably hear from the
insurance industry. How do you see this affecting the local
insurance companies. I mean, you know, you get a multi-national
like AIG to write everything out of Guam, including its local
businesses out of Guam, and gets to spread its overhead over a
world wide premium base, while you would have a local company
that can only spread its overhead over the local base and you get
a huge disadvantage in terms of administrative costs and
allocations of those costs. Could this, I mean Joey in your
opinion, could this bill adversely affect the local insurance
companies?

Joe Duenas:
To be honest with you, I don't have the answer to that question.
That's one of the parts in the Bermuda example, that I have yet
to see, and that I would like to see, is to see what effect this
had on the local market in Bermuda, or whether there was a local
market in existence, or whether it enhanced the local market in
Bermuda, or how did it play out. That's the side, I think what
we're talking about is really for all practical purposes is the
bigger picture and the local market is...I would put it to you
this way Senator. These companies are major companies that make
business decisions. They looked at the bottom line and if they
looked at a Guam and saw a market that was a rather small market,
they would want to devote resources to try and get in to this
market or am I more concerned about the tax advantage for my
world wide income and that's why I want to be here, rather than
just saying, can I pick up a few more dollars. I mean, these
companies like I said are usually companies who are oriented
towards major business decisions and the bottom line. I think
the incentive for them to come here is not because they want to
get involved in the local market. I think the incentive is to be
the fact that they are going to get a tax break that they wont
get anywhere else.

Senator Ben Pangelinan:
In the mean time, why ignore a market that's right under you...
When you don't have to pay income tax off of that?

Joe Duenas:
Because the market is so small and your going to have to devote
resources to try and break in. Let me give you a good example:
There's a certain soft-drink beverage on Guam that controls 95%
of the market. And a certain gentleman is involved in that
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business, once said to me God help me, we're loosing money and we
control 95% of this beverage market here on Guam, and we're
loosing money. God help us if we ever control a hundred percent
of the market, we'll probably loose more; I'm serious. In other
words, the amount of resources you have develop to capture that
market share and to keep it. You know what I'm saying Ben?

Senator Ben Pangelinan:
That's your perspective Joey. What about the perspective of the
guy, that, you know, this is my only job, or this is my company
and it's going to affect me, looking at the bigger picture. But
what I'm trying to say from my perspective here is that, is that
in looking at the bigger picture, I want to make sure I don't
forget the small guy.

Joe Duenas:
I understand that and that's why I said, I'm thinking along the
lines of saying, "If somebody was coming, a major company was
coming in, they'll look and they'll say, do I want to take
resources out of what I'm doing, which I'm expanding over the
world. Do I want to take resources all over the world, just to
get into this little market here. That doesn't mean, in terms of
the bottom line, doesn't appreciably change that bottom line for
me. It's a decimal change for me and....I'm saying as a business
man where would you look at.

Senator Ben Pangelinan:
Then Joey, why is Toyota here? When you look at the Guam market
based on the world wide market of Toyota, why are they here?
Because there is a market. So, don't tell me that somebody
that's coming in here, looking at the wold wide market, see's a
local market that he's not going to pay taxes on, that somebody
else locally has, that he's not going to want some of it. If I
wanted to use your analogy then and with the hundreds of
thousands or the millions cars that Toyota and G.M. and Ford
sell over the whole world. Why are they in Guam, if they sell
thirty cars a month? Because they make money doing it and if
their in Guam and their looking at their world wide market, they
see a Guam market that they can make money at, they're here
anyway, I just want to make sure Joey, that in looking at the big
picture. And let me tell you that I endorse this concept, I'm
not against it, but I want to make sure that the ramifications of
our actions here, does not do damage to those people that have
developed the market, have put their sweat and paid out the
claims in disaster after disaster, and are making their lives
working for either themselves as their own companies, because
that's the route we wanted and we don't take that kind of
opportunity away.

Al Pickens:
Can I try to respond to that Senator. First of all, I don't
believe Toyota or General Motors is here. I think Atkin's Kroll
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is here. I believe they handle both of those vehicles and
they're like the general agents or brokers who are here. This is
the one piece of legislation and the only piece of legislation
that I'm aware of that actually provides protection for the local
licensed brokers and general agents. There's no significant
protection for Atkin's Kroll for instance, that General Motor's
will not sell direct to this market. They could if they wished,
but they choose not to, because of the size of the market. They
choose to sell through Atkin's Kroll. Here, we have actually
provided some protection for the local brokers and agents. Here
the manufacturer, that is the insurance underwriters cannot sell
directly into the market.

Senator Joe T. San Agustin:
I might add that the Cognac industry as you might remember; the
whisky business. There was a movement for Cognac to set up their
own warehouse and deal directly and sell it, which would
basically bypassing or just establish people that in the
business. And I think ABC regulations came in to protect them.
I'm sure you were aware of that. I remember there was a lot of
intensive lobbying by the Martyl, the Cognac and all those
people, that even to the point of selling liquor aboard the
plane. Remember? Selling them off island. Saying this couldn't
be consumed in the air, so that if we bypassed Topsy Turvy, then
everybody else would be bypassed. And ABC regulations came in
and protected this industry and that's why you don't have this
major liquor business come in and set up his own distributorship.
They got to go through a local distributor. I think we did that
as you said, what we're doing now. And that's when we passed
that wholesaler and retailer business. We make sure that the
wholesaler does not get involved with the retailer business. And
that's the set up way back. We stimulated the wholesale industry
at the time. We claimed that the wholesale industry was dying,
it could not get off unless we were able to separate the two from
the wholesale, because we had those vertical; companies that were
having both wholesaler and retailer outfits.

Senator Ben Pangelinan:
I agree, but you see, in this bill it doesn't have the
prohibition of a underwriter from chartering a brokerage firm.
And in your case, your saying that a manufacturer cannot be a
distributor. In this case, a manufacturer can be a distributor,
can charter his own company and charter his own brokerage firm.

Senator Joe T. San Agustin:
Well, that's something that we can work into that.

Joe Duenas:
That's a good point. Might I just suggest that this bill really
is focusing on GEDA law, and because of that you know it's
focused on that.
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Senator Ben Pangelinan:
Is there anything in the Insurance law that says that an
underwriter cannot own a brokerage house.

Joe Duenas:
No, I don't think so, but I'll look into it. That's why I think
that one thought of adding in a section that says, unless the
rules and regulations are in place, that kicks it up.

Senator Joe T. San Agustin:
This bill can be amended that provided that they don't get
involved in the same industry. We're following the same
principle, we established. The ABC regulations, the wholesalers
for general goods, and what we have.

Ovidio Calvo:
If I could just comment senator. The whole issue of protecting
investments that have already been made in the market is a very
common complex one and has a lot of factors one way or the other.
I mean we got the KMART example, and the lack of protection for
the retail industry on Guam versus the banking industry and
protection that can be invoked via law, and we're jumping back in
the mainstream of when do you protect and when don't you protect
and it's a very complex one and I agree with you, that we should
look at the local industry and evaluate what it is we can do to
be equitable to insure there isn't overt damage made to us.
That's an important consideration. But I think the real over
riding consideration is that we have to compete regionally. We
can't just look within our shores and at the extent of the market
we have on Guam. We have too many children at stake, and jobs to
create for the future, to worry just about the local market. We
have to be more dynamic in our approach, to be competitive on a
regional basis, so that we can create jobs.

Senator Ben Pangelinan:
I don't dispute that Mr. Calvo, but I also want to say that what
kind of future do we want all of the opportunities we create for
our children to be employees only. And if that's the objective
then hell, there's no need to do anything. There's no need to
create opportunities for individuals to be able to be their own
master's of their own destinies, sort to speak, or become their
own economical titans and controlling their own economical
future. If that's all we want then I agree with you, but in my
perspective here, you know, not only the quantity of life, but
the quality of life issue that comes from ownership, that comes
from having control over your destiny, economically as well as
socially. And if the only opportunity is we want to create our
own jobs so that people can be employed, then maybe that's not
all that I want to do. That I want to create opportunities where
people can own their own businesses, also.

Ovidio Calvo:
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But at the same time, if you look at the brain drain, or the
entrepreneur drain or whatever else we look at, I will also
assert to you that a lot of you who want to own their own
business are probably leaving the island to find more opportunity
elsewhere to do that.

Senator Ben Pangelinan:
And if we don't look at, while we try to compete globally, and we
don't look at that opportunity that while in our haste to compete
locally for our own survival that the only opportunities that
we're creating are employee opportunities and not employer
opportunities.

Ovidio Calvo:
And I think we're basically saying the same thing, but I think
we're saying it from two different vantage points. That is your
right, we don't want to be just employees, but at the same time,
I don't just want to own a business off-shore. I want to be able
to compete fairly here.

Senator Joe. T. San Agustin:
Is there anything in the law now that prevents any local person
from getting into the general insurance business. We do have
local insurance underwriters.

Andy Gayle:
Yeah, that's what I was going to comment about. As I understood
Senator Pangelinan's inquiry, he was concerned not only about the
local agency brokerages, but also about the local insurers also
and that their revenue base is so much smaller than the world
wide companies and therefore could they compete? And it seems to
me, and I don't know this for a fact, but I would guess at the
same insurer in Guam is also, has licenses as a general agent and
so on and so forth. 	 So, if you try and separate those two, so
you have to be one or the other, your going to be hurting those
guys. So, I'm saying that this section of legislation to
protect...I think this is appropriate legislation which is
included in the bill, to protect the local in it is tricky,
because you can protect them to the point that they can't do any
business.

Senator Ben Pangelinan:
And I just want to know that we're not doing that.

Andy Gayle:
I will have to here from them of course. But I think it's an
admirable bill. 	 No I mean the goal of protecting the local
entrepreneur.

Senator Ben Pangelinan:
Well, you know, I'm not going to be shy about saying my position
on those issues. I understand the global market, but I also
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understand the place I live in.

Senator Joe T. San Agustin:
But a local insurance underwriter can compete globally too.
Nothing to bring them down. ...If you have the assets. I don't
know why we want to keep, just because we want to keep peak
assets from coming in. The bottom line is that the whole island
would benefit from it, why are we going to be restrict to be a
container, because of our limited resources, when we have an
opportunity to expand ourselves.

Senator Ben Pangelinan:
Yeah I know, but just take a look at what we just did recently?

Andy Gayle:
Well if a local company that issuing insurance now is all of a
sudden free from taxes, it might very well expand over seas. It
might find a real opportunity to do something it couldn't do
before.

Senator Joe T. San Agustin:
I mean if the Qualifying Certificates will work, it will work in
apparently getting a outside investor to build up a hotel; a lot
of hotels. Why won't it work for the underwriters?

Senator Ben Pangelinan:
It will create purchasing opportunities.

Senator Joe T. San Agustin:
Is there anything else? Maybe we can hear from the rest of the
gentlemen here. Gentlemen, thank you very much. Maybe you can,
if you have time, to stick around and we'll hear from the people
in the industry. Gentlemen, anybody want to come up from the
insurance industry? I don't have no...just occupy the panel.
Thank you gentlemen. Come on in.

I just want to, just for the record before we start. We have a
testimony submitted by Guam Chamber of Commerce, and if no body
is here, I think Elaine or Eloise was supposed to be here.
Before we start, let me read this. Can we get the...anybody up
there? Let me read this. This is a letter to the committee. To
the Guam Chamber of Commerce appreciate the opportunity to
provide testimony on substitute bill number 299, that would
authorize the issuance of GEDA Qualifying Certificates, to Guam
insurers and provide clarification on the tax treatment on
captive insurers. The Chamber is a long time proponent of the
location of Captive insurance here on Guam. It is a new industry
that has the potential to bring in a sizeable amount of capital
to our shores and creating a tremendous number of jobs for the
community. The Insurance Association of Guam has raised
questions and concerns regarding the non-captive insurers
provisions of bill 299. That we will also be addressing as a
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chamber board next week. Their issues will be raised during
today's public hearing for your consideration. As the chamber
board has not met to deliberate on Bill 299, I would like to
advise that we will be submitting our final comments and
positions on this bill, after May 22, 1996. Thank you for your
time and attention to our comments herein. Signed Edward J.
Calvo, Chairman of the Board.
Sir will you go ahead and identify yourself and go ahead and
start off, and then we're going to start left to right.

Joe Zulka:
OK, I'm Joe Zulka, I'm chairman of the Insurance Association of
Guam. Dave Cassidy, another member of the Association, and Mike
Catcherin, and Ray Martinez who are also members of the Insurance
Association of Guam. Senators, I believe you've both seen the
position papers which was put together prior to this committee,
and obviously prior to the testimony you just heard. I can read
the position paper if you want, or you can direct comments on the
position paper since I believe, many of the points we've touched
on you would like to discuss.

Senator Joe T. San Agustin:
Why don't you go ahead and summarize it sir, and then let me
permit.

Joe Zulka:
Well, I'll read it then OK. Bill 299 was originally created to
encourage captives to do off-shore business. Captive insurers
generally defined in insurance periodicals as a legally
recognized insurance company, organized and owned by a
corporation or firm, who's purpose is to use captive to write
it's own insurance at rates lower than those of other insurers.
Usually its a non admitted insurer that has a right under certain
circumstances to reinsure with an admitted insurer. However,
bill 299 substituted is not limited to captives and has extended
an open invitation to other insurers to come to Guam and enjoy
the benefits of not only a tax free climate, but to operate at
their own convenience, without limitation or regulations. The
Insurance Association of Guam is currently an organization of 13
insurance companies, some of whom have been operating on the
island of Guam for close to 50 years. These companies have
provided insurance protection to the residents of Guam, through
super typhoon Karen in 1952, Pamela in 1976, and Omar in 1992 and
the recent 8.2 Earthquake in 1993. The membered companies have
pioneered the insurance industry on Guam and have settled all
their claims and have religiously paid all their taxes. The
Insurance Association of Guam believes that bill 299 is a
positive one, as it relates to captive insurers and would
undoubtedly benefit the island if the sufficient number of
companies would find a bill sufficiently attractive and the
incentives adequate to form their captives on Guam. The
Insurance Association of Guam has no quarrel or disagreement
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with this aspect of this bill. We do take hombridge when the
bill is broadened and amplified, to include any insurer who would
not be subject to the insurance laws of Guam, we are subjected
to and derive a benefit of a tax free environment. We believe
that this would be and adverse selection against the insurance
companies who have stood behind this island through numerous
catastrophes. The proponents of bill 299 believe that sufficient
income would be generated from the interest on the taxes to be
paid by the captives and other insurers to justify passage of
this legislation. Undoubtedly, most if not all companies
currently writing insurance on Guam, would as a matter of clear
survival seek qualifications under the tax incentive program of
the bill, thus possibly eliminating a current source of income
according to the Government of Guam in this critical time of
austerity. In the event of few companies, or possibly none seek
to take advantage of our captive law, we would have eliminated a
true source of income for very speculative and undetermined one.
We therefore, question whether any financial studies have been
made concerning the statute in the event it does not produce the
anticipated volume of business is seeks. Another concern
regarding the formation of the new generation of insurers, is the
minimum capitalization requirements to set up an insurance shop
on Guam. The current Guam insurance laws stipulates that a
capitalization of a hundred thousand dollars would be sufficient
to write all lines of insurance business, except life insurance.
If the capitalization requirement is not properly addressed to
provide protection to the residents of Guam. The door would be
open to unscrupulous individuals to form scam insurance
operations, collect premiums, pay no taxes and run in the event
of a major catastrophe. The insurance department of the
Department of Revenue and Taxation, does not have the man power,
to administer the law, and require a substantial number of
qualified and experienced personnel to oversee the captives and
other insurers. An uncontrolled insurance environment can only
mean trouble to the policy holders of these insurers, whether
located on Guam or elsewhere. Further, they face substantial
risk if no one is looking out for them. The memory of the recent
NPI Bankruptcy should be a clear signal that things can and do go
wrong. In conclusion, the Insurance Association of Guam does not
oppose the passage of a purely Captive Bill provided serious
financial and detailed studies have been made for the
administration of a sound and captive market. We do oppose the
amplification of this Bill to include basically any Insurance
"Tom, Dick and Harry" who may find Guam the paradise for easy
money. We thank you for allowing our members to voice their
concerns on what is a very fragile industry on Guam whose
survival is dependent from one major disaster after another.

Senator Joe T. San Agustin:
Anybody else? Go ahead. Mr. Martinez and then Mr. Cassidy.

Ray Martinez:
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Well, maybe I may add to what you were saying on this. basically
over on the law submission. The way the bill is worded, it
leaves an opening on the Bill and identifies as not only captives
but commercial insurance or any insurers. The idea of captive
arrangement is well and fine, but when you leave an opening like
that, it leaves it open for anybody or any Tom, Dick and Harry to
come to Guam, and be domicile on Guam. Within the limits
required at a hundred thousand, we understand it will be
elevated. But within the limits of a hundred thousand dollars,
get a tax incentive and start writing the business, in
competition with the local insurers that are currently here on
Guam. Now the situation at hand is this. The market is such a
fragile market.	 We have a problem with availability. The
situation with Japan and other areas. The capacity for Guam for
catastrophe insurance has been reduced. We barely made it though
the catastrophes. Our last situation, is we had to go for a rate
increase in order to stabilize the rate. But one thing on Guam
we always have is stability and availability. In other areas
where we have catastrophe situations, insurance is not available.
So the system in Guam works. For other carriers to come in here
and be domicile and deregulate and rate on their own and have the
incentive of this GEDA certificate of having a tax incentive will
certainly put us on an unleveled playing field. If we are going
to go on ahead and have this type of an arrangement with
captives. Then leave it for true captives; risks written out of
Guam. Any risk written locally within our areas should be
subjected to what we're subjected to and put us on a level
playing field. Captives are not going to be interested in the
first place to come over here and try and write some of the local
risks. These are large companies. It's not attractive at all.
We're in the middle of the rail road tracks. We're a disaster
prone area, but the way the law is written, or the bill is
written, it leaves an opening for insurers to come into Guam and
open up a domestic company and enjoy these incentives and as you
can see in a lot of areas, there are fly by night insurance
companies. They can come in over here and deregulate the
insurance and erode the premium base. One must have to
understand also, that in Guam, if anything goes wrong, and
there's a catastrophe, and these companies leave the island and
there's no longer anymore availability of insurance, disaster
aide programs for Guam, have been cut. The Federal Assistance
program that Guam enjoys have been cut. We will be at an
economic strain if this situation would happen. So, we are
really not concerned about the industry, we are concerned about
the consumers. I mean, we have a situation with the insurance
commissioners office where rates are regulated and there is
stability in rates. The rates did go up, because it did not
support the losses. The situation on hand, everybodies looking
at the bill, and initially the bill too, in the foregoing of the
bill and the pre-amble, it sort of states that, to cut and reduce
cost in insurance on Guam. Insurance establishment of Guam,
Financial insurance center of the pacific, and lowering the cost

31



of insurance on Guam. May I add that once again with this
catastrophe situation with availability of this certain markets
that insurance companies access. I mean there's no guess work
OK. In 1992 and 1993, when we had these bad catastrophes, we had
to go in for a rate increase. For every dollar of premium that
was taken in, the insurers paid out four dollars in losses.
Rates were submitted, and rates were reviewed and that determined
the pricing for the adequacy of the coverage. Now, we've
maintained stability. The markets now, have been accessed in
certain areas, but however we are seeing now that there's
problems coming out of southeast Asia and also from the Japan
markets. There's a shrinking of the earthweight capacity lines
of these areas. So these have to be brought to our attentions
and we're looking, but we still maintain stability. Any
disruption in this market at this stage of the game would cause a
serious problem to the island. Thank you.

Senator San Agustin:
Thank you very much Mr. Martinez. Mr. Caseate, since your one of
the insurers on Guam. Let me hear your side.

Dave Cassidy:
I just would like to reiterate. I have no objection to the idea
of a captive. I think it's a tremendous idea, but I really do
believe that before we allow wholesale company operations here,
companies to become domicile here, we must have the regulations
in place. We got to have things like a guarantee fund here, to
make sure that if any of these companies go broke, the other
one's will be able to bail him out. I think that's extremely
important. And capitalization requirements have to be really
modernized and increased from a hundred thousand dollars just
isn't sufficient. So those are my concerns.

Senator Joe T. San Agustin:
Yes, you heard earlier this is only the QC on GEDA, but Joey
Duenas will be tasked with developing that regulation, and the
suggestions that this may have to be subjected to these
regulations being passed before this program even takes place.

Dave Cassidy:
Right, I think you brought that up earlier, that you might want
to amend the law, so that it wouldn't take place until the
regulations are actually in place.

Senator Joe T. San Agustin:
Yes, and I think that's something that, but at least that's what
J.R. Calvo said will start the fire on both ends.

Mike Catcherine:
I think the people that presented this bill did a good job, but
they're only presenting a lot of the positive sides. While
they're saying that it only affects the Guam Qualifying
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Certificates. I think that if they don't look at the rules and
regulations first as well, we're only asking for problems. 	 I
think, when you look at the market in Bermuda started back in
1980, there were some examples of insurance fraud and scams. I
think that would also happen here. Not everything is going to be
a bed of roses as the pictures that are being painted right now.
I think in the mid 80's, when the Bermuda market started to
mature, I think that what a lot of people forget is that the
insurance industry as a whole was going through a hard market
situation. Bermuda became a dumping ground, you know, for a lot
of capacity, and stuff like that. The way that people perceive
Loyd's of London right now, as being sub-standard insurance,
rather than standard market to go to. Bermuda was considered a
substandard market. After having a few years of having all this
premiums, dumped into the market, but then the market is able to
mature, provided that nothing happens and the thing does not
collapse. OK, but without any type of Quality Guarantee Fund, to
protect Guam from happening. There's no way that Guam will be
able to sustain something like that. I think that everything is
being looked at the wrong way. Only the positive points are
being brought out, rather than looking at things from the way
that it should be which is from the insurance stand point.

Senator Joe T. San Agustin:
I think your point is well taken. That's the reason why we're
having a second public hearing, and we've discussed it through
great lengths since September of last year. We're still going
through that, and I'm sure that there's going to be a lot of
ramification changes, trying to modify it to suit the local
insurance industry and protect the people in the business. I
feel that maybe in my own layman's angle, I cannot close the door
that there's no hope for rate reduction. I like to see my
insurance....but I'm finding myself, that I'm being priced out of
my typhoon coverage, because I can't afford it anymore. But the
whole idea of the consumers on Guam, is we're finding ourselves
in a corner, where their spending roughly maybe 20% or 30% of
their disposable income on insurance, and then on top of that,
when they do call the insurance company for claims, they find
themselves having to spend some $5,000. The deductible becomes
so big that you might as well take that deductible and premium
and put it in an ESGRO and pay it yourself; and I think that's
the problem we're facing. Because your having a hard time trying
to sell insurance.

Senator Ben Pangelinan:
We got a solution for that with the Co-insurance law, right Ray.

Senator Joe T. San Agustin:
I remember, I amended the law way back in 1977 and 1978. I was
the one who got that in there. At least the people have full
knowledge of knowing that their homes are being insured for a
certain amount, and that when the claims come in they only get
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less than 25% and that's not even enough to put a tin roof. So
those are the kinds of things that we are going through in the
insurance industry. I know that a catastrophe always hits here,
and you also know we are catastrophe prone. However, there is
always a risk pull and as you've said; a shrink in the market. I
know the insurance agents from the underwriters, and you can only
write so much. That's all Guam is available to do, and I heard
that information from another company. It is such, that you can't
write so much. I know the hotel industry has the same problem.
A lot of hotel people in Guam say we cannot afford the hotel
insurance. So what are they doing? Either they ESGRO or they're
doing without insurance. I think the danger here is that our
people are now being priced out of an insurance coverage that
they really may need, because they can't afford one! Moreover,
when something does happen, what's going to happen? The
Government of Guam will come in and help them, and I don't think
we can be expected to do this at our current financial position.

Mike Catcherine:
I don't think that was due to a lack of availability.

Senator Joe T. San Agustin:
Well, insurance is available everywhere, but businesses just
can't afford it.	 That's the problem. When a thing hits your
roof or your building, and you find out that you have to do
without insurance, due to the fact that you can't afford it.
Even the bank industry now are under pressure to wave the typhoon
insurance coverage for many home owners. Even the (Fred-Mac) and
all those people in the insurance industry are now debating
whether we should include the typhoon or the earthquake
insurance, while that thing is being just...I don't know whether
it's being out of hand or what? It's just unaffordable!

Mike Catcherine:
Initially for Bermuda, when it first got started a lot of these
major insurance organizations set up captives or re-insurers in
Bermuda, because the capital insurance were quite low. To be
able to set up an organization like that and provide all kinds of
capacity, and if something were to happen, and the market would
have folded, they wouldn't have had enough money to pay out the
claims, then they really had nothing to loose, and so I think
that their perception is going to be the same way for Guam, as
well. They're not just going to look at it as a tax advantage.

Senator Joe T. San Agustin:
Well, I agree with you to a certain extent, but it didn't stop
the NPI from going into bankruptcy; despite that fact.

Mike Catcherine:
I understand that, but that problem in and of itself was due to
the regulations or lack of.
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Senator Joe T. San Agustin:
Well, I think we're trying to hit it on two prongs at the same
time. The suggestion earlier was made that maybe we should
condition it, and things have to be done, before things click.
As I said earlier, look at NPI. We had the Global Insurance
Company way back, and that too went belly up. I think Mr.
Cassidy's Insurance Company is one of the insurance companies
that are becoming more successful now. But Global insurance and
NPI, I think I can name a few of them within the last six years.
They were all local insurers, and we didn't have this law with
QC's or any type of insentive at all. So, that type of activity
regardless of what we do, will come, and it's just a matter of
how you regulate the industry.(End of Tape I)

Tape II

Senator Joe T. San Agustin (Continuation)
You also have to really consider how the market has matured. I
think that without the hard market cycle that the industry went
through in the late 80's, Bermuda would not have developed in the
manner that it did.

Senator Ben Pangelinan:
Yes, most of the Captives are formed in the hard market cycles
and not in the soft markets.

Joe Zulka:
Also to cover all types of Malpractice and architects difficult
types of insurance. Sometimes product liability gets them like
asbestos; that's what captives are formed for.

Senator Joe T. San Agustin:
Sometimes they can't even afford it.

Zulka:
Sometimes they can't even buy it, because it's not even available
in the market.

Senator Joe T. San Agustin:
Like the Medical Malpractice Insurance, it's going way up and a
lot of Health organizations are considering this captive
approach.

Zulka:
The Association is all in favor of that. That would really help
the island if they could really have a captive for medical
malpractice or the hotel associations. That's were it belongs.

Senator Ben Pangelinan:
I had a question for GEDA. Can you give us a breakdown on the
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Premiums written in Bermuda between insurance, reinsurance and
captives? Is that available? I'd like to see that market
segmentation.

Senator Joe T. San Agustin:
I think a lot of questions in the first part of the discussion,
was to clarify a lot of misconceptions of the whole thing. This
is the reason why we are not rushing this bill. This bill was
started since September and its almost September once again. We
wanted to make sure that we're doing something right. We don't
want to go through it and kill anyone along the way, and then
have everything go down. As you say in this business, "it's a
calculated risk." We're not rushing this, but there is a sense
of urgency, because of the changing global economy in the pacific
region. The Asian pacific region represents a tremendous
challenge for Guam to exert itself. Once we loose this
opportunity, we've lost it forever. We don't have the monopoly
of being the only one to get into the field. I've been through
several conferences in the Asia pacific region. As you know, the
global economy will be developed in the Asia Pacific region.
With China trying to be one China, and Korea trying to be one
Korea, and the United States down sizing left to right. Where
are we, we're going to be expendable if we don't do our share to
exist. AS a matter of fact, we are now, in a certain extent
expendable in the eyes of the National defense. Their going out
to defend Korea and China, but not around here. Let's face it,
our military economy is practically gone. It will be gone in the
next five years for sure unless something happens. Guam has to
develop its own industry. Tourism industry is overnight.
Insurance industry, we have to look to you folks in order to
survive. It's one area, and we would like to work hard with you
people, because your heart is on Guam is here too.

Would anyone else like to testify, then Thank you gentlemen. We
will be getting a hold of you Mr. Zulka, as soon as we develop
this thing. Don't worry gentlemen, we'll get a hold of you.
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Share Capital

Categories of Companies

Exempted
R/A

Non-resident
R/A

Ordinary
(Resident) R/A

USSO to USS50,000 $500/$500 $427/$427 $250/$250

US$50,000 and higher $600/$600 i	 5305/5305
i) to US$2,000.000 5700/$700
ii)US$2,000,000 and higher $1,750/$1,750

Foreign Companies: Registration fee is set at US$1,087, annual fee is US$610.
Key:	 R=Registration Fees	 A=Annual Fees

The Cayman Islands .. .
A World Leader in International Services

Banking's Prestigious Names
Although we are a small country, we host 554 banks with
approximately US$415 billion on deposit. Forty-six of the largest
50 banks in the world are represented here, as well as all of the
"Big Six" accounting firms, and sophisticated legal support.

Trusts You Can Trust
The Cayman Islands is a global leader in the establishment of
offshore trusts. The enabling legislation - The Trusts Law, the
Trusts (Foreign Element) Law, and the Fraudulent Dispositions
Law - provides flexibility in establishing and administering of
trusts and is considered a model for other banking jurisdictions.

insurance —A World Leader
The Cayman Islands is considered by the international
financial community to he a leader in the global insurance
industry. The Cayman Islands currently hosts 370 captive
insurance companies.

Compolty Incorporation—Meeting a World of Requirements
Approximately 30,000 companies are currently regulated by
the Companies Law of the Cayman Islands. The Law
provides for various types of corporations to accommodate
nearly every local and international need.

Company Management—The Know How to Succeed
Sophisticated local expertise is available in the Cayman
Islands to provide complete company management services
to meet the needs of a wide variety of offshore corporations.
Some 25 firms are licensed to provide these services.

Mutual Funds—High Standards Promote Growth
Mutual Funds are playing an increasingly important role in
the Cayman Islands international financial industry and,
with a new Mutual Funds Law to ensure that the highest
standards are maintained this growth is expected to
continue. Most funds are in the form of open-ended
investment companies, although unit trusts are also used.
Local banks, trust companies, audit firms, and attorneys
offer considerable expertise in the formation and
administration of these funds.

Shipping
The strategic location of the Cayman Islands in the Caribbean
Sea makes them an ideal site for ship and yacht registration.
The Islands boast a Category 1 British Registry equipped and
qualified to register vessels of all sizes and classes.

Answers and Solutions from Sophisticated Services
A corps of knowledgeable professionals are here to assist and
guide you. Ask the questions; we have the answers. Tell us
your requirements; we have the services. Show us your plans;
we have the facilities. In the Cayman Islands, government
works hard to make your business easier for you.

High-Tech Communications
Everything you need to do business quickly and efficiently
is at your fingertips in the Cayman Islands -
telecommunication and computer links, data services and
fax machines. Our communications services can keep up
with your fast-paced world - any day, any time.

Record-Breaking Growth
As the foremost jurisdiction for company formation and management, the Cayman Islands introduced new, more auractive
fees 1 April, 1 994.  These more competitive fees follow a year of record-breaking growth, tipping the register over the 30,000
mark. This continues an upward spiral with a 200 p.c. increase in the last seven years.

New Registrallon and Annual Fees

For further details of any of our services,
please write to;

Cayman Islands Government
Portfolio of Finance & Development
George Town Grand Cayman, B.W.I.
Tel: (809) 949-7900
Fax. (809) 949-9F,'18
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BERMUDA AS AN OFFSHORE FINANCIAL CENTRE: LEGAL
FRAMEWORK AND RECENT DEVELOPMENTS
by Jeffrey P Roy

I t is routine for large commercial

transactions to involve participants

from multiple jurisdictions. This of-

ten gives rise to difficult legal issues,

including the potential that a num-

ber of fiscal and/or legal regimes will

apply to the transaction. Often the

most efficient accommodation of the

varying requirements of the partici-

pants can be achieved through the

use of an entity established in an off-

shore financial centre (such as Ber-

muda) as the investment vehicle.

The term "entity" is used advis-

edly. While the use of companies,

partnerships and trusts for these pur-

poses is well established, the rapid

pace of innovation in the financial

markets has led to the creation of a

number of new entities, such as pur-

pose trusts, as well as the evolution

of existing ones.

In response to these commercially

driven developments, and to main-

tain its position as one of the premier

offshore financial centres, Bermuda

has made important reforms to the

legal and regulatory framework

within which international business

operates. This article highlights some

of the recent changes in Bermuda

corporate and trust law most rel-

evant to the international legal and

business communities and, for the

benefit of those unfamiliar with Ber-

muda, an overview of Bermuda's le-

gal and regulatory environment.

Jeffrey P Roy is a Barrister and
Solicitor, Alberta and Ontario, Solicitor
of the Supreme Court of England and
Wales, and Barrister and Attorney. Mr.
Roy may be contacted at Appleby,
Spurling & Kemp, Cedar House, 41
Cedar Avenue, Hamilton 11M 12,
Bermuda 809 295-2244 or facsimile
809 282-8866.

LEGAL ENVIRONMENT

Bermuda is a dependent, self-

governing colony of the United

Kingdom located approximately 600

miles east of Cape Hatteras, North

Carolina. As a colony, Bermuda's leg-

islation and jurisprudence have been

strongly influenced by that of the

United Kingdom. For the most part,

statutes enacted by the Bermuda

Legislature in the areas of corporate,

commercial and trust law have been

based on similar legislation enacted

in the United Kingdom.

In recognition of this source, the

courts of Bermuda are required to

apply, to the extent practicable, the

rules for interpretation and construc-

tion binding on the Supreme Court

of England when construing legisla-

tion. In all other matters, the courts

of Bermuda treat precedents of En-

glish courts as persuasive. Addition-

ally, the final court of appeal for Ber-

muda is the Judicial Committee of

the Privy Council, which is com-

prised of members of the House of

Lords of England and other members

of the Privy Council who have held

high judicial office.

The existence in Bermuda of a

clearly elaborated and judicially

tested body of commercial and cor-

porate law substantially reduces t-he

"legal risk" that might otherwise

arise in using an offshore jurisdiction.

Moreover, as English law has been a

frequently selected contractual choice

of law in the international arena for

some time, it is familiar to many par-

ticipants in the international markets.

These considerations are becom-

ing more important as international

transactions are increasingly written

under the law of an offshore jurisdic-

tion or important aspects of them

rely on a particular principle of that

law (e.g., choice of law, forum selection,

enforcement of foreign judgments).

REGULATORY ENVIRONMENT

Tax "neutrality" is an important

element in most international trans-

actions and thus an important crite-

rion in the selection of an offshore

financial centre.

The absence of taxation in the

jurisdiction where the investment

vehicle is established allows the par-

ties to focus on developing a struc-

ture in which each participant can

receive its returns in the manner that

best suits its operational and domes-

tic tax requirements. In addition, the

ability of participants to receive their

returns free of taxation at source is

often essential to ensure that they

receive the rate of return on invested

capital for which they bargained.

No income, profits, withholding,

capital gains, capital transfer or other



taxes are currently imposed by the

Government of Bermuda. Moreover,

"exempted undertakings" may apply,

under the Exempted Undertakings

Tax Protection Act 1966, for an as-

surance issued by the Minister of Fi-

nance that, in the event any statute

imposing any tax computed on prof-

its or income, or computed on any

capital asset, gain or appreciation or

any tax in the nature of estate duty or

inheritance tax is enacted, such tax will

not be applicable to the undertaking or

any of its operations or obligations un-

til March 2016. "Exempted undertak-

ings" are defined as exempted compa-

nies, exempted partnerships and ex-

empted unit trusts.

The Bermuda Legislature has also

refrained from elaborate and intru-

sive regulation of other aspects of

international business. The Govern-

ment of Bermuda's approach has

been based upon two principles: self-

regulation and quality control.

Self-regulation is accomplished

through the use of business community

resources, principally through the re-

quirement that a quorum of the direc-

tors of an exempted (i.e., international)

company be residents of Bermuda.

Quality control is achieved

through review by the Bermuda

Monetary Authority (the "BMA") of

the ownership (direct or indirect) of

exempted companies and the transfer

of beneficial ownership of their

shares. The BMA generally requests

a banker's reference for each owner

or transferee and undertakes further

investigations as necessary to verify

each owner's financial standing, busi-

ness integrity and credibility. All in-
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The absence of taxation in the

jurisdiction where the investment

vehicle is established allows the

parties to focus on developing a

structure in which each

participant can receive its returns

in the manner that best suits its

operational and domestic tax

requirements.

formation provided to the BMA is

held confidential.

EXEMPTED COMPANIES
While Bermuda offers a number

of alternatives, for many transac-

tional clients the exempted company

(whether owned directly by the par-

ticipants or through a trust) is the

investment vehicle of choice. Ex-

empted companies are incorporated

under and governed by the Compa-

nies Act of 1981 (the "Act"), but are

exempt from the provisions of the

Act requiring minimum levels of

ownership by Bermudians.' While

the Bermuda-based activities of ex-

empted companies are sharply re-

stricted, they are generally free to

•
conduct international business

through Bermuda.

An exempted company must be

incorporated with capital of at least

US$12,000 (or the equivalent in an-

other currency). A fee, based on the

aggregate of the company's autho-

rized capital and its share premium

account (i.e., the amount paid in ex-

cess of the par value of shares on

their allotment), is payable annually

to the Government of Bermuda. The

fee ranges from a minimum of

US$1,680 for companies with an au-

thorized capital/share premium of

US$12,000 to US$25,000 for a capi-

tal/share premium in excess of

US$500,000,000.

Other important organizational

aspects of exempted companies are:

• a quorum of the Board of Direc-

tors must be residents of Ber-

muda;

• exempted companies may only

issue shares in registered form;

bearer shares are prohibited;

• unless waived by all directors and

shareholders, audited financial

statements must be approved by

the shareholders at the company's

annual general meeting; and

• the company must maintain a

register of shareholders that is

open to public inspection. Where

confidentiality is desired, shares

may be held in the name of a

nominee.

In most other respects, the prin-

ciples that govern the administration

of an exempted company are similar

to those governing companies incor-

porated in the United Kingdom.

Continued on page 4
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Continued from page 3

EXEMPTED COMPANIES—RECENT

CHANGES

Recently, certain amendments
have been made to the Act to address
the need for flexibility in the struc-
ture of exempted companies. As a
result of these amendments, it is now
possible to:
• create an unlimited liability ex-

empted company, that is, a com-
pany where the liability of its
shareholders is not limited to the
amount paid or agreed to be paid
on their shares;

• convert an existing limited liabil-
ity exempted company to an ex-
empted company with unlimited
liability;

• create an exempted company
whose existence will terminate on
a certain date or upon the occur-
rence of a specified event; or

• amalgamate (i.e., merge) a foreign
company with an existing Bermuda
company, the resulting company to
be a Bermuda company.
Taken with the existing provisions

of the Act, which permit foreign
companies to migrate ("continue") to
Bermuda and Bermuda companies to
continue into a foreign jurisdiction,
the Act creates a uniquely flexible
framework within which a variety of
transactions may be accommodated.

THE PURPOSE TRUST

Increasingly, the use of exempted
companies in transactions has been
supplemented by the use of trusts
and, in particular, by so-called "pur-
pose trusts." Prior to 1989, a trust

established for a purpose (other than
a charitable purpose), rather than for
the benefit of ascertainable beneficia-
ries, was void. With the passage of
The Trusts (Special Provisions) Act
1989 (the "1989 Act"), it became
possible to create a valid and enforce-
able trust for commercial and other
purposes under Bermuda law.' How-
ever, as the purpose trust is a creature
of statute, the requirements of the
1989 Act must be closely observed in the

. . . for many transactional

clients the exempted company .. .

is the investment vehicle of

choice.

trust's formation and administration.
The purpose trust must be estab-

lished by a deed or a will that sets
forth the event that terminates the
trust. This may be an actual event or
the expiry of a specified term. As the
1989 Act provides that a purpose
trust may not last for more than 100
years, it is usual to provide that the
trust will terminate upon the first to
occur of a specified event or the ex-
piry of a specified term.

The purposes for which the trust
is created must be specific, reason-
able and possible. They may not be
immoral, contrary to public policy or
unlawful under Bermuda law.

No consents are required to be
obtained from any governmental de-
partment or organization in connec-
tion with the formation of a purpose

trust. No filings are required to be
made and the instrument establish-
ing the trust is not open for public
inspection.

At least one of the trustees of the
purpose trust must be a "designated
person," meaning an attorney or ac-
countant licensed to practice in Ber-
muda, a licensed trust company in
Bermuda or such other persons as
may be designated by the Minister of
Finance. In addition, an "Enforcer"
must be appointed, whose responsi-
bility is to ensure that the trustees
comply with the terms of the trust.
Finally, the trust document must pro-
vide for the disposition of the surplus
assets of the trust upon its termination.

It should be noted that, unlike a
conventional trust, interim distribu-
tions of capital or income may not be
made from a purpose trust. All assets
held or accumulated in the trust must
be retained until the termination of the
trust, at which time they are paid out
to the person designated as the recipi-
ent of the surplus assets. This some-
what limits the flexibility of the pur-
pose trust in commercial applications.

In the brief time since the passage
of the 1989 Act, the purpose trust has
proved to be an extremely useful in-
strument, providing the transaction
participants with a measure of asset
and bankruptcy protection arising by
virtue of the legal characterization of
the financing vehicle.

`Companies Act, 1981, Rev. Laws of Bermuda,
Title 17, Item 5, Section 127 ("an exempted com-
pany means a company which does not comply
with the requirements of the Act in repect of a
local company").
'Rev. Laws of Bermuda, Title 26, Item 50.
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Member Companies:

• American Home Assurance Company
• Chung Kuo Insurance Company, Ltd.
• Dai-Tokyo Fire & Marine Company, Ltd.
• Isla Insurance Company
• Donghu Insurance Company
• Mitsui Marine & Fire Insurance Company
• National Union Fire Insurance Company
• New Hampshire Insurance Company
• New Zealand Insurance Company, Ltd.
• Pacific Indemnity Insurance Company
• QBE Insurance (International) Ltd.
• Tokio Marine & Fire Insurance Company
• Zurich Insurance (Guam), Inc.
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1996 Officers:

Joseph J. Zulka
Chairman
477-1663/4

Geoff Cutting
Vice Chairman
635-2823

Joe Barcinas
Secretaiy/Treasurer
472-3133/4

Position Paper
Bill 299 (Substituted)

Bill 299 was originally created to encourage "Captives" to do offshore business.
Captive Insurer is generally defined in insurance periodicals as a legally recognized
insurance company organized and owned by a Corporation or firm whose purpose
is to use the Captive to write its own insurance at# rates lower than those of other
Insurers. Usually it is a non admitted Insurer that has the right under special
circumstances to reinsure with an admitted Insurer. However, Bill 299 substituted
is not limited merely to "Captives", and has extended an open invitation to other
Insurers to come to Guam and enjoy the benefits of not only a tax free climate but to
operate at their convenience without limitations or regulations.

The Insurance Association of Guam is currently an organization of 13 insurance
companies some of whom has been operating on the Island of Guam close to 50
years. These companies have provided insurance protection to the residents of
Guam thru Super typhoon "Karen" in 1952, "Pamela" in 1976 and "Omar" in 1992
and the recent 8.2 Earthquake of 1993. The member companies have pioneered the
insurance industry on Guam and settled all their claims and have religiously paid
their taxes.

The Insurance Association of Guam believes that Bill 299 is a positive one as it
relates to "Captive Insurers" and would undoubtedly benefit the Island if a
sufficient number of companies would find the Bill sufficiently attractive and the
incentives adequate to form their Captives on Guam. The Insurance Association of
Guam has no quarrel or disagreement with this aspect of the Bill. We do take
umbrage however, when the Bill is broadened and amplified to include any Insurer
who would not be subject to the Insurance Laws of Guam we are subjected to and
derive the benefit of a tax free environment. We believe this would be adverse
selection against the Insurance companies who have stood behind this island thru
numerous catastrophes.



The proponent of Bill 299 believe that sufficient income would be generated from
the interest on the taxes to be paid by the Captives and other Insurers to justify
passage of this Legislation. Undoubtedly most if not all companies currently writing
insurance on Guam would, as a matter of clear survival seek qualification under the
Tax Incentive Program of the Bill thus possibly eliminating entirely a current source
of income accruing to the Government of Guam in this critical time of austerity. In
the event a few companies or possibly none seek to take advantage of our Captive
Law we would have eliminated a true source of income for a very speculative and
undetermined one. We therefore question whether any financial studies have been
made concerning the statute in the event it does not produce the anticipated volume
of business it seeks.

Another concern regarding the formation of this new generation of Insurers is the
minimum capitalization requirement to set up an insurance shop on Guam. The
current Guam Insurance Law stipulates that a capitalization of $100,000 would be
sufficient to write all lines of insurance business except Life Insurance. If the
capitalization requirement is not properly addressed to provide protection to the
residents of Guam, the door would be open to unscrupulous individuals to form
scam insurance operations, collect the premiums, pay no taxes and run in the event
of a major catastrophe.

The Insurance Department of the Department of Revenue and Taxation does not
have the manpower to administer the law and would require a substantial number
of qualified and experienced personnel to oversee the Captives and other Insurers.
An uncontrolled insurance environment can only mean trouble to the policy holders
of these insurers whether located on Guam or elsewhere. Clearly they face
substantial risk if no one is looking out for them . The memory of the recent NPI
Bankruptcy should be a clear signal that things can and do go wrong.

In conclusion, the Insurance Association of Guam does not oppose the passage of a
purely Captive Bill provided serious financial and detailed studies have been made
for the administration of a sound and Captive Market. We do oppose the
amplification of this Bill to include basically any Insurance " Tom, Dick and Harry"
who may find Guam the paradise for easy money.

We thank you for allowing our Members to voice their concerns on what is a very
fragile industry on Guam whose survival is dependent from one major disaster after
another.	 2
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• Ltd. Kuo Insurance Company, Ltd
dean Horne Assurance Company

• Dal•Tokyo Firs & Marine Company, Ltd.
• Isla Insurance Company
• Korea Automobile Fire & Marine Insurance Company
• Mitsui Marine & Fire Insurance Company
• National Union Fire Insurance Company
• New Hampshire Insurance Company
• Nov Zealand Insurance Company, Ltd.
• Pacific Indemnity Company
• QDE Insurance (International) Ltd.
• Tokio Marine & Rt.,: Insurance Company
• Zurich Insurance (Guam). Inc.

Joscpla 1. Zulka
Chairman
477-1663/4

(co(( Cutting
Vice-Chairman
635-2823

Inc Barc i n as
Secretary/Treasurer
472-3133/4

April 19, 1996

Via Hand Delivery

REC.;;EIVED
t:OMMITTEE ON ECONOMIC- AGRiCULTURAL

DEVELOPMENT INSURANCE

DATE:	 .1//df/9-‘ 

TIME: 	 ei 
RECD BY 	

The Honorable Joe T. San Agustin
Chairman, Committee on Economic-
Agricultural Development and Insurance
Twenty-Third Guam Legislature
424 West O'Brien Drive
Julale Shopping Center, Suite 218
Agana, Guam 96910

Dear Senator San Agustin:

Thank you for the opportunity to review the revised Bill 299. Members of the Insurance
Association of Guam have kindly made available their views on the revised Bill, and we
hereby attach a position paper regarding same which is representative of the views of
our members.

We trust the attached paper is self-explanatory, however, please advise if clarification
is required on any point. Further, should you wish to meet with representatives oft his
association to discuss the Bill or any aspects of our comments, we would certainly
oblige.

Yours Faithfully,

G. . Cutting

Acting Chairman



INSURANCE ASSOCIATION OF GUAM
POSITION PAPER ON BILL 299 (Amended) 

A. The Bill seems to lump together incentives for attracting "Captive" Insurance
Companies to do offshore business and other Commercial Insurers to write
business on Guam. This is patently unfair to the Insurance Companies who
pioneered the insurance business on Guam and have religiously paid their
taxes and settled all claims. Guam does not need a flood of non-tax paying
insurers to provide cheap insurance, but rather a solid degree of stability to
provide continuity of coverage to consumers.

B. Merely waiving the 4% premium tax is not sufficiently attractive for Insurers
to come to Guam. We suspect that some business is now being written
offshore without paying premium taxes.

C. Section 5 is unclear. It refers to a rebate on "...income received from the
issuance of insurance policies..." It is unclear as to exactly what proceeds
from insurance the Bill refers.

D. The Government of Guam Insurance Department is currently understaffed
and inexperienced in the handling and administration of captive insurers.
This would require the need to hire sufficient qualified and experienced
personnel to administer the Captive Insurance Companies.

E. Captives are not formed for tax incentives alone. The captive center
requires the need to be close to a reinsurance center and an adequate and
accessible pool of experienced personnel. There are many well established
and less expensive locations to domicile a captive, which have conducive
finance and communications infrastructures .already in place.

F. The requirement to reinvest 50% of the related taxes within Guam would not
be attractive to would-be captives as they generally require the ability to
freely remit of income / premiums and investments offshore.
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Geoff Cutting
Vice Chairman
635-2823

Joe
Secretary/7
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Si cerely,

0
6 Member Companies:

• American Home Assurance Company
• Chung Kuo Insurance Company, Ltd.
• Dai-Tokyo Fire & Marine Company, Ltd.
• Isla Insurance Company
• Dongbu Insurance Company
• Mitsui Marine & Fire Insurance Company
• National Union Fire Insurance Company
• New Hampshire Insurance Company
• New Zealand Insurance Company, Ltd.
• Pacific Indemnity Insurance Company
• QBE Insurance (International) Ltd.
• Tokio Marine & Fire Insurance Company
• Zurich Insurance (Guam), Inc.

May 14, 1996

Via Hand Delivery

Senator Joe T. San Agustin
Majority Leader Chairperson, Committee
on Economic-Agriculture Development
Twenty-Third Guam Legislature

RECEIVED
COMMITTEE. ON ECON.OtvtiC• AGRICULTURAL

DEVELOP ENT INSURANCE

DATE:	 - 	  

Re:	 Position Paper from Insurance Association of Guam
on Bill 299 (substituted)

Dear Senator San Agusting:

Enclosed please find the above captioned. Please review at your earliest convenience.

If you have any further questions do not hesitate to give me a call. Thank you for your
consideration of IAG's position.

InsIns rance • ssociation of Guam
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• Member Companies:

• American Home Assurance Company
• Chung Kuo Insurance Company, Ltd.
• Dai-Tokyo Fire & Marine Company, Ltd.
• Isla Insurance Company
• Dongbu Insurance Company
• Mitsui Marine & Fire Insurance Company
• National Union Fire Insurance Company
• New Hampshire Insurance Company
• New Zealand Insurance Company, Ltd.
• Pacific Indemnity Insurance Company
• QBE Insurance (International) Ltd.
• Tokio Marine & Fire Insurance Company
• Zurich Insurance (Guam), Inc.

•	 1996 Orticers:

Joseph .1. Zulka
Chairman
477-16634

Geoff Cuttinv,
Vice Chuirma n
635-2823

Joe Ilarcina.s

472-3133/4

Position Paper
Bill 299 (Substituted)

Bill 299 was originally created to encourage "Captives" to do offshore business.
Captive Insurer is generally defined in insurance periodicals as a legally recognized
insurance company organized and owned by a Corporation or firm whose purpose
is to use the Captive to write its own insurance ate rates lower than those of other
Insurers. Usually it is a non admitted Insurer that has the right under special
circumstances to reinsure with an admitted Insurer. However, Bill 299 substituted
is not limited merely to "Captives", and has extended an open invitation to other
Insurers to come to Guam and enjoy the benefits of not only a tax free climate but to
operate at their convenience without limitations or regulations.

The Insurance Association of Guam is currently an organization of 13 insurance
companies some of whom has been operating on the Island of Guam close to 50
years. These companies have provided insurance protection to the residents of
Guam thru Super typhoon "Karen" in 1952, "Pamela" in 1976 and "Omar" in 1992
and the recent 8.2 Earthquake of 1993. The member companies have pioneered the
insurance industry on Guam and settled all their claims and have religiously paid
their taxes.

The Insurance Association of Guam believes that Bill 299 is a positive one as it
relates to "Captive Insurers" and would undoubtedly benefit the Island if a
sufficient number of companies would find the Bill sufficiently attractive and the
incentives adequate to form their Captives on Guam. The Insurance Association of
Guam has no quarrel or disagreement with this aspect of the Bill. We do take
umbrage however, when the Bill is broadened and amplified to include any Insurer
who would not be subject to the Insurance Laws of Guam we are subjected to and
derive the benefit of a tax free environment. We believe this would be adverse
selection against the Insurance companies who have stood behind this island thru
numerous catastrophes.



The proponent of Bill 299 believe that sufficient income would be generated from
the interest on the taxes to be paid by the Captives and other Insurers to justify
passage of this Legislation. Undoubtedly most if not all companies currently writing
insurance on Guam would, as a matter of clear survival seek qualification under the
Tax Incentive Program of the Bill thus possibly eliminating entirely a current source
of income accruing to the Government of Guam in this critical time of austerity. In
the event a few companies or possibly none seek to take advantage of our Captive
Law we would have eliminated a true source of income for a very speculative and
undetermined one. We therefore question whether any financial studies have been
made concerning the statute in the event it does not produce the anticipated volume
of business it seeks.

Another concern regarding the formation of this new generation of Insurers is the
minimum capitalization requirement to set up an insurance shop on Guam. The
current Guam Insurance Law stipulates that a capitalization of $100,000 would be
sufficient to write all lines of insurance business except Life Insurance. If the
capitalization requirement is not properly addressed to provide protection to the
residents of Guam, the door would be open to unscrupulous individuals to form
scam insurance operations, collect the premiums, pay no taxes and run in the event
of a major catastrophe.

The Insurance Department of the Department of Revenue and Taxation does not
have the manpower to administer the law and would require a substantial number
of qualified and experienced personnel to oversee the Captives and other Insurers.
An uncontrolled insurance environment can only mean trouble to the policy holders
of these insurers whether located on Guam or elsewhere. Clearly they face
substantial risk if no one is looking out for them . The memory of the recent NPI
Bankruptcy should be a clear signal that things can and do go wrong.

In conclusion, the Insurance Association of Guam does not oppose the passage of a
purely Captive Bill provided serious financial and detailed studies have been made
for the administration of a sound and Captive Market. We do oppose the
amplification of this Bill to include basically any Insurance " Tom, Dick and Harry"
who may find Guam the paradise for easy money.

We thank you for allowing our Members to voice their concerns on what is a very
fragile industry on Guam whose survival is dependent from one major disaster after
another.	 2
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Committee on Economic-Agricultural
Development and Insurance
TWENTY-THIRD GUAM LEGISLATURE

424 W. O'Brien Dr., Julale Shopping Center, Suite #218
Agana, Guam 96910

Tel: (671) 477-8527/9120 • Fax: (671) 477-5570

SENATOR JOE T. SAN AGUSTIN (D)

CHAIRMAN

PUBLIC HEARING
THURSDAY, MAY 16, 1996

GUAM LEGISLATURE PUBLIC HEARING ROOM
155 HESLER STREET, AGANA, GUAM

AGENDA

1 P.M. 

I. Call to Order

II. Introductions of Committee Members

III. Testimony of Interested Individuals Relative to Bill No. 299
(Substituted).

IV. Discussion of Bill No. 299 (Substituted).

V. Testimony of Interested Individuals Relative to the
Appointment of Mr. Jesus F.Aguon to the Position of Member,
Agricultural Board of Commissioners, Expiring August 26,
2000.

VI. Testimony of Mr. Jesus F. Aguon Relative to His Appointment
as Member, Agricultural Board of Commissioners.

5 P.M. 

IX. Testimony of Interested Individuals Relative to Bill No.
576.

X. Discussion of Bill No. 576.

XI. Adjournment



TWENTY-THIRD GUAM LEGISLATURE

1996 (SECOND) REGULAR SESSION

Bill No. 299
As further substituted by the Committee on
Economic Agricultural Development & Insurance - May 16, 1996

Introduced by:	 J.T. San Agustin
E.B. Anderson
S.L. Orsini

AN ACT TO AMEND SS 2404 SUBITEM 9, 2405.6,
2427.5, 2442 AND 2443 OF ARTICLE 4, CHAPTER
2, TITLE 12, GUAM CODE ANNOTATED, TO
ADD TO SAID ARTICLE NEW SS 2428.4, AND TO
REPEAL AND REENACT SS 43713, CHAPTER VII,
TITLE XXXIV, GOVERNMENT CODE, TO
AUTHORIZE THE ISSUANCE OF QUALIFYING
CERTIFICATES TO GUAM INSURERS AND TO
CLARIFY THE TAXATION OF CAPTIVE
INSURERS.

BE IT ENACTED BY THE PEOPLE OF THE TERRITORY OF GUAM:
Section 1. Legislative findings and intent. The Legislature finds that it

is desirable to broaden the base of the Guam economy to include more than

tourism and military base employment, and that one of the most attractive

economic opportunities available to the island is to utilize its unique geographic

location to become a financial/insurance capital of the Pacific, much like

Bermuda in the Atlantic. Persuading insurance issuers, whether reinsurer,

commercial insurers, or so-called "captive insurers," to locate their Pacific

headquarters in Guam requires the establishment of an environment that permits

them to operate their companies aggressively both outside of and within Guam

without paying taxes on anything locally, thereby having the advantage of being

located in a modern American community with some of the world's

1



TWENTY-THIRD GUAM LEGISLATURE

1996 (SECOND) REGULAR SESSION

Bill No. 299
As further substituted by the Committee on
Economic Agricultural Development & Insurance

	
1 ic

J.T. San A
---J:-P7-Aguo„n

S I

AN ACT TO AMEND §§2404 SUBITEM 9, 2405.6, 2427.5, 2442

AND 2443 OF ARTICLE 4, CHAPTER 2, TITLE 12, GUAM 'CODE

ANNOTATED, TO ADD TO SAID ARTICLE NEW §2428.4, AND

TO REPEAL AND REENACT §43713, CHAPTER VII, TITLE

XXXIV, GOVERNMENT CODE, TO AUTHORIZE THE

ISSUANCE OF QUALIFYING CERTIFICATES TO GUAM

INSURERS AND TO CLARIFY THE TAXATION OF CAPTIVE

INSURERS.

BE IT ENACTED BY THE PEOPLE OF THE TERRITORY OF GUAM:

Section 1.	 Legislative findings and intent. The Legislature finds that it is

desirable to broaden the base of the Guam economy to include more than tourism and

military base employment, and that one of the most attractive economic opportunities

available to the 'island is to utilize its unique geographic location to become a

financial/insurance capital of the Pacific, much like Bermuda in the Atlantic. Persuading

insurance issuers, whether', 4 reinsurers, commercial insurers, or so-called "captive

insurers," to locate their Pacific headquarters in Guam requires the establishment of an

environment that permits them to operate their companies aggressively both outside of

and within Guam without paying taxes on anything locally, thereby having the

advantage of being located in a modern American community with some of the world's

Introduced by:

1



finest communication tools, with access to American courts and to the American school

and health systems and yet free of local taxes on their worldwide income. The

Legislature further finds that the action taken in the past to encourage so-called "export

trading companies" to headquarter themselves in Guam in return for freedom from

local .taxes has worked out quite beneficially for the territory; there being hundreds of

such companies now operating in Guam, employing local people and paying substantial

local licensing and surveillance fees. The Legislature therefore, in view of the foregoing

findings, declares that the intention of the following amendments and additions to the

GEDA Law is to encourage insurers to establish headquarters in Guam by agreeing that

their premium income will not be locally taxed. Because of current income tax relations

between the United States and Guam, such tax exemption requires , using both the rebate

and abatement procedures set out in the GEDA Law (Chapter 2, Title 12, Guam Code

Annotated), which procedures have been upheld by the U.S. Court of Appeals for the

Ninth Circuit. See Ramsey v. Chaco, 549 F.2d 1335 (1977).

Section 2. Amendments to GEDA Law. (a) §2404 of Article 4, Chapter 2,

Title 12, Guam Code Annotated, is hereby amended by amending subitem 9 thereof to

read as follows:

"9. Captive insura

VII, Title XXXIX, Covernment–Gede; Insurance issuance, either 

by commercial insurers, reinsurers, or captive insurers;"

(b)	 82405.6 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is

hereby amended to read as follows:

"§2405.6. Reinsurance.  Increasing the availability of

. Insurance. Establishment of

Guam as a :i4.-n-a-n-6,41/insurance center for the Pacific, and

2



increasing the availability and lowering the cost of insurance in

Guam."

(c) §2427.5 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is

hereby amended to read as follows:

12427.5. Insurance premiums. All taxes now levied

by virtue of --§43714, Chap ter-VIL-Title-XXXIX7-Governmen-t-Gode

Article 2, Chapter 26, Title 11, Guam Code Annotated, known as

gross receipts taxes, shall be abated for a period of up to  ten (10)

twenty (20) years from the effective date of the Qualifying

Certificate therefor, for those gross receipts derived'  from the

issuance of insurance policies, including bonds as long as said

preini-u-m-s such receipts are collected by an captive insurance

company lieensed-tin-der said Chapter VII that has qualified and

continues to qualify for a Qualifying Certificate. Such insurance
,

Qualifying Certificates may be renewed for additional periods of

tWenty (20) years at the conclusion of the first or later periods so

long as the Beneficiary remains in good standing under the laws

of Guam and under the rules and regulations of the Authority."

(d) §2442 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is hereby

amended to read as follows: L i

4

12442. Investment of abated or rebated tax in Guam.

Each Qualifying Certificate,  except for a Qualifying Certificate

issued to an insurer pursuant to the provisions of §2427 and 

3



2428 of this Article, shall require a Beneficiary to invest within

Guam no less than fifty percent (50%) of any taxes rebated or

abated under §§2427 and 2428 of this Article for a period of five

(5) years followin the rebate or abatement. A Beneficiary shall

report all such investments to the Authority."

(e) §2443 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is hereby

amended by amending that line entitled "Captive insurance companies" to read as

follows:

"Captive insurance companier, Insurers $750.00 $1,000.00."

Section 3. Addition to GEDA Law. dew §2428A is hereby added to Article

4, Chapter 2, Title 12, Guam Code Annotated, to read as follows:

"§2428.4. One hundred percent rebate on certain

insurance income. A rebate of one hundred percent (100%) of all

income tax paid ,to the government of Guam by a Beneficiary on

all income received from underwriting either inside or outside

of Guam, including all income derived from investing funds

derived from operating an insurance underwriting business on

Guam,, may be issued for a period not to exceed twenty (20)

consecutive years from the effective date of a Qualifying

Certificate there*; provided, that as to Guam risks and policy
4

holders the Beneficiary does not issue a policy directly to , the

policy holder but only issues the same through a licensed Guam

insurance broker. Such insurance Qualifying Certificates may be

renewed for additional periods of twenty (20) years at the

4
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conclusion of the first or later periods so long as the Beneficiary

remains in good standing under the laws of Guam' and under

the rules and regulations of the Authority."

Section 4.	 Amendment to Captive Insurance Law. §23713, Chapter VII,

Title'XXXIV, Government Code, is hereby,repealed)and reenacted to read:

"§2371.3. No taxes on qualified captive insurers. Each

captive insurance company to which is issued a Qualifying

Certificate pursuant to the provisions of Article 4, Chapter 2,

Title 12, Guam Code Annotated, shall pay no taxes to the

government of Guam on its premium or other insurance

income except to the extent that it is first required to pay its

territurtal income tax ,thereon before the same is rebated in full,

pursuant to its Qualifying Certificate."

Section 5. Severability. If any of the provisions of this act, or the

application thereof to any person or circumstance, is held invalid, such invalidity shall

not affect any other provision or application of this act which can be given effect without

the invalid provision or application, and to this end the provisions of this act are.

severable.

Section'6.	 Effective date. This act shall take effect sixty (60) days after its

approval.

GL02.REV.4/12/963:065555

5



Committee on Economic tgricultural
Development and Insurance
TWENTY-THIRD GUAM LEGISLATURE

424 W. O'Brien Dr., Julale Shopping Center, Suite #218
Agana, Guam 96910

Tel: (671) 477-8527/9120 • Fax: (671) 477-5570

SENATOR JOE T. SAN AGUSTIN (D)
CHAIRMAN

May 1, 1996

MEMORANDUM

TO:
	 Members, Committee on Economic-Agricultural

Development & Insurance

FROM:	 Chairman

SUBJECT:
	 Public Hearing - May 16, 1996 (1 p.m.)

The Committee on Economic-Agricultural Development and
Insurance is conducting a public hearing on Thursday, May 16,
1996, in the Guam Legislature Public Hearing Room for the
following:

1 P.M. 

Bill No. 299	 AN ACT TO ADD A NEW ARTICLE IX TO CHAPTER III OF
(Substituted)	 TITLE XXXIX OF THE GOVERNMENT CODE TO REGULATE

INSURANCE ADVISORY ORGANIZATIONS; AND TO AMEND
SUBSECTION 2404 SUBITEM 9, 2405.6, 2427.5, 2442
AND 2443 OF ARTICLE 4, CHAPTER 2, TITLE 12, GUAM
CODE ANNOTATED, TO ADD TO SAID ARTICLE NEW SECTION
2428.4, AND TO REPEAL AND REENACT SECTION 43713,
CHAPTER VII, TITLE XXXIV, GOVERNMENT CODE, TO
AUTHORIZE THE ISSUANCE OF QUALIFYING CERTIFICATES
TO GUAM INSURERS AND TO CLARIFY THE TAXATION OF
CAPTIVE INSURERS. (Introduced by J. T. San
Agustin, J. P.Aguon)

Bill No. 606	 AN ACT TO AMEND SUBSECTION 2801, 2802, 2803, 2804,
2805, 2806, 2807, AND 2808 OF ARTICLE 8, CHAPTER
2, TITLE 12, GUAM CODE ANNOTATED, AND TO REPEAL
SECTION 2809 OF SAID ARTICLE TO ENCOURAGE THE
DEVELOPMENT OF ADDITIONAL HOTELS AND TOURIST
FACILITIES; AND TO AMEND SUBSECTION 2404 SUBITEM
8, 2405.4, 2427.5 AND 2443 OF SAID ARTICLE 4,
CHAPTER 2, TITLE 12, GUAM CODE ANNOTATED, AND TO
ADD TO SAID ARTICLE NEW SUBSECTION 2427.6 AND
2428.5 TO AUTHORIZE THE ISSUANCE OF QUALIFYING
CERTIFICATES TO DEVELOPERS OF AFFORDABLE HOUSING.
(Introduced by J. T. San Agustin, J. P. Aguon, F.
E. Santos)



/	 •	 o
Public Hearing/May 16, 1996
May 1, 1996
Page 2

APPOINTMENT OF MR. JESUS F. AGUON TO THE POSITION OF MEMBER,
AGRICULTURAL BOARD OF COMMISSIONERS, EXPIRING AUGUST 26, 2000.

5 P.M. 

Bill No. 576 AN ACT TO ESTABLISH RULES AND REGULATIONS FOR I
SENGSONG CHAMORRO (THE CHAMORRO VILLAGE) OF THE
DEPARTMENT OF COMMERCE. (Introduced by T. S.
Nelson, by request of the Governor in accordance
with the Organic Act of Guam)

Your presence at this hearing is appreciated. Thank you for your
attention to this matter.

Attachments
cc: Executive Director

Protocol Office
Maintenance
Security
Legal
Archives

Audio
All Senators
All Media
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ommittee on Economic-agricultural
Development and Insurance
TWENTY-THIRD GUAM LEGISLATURE

424 W. O'Brien Dr., Julale Shopping Center, Suite #218
Agana, Guam 96910

Tel: (671) 477-8527/9120 • Fax: (671) 477-5570

SENATOR JOE T. SAN AGUSTIN (D)
CHAIRMAN

TRANSMITTAL
	

SHEET

Date:
	 May 7th, 1996

PLEASE DELIVER THE FOLLOWING TO:

NAME:
	 Dolores

FIRM:	 CONTINENTAL MICRONESIA

FACSIMILE NO:

FROM:

NAME:	 Karl C. Quitano

FIRM: OFFICE OF SENATOR JOE T. SAN AGUSTIN

FACSIMILE NO: (671) 477-5570

ATTACHMENTS/COMMENTS: As per your request, here is a copy of the            

announcement of Bill No. 606 for Mr. Breeding.                              

We are transmitting **3**  pages including this cover sheet.
If you do not receive all the pages, please call as soon as
possible at 477-8527 or 477-9120.



Committee on Economy,-Agricultural
Development and Insurance
TWENTY-THIRD GUAM LEGISLATURE

424 W. O'Brien Dr., Julale Shopping Center, Suite #218
Agana, Guam 96910

Tel: (671) 477-8527/9120 • Fax: (671) 477-5570

SENATOR JOE T. SAN AGUSTIN (D)

CHAIRMAN May 1, 1996

Mr. Joe Zulka
Chairman
Insurance Association of Guam
c/o Cassidy's Insurance
P. 0. Box 3586
Agana, Guam 96910

Dear Mr. Zulka:

The Committee on Economic-Agricultural Development and
Insurance is conducting a public hearing on Thursday, May 16,
1996, at 1 p.m., in the Guam Legislature Public Hearing Room on
the following Bill:

Bill No. 299 AN ACT TO ADD A NEW ARTICLE IX TO CHAPTER III OF
(Substituted) TITLE XXXI% OF THE GOVERNMENT CODE TO REGULATE

INSURANCE ADVISORY ORGANIZATIONS; AND TO AMEND
SUBSECTION 2404 SUBITEM 9, 2405.6, 2427.5, 2442
AND 2443 OF ARTICLE 4, CHAPTER 2, TITLE 12, GUAM
CODE ANNOTATED, TO ADD TO SAID ARTICLE NEW
SUBSECTION 2428.4, AND TO REPEAL AND REENACT
SUBSECTION 43713, CHAPTER VII, TITLE XXXIV,
GOVERNMENT CODE, TO AUTHORIZE THE ISSUANCE OF
QUALIFYING CERTIFICATES TO GUAM INSURERS AND TO
CLARIFY THE TAXATION OF CAPTIVE
INSURERS.(Introduced by J. T. San Agustin, J. P.
Aguon)

As this Bill directly affects the development of the
territory, you are cordially invited to testify and present your
opinion and comments. A copy of the Bill is enclosed for your
disposition. The Committee would appreciate receiving twenty
(20) copies of your testimony prior to the hearing.

Thank you and we look forward to seeing you at the hearing.

incerely ours,

T.	 STIN
enator\--and Chairman

Enclosure
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/Senato`r and Chairman

Committee on EconomeAgricultural
Development and Insurance
TWENTY-THIRD GUAM LEGISLATURE

424 W. O'Brien Dr., Julale Shopping Center, Suite #218
Agana, Guam 96910

Tel: (671) 477-8527/9120 • Fax: (671) 477-5570

SENATOR JOE T. SAN AGUSTIN (D)
CHAIRMAN May 1, 1996

Mr. Joseph T. Duenas
Director
Department of Revenue & Taxation
P. 0. Box 23607
GMF, Guam 96921

Dear Mr. Duenas:

The Committee on Economic-Agricultural Development and
Insurance is conducting a public hearing on Thursday, May 16,
1996, at 1 p.m., in the Guam Legislature Public Hearing Room on
the following Bill:

Bill No. 299 AN ACT TO ADD A NEW ARTICLE IX TO CHAPTER III OF
(Substituted) TITLE XXXIX OF THE GOVERNMENT CODE TO REGULATE

INSURANCE ADVISORY ORGANIZATIONS; AND TO AMEND
SUBSECTION 2404 SUBITEM 9, 2405.6, 2427.5, 2442
AND 2443 OF ARTICLE 4, CHAPTER 2, TITLE 12, GUAM
CODE ANNOTATED, TO ADD TO SAID ARTICLE NEW
SUBSECTION 2428.4, AND TO REPEAL AND REENACT
SUBSECTION 43713, CHAPTER VII, TITLE XXXIV,
GOVERNMENT CODE, TO AUTHORIZE THE ISSUANCE OF
QUALIFYING CERTIFICATES TO GUAM INSURERS AND TO
CLARIFY THE TAXATION OF CAPTIVE
INSURERS.(Introduced by J. T. San Agustin, J. P.
Aguon)

As this Bill directly affects the development of the
territory, you are cordially invited to testify and present your
opinion and comments. A copy of the Bill is enclosed for your
disposition. The Committee would appreciate receiving twenty
(20) copies of your testimony prior to the hearing.

Thank you and we look forward to seeing you at the hearing.

--,Sincere7 yours,

Enclosure
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enator and Chairman
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Committee on EconomeAgricultural
Development and Insurance
TWENTY-THIRD GUAM LEGISLATURE

424 W. O'Brien Dr., Julale Shopping Center, Suite #218
Agana, Guam 96910

Tel: (671) 477-8527/9120 • Fax: (671) 477-5570

SENATOR JOE T. SAN AGUSTIN (D)

CHAIRMAN May 1, 1996

Mr. Glenn Leon Guerrero
Administrator
Guam Economic Development Authority
Suite 911, GITC Bldg.
590 S. Marine Drive
Tamuning, Guam 96911

Dear Mr. Leon Guerrero:

The Committee on Economic-Agricultural Development and
Insurance is conducting a public hearing on Thursday, May 16,
1996, at 1 p.m., in the Guam Legislature Public Hearing Room on
the following Bill:

Bill No. 299 AN ACT TO ADD A NEW ARTICLE IX TO CHAPTER III OF
(Substituted) TITLE XXXIX OF THE GOVERNMENT CODE TO REGULATE

INSURANCE ADVISORY ORGANIZATIONS; AND TO AMEND
SUBSECTION 2404 SUBITEM 9, 2405.6, 2427.5, 2442
AND 2443 OF ARTICLE 4, CHAPTER 2, TITLE 12, GUAM
CODE ANNOTATED, TO ADD TO SAID ARTICLE NEW
SUBSECTION 2428.4, AND TO REPEAL AND REENACT
SUBSECTION 43713, CHAPTER VII, TITLE XXXIV,
GOVERNMENT CODE, TO AUTHORIZE THE ISSUANCE OF
QUALIFYING CERTIFICATES TO GUAM INSURERS AND TO
CLARIFY THE TAXATION OF CAPTIVE
INSURERS.(Introduced by J. T. San Agustin, J. P.
Aguon)

As this Bill directly affects the development of the
territory, you are cordially invited to testify and present your
opinion and comments. A copy of the Bill is enclosed for your
disposition. The Committee would appreciate receiving twenty
(20) copies of your testimony prior to the hearing.

Thank you and we look forward to seeing you at the hearing.

Enclosure



Committee on EconomeAgricultural
Development and Insurance
TWENTY-THIRD GUAM LEGISLATURE

424 W. O'Brien Dr., Julale Shopping Center, Suite #218
Agana, Guam 96910

Tel: (671) 477-8527/9120 • Fax: (671) 477-5570

SENATOR JOE T. SAN AGUSTIN (D)
CHAIRMAN May 1, 1996

Mr. Eduardo J. Calvo
Chairman
Guam Chamber of Commerce
P. 0. Box 283
Agana, Guam 96910

Dear Mr. Calvo:

The Committee on Economic-Agricultural Development and
Insurance is conducting a public hearing on Thursday, May 16,
1996, at 1 p.m., in the Guam Legislature Public Hearing Room on
the following Bill:

Bill No. 299 AN ACT TO ADD A NEW ARTICLE IX TO CHAPTER III OF
(Substituted) TITLE XXXIX OF THE GOVERNMENT CODE TO REGULATE

INSURANCE ADVISORY ORGANIZATIONS; AND TO AMEND
SUBSECTION 2404 SUBITEM 9, 2405.6, 2427.5, 2442
AND 2443 OF ARTICLE 4, CHAPTER 2, TITLE 12, GUAM
CODE ANNOTATED, TO ADD TO SAID ARTICLE NEW
SUBSECTION 2428.4, AND TO REPEAL AND REENACT
SUBSECTION 43713, CHAPTER VII, TITLE XXXIV,
GOVERNMENT CODE, TO AUTHORIZE THE ISSUANCE OF
QUALIFYING CERTIFICATES TO GUAM INSURERS AND TO
CLARIFY THE TAXATION OF CAPTIVE
INSURERS.(Introduced by J. T. San Agustin, J. P.
Aguon)

As this Bill directly affects the development of the
territory, you are cordially invited to testify and present your
opinion and comments. A copy of the Bill is enclosed for your
disposition. The Committee would appreciate receiving twenty
(20) copies of your testimony prior to the hearing.

Thank you and we look forward to seeing you at the hearing.

Sincerely ours,

• 	 sTIN
enator \and Chairman

Enclosure



STATEMENT ON BILL NO. 299
SENATOR JOE T. SAN AGUSTIN /

Committee on Economic-Agricultural Development & Insurance
May 16, 1996

This public hearing will constitute the second public

hearing on Bill No. 299, which was originally heard on

September 18, 1995. Bill No. 299, during this public hearing

received testimonies relating to deregulating insurance rates

on Guam. It was my intent as the author to "shock" the

insurance industry into realizing that Guam's consumers are

very frustrated by the high cost of insurance; particularly,

typhoon coverage.	 The public hearing heard on September 18,

1995, stimulated a lively discussions regarding the insurance

industry on Guam. After the public hearing and based on

testimony received, it was obvious that Bill No. 299 as

submitted needed to be revised, keeping in mind the main

focus, to address	 the needs of the Guam consumers as they

pertain to the insurance industry. The creation of the

Advisory Insurance Board was suggested. The revised Bill 299

contain two essential features; namely, (1) creation of an

Insurance Advisory Board; and (2) to authorize the issuance

of Qualifying Certificates to Guam Insurance and to clarify

the taxation of Captive Insurance. A mark-up meeting of the

revised bill was	 held	 on April 12, 1996, attended by

representatives of the Insurance Industry, Department of



Revenue & Taxation, Guam Economic Development Authority,

along with the Chairman of this Committee and Senator Ben

Pangelinan, a former Chairman and a member of the Committee.

During this mark-up, it was generally agreed that there is no

need for an Insurance Advisory Board; but, the subject of

Qualifying Certificates for Guam Insurx=c1.0 and clarification

of the taxation of Captive Insurance were debated at length.

It was generally agreed that an inquiry be made by GEDA to

ascertain if there is indeed a market to attract General

Insurance as well as the role of Captive Insurance.

Bill No. 299 as now substituted needs to have a public

hearing inasmuch as it has differed in scope with the

original scope, but the intent and objectives remain the

same. We are now here to hear pros and cons of Bill 299 as

Substituted.
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GUAM CHAMFER OF COMMERCE
PARTNERS IN PROGRESS

May 16, 1996

Senator Joe T. San Agustin
Chairman
Committee on Economic-Agricultural

Development & Insurance
Twenty-Third Guam Legislature
155 Hesler Street
Agana, Guam 96910

RE: GEDA QC'S FOR GUAM INSURERS AND TAX TREATMENT OF
CAPTIVE INSURERES

Dear Mr. Chairman & Committee Members:

The Guam Chamber of Commerce appreciates the invitation to provide testimony on
Substitute Bill No. 299 that would authorize the issuance of GEDA qualifying certificates to
Guam Insurers and provide clarification on the tax treatment of captive insureres.

The Chamber is a long time proponent of the location of captive insurers here on Guam. It
is a new industry that has the potential of bringing a sizeable amount of capital to our
shores and creating a temendous number of jobs for the community.

The Insurance Association of Guam (IAG) has raised questions and concerns regarding the
non-captive insurers provisions of Bill No. 299 that we will also be addressing as a
Chamber Board next week. Their issues will be raised during today's public hearing for
your consideration.

As the Chamber Board has not met to deliberate on Bill No. 299, we would like to advise
that we will be submitting our final comments and position on this bill after May 22, 1996.
Thank you for your time and attention to our comments herein.

Sincerely yours,

EDUARDO J. CALVO
Chairman of the Board

173 Aspinall Avenue, Ada Plaza Center, Suite 102 • P.O. Box 283 Agana, GU 96910 • TEL: 472-6311/8001 • FAX: 472-6202



CARL T.C. GUTIERREZ, Governor

REVENUE RND TAXATI
DEPARTMENT OF 	 IADELEINE Z. BORDALLO, Lieutenant Governor

JOSEPH T. DUENAS, Director
CARL E. TORRES, Deputy Director

GOVERNMENT OF GUAM

RECOMMENDED CHANGES TO BILL 299 

Pg 2 Section 2. Amendments to GEDA law. (a) §2404 of Article
4, Chapter 2, Title 12, Guam Code Annotated, is hereby amended by
amending subitem 9 thereof to read as follows:

/1 9. 	 as	 perm-it t-ed by -Chapter
VII, Title XXXIX, Government Coda; Insurance issuance, either

0	 by commercial insurers, reinsurers, or captive insurers;" 
[who meet the requirements of Title XXXIX, Chapter III 
Domestic Insurers) of the Government Code of Guam.] 

Pg 3	 (c) §2427.5 of Article 4, Chapter 2, Title 12, Guam Code
Annotated, is hereby amended to read as follows:

"§2427.5. Insurance premiums. All taxes now levied by
virtue of §43714, Chapter VII, Title XXXIX, Covernment Code
Article 2, Chapter 26, Title 11, Guam Code Annotated, known
as gross receipt taxes, shall be abated for a period of up
to ten (10) twenty (20) years from the effective date of the
Qualifying Certificate therefore, for those gross receipts 
derived [from underwriting from either inside or outside of 
Guam, including all income derived from investing funds 
derived from operating an insurance underwriting business on
Guam.] by an eapt4-ve insurance company liccnacd under said 
Chapter	 VII that has qualified and continues to qualify for
a Qualifying Certificate....

Pg 4 Section 3. Addition to GEDA law. New §2428.4 is
hereby added to Article 4, Chapter 2, Title 12, Guam Code
Annotated, to read as follows:

"§2428.4. Line 3 "...income tax Iliability] to the..."

Pg 5
	

Section 4.	 Amendment to Captive Insurance Law.

"§2371.3. Line 7 "territorial income tax tliabilitiTN .
thereon..."

Post Office Box 23607 Guam Main Facility, Guam 96921 - Tel:(671)475-5000 - Fax:(671)472-2643



TWENTY-THIRD GUAM LEGISLATURE

1996 (SECOND) REGULAR SESSION

Bill No. 299
As further substituted by the Committee on
Economic Agricultural Development & Insurance - April 12, 1996

Introduced by:	 J.T. San Agustin

AN ACT TO ADD A NEW ARTICLE IX TO CHAPTER III
OF TITLE XXXIX OF THE GOVERNMENT CODE TO
REGULATE INSURANCE ADVISORY ORGANIZATIONS;
AND TO AMEND SS 2404 SUBITEM 9, 2405.6, 2427.5,
2442 AND 2443 OF ARTICLE 4, CHAPTER 2, TITLE 12,
GUAM CODE ANNOTATED, TO ADD TO SAID
ARTICLE NEW SS 2428.4, AND TO REPEAL AND
REENACT SS 43713, CHAPTER VII, TITLE XXXIV,
GOVERNMENT CODE, TO AUTHORIZE THE
ISSUANCE OF QUALIFYING CERTIFICATES TO GUAM
INSURERS AND TO CLARIFY THE TAXATION OF
CAPTIVE INSURERS.

BE IT ENACTED BY THE PEOPLE OF THE TERRITORY OF GUAM:

Section 1. Legislative intent.	 It is the intent of the

Legislature by enactment of this new Article IX of Chapter III of

the Insurance Law to promote competition in the territorial

insurance business and provide a means whereby insurance consumers

can more easily "comparison shop" for insurance coverage by

allowing insurance advisory organizations to develop for use by all

insurers in Guam common forms, coverages, endorsements, and manuals

for insurance policies and bonds.

1
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TWENTY-THIRD GUAM LEGISLATURE

1996 (SECOND) REGULAR SESSION

Bill No. 299
As further substituted by the Committee on
Economic Agricultural Development & Insurance '411t, L Zit tai

Introduced by: J.T. San Agustin
J;g4spzto. n

AN ACT TO ADD A NEW ARTICLE IX TO CHAPTER III OF

TITLE X:CCIX OF THE GOVERNMENT CODE TO REGULATE

INSURANCE ADVISORY ORGANIZATIONS; AND TO

AMEND 02404 SUBITEM 9, 2405.6, 24275, 2442 AND 2443 OF

ARTICLE 4, CHAPTER 2, TITLE 12, GUAM CODE

ANNOTATED, TO ADD TO SAID ARTICLE NEW §2428.4, AND

TO REPEAL AND REENACT §43713, CHAPTER VII, HI LE

XXXIV, GOVERNMENT CODE, TO AUTHORIZE THE

ISSUANCE OF QUALIFYING CERTIFICATES TO GUAM

INSURERS AND TO CLARIFY THE TAXATION OF CAPTIVE

INSURERS.

BE TT ENACTED BY THE PEOPLE OF THE TERRITORY OF GUAM:

Section 1. Legislative intent. It is the intent of the Legislature by the

enactment of this new Article IX of Chapter III of the Insurance Law to promote

competition in the territorial insurance business and provide a means whereby

insurance consumers can more easily "comparison shop" for insurance coverage by

allowing insurance advisory organizations to develop for use by all insurers in Guam

common forms, coverages, endorsements, and manuals for insurance policies and

bonds.

I



Section 2. New article. A new Article rx is hereby added to Chapter. Val

Title XXXIX, Government Code, to read:

"ARTICLE IX

insurance Advisory Organizations

§43270. Definition. For purposes of this Artide,

"Insurance Advisory Organization" is every group, association,

or other organization of insurers, located on Guam, that

develops and prepares insurance policy or bond forms or

manuals, for use by admitted insurers, carries on research

relative to the development and preparation of such policy and

bond forms, and acts strictly in an advisory as distinguished

from a. ratemaking capacity.

§43271. Conditions prerequisite to conduct

operations. No insurance advisory organization shall conduct

its operations or other activities in Guam until it has filed with

the Commissioner copies (duly certified by the custodian of the

originals thereof) of (a) its constitution, Its articles of agreement

or association, or its article of incorporation and its certificate of

incorporation, and its by-laws, and other rules and regulations

governing its activities; (b) a list of its members; and, (c) the

name and address of a resident of Guam upon whom notices or

orders of the Commissioner or process issued at the

Commissioner's direction may be served. Every insurance

advisory organization shall thereafter promptly notify the

Commissioner of every change in the documents required to be

filed with the Commissioner pursuant to this section.

2



	

§43272.	 Insurers cooperating and acting in concert.

Two (2) or more insurers may cooperate with and act in concert

with others as members of an insurance advisory organization

with respect to any matter pertaining to the preparation or

making of insurance policy or bond forms or manuals, or

carrying on of research relative to the preparation and

development of policy or bond forms or manuals.

§43273. Use of policy or bond forms. Members of and

subscribers to insurance advisory organizations may use the

policy or bond forms or manuals of such advisory organizations,

either consistently or intermittently, but, except for insurers

having common ownership or management, shall not agree

with each other or others to adhere thereto. The fact that two (2)

or more admitted insurers, whether or not members of or

subscribers to an insurance advisory organization, use, either

consistently or intermittently, the policy or bond forms or

manuals, prepared by an insurance advisory organization, shall

not be suffident in itself to support a finding that an agreement

to adhere to those forms or manuals exists, and may be used

only for the purpose of supplementing or explaining direct

evidence of the existence of an agreement to adhere to those

forms or manuals.

§43274.	 Submission of policy or bond forms to

Commissioner; review; establishment of rates. (a) All insurance

policy or bond forms or manuals, including policy writing rules,

rating plans, classification codes and descriptions, territory codes

and descriptions, and rules that include factors or relativities

3



•
such as increased limit factors, classification relativities, or

similar factors, of an insurance advisory organization shall prior

to being used by insurers be submitted in writing to the

Commissioner for the Commissioner's consideration and

approval, together with any information the Commissioner may

reasonably require. All such documents so submitted shall be

available for public inspection at the office of the Commissioner.

The Commissioner shall approve only those insurance policy or

bond forms or manuals that are found by him or her to

contemplate activities and practices that are not unfair,

unreasonable, or otherwise inconsistent with the Insurance Law.

(b) Upon submission of any insurance policy

or bond forms or manuals, the Commissioner may review

them, and if after a hearing, at which representatives of

consumers and other interested parties may participate, upon

not less than ten (10) days' notice to an insurance advisory

organization, the Commissioner finds that the insurance policy

or bond forms or manuals are unfair or unreasonable, or

otherwise inconsistent with the provisions of the Insurance

Law, the Commissioner may issue a written order to the

insurance advisory organization specifying in what respect such

policy or bond forms or manuals are unfair or unreasonable or

otherwise inconsistent with the provisions of the Insurance

Law, and disapprove the use of the forms or manuals or both.

Notwithstanding the provisions of this section, if the

Commissioner fails to act within ninety (90) calendar days of the

submission of a proposed insurance policy or bond form or

4



manual by an insurance advisory organization, the policy or

bond form or manual so submitted shall be deemed approved.

For good cause, and after a hearing, at which representatives of

consumers and other interested parties may participate, upon

not less than ten (10) days' notice to the insurance advisory

organization, the Commissioner may revoke approval of any

insurance policy or bond form or manual_

§43275. Insurance Advisory Board. (a) There is

hereby established an Insurance Advisory Board (the "Board")

which shall consist of seven (7) members, who shall be

appointed by the Governor with the consent of the Legislature.

The first appointments shall be for the following terms as

designated by the Governor: Two (2) members for a term of two

(2) years; two (2) members for a t.ut of four (4) years; and two

members for a term. of six (6) years. Thereafter the term of office

of each member shall be six (6) years. The Governor may after

notice and hearing remove a member for cause. The Governor

shall appoint at least three (3) persons who hold executive

positions In an insurance company conducting business on

Guam, and at least four (4) persons who are not employees or

stockholders of, or in any way earn compensation from, an

insurance company, and only one (1) of which four (4) may be an

employee of the government of Guam.

(b) Each member of the Board shall receive

Fifty Dollars ($50) a day for each Board meeting attended as an

honorarium for such services, and in lieu of reimbursement for

5



•
expenses incident to each day or portion thereof spent in so

attending meetings of the Board.

(c) The Board shall meet at least once in each

calendar quarter. The Chairperson of the Board, who shall be

designated by the Governor, may call additional meetings of the

Board upon at least twenty-four (24) hours' notice, and shall do

so upon the request of two (2) Board members. A majority of the

members of the Board shall constitute a quorum, and action

taken by a majority of those present at any meeting at which a

quorum is present shall be the action of the Board. No member

shall participate in a proceeding before the Board to which any

corporation, partnership or unincorporated association of which

he or she is or was at any time in the preceding twelve (12)

months a director, officer, partner, employee, member, or

stockholder is a party. A member may disqualify himself or

herself from participating in a proceeding for any cause deemed

by him or her to be sufficient

(d) At any meeting at which a quorum is not

present, whether by reason or the inability of a member to

participate or his or her voluntary disqualification, or otherwise,

the Governor may designate the Chief of the Division of

Insurance, Securities and Banking of the Department of

Revenue and Taxation (the "Division"), the Attorney General,

or the head of any department of the government of Guam, in

that order, as acting members of the Board for the purpose of

constituting a quorum, but he shall not designate more acting

members than shall be necessary to constitute a quorum.

6



(e) Such clerical, technical, and legal

assistance as the Board may require shall be provided by the

Division.

§43276. Prohibited activities. None of the provisions

of the Insurance Law shall be interpreted so as to allow an

insurance advisory organization to set or establish rates or to

issue any manual that contains final rates for any insurance

coverage, policy endorsement, or bond. No insurance advisory

organization shall engage in any unfair or unreasonable practice

with respect to its operations or its other activities."

Section 3. Legislative findings and intent. The Legislature finds that it is

desirable to broaden the base of the Guam economy to include more than tourism and

military base employment, and that one of the most attractive economic opportunities

available to the island is to utilize its unique geographic location to become a

financial/insurance capital of the Pacific, much like Bermuda in the Atlantic. Persuading

insurance issuers, whether reinsurers, commercial insurers, or so-called "captive

insurers," to locate their Pacific headquarters in Guam requires the establishment of an

environment that permits them to operate their companies aggressively both outside of

and within Guam without paying taxes on anything locally, thereby having the

advantage of being located in a modern American community with some of the world's

finest communication tools, with access to American courts and to the American school

and health systems and yet free of local taxes on their worldwide income. The

Legislature further finds that the action taken in the past to encourage so-called "export

trading companies" to headquarter themselves in Guam in return for freedom from

local taxes has worked out quite beneficially for the territory, there being hundreds of

such companies now operating in Guam, employing local people and paying substantial

7



•
local licensing and surveillance fee.:. The Legislature therefore, in view of the foregoin

findings, declares that the intention of the following amendments and additions to

GEDA Law is to encourage insurers to establish headquarters in Guam by agreeing the

their premium income will not be locally taxed. Because of current income tax relation

between the United States and Guam, such tax exemption requires using both the rebat

and abatement procedures set out in the GEDA Law (Chapter 2, Title 12, Guam Cod

Annotated), which procedures have been upheld by the U.S. Court of Appeals for the

Ninth Circuit. See Ramsey v. Chaco, 549 F.2d 1335 (1977).

Section 4. Amendments to GEDA Law. (a) §24O4 of Article 4, Chapter 2

Title 12, Guam Code Annotated, is hereby amended by amending subitem 9 thereof tc

read as follows:

"9.

VII, Title :cxxrc, Government Code; Insurance issuance, either

!A ••	 tIti4.	 f._	 1.	 140- •
	 I

(b) P405.6 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is

hereby amended to read as follows:

12405.6.	 Irwmasing the availability of

insifrartee-ilielueliftg-feieesur-aftee. insurance. Establishment of

Guam as .ainfiregaggiWinsurance center for the Ea	 . and

increasing the availability and lowering the cost of insurance in

C1.121a"

(c) §24273 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is

hereby amended to read as follows:

8
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"T2427.5.	 Insurance premiums. All taxes now levied

by virtue of

Article 2. Chapter,26 Title It Guam Code Annotated, known as

siougggil2talmo, shall be abated fora period of up to  ten (IO)

twenty __(20) years from the effective date of the Qualifying

Certificate therefor, for those gross receipts derived front the

issuance of insurance policies, including bonds as long as said

preel .iwn-s such rsceipts are collected by art same insurance

company licensed under said Chapter VII that has qualified and

continues to qualify for a Qualifying Certificate. Such insurance

Qualifying Certificates may be renewed for additional periods of

twenty (20) years at the conclusion of the first or later periods so

long as the Beneficiary remains in good standing under the laws

of Guam and under the rules and regulations of the Authority."

(d) §2442 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is hereby

amended to read. as follows:

"V417.	 Investment of abated or rebated tax in Guam.

Each Qualifying Certificate te

issued to an insurer pursuant to the provisions of §,.. 2427 and 

2428 of this Article, shall require a Beneficiary to invest within

Guam no less than fifty percent (50%) of any taxes rebated or

abated under §52427 and 2428 of this Article for a period of five

(5) years following the rebate or abatement. A Beneficiary shall

report all such investments to the Authority."

OA.
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•
(e) §2443 of Article 4, Chapter 2, Title 12, Guam Code Annotated, is hereb

amended by amending that line entitled "Captive insurance companies" to read a

follows:

"Captive-insuraflee-eempefties Insurers $750.00 $1,000.00."

Section 5. Addition to GEDA Law. New §2428.4 is hereby added to Article

4, Chapter 2, Title 12, Guam Code Annotated, to read as follows:

12428.4. One hundred percent rebate on certain

insurance income. A rebate of one hundred percent (100%) of all

income tax paid to the government of Guam by a Beneficiary on

income received from the issuance of insurance policies on risks

and to policy holders either inside or outside of Guam may be

issued for a period not to exceed twenty (20) consecutive years

from the effective date of a Qualifying Certificate therefor;

provided, that as to Guam risks and policy holders the

Beneficiary does not issue a policy directly to the policy holder

but only issues the same through a licensed Guam insurance

broker. Such insurance Qualifying Certificates may be renewed

for additional periods of twenty (20) years at the conclusion of

the first or later periods so long as the Beneficiary remains in

good standing under the laws of Guam and under the rules and

regulations of the Authority."

Section 6. Amendment to Captive Insurance Law. §23713, Chapter VII,

Title XXVII, Government Code, is hereby repealed and reenacted to read:
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"§2371.3. No taxes on qualified captive insurers. Each

captive insurance company to which is issued a. Qualifying

Certi8cate pursuant to the provisions of Article 4, Chapter 2.,

Title 12, Guam Code Annotated, shall pay no taxes to the

government of Guam on its premium or other insurance

income except to the. extent that it is first required to pay its

territorial income tax thereon before the same is rebated in full,

pursuant to its Qualifying Certificate."

Section 7. Severability. If any of the provisions of this act, or the

application thereof to any person or circumstance, is held invalid, such invalidity shall

not affect any other provision or application of this act which can be given effect without

the invalid provision or application, and to this end the provisions of this act are

severable.

Section 8. Effective date. This act shall take effect sixty (60) days after its

approval.

C1.02:30a15,53
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Appendix II.

COMMITTEE REPORT

Bill 299

Committee Members Present:	 Senator San Agustin, Chairman
Senator C. Leon Guerrero
Senator Pangelinan
Senator F. Santos



I. OVERVIEW

It is the intent of the Committee on Economic-Agricultural Development and
Insurance to address the needs of the consumers as they pertain to the
Insurance Industry.

An intial phase in that task is the creation of the Insurance Advisory Board.
This Board, separate from the Insurance Association of Guam, will provide
consumers one entity to which they may turn for information on the insurance
companies conducting business on Guam. Having this access will enable
consumers to more effectively comparison shop and stimulate competition
amongst insurers. Traditionally, a more competitive market results in lower
prices for the consumer.

The Committee on Economic-Agricultural Development and Insurance
conducted a Public Hearing at 6:30 p.m., on Monday, September 18, 1995, in
the Public Hearing Room of the Guam Legislature Building.



II. SUMMARY OF TESTIMONY

Testifying:	 Mr. Joseph Duenas, Insurance Commissioner

Mr. Kurt Moylan, President

Moylan's Insurance

Mr. Kevin O'Reilly, Chairman

Insurance Association of Guam

Mr. Calvin Holloway, Sr. , Attorney General

Senator Joe T. San Agustin had remarks prior to the beginning of testimony.

In his opening speech, Senator San Agustin acknowleged that Bill 299 was

not a popular one, but it was proposed to "shock" the insurance industry into

realizing that Guam's consumers are very frustrated by the very high cost of

insurance, particularly typhoon coverage. "The pendulum has swung too far

to the right, it's time to bring it back towards reality." Senator San Agustin

pointed out that prices are becoming so high as to be prohibitive. "There is a

trend of people opting out of insurance because it is so expensive, and that is

dangerous," San Agustin pointed out to the committee and attendees. Senator

San Agustin concluded opening remarks by adding that deregulation may not

be the answer but hopefully the evening's public hearing would stimulate

frank and honest discussions between the public, the legislature, and the

insurance industry - and from there solutions may be arrived at that would

help consumer's on Guam.



Mr. Joseph Duenas submitted written and oral testimony in opposition of

Bill 299.

Mr. Duenas explained current Insurance Law requires rates be approved by

the Insurance Commissioner prior to advertisement, publication, or usage.

The Insurance Commissioner may also alter rates after they go into effect if

data gathered of loss and expense warrant changes. This, Mr. Duenas

related, is a "prior approval" system. 29 of 50 states and the District of

Columbia follow this system. Mr. Duenas added the rationale for using the

prior approval system is to keep rates from becoming excessive.

Mr. Duenas stated the reason for opposition to Bill 299 is because the bill

indicates a shift away from prior approval to a system called "file and use."

In the file and use system, Mr. Duenas clarified, an insurer need only file the

rate intended for use with the Insurance Commissioner. Upon filing, the

insurer may begin using the rate. This presents problems because insuring

the rate is not excessive, inadequate, or unfairly discriminatory will not be

done until after the rate is in use.

Mr. Duenas indicated some states are allowing individual insurance

companies to file their own rates but insurers must first acquire loss ratio data

from rating bureaus. Mr. Duenas related that the only accredited rating

bureau on Guam is the Insurance Association of Guam (IAG). But, he added,

three companies have filed rates for typhoon insurance that differ from rates

secured by the IAG. Of the three independent filings, two have been

approved, which would lower their rates by approximately 20%, and the third

was sent back requiring additional data for review.

Mr. Duenas concluded his testimony opposing Bill 299 by recalling a 150%

increase in rates requested by the IAG in 1993. The former Insurance

Commissioner eventually approved an 80% increase. Mr. Duenas pointed



out that had Guam had a file and use system, the 150% increase would have

been put into effect.

Mr. Kurt Moylan submitted written and oral testimony in opposition of Bill

299.

Mr. Moylan began testimony by asserting that although Moylan's Insurance is

not a member of the JAG, a carrier Moylan's represents, Korea Automobile,

Fire and Marine, is a member.

Mr. Moylan went on to give a history of the IAG. In 1959, the Insurance

Association of Guam was sanctioned by the Director of Finance, Ricardo

Salas, as the official rating body. This was done because the Insurance

Commissioner did not want companies to file separate ratings, policies, and

endorsements for auto, workers' compensation, and fire insurance. Mr.

Moylan added that when the JAG requested rate adjustments, they first had to

have an actuary study completed for all companies conducting business on

Guam. This study was submitted to the Insurance Commissioner for review.

A member company may submit rates directly to the Insurance

Commissioner, but Insurance Commissioners, in the past and currently, refer

the insurer back to the JAG for their review and approval.

Mr. Moylan stated that the reason JAG is sanctioned is because rates for auto,

workers' compensation, and fire are controlled by the government. Mr.

Moylan added that if companies filed separate rates the work load would be

too large for the understaffed insurance division of Revenue and Taxation and

the expense of contracting an actuary to review all rates would be passed on

to the consumer.

Mr. Moylan contends that the process and controls in place between the IAG

and the Insurance Commissioner has worked well in providing regulated

rates, uniform policies, and endorsements but adds that improvements can



and should be made. Mr. Moylan testified that consumers need to have

assurances that promises to deliver - be kept and abuses will be controlled

and that calls for some kind of regulation. Proper regulation, according to

Mr. Moylan, should provide maximum competition while ensuring the fiscal

soundness of providers and availability of affordable rates. He adds that the

deregulation proposed in Bill 299 with open competition is not a guarantee

that Guam's consumers will receive affordable rates from reputable

companies licensed with Guam's Insurance Commissioner.

Mr. Moylan went on to explain the importance of reinsurance in that it allows

companies to spread their risk and determine the amount of capital they must

maintain by law and for its underwriting portfolio. The same reinsurance

companies which underwrote Guam's losses of $110 million, in the aftermath

of Typhoon Omar, are the same companies that underwrote $15.5 billion in

losses for areas struck by Hurricane Andrew. After the losses, rates,

deductibles, limits of coverage, stricter underwriting guidelines, and lower

commissions were placed on all insurance companies remaining in Guam to

write typhoon and earthquake coverage, according to Mr. Moylan.

Mr. Moylan gave a list of 6 companies that chose not to remain on Guam or

went insolvent as a result of the losses due to Typhoon Omar and the 1993

earthquake those included:

1. National Pacific Insurance (NPI) - domestic

2. Continental Insurance - U.S.

3. CIGNA Insurance - U.S.

4. CIGNA Property and Casualty - U.S.

5. Yasuda Fire and Marine - Foreign

6. Insurance Company of North America - U.S.



Mr. Moylan concluded his testimony with the recommendation Bill 299 be

modified to establish by law a commission or committee comprised of

members of the IAG, Insurance Commissioner's office and elected officials.

This commission would submit findings to the Legislature and the Governor

annually and would review the following:

1. The process of rate approvals to ensure maximum efficiency ;

2. Ways to make policies easier to read and understand ;

3. Claims to ensure they are being handled with speed and efficiency ;

4. The entire Insurance Law of 1959 towards improvements ;

5. State and federal governments' efforts to offer affordable hurricane

and earthquake coverage to consumers ;

6. The possibility of writing typhoon and earthquake coverage

	

separate	 from homeowners and commercial risks ;

7. Implementation of continuing education for agents ; and

8. Building codes to strengthen structures for catastrophic

occurrences.

Mr. Kevin O'Reilly, representing the members of the Insurance Association

of Guam (IAG), submitted written and oral testimony in opposition of Bill

299

Mr. O'Reilly began by reiterating points comments made by Mr. Moylan. He

stated that the TAG advocates creating an Insurance Board made up by

members of the Insurance Industry, Legislature, Insurance Commissioner's

Office, and the Attorney General's Office. He adds that the insurance

industry could be criticized for not educating the public.

Mr. O'Reilly testified that deregulation does not guarantee a drop in rates.

Mr. O'Reilly used the auto insurance market as an example. Currently, he

testified, auto insurance has been making money but that may change as cars



move faster resulting in more accidents and fatalities - margins are already

dropping. He added the JAG has requested a rate increase for auto insurance

and have been turned down.

Mr. O'Reilly defended the high rates for typhoon insurance. He stated that

the Insurance Industry on Guam cannot drop their prices because they are

dictated to by their overseas reinsurance companies. Those same reinsurance

companies are experiencing losses in other parts of the world which affects

Guam's prices. Mr. O'Reilly stated that while there is a "softening" in the

market, they must wait to see how the loss incurred from Typhoon Marilyn in

the U.S. Virgin Islands will affect Guam.

Mr. O'Reilly went on to list the "dangers" of Bill 299 if passed in its present

form. Rate submittals would flood into the Insurance Commissioner's Office.

In a reference to the "Standards" section of Bill 299, Mr. O'Reilly questioned

who would be responsible for ensuring rates are not excessive, if the

Insurance Commissioner would be relieved of rate setting tasks. Mr. O'Reilly

adds that solvency levels would have to be strengthened and certified levels

increased greatly to protect consumers. In another reference to the bill, "rates

should not endanger the solvency of the company" nor should "rates be so

low as to destroy competition on Guam", Mr. O'Reilly questions what

consumer will complain if an insurer is offering low rates. Mr. O'Reilly also

contends that the bill discriminates in favor of the larger international insurers

who can afford to lower their rates more so than a smaller local business.

Mr. O'Reilly concluded his testimony by reiterating that the JAG would like

to promote the creation of an advisory panel to discuss problems facing the

industry and possible ways to change it.

Attorney General Holloway forwarded written testimony in opposition of

Bill 299.



Mr. Holloway contends that deregulation would leave Guam's consumers "to

the mercy of the Insurance Industry." He further adds that neither should

insurance be regulated by Revenue and Taxation but rather a separate entity

should be created. Mr. Holloway adds that there shouldn't be a major

expense in creating this entity as the current personnel in the regulatory

section of Revenue and Taxation could be transferred to the new agency.

Mr. Holloway also suggested that Bill 299 should be amended to include a

provision to permit the government to contract an independent expert to

investigate when more than 10 consumers file a complaint because of

unreasonable rate increases.

Attorney General Holloway's testimony included an opinion from the Civil

Litigation Division - Consumers Protection Unit which listed reasons

regualtion of rates are necessary. They are:

1. Complex insurance transactions reduce the effectiveness of product

or	 price competition for ordinary consumers ;

2. The volume of insurance products is such that ordinary consumers

may	 not be able to compare all products and prices offered ;

3. Excessive rates will result if insurers decide to compete in ways

other than pricing ;

4. Insurers could cooperate in rate setting contrary to public interest ;

5. Unrestrained competition could endanger the solvency of an insurer

and

6. Regulated rates are based on actuarial studies done by IAG and

Insurance Commissioner.



III. SENATOR'S COMMENTS/QUESTIONS

Senator Francis Santos inquired as to the date of the last rate review

conducted by the Insurance Commissioner. Mr. Duenas responds that the last

rate review was in 1993 for typhoon, which resulted in the 80% increase. He

adds that auto rates were reviewed last year and a rate increase was denied.

Senator Santos commented that maybe rate increases wouldn't be so dramatic

if rate reviews were conducted more often. Mr. Duenas aggreed, adding that

he has intiated reviews but his staff cannot keep up. Senator Santos asks the

Insurance Commissioner whether he would advocate creating another agency

to oversee insurance, pointing out that the Attorney General recommended

that in his testimony. Mr. Duenas answered that it would be up to the

Legislature and that in his opinion it would be creating another bureaucracy.

Senator Santos then expresses concern with the fact that earthquake reveiws

have not been done in 12 years.

Senator Ben Pangelinan questions whether the Insurance Association of

Guam has been desanctioned sighting Mr. Duenas' disclosure in his

testimony that three companies have requested rate changes directly to the

Insurance Commissioner and not through the IAG. Mr. Duenas responded

that he was under the impression the companies had gone to the JAG first.

Senator Pangelinan asks Mr. Duenas why he testified against the bill when he

has already carried out the first step of the bill. Mr. Duenas responded that

although some of the sections of the bill are fine, he testified against the fact

that if approved the bill would move us out of a "prior approval" sytem into a

"file and use." Mr. Duenas added that even though he approved two of the

three companies' rate changes, he still followed the "prior approval" system.



Senator Pangelinan countered with the fact that seeking an actuary report

from the JAG regarding the rate change is an element in the "prior approval"

system. Mr. Moylan remarked that the easiest thing to do is cut rates and if

companies are submitting lower rates for approval directly to the Insurance

Commissioner they should be turned down. Mr. Moylan contends that before

a rate is submitted, the JAG has an actuarial study done and then the

Insurance Commissioner hires an actuary to evaluate IAG's study.

Senator Carlotta Leon Guerrero, referring to the list of companies that have

become insolvent or ceased doing business on Guam included in his

testimony, asked Mr. Moylan whether any new companies have stepped in.

Mr. Moylan answered that QBE, who took over NPI, is the only company.

Mr. O'Reilly added that A.K. Insurance, the company he represents, has

approached many companies worldwide and none are interested in

conducting business on Guam. Senator Leon Guerrero inquires whether, with

six less companies to compete with, business is better. Mr. Duenas answered

that business has actually dwindled perhaps because of the high prices

consumers are choosing not to purchase insurance. Mr. O'Reilly added that

the drop in business is largely on the commercial side.

Senator Leon Guerrero inquired, once a rate has been approved by the

Insurance Commissioner, if that rate is acceptable for all insurance companies

or just the one that filed for that rate. Mr. Duenas replied that the rate is just

for the company that applied. Senator Leon Guerrero asked Mr. Duenas how

then were rates set. Mr. Duenas answered that each company must consider

their expenses and desired profit margins when setting a rate.

Senator Joe T. San Agustin asked Mr. Duenas if any filing information is

confidential, referring to a remark to that effect made by Mr. Moylan. Mr.

Duenas responded that when a rate is filed it is confidential, upon approval it



is opened to the public. Senator San Agustin replied that everything should

be opened to the public.

Senator San Agustin also questioned the methods of filing and reporting used

by the Insurance Commissioner. Noting that in the Insurance Commissioners

Anuual Report, there was no separate breakdown of typhoon and earthquake

losses. Mr. John Carlos, a Regulatory Examiner on the Insurance

Commissioner's staff, responded that the Insurance Commissioner's Office

follows the format for reporting set by the National Association of Insurance

Commissioners (NAIC). In the NAIC format there is no individual category

for typhoon it must be labeled "Allied Lines". Senator San Agustin

questioned whether we are governed by the NAIC. Mr. Carlos responded

that insurance laws on Guam indicates all insurance companies on Guam

must follow the NAIC formats. Senator San Agustin further asked if the

decision to report typhoon losses under the label "allied lines" was made

arbitrarily and whether anyone in the Insurance Commissioner's office was

seeking to change that format as it applies to Guam. Mr. Carlos answered

that the decision was made in consultation with the IAG and that it was a

compromise because some companies were filing typhoon losses under Fire.

The "allied lines", though a mix with other categories, is less a mix than filing

under Fire. Senator San Agustin reminded Mr. Carlos of the impact of this

decision, in that there cannot be an audit of previous reports. Senator San

Agustin pointed out that previous reports filed typhoon losses in a separate

category and even if the allied lines category is 95% typhoon and 5%

something else, it cannot be an accurate report and the "audit trail" is lost.

Mr. Duenas responded that his staff is studying other ways to separate the

typhoon category.



IV. COMMITTEE FINDINGS

The Committee on Economic-Agricultural Development and Insurance having

conducted a public hearing for Bill 299 finds:

Deregulation of rates warrants further research to insure deregulation does

accomplish the goal of lowering insurance prices and stimulating competition

without compromising the financial integrity of insurance companies

conducting business on Guam.



V. COMMITTEE RECOMMENDATIONS

The Committee on Economic-Agricultural Development and Insurance

recommend the creation of an Insurance Advisory Board as an inital phase in

stimulating competition in the Insurance Industry.

The Committee further recommends Bill 299 As Substituted be passed.
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1
	

BE IT ENACTED BY THE PEOPLE OF THE TERRITORY OF GUAM:

	

2
	

Section 1. Legislative Finding. The Guam Legislature finds

	

3	 that
	
it is in the best interest of the People of Guam that

	

4	 insurance rates be determined by free market forces, thus obviating

	

5	 the approval by the Insurance Commissioner of insurance rates.

	

6
	

Section 2.	 Guam Gov't Code §43385 is hereby amended as

	

7
	

follows:

	

8
	

"Representation of Rates.	 (a) All rates, rate schedules,

	

9	 rate plans, and methods of computing rates to be applied to any

	

10
	

insurance transacted in Guam shall be filed in the office of the

	

11	 Commissioner before any rates may be charged, advertised,

	

12
	

publicized or otherwise represented.

	

13
	

(b) It shall be unlawful for any insurer to charge any rate

	

14
	

for any insurance transacted in Guam other than the rate filed with

	

15
	

the office of the Commissioner for such insurer for such risk and

	

16	 class of insurance.

	

17	 //

Guam Gov't Code §43385.
Guam Gov't Code §43386.
Guam Gov't Code §43387.

1



	

1
	

(c)	 It shall be unlawful for any insurer to use any rates in

	

2
	 violation of the provisions of this section."

	

3
	

Section 2.	 Guam Gov't Code §43386 is hereby amended as

	

4
	

follows:

	

5
	

"Standards.	 An insurer, in making rates, shall apply the

	

6	 standards prescribed as follows:

	

7
	

(a)	 No rate shall be excessive or inadequate, as herein

	

8	 provided, nor shall they be unfairly discriminatory.

	

9
	

(b)	 No rate shall be held excessive unless such rate is

	

10	 unreasonably high for the insurance provided and reasonable degree

	

11	 of competition does not exist in Guam with respect to the

	

12
	

classification to which such rate is applicable.

	

13
	

(c)	 No rate shall be held inadequate unless such rate is

	

14	 unreasonably low for the insurance provided and the continued use

	

15	 of such rate endangers the solvency of the insurer; or unless such

	

16	 rate is unreasonably low for the insurance provided and the use of

	

17	 such	 rate	 by the	 insurer will have the effect of destroying

	

18	 competition in Guam.

	

19
	

(d)	 Consideration shall be given, to the extent applicable,

	

20
	

to past and prospective loss experiences, prevailing hazards, and

	

21	 underwriting profits, contingencies, expenses or other normal

22
	

business requirements and factors."

23
	

//

24
	

//

25
	

//

26
	

//
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1
	

Section 4.	 Guam Gov't Code	 §43387 is hereby amended as

	

2
	

follows:

	

3
	

"Rating Bureaus. Insurers are authorized to become members or

	

4	 subscribers of rating bureaus or advisory organizations of a like

	

5	 nature, and may use the rates, rating systems, and underwriting

	

6	 rules and policy forms of such organizations, provided, however,

	

7
	

that the same	 are not excessive, inadequate or unfairly

	

8
	

discriminatory, and conform to the provisions of this Title, and

	

9	 are filed with the office of the Commissioner prior to their use as

	

10	 provided herein."

	

11
	

Section 5. Severability. If any of the provisions of this

	

12
	

Act, or the application thereof to any person or circumstance, is

	

13
	

held invalid, such invalidity shall not affect any other provision

	

14	 or application of this Act which can be given effect without the

	

15
	

invalid provision or application, and to this end the provisions of

	

16
	

this Act are severable.

	

17
	

Section 6.	 Effective Date.	 This Act shall take effect

	

18	 immediately upon its enactment.

3
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BE IT ENACTED BY THE PEOPLE OF THE TERRITORY OF GUAM:

Section 1. Legislative Finding. The Guam Legislature finds

that it is in the best interest of the People of Guam that

insurance rates be determined by free market forces, thus obviating

the approval by the Insurance Commissioner of insurance rates.

Section 2.	 Guam Gov't Code §43385 is hereby amended as

follows:

"Representation of Rates. (a) All rates, rate schedules,

rate plans, and methods of computing rates to be applied to any

insurance transacted in Guam shall be filed in the office of the

11	 Commissioner before any rates may be charged, advertised,

12	 publicized or otherwise represented.

13
	

(b) It shall be unlawful for any insurer to charge any rate

14
	

for any insurance transacted in Guam other than the rate filed with

15
	

the office of the Commissioner for such insurer for such risk and

16	 class of insurance.

17	 //

1



(c)	 It shall be unlawful for any insurer to use any rates in

violation of the provisions of this section."

Section 2.	 Guam Gov't Code §43386 is hereby amended as

follows:

"Standards.	 An insurer, in making rates, shall apply the

standards prescribed as follows:

(a) No rate shall be excessive or inadequate, as herein

provided, nor shall they be unfairly discriminatory.

(b) No rate shall be held excessive unless such rate is

unreasonably high for the insurance provided and reasonable degree

of competition does not exist in Guam with respect to the

classification to which such rate is applicable.

(c) No rate shall be held inadequate unless such rate is

unreasonably low for the insurance provided and the continued use

of such rate endangers the solvency of the insurer; or unless such

rate is unreasonably low for the insurance provided and the use of

such rate by the insurer will have the effect of destroying

competition in Guam.

(d) Consideration shall be given, to the extent applicable,

to past and prospective loss experiences, prevailing hazards, and

underwriting profits, contingencies, expenses or other normal

business requirements and factors."

//

//

//

//
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1	 Section 4.	 Guam Gov't Code	 §43387 is hereby amended as

	

2	 follows:

	

3	 "Rating Bureaus. Insurers are authorized to become members or

	

4	 subscribers of rating bureaus or advisory organizations of a like

	

5	 nature, and may use the rates, rating systems, and underwriting

	

6	 rules and policy forms of such organizations, provided, however,

	

7	 that the same	 are not excessive, inadequate or unfairly

	

8	 discriminatory, and conform to the provisions of this Title, and

	

9	 are filed with the office of the Commissioner prior to their use as

	

10	 provided herein."

	

11	 Section 5. Severability. If any of the provisions of this

	

12	 Act, or the application thereof to any person or circumstance, is

	

13	 held invalid, such invalidity shall not affect any other provision

	

14	 or application of this Act which can be given effect without the

	

15	 invalid provision or application, and to this end the provisions of

	

16	 this Act are severable.

	

17	 Section 6.	 Effective Date.	 This Act shall take effect

	

18	 immediately upon its enactment.

3



STATEMENT ON BILL NO. 299
SENATOR JOE T. SAN AGUSTIN /

Committee on Economic-Agricultural Development & Insurance
May 16, 1996

This public	 hearing will constitute the second public

hearing on Bill No. 299, which was originally heard on

September 18, 1995. Bill No. 299, during this public hearing

received testimonies relating to deregulating insurance rates

on Guam. It was	 my intent as the author to "shock" the

insurance industry into 	 realizing	 that Guam's consumers are

very frustrated by the high cost of insurance; particularly,

typhoon coverage.	 The public hearing heard on September 18,

1995, stimulated a lively discussions regarding the insurance

industry on Guam.	 After the public hearing and based on

testimony received,	 it was obvious that Bill No. 299 as

submitted needed to be	 revised, keeping in mind the main

focus, to address	 the needs of	 the Guam consumers as they

pertain to the insurance industry. The creation of the

Advisory Insurance Board was suggested. The revised Bill 299

contain two essential features; namely, (1) creation of an

Insurance Advisory Board; and (2) to authorize the issuance

of Qualifying Certificates to Guam Insurance and to clarify

the taxation of Captive Insurance.	 A mark-up meeting of the

revised bill was	 held	 on April 12, 1996, attended by

representatives of the Insurance	 Industry, Department of



Revenue & Taxation, Guam Economic Development Authority,

along with the Chairman of this Committee and Senator Ben

Pangelinan, a former Chairman and a member of the Committee.

During this mark-up, it was generally agreed that there is no

need for an Insurance Advisory Board; but, the subject of

Qualifying Certificates for Guam Insurg e and clarification

of the taxation of Captive Insurance were debated at length.

It was generally agreed that an inquiry be made by GEDA to

ascertain if there is indeed a market to attract General

Insurance as well as the role of Captive Insurance.

Bill No. 299 as now substituted needs to have a public

hearing inasmuch as it has differed in scope with the

original scope, but the intent and objectives remain the

same. We are now here to hear pros and cons of Bill 299 as

Substituted.



Bill 299
Public Hearing May 16, 1995

Cost Benefit Analysis

Purpose:
1) To deregulate the insurance industry in Guam. Making Guam the Bermuda of

the Pacific Asia Region
2) To preserve the current local insurance industry. Keeping taxes intact.

Benefits
I) Income Tax Float. Insurance companies must still pay theii- income taxes. At

the end of 180 days, the Government of Guam will return their taxes. The
government can invest these income taxes for 180 days to invest in short term
Treasuries. Using Bermuda as an example: In 1995 Gross premiums were $18.8
billion. Assuming 25% of total premiums become taxable, we are looking at $4.7
billion taxable income. Using a standard corporate tax rate of 35%, Guam will
have received $1.645 billion in taxes. Before rebating all these taxes, Guam can
invest these taxes for 180 days @ 6% T -Bills and earn $145 million annually.

2) Creation of jobs. Again using Bermuda as our bench mark. Bermuda had only
Tourism until it opened the insurance industry. It took Bermuda 12 years to
develop their insurance industry. Today their are just as many jobs in the
insurance industry as their are in the tourism industry (17,000). Additionally, the
jobs generated for this industry require higher skills than the hotel or tourism
industry. Assuming, 12,000 jobs within 10 years at a average salary range of
$25,000 per year, the insurance industry payroll will amount to $300 million
annually.

3) Fee's. Under this legislation, it is estimated that after a 10 year maturity period
their will be 1,200 captives sold. Guam will receive $969,000 annually in filing
fees and $1.29 million in surveillance fees..

4) Capital Infusion. In 1994, Bermuda's capital infusion & surplus funds amounted
to $2.98 billion. This 'money will be circulated in the banking and other
professional service industries. Income taxes on banks spreads and income tax on
service industries profits will'add to Guam's revenue base.

5) New industry. An industry within an industry will be created. Large Insurance
Management Companies like Johnson & Higgins, Alexander Insurance and
Sedgwick Management or the "Who's Who in the Industry" can be attracted.



Why Guam?

A. Need to expand economic base

B. Will provide new source of revenue for government

C. No other Asian jurisdiction specializes in this industry

D. U.S. Territory connotes stability

E. Creates significant white collar employment

F. Few demands on infrastructure

II	 Why now?

A. World-wide interest in insurance, a result of signficant natural disasters

B. Vacuum created for financial services in Asia by change in Hong Kong status

C. Caribbean and Atlantic Isle successes will be copied in Pacific

D. Vast, virtually untapped Asian market for Captives.

III	 Supporting assets:

A. State of Art communication facilities

I) Prospective reduction in communication costs

B. Educated workforce

I) Current unemployment figures approximate 7%

2) Jobs in insurance industry above minimum wage, ego satisfying

C. Available office space at reasonable cost

D. Existing financial structure

1) Sixteen current banks

2) Major stock brokerage firms

3) Expansive legal and accounting services

IV	 Impediments: Internal Revenue Code



THE INSURANCE INDUSTRY
AN OVERVIEW

UNDERWRITING ENTITIES (The risk takers)

IReinsurance [
	

Wholesalers

ICasualty Life Health [ I Other      

SERVICE ENTITIES

fBrokers 1

!Agents I 

Managers 

Professionals:

Actuaries

Lawyers

Money managers

Accountants



Name
Please Print:

Representing
Agency: 

Testimony
Oral/	 For/

Written: Against  

T _b(r-fE- id 4S 

7\--jtotT SI /Voy /1167c-	 /‹..#

•
Committee on Economic- Agricultural

Development and Insurance
Twenty-Third Guam Legislature

Senator Joe T. San Agustin, Chairman

Witness Sign in Sheet
September 18, 1995 

(Date)
Subject: Bill No. 299 — AN ACT TO AMEND GUAM GOV'T CODE SUBSECTION 43385, 

41386, AND 43387 REALTING TO INSURANCE RATES UNDER TEE INSURANCE LAW.



4111 Committee on Economi,-Agricultural
Development and Insurance
TWENTY-THIRD GUAM LEGISLATURE

424 W. O'Brien Dr., Julale Shopping Center, Suite #218
Agana, Guam 96910

Tel: (671) 477-8527/9120 • Fax: (671) 477-5570

SENATOR JOE T. SAN AGUSTIN (D)
CHAIRMAN

PUBLIC HEARING ON BILL NO. 299 

6:30 P.M.
MONDAY, SEPTEMBER 18, 1995

GUAM LEGISLATURE PUBLIC HEARING ROOM

AGENDA

I. Call to Order

II. Introductions of Committee Members

III. Testimony of Interested Individuals Relative to
Bill No. 299.

IV. Bill No. 299 - AN ACT TO AMEND GUAM GOV'T CODE SUBSECTION
43385, 43386, AND 43387 RELATING TO INSURANCE
RATES UNDER THE INSURANCE LAW. (Introduced by
J. T. San Agustin, E. B. Anderson, S. L.
Orsini)

V. Adjournment



°1114 Committee on Economt-Agricultural
Development and Insurance
TWENTY-THIRD GUAM LEGISLATURE

424 W. O'Brien Dr., Julale Shopping Center, Suite #218
Agana, Guam 96910

Tel: (671) 477-8527/9120 • Fax: (671) 477-5570

SENATOR JOE T. SAN AGUSTIN (D)

CHAIRMAN

September 15, 1995

MEMORANDUM

TO:	 Members, Committee on Economic-Agricultural
Development & Insurance

FROM:
	 Chairman

SUBJECT:	 Public Hearings- September 18, 1995 and September
19, 1995, Guam Legislature Public Hearing Room

The Committee on Economic-Agricultural Development and
Insurance has changed the time of the public hearing scheduled
for Monday, September 18, 1995, from 9 a.m. to 6:30 p.m. for Bill
No. 299 as follows:

Bill No. 299	 AN ACT TO AMEND GUAM GOV'T CODE SUBSECTION
43385, 43386, AND 43387 RELATING TO INSURANCE
RATES UNDER THE INSURANCE LAW. (Introduced by
J. T. San Agustin, E. B. Anderson, S. L.
Orsini)

Bill No. 348	 (HAS BEEN POSTPONED UNTIL FURTHER NOTICE)

TUESDAY, SEPTEMBER 19, 1995, 6:30 P.M. 

Bill No. 337 AN ACT TO CREATE A GUAM BASES REDEVELOPMENT
CORPORATION AS A POLITICAL SUBDIVISION WITHIN
THE GUAM ECONOMIC DEVELOPMENT AUTHORITY.
(Introduced by J. T. San Agustin, J. P.
Aguon)

Your presence at this hearing is appreciated. Thank you for
your attention to this matter.

cc: Executive Director	 Security	 Audio
Protocol Office	 Legal	 All Senators
Maintenance	 Archives	 All Media
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AGENDA

TWenty-Third Guam Legislature
SENATOR JOE T. SAN AGUSTIN

Chairman
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MONDAY, SEPTEMBER 18, 1995
Guam Legislature Public Hearing Room

155 Hesler Street
Agana, Guam
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Bill No. 299. AN ACT TO AMEND GUAM GOVT CODE

	

.	 suasgpTioN 43385, 43386, AND 43,3§7
-;:.•444:3,•1.k1 ELATINOIO4N U RA N C E

'UNDER THE INSURANCE LAW. -*11;-,
(Introduced by J. T. San Agustin, Er;

• Vf: A. • .	

`Anderson. Si. Orsini)	 . 41ALO

	

Bill'No..348	 AN ACT TO AMEND GUAM GOVT CODE .
-SUBSEGTION47400 AND 47404
RELATIVE TO CHANGING THE NAME OF
THE GUAM PUBLIC MARKET TO THE

	

.	 CHAMORRO VILLAGE AND TO ALL0.1y,
• 

	

: . 7	 FOR THE PRIVATIZATION OF THE
MANAGEMENT AND THE OPERATIONS
OF THE GUAM PUBLIC MARKET.
(Introduced by J. T. San Agustin, V. C.
Pangelinan, C. A. Leon Guerrero)

1 P. M .

	Bill No. 337	 AN ACT TO CREATE A GUAM BASES
REDEVELOPMENT CORPORATION AS
POLITICAL SUBDIVISION WITHIN THE
GUAM ECONOMIC DEVELOPMENT
AUTHORITY. (Introduced by J.T. San
Agustin, J. P. Aguon)

**The public is invited to express their views**
	 0
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TWENTY-THIRD GUAM LEGISLATURE
1995 [FIRST] REGULAR SESSION

Bill No. 299
As Substituted by the Committee on
Economic Agricultural Development & Insurance

Introduced by:
	 J.T. San Agustin

AN ACT TO ADD NEW GOV'T CODE § 43245, 43245.1, 43245.2, 43245.3,
43245.4 AND 43245.5 RELATING TO ADVISORY ORGANIZATIONS UNDER
THE GUAM INSURANCE LAW

Section 1 ... Legislative Intent.
Section 2 ... Definitions
Section 3 ... Insurance Advisory Organization.
Section 4 ... Severability.
Section 5 ... Effective Date.

BE IT ENACTED BY THE PEOPLE OF THE TERRITORY OF GUAM:

Section 1. Legislative Intent. It is the intent of the Guam Legislature by We

enactment of this Act to promote competition in the insurance business and

provide a means whereby insurance consumers can more easily comparison shop

for insurance coverage by allowing insurance advisory organizations to develop

and draft for use by all insurers in Guam common forms, coverages,

endorsements, and manuals for insurance policies and bonds.



Section 2. Definition. As used in this Act:

"Advisory organization" is every group, association, or other organization

of insurers, located on Guam, that develops and prepares policy or bond forms,

or manuals, for use by admitted insurers, carries on research relative to the

development and preparation of policy and bond forms, and acts in an advisor y ,

as distinguished from a ratemaking capacity.

1

2

3

4

5

6

	

7	 Section 3. Insurance Advisory Organization. New §43245, 43245.1,

	

8
	

43245.2, 43245.3, 43245.4 and 43245.5 are hereby added to Article V of

	

9
	

Chapter III of Title XXXIX of the Guam Gov't Code as follows:

	

10
	

§43245. Conditions prerequisite to conduct operations. 	 No advisory

	

11
	 organization shall conduct its operations or other activities in Guam unless and

	

12
	

until it has filed with the Commissioner copies (duly certified by the custodian

	

13
	

of the originals thereof) of: (a) its constitution, its articles of agreement or

	

14
	

association, or its article of incorporation and its certificate of incorporation,

	

15
	

and its by-laws, rules and regulations governing its activities; (b) a list of its

	

16	 members; and, (c) the name and address of a resident of Guam	 upon whom

	

17
	

notices or orders of the Commissioner or process issued at the Commissioner's

	

18
	

direction may be served. Every advisory organization shall thereafter prompt' \

	

19
	

notify the Commissioner of every change in the documents required to be filed

	

20
	

with the Commissioner pursuant to this section.



	

1	 § 43245.1. Insurers cooperating and acting in concert. Two or more

	

2	 insurers may cooperate with and act in concert with others as members of an

	

3	 advisory organization with respect to any matters pertaininu to the preparation

	

4	 or making of insurance policy or bond forms, or manuals, or carrying on of

	

5	 research relative to the preparation and development of policy or bond forms,

	

6	 or manuals.

	

7	 § 43245.2. Use of policy or bond forms. Members and subscribers of

	

8	 advisory organizations may use the policy or bond forms, or manuals, of

	

9	 advisory organizations, either consistently or intermittently, but, except for

	

10	 insurers having common ownership or management, shall not agree with each

	

11	 other or others to adhere thereto. The fact that two or more admitted insurers,

	

12	 whether or not members or subscribers of an advisory organization, use, either

	

13	 consistently or intermittently, the policy or bond forms, or manuals, prepared

	

14	 by an advisory organization, shall not be sufficient in itself to support a finding

	

15	 that an agreement to adhere to those forms or manuals exists, and may be used

	

16	 only for the purpose of supplementing or explaining direct evidence of the

	

17	 existence of an agreement to adhere to those forms or manuals.

	

18	 § 43245.3. Submission of policy or bond forms to Commissioner; Reviuv,

	

19	 Establishment of rates. (a) All insurance policy or bond forms, or manuals,

	

20	 including policy writing rules, rating plans, classification codes and descriptions,



•	 •
	1
	

territory codes and descriptions, and rules that include factors or relativities such

	

2
	

as increased limit factors, classification relativities, or similar factors, of and

	

3
	

advisory organization shall prior to being used by insures be submitted in

	

4
	 writing to the Commissioner for the Commissioner's consideration and approval,

	

5
	

together with any information the Commissioner may reasonably require. All

	

6
	

those documents shall be available for public inspection at the office of the

	

7
	

Commissioner. The Commissioner shall approve only those policy forms or

	

8
	

bond forms, or manuals, that are found by him or her to contemplate activities

	

9
	

and practices that are not unfair, unreasonable, or otherwise inconsistent with

	

10
	

the Insurance Law.

	

11
	

(b) Upon submission of any policy forms or bond forms, or manuals, the

	

12
	

Commissioner may review them, and if after a hearing, at which representatives

	

13
	

of consumers and other interested parties may participate, upon not less than ten

	

14
	

(10) days' notice to an advisory organization the Commissioner finds that the

	

15	 policy forms or bond forms, or manuals, are unfair or unreasonable, or

	

16
	

otherwise inconsistent with the provisions of the Insurance Law, the

	

17
	

Commissioner may issue a written order to the advisory organization specif\

	

18
	

in what respect the policy forms, or manuals, are unfair or unreasonable or

	

19
	

otherwise inconsistent with the provisions of the Insurance Law, and disapprove

	

20
	

the use of the forms manuals. Notwithstanding the provisions of this section,



•	 •
if the commissioner fails to act within ninety (90) days of the submission of a

2

1

proposed policy or bond form, or manual by an advisory organization, 
h

	3	 policy or bond form, or manual, shall be deemed approved. For good cause,

	

4	 and after a hearing, at which representatives of consumers and other interested

	

5	 parties may participate, upon not less than ten (10) days' notice to the advisory

	

6	 organization, the Commissioner may revoke approval of any policy form ,)t-

	

7	 bond form or manual.

	

8	 § 43245.4.	 Insurance Advisory Board. (a) There is hereby established an

	

9	 Insurance Advisory Board which shall consist of seven (7) members.

	

10	 (b) There shall be at least three (3) members who hold executive positions

	

11	 in an insurance company conducting business on Guam and at least four (4)

	

12	 members who are not employees, stockholders, or in no way earning

	

13	 compensation from an insurance company, only one of which may be an

	

14	 employee of the government of Guam.

	

15	 (c) Members shall be appointed by the Governor with the consent of the

	

16	 Legislature.	 The first appointments shall be for the following terms as

	17	 designated by the Governor: two (2) members for a term of two (2) years;

	

1 .8	 (2) members for a term of four (4) years; two (2) members for a term of six

	

19	 (6) years. Thereafter the term of office of each member shall be six (6) years.

	

20	 The Governor may after notice and hearing remove a member for cause.



	

1
	

(d) Each member shall receive twenty-five dollars 025.00) a day as an

	

2
	

honorarium for services, and in lieu of reimbursement for expenses incident to

	

3
	

his duties, for each day or portion thereof spent in attending meetings of the

	

4
	

Board.

	

5	 (e) The Board shall meet at least once in each calendar quarter. The

	

6	 Chairperson of the Board may call additional meetings of the Board upon at

	7	 least twenty-four (24) hours' notice, and shall do so upon the request of two (2)

	

8	 members. A majority of the Board shall constitute a quorum, and action taken

	

9
	

by a majority of those present at any meeting at which a quorum is present,

	

10
	 shall be the action of the Board. No member shall participate in a proceeding

	

11
	

before the Board to which any corporation, partnership or unincorporated

	

12
	

association of which he or she is or was at any time in the preceding twelve (12)

	13
	

months a director, officer, partner, employee, member, or stockholder is a

	

14	 party. A member may disqualify himself or herself from participating in a

	15
	

proceeding for any cause deemed by him or her to be sufficient.

	

16
	

(f) At any meeting at which a quorum is not present, whether by reason of

	

17
	

the inability of a member to participate or his or her voluntary disqualification,

	

18
	

or otherwise, the Governor may designate the Chief of the Division of

	

19
	

Insurance, Securities and Banking, the Attorney General, or the head of an y

	

20
	

department of the government of Guam, in that order, as acting members of the

-6-



	

1	 Board for the purpose of constituting a quorum, but he shall not designate more

	

2	 acting members than shall be necessary to constitute a quorum.

	

3	 (g) Such clerical, technical, and legal assistance as the Board may require

	

4	 shall be provided by the Division.

	

5	 §43245.5. Prohibited activities. None of the provisions of the Insurance

	

6	 Law shall be interpreted to allow an advisory organization to set or establish

	

7	 rates or to issue any manual that contains final rates for any insurance coverage,

	

8	 policy endorsement, or bond. No advisory organization shall engage in any

	

9	 unfair or unreasonable practice with respect to its operations or other activities.

	

10	 Section 4. Severability. If any of the provisions of this Act, or the

	

11	 application thereof to any person or circumstance, is held invalid, such

	

12	 invalidity shall not affect any other provision or application of this Act which

	

13	 can be given effect without the invalid provision or application, and to this end

	

14	 the provisions of this Act are severable.

	

15	 Section 5. Effective Date. This Act shall take effect immediately upon its

	

16	 enactment.



•	 CARL T.C. GUTIERREZ, Governor
•	 DEPARTMENT OF	 DELEINE Z. BORDALLO, Lieutenant Governor

REVENUE AID TAXATIO
GOVERNMENT OF GUAM

	
JOSUll T. DUMAS, Director CARL. E. TORRES, Deputy Director

SEP 18 1995

Honorable Joseph T. San Agustin
Chairman, Committee on Economic-Agricultural
Development and Insurance

Twenty-Third Guam Legislature
Agana, Guam 96910

Dear Mr. Chairman and Members of the Committee:

My name is Joseph T. Duenas. I am the Director of the Department of Revenue and
Taxation and the Ex-Officio Insurance Commissioner.

I welcome this opportunity to present my testimony on Bill No. 299:

"An Act to Amend Guam Government Code Sections 43385, 43386 and
43387, Relating to Insurance Rates Under the Insurance Law"

Currently the Insurance Law requires that insurance rates must be approved by the
Insurance Commissioner prior to their advertisement, publication or usage. The
Commissioner retains the right to modify the rates even after they have become effective
if the statistical data in the form of trended loss experience and projected expenses
support this factual finding. The insurance industry has labeled this system "prior
approval".

Most states follow the "prior approval" approach in the regulation of property and
liability rates. Some states that have adopted the "prior approval" system for some or all
lines of insurance include: Alabama, Alaska, Arizona, Hawaii, Idaho, Iowa, Kansas,
Louisiana, Maryland, Minnesota, Mississippi, Missouri, Nebraska, Nevada, New
Hampshire, New Jersey, New Mexico, New York, North Dakota, Ohio, Pennsylvania,
Rhode Island, South Carolina, South Dakota, Tennessee, Virginia, Washington, West
Virginia, and District of Columbia.

It must be pointed out that since 1947 California has used the open competition laws.
However, with the approval of Proposition 103 in 1988, California changed its ways of
regulating insurance rates to the "prior approval" system. I have recently requested the
National Association of Insurance Commissioners (NAIC) for updated data on the system
used by the various states in the regulation of rates. The data will be submitted to this
Committee upon receipt from NAIC.

378 Chalan San Antonio, Tamuning, Guam 96911 - Tel: (671) 647-5107 - Fax: (671) 472-2643



The rationale for the regulatory use of the "prior approval" system is to keep rates from
becoming excessive. For even after the rates have been approved, I am charged with the
duty of gathering data on an annual basis. Once the data gathered for a minimum of five
years supports a trend towards lower loss ratios, I could initiate a rate rollback,
prospectively.

I must point out that under the "prior approval" system, individual companies as well as
rating bureaus are not prohibited from filing smaller and more frequent rate changes,
either upwards or downwards.

Some states use the "file and use" system. Under this system an insurer is merely
required to file the rates that it intends to use with the Insurance Commissioner. After
complying with the mechanical act of filing the rates, an insurer may immediately start
using said rates. In most of the states the filing is supported by an actuarial memorandum
signed by an accredited member of the American Academy of Actuaries.

As written, Bill 299 indicates a shift to let the free market forces dictate the insurance
rates to be charged in Guam. Bill 299 will replace the "prior approval" with the "file and
use" system in the regulation of rates.

Under the "file and use" system, the rates used shall be what an insurer states in its rate
filing with the Commissioner. Insurers shall be free to design their own rates and use
them immediately. This may present problems because insuring that the rate classifica-
tion is not excessive, inadequate or unfairly discriminatory will be done after the rates are
in place instead of before.

In the last few years there has been a movement in the states towards the independent
filing of rates by individual companies. Individual companies secure loss ratio data from
rating bureaus such as Insurance Services Office (ISO), National Council on Compensa-
tion Insurance (NCCI) and Surety Association of America. After securing the trended
loss ratios, the individual companies develop their own factors for expenses, profits and
contingencies.

In Guam the accredited rating bureau is the Insurance Association of Guam (IAG).
However, I have received independent rate filings for typhoon coverage from three
insurers licensed in Guam. These independent rate filings are deviations from the rates
secured by the IAG. Two filings have been approved which will reduce the typhoon rates
by about 20 %. The third insurer has been required to submit supplemental data for
further review.
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Typhoon and earthquake insurance fall into the category of catastrophic insurance. The
main problem as far as catastrophic insurance coverage is one of capacity. When the
capacity of the big insurers and reinsurers is sufficient to cover the market, the
catastrophic insurance rates will be lower or remain fairly stable. On the other hand,
when the capacity of big insurers and reinsurers is sharply reduced by losses from
catastrophes such as Typhoons Hugo, Andrew, Iniki, earthquakes in Los Angeles and in
Kobe, the rates will go up.

Finally it should be noted that after Typhoon Omar caused severe losses in Guam, the
IAG filed for a 150% rate increase. This is what insurers would have charged the
consumers had Guam adopted the "file and use" system.

For all of the foregoing reasons, I am respectfully recommending that the "prior
approval" system be retained and that Bill 299 be disapproved.

Sincerely,

skt r 62-----
JOSEPH T. DUENAS
Director and Ex Officio
Insurance Commissioner
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Moytun's Insurance Underwriters, tat.
Home of the Good Guys
101 AGANA SHOPPING CENTER, AGANA, GUAM 96910
TEL.: (671) 477-8613, 8616, 7500, 8150
TELEX: 6502883113 MCI FAX: (671) 477-1837

September 18, 1995

Honorable Joe T. San Agustin
Senator and Chairman
Committee on Economic-Agricultural
Development and Insurance
Twenty-Third Guam Legislature
424 West O'Brien Drive
Julale Shopping Center, Suite #218
Agana, Guam 96910

RE: BILL 299 - AN ACT TO AMEND GUAM GOVERNMENT
CODE §43385,43386, AND 43387, RELATING TO
INSURANCE RATES UNDER THE INSURANCE LAW

Dear Chairman San Agustin:

Thank you for inviting me to participate in this public hearing
on Bill 299, a bill to allow open insurance rating. Moylan's
Insurance is not a member of the Insurance Association of Guam
since we are General Agents but the carrier we represent,
Korea Automobile, Fire & Marine is a member of IAG.

It might be helpful to the committee to understand how the
IAG became the official rating body of the property and casualty
companies doing business in Guam.

In 1959, the Director of Finance, Ricardo Salas sanctioned
the Guam Insurance Association as the official rating body.
The Association was compromised of AIU, AFIA and New Zealand.
This action was taken because the Insurance Commissioner did
not want the insurance companies to file separate ratings,
policies and endorsements for auto, workers' compensation
and fire insurance. When the Association wanted rate adjustments,
it had to conduct an actuarial study for all the companies
writing business on Guam. The final actuarial report is submitted
to the Insurance Commissioner for review.

The Insurance Commissioner had to contract an actuarial consultant
to review the rates, losses, expenses, etc. before action was
taken by his office. The process usually takes a year since
statistical information in preparing an actuarial report must
take 3 years of insurance data from all the carriers: ,

Since 1959 to now, the Insurance Association, a non-profit
association of active property and casualty companies, has
reviewed all policies, rates and endorsements of its members
before it is submitted to the Insurance Commissioner for his
final determination.

PttA
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A member company can submit rates, policies and endorsements
directly to the Insurance Commissioner's office now without
having to to go through the Insurance Association of Guam.
What the Insurance Commissioner has done and continues to
do today is refer the company back to the Insurance Association
for their review and approval before it is re-submitted back to
his office.

The reason why the Insurance Association has been sanctioned
as the official rating body is because rates for auto, workers
compensation and fire are all controlled by the government.
If the companies filed separately, each rate, policy and
endorsement would have be reviewed by an understaff insurance
department and a full-time actuary consultant would have to
be contracted to review the rates to determine whether they
are excessive or under rated. It is just too costly and we
all know that this cost would have to be passed back to the
consumer in some form or another. Nothing is for free.

The process and controls now in place between the IAG and
the Insurance Commissioner has worked well in providing the
government and consumers regulated rates, uniform policies
and endorsements for automobile, workers' compensation and
fire coverages. Certainly, improvements can be and should
be made in this arrangement.

Insurance business should not be considered like selling
generators. Insurance is different because it is the sale
of a promise to deliver, to indemnify, on the occurrence of
some event that may or may not happen. Consumers need to have
some assurances that these promises will be kept and that
abuses will be controlled. To achieve these results calls for
some kind of regulation.

Competition creates a healthy environment whether in a business
or a personal situation, but in the insurance market, regulations
are essential to the consumer that all play by the same rules
so that injustices and fraud are not done to the insureds.
Proper regulation should provide the maximum amount of competition
while ensuring the financial health of providers and availability
of coverage on a affordable basis.

Residents of Guam have every right to demand that coverage will
be available and affordable, and that insurance companies will
be there when it is time to pay a claim. Open competition without
some kind of regulation does not guarantee that our people will
have insurance coverage that is available and affordable from
reputable insurance companies licensed with the Insurance
Commissioner in Guam.
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Reinsurance is important because it allows companies to spread
their risk and it helps them determine the amount of capital
they must maintain by law and for its underwriting portfolio.
Much of the planning that an insurance company undertakes in
attempting to set rates, loss reserves, and investments is
based on the historical data conerning the frequency of losses.
Any year in which losses paid far exceeds what was expected
will have a profound effect on the company's future plans of
continuing to write business in that particular area. Guam
is no different to insurance companies when they review the
losses sustained.

In 1992, catastrophic losses from Hurricane Andrew were $15.5
billion. In the same month and year, Typhoon Omar which hit
Guam, had losses in excess of $110 million. The same
reinsurance companies which underwrote the Guam losses were
involved in Hurricane Andrew. The losses in 1992 had a huge
impact on what reinsurance companies were prepared to accept
further catastrophic coverages in Guam. Rates, deductibles,
limits of coverage, stricter underwriting guidelines, and
lower commissions were placed on all the insurance companies
willing to remain in Guam to write typhoon and earthquake
coverages.

Insurance companies who chose not to remain in Guam or who
became insolvent because of the losses sustained by Omar and
the big 8.3 earthquake of 1993, were;

1. National Pacific Insurance (domestic)
2. Continental Insurance (U.S.)
3. CIGNA Insurance (U.S.)
4. CIGNA Property and Casualty (U.S.)
5. Yasuda Fire and Marine (alien)
6. Insurance Company of North America (U.S.)

Guam has a very small base of remaining insurance companies
who rely entirely on the reinsurance market for earthquake
and typhoon coverage. Guam is located on the Rim of Fire
and where seasonal typhoons tract through Guam on their
way to Asia. To make certain that our people will have
earthquake and typhoon coverage, we need a regulated
insurance industry. For this reason, we do not support
the passage of Bill 299 as structured since the Insurance
Commissioner can open the ratings now by de-sanctioning
the Insurance Association of Guam.

We do recommend that this bill be modified to establish by
law, a commission or committee, comprised of representatives
from the IAG, public, Insurance Commissioner's office, and
elected representatives who will review the following:
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1. Review the process of rate approvals to see
if it can be more efficient.

2. Review how to make policies easier to read and
understand.

3. Review claims to see if they are being handled
quickly and efficiently.

4. Review the entire Insurance Law of 1959 to see if
improvements can be made.

5. Review what states and the federal government are
doing to make hurricane and earthquake coverages available and
affordable to all their citizens.

6. Review the possibility of writing typhoon and
earthquake coverages separate from homeowners and commercial
risks.

7. Review the implementation of continuing education
for agents.

8. Review the Building Code to strengthen the structures
for catastrophic occurrences.

Have the findings submitted to the Legislature and Governor to
review. This can be an annual review process in joint cooperation
with the government.

The insurance industry wants to remain an active partner with
the citizens of Guam.

If you have any questions, I would be happy to respond.

Thank you.

Respectfully yours,

Kur S. Moyla
President
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Joe T. San Agustin
Senator, Twenty-Third Guam Legislature
2nd Floor Julale Shopping Center
Agana, Guam
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DATE . 	 111 	
TIMF
RE

5 Member Companies:
	 •

• American Home Assurance Company
• Chung Kuo Insurance Company, Ltd.
• Dai-Tokyo Fire & Marine Company, Ltd.
• Isla Insurance Company
• Korea Automobile Fire & Marine Insurance Company
• Mitsui Marine & Fire Insurance Company
• National Union Fire Insurance Company
• New Hampshire Insurance Company
• New 7PAland Insurance Company, Ltd.
• Pacific Indemnity Company
• QBE Insurance (International) Ltd.
• Tokio Marine & Fire Insurance Company
• Zurich Insurance (Guam), Inc.

1995 Officers:

Kevin O'Reilly
Chairman
646-3681

Michael Katsuren
Vice-Chairman
477-0672

Adrianne Aguirre
Secretary / Treasurer
477-9423

September 14, 1995

Dear Senator San Agustin,

RE: POSITION PAPER FROM INSURANCE ASSOCIATION OF GUAM
ON BILL NO. 299

On behalf of the IAG I wish to present to you a position paper on Bill 299. I have taken a
cross-section of our members' comments and trust that you will consider these informed opinions
at the Public Hearing on Monday 18th September 1995.

If you have any questions arising from our paper please do not hesitate to contact me in my
official capacity as Chairman of IAG. Indeed, we would welcome a separate discussion with
you to discuss Bill 299 and its implications for the Insurance industry on Guam.

Yours Sincerely,

Kevin C. O'Reilly
Chairman
Insurance Association of Guam

attachments: 10
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1995 Officers:

Kevin O'Reilly
Chairman
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Vice-Chairman
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Adrianne Aguirre
Secretary / Treasurer
477-9423

INSURANCE ASSOCIATION OF GUAM

POSITION PAPER
ON BILL NO.299

Firstly, the members of the IAG believe that Bill 299 is inappropriate and
is not based upon a complete understanding of the Insurance markets
and associated Reinsurance difficulties. However, the Insurance industry
on Guam wishes to show support for the Government by offering to
participate in a working party or Advisory Board to undertake a more
detailed study of the issue.

IAG have serious questions about the language contained in Bill No. 299.
The intent of the Bill is to abolish the requirement that the Insurance
Commissioner approve all rates before they can be charged to the public.
We believe that the proposed Bill does not accomplish this. In addition,
the Bill raises the possibility of substantial and frequent litigation
between insurance carriers and the public concerning the rates which are
to be charged. A legal opinion on Bill No. 299 is attached for reference.

The total insurance market on Guam is so tiny in world standards that
any major upheav'al could react detrimentally against the consumer as
Insurers may consider withdrawal from the market because of long-term
instability.
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All insurance companies rely on Reinsurers for their capacity. Whatever
happens, reinsurance premiums are likely to remain at the same level as
they are now. Any drop in the direct insurance premium total (paid by
the consumer) could result in a percentage increase which reinsurers
would demand to retain their own present level of reinsurance premium
income.

What we have at present is a structured market and Bill No. 299 would
result in the loss of a balanced market place. There would be upheaval
with insurers' results likely to deteriorate thereby leaving insurance
companies to question the viability of remaining on Guam. There are
markets elsewhere that might be more readily attractive to them.

Guam is prone to Earthquakes and Typhoons. Cover for these perils is
passed back to the reinsurers who may prefer not to continue cover for
insurance companies. If that results, then the insurance industry could
conceivably see rates increase rather than decrease. This of course
would be highly unfavorable to the consumer.

Removal of price stability may leave the consumer with no guarantee of
continuity from existing underwriters who might look for markets
elsewhere. Obviously, this is not the ideal situation and is one which the
IAG would prefer to avoid. The quality of underwriters may decline as
insurance companies of ill-repute or financial instability might look for
short term premium income until an earthquake or typhoon occurs.
These companies do not provide a long term commitment to small
islands such as Guam.



N
S
U
R
A
N

E

I
A
G

of
GU AM

A
S
S
0

A

0

FIRE • CASUALTY • MARINE

•
1995 Member Companies:

• American Home Assurance Company
• Chung Kuo Insurance Company, Ltd.
• Dai-Tokyo Fire & Marine Company, Ltd.
• Isla Insurance Company
• Korea Automobile Fire & Marine Insurance Company
• Mitsui Marine & Fire Insurance Company
• National Union Fire Insurance Company
• New Hampshire Insurance Company
• New 7#aland Insurance Company, Ltd.
• Pacific Indemnity Company
• QBE Insurance (International) Ltd.
• Tokio Marine & Fire Insurance Company
• Zurich Insurance (Guam), Inc.

1995 Officers:

Kevin O'Reilly
Chairman

646-3681

Michael Katsuren
Vice-Chairman

477-0672

Adrianne Aguirre
Secretary / Treasurer

477-9423

The IAG has an open mind regarding the restructuring of the Tariff in its
present form. However, we are opposed to the introduction of "free
competition" in relation to catastrophe perils, given that it will lead to
price undercutting by general agents, and some carriers, immediately
without any guarantee that reinsurance rates will reduce. In the long run
this will again result in massive instability in the Guam Insurance market.

The position on Guam at present is that Typhoon and Earthquake
coverage are available. This is not the case in some other territories e.g.
California, Hawaii, etc. If pricing difficulties make the market on Guam
unviable to Insurers then the consumer could be considerably worse off
if the coverage becomes difficult to obtain and premiums increase
instead of decrease. This would be the inevitable result if a number of
insurance companies opt to depart Guam.

Unfortunately, Guam is exposed to Earthquake and Typhoon perils and,
like it or not, the rates are driven by experience and are reactive to the
Global Reinsurance markets. Very often, the carriers on Guam have little
control over the pricing for this catastrophe coverage. It is dictated by
international reinsurers.

If the Bill is approved, the Insurance Commissioner's office is likely to be
flooded by rate filings as there is nothing to prevent a rate being filed for
individual risks. Of course, this defeats the whole purpose of filing any .
rates at all. The Insurance Commissioner's office is unlikely to be able
to keep up with the volume of filings and Insurers would be burdened
with a bureaucratic set-up plus an unstable market.
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The Bill intends to de-regulate the entire insurance industry. If passed,
it would make it extremely difficult to regulate the industry on Guam.
There are no experienced authorities available to assess the adequacy of
ratings and the solvency margins of individual companies. The Bill states
that "no rates shall be excessive unless such rate is unreasonably high"
and this poses the question of who will determine if the rate is
"unreasonably high" and how it is to be determined. Solvency levels of
insurance companies would have to be strengthened and certified
deposits increased dramatically in order to protect the consumer from
under strength insurance companies. An example of this is the recent
debacle following the receivership of National Pacific Insurance.

The IAG believes Bill 299 is not the best format to achieve its stated
purpose. Furthermore, it is unlikely to produce a long term sustainable
reduction in insurance pricing for the consumer. The section relating to
"inadequate rates which may endanger the solvency of an insurer" is an
example of the impracticality of the Bill. NPI was subject to the same
Tariff as all the other Insurers, yet it became insolvent. The Bill may
have minimal, if any affect, on the protection of consumers by
"regulating" inadequate rates.
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The section on rating raises the question of how it is to be determined
if an inadequate rate will endanger the solvency of the Insurer. One of
our members provided the example whereby a large international
insurance conglomerate with a branch on Guam could give insurance
away for nothing in a competitive environment without endangering the
solvency of the entire group. However, this would provide inbuilt
discrimination for smaller Insurers who would be materially affected by
rate cutting within the Guam insurance market. In particular, this would
apply to a small local insurance company who may find it difficult to
compete with international insurers if a "free competition" situation is
introduced. Again, the NPI situation should be proof positive of the
dangers of a local company going out of business with resultant damage
to the industry, losses to policy holders, loss of jobs, etc..

The Rating Section in Bill 299 states that "the rates cannot be so low as
to destroy competition on Guam". This raises several questions:

A) What consumer is likely to complain about low rates at the time
they purchase insurance coverage?

B) When comparing rates, the Government Regulators would also be
forced to compare the expense base and reinsurance costs of
competing insurers. This again discriminates in favor of the larger
international insurers who would have larger net retentions (low
reinsurance costs) and economies of scale available to them. It
discriminates against the smaller local insurance company.
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If the Bill intends to create a "free competition" situation in respect of
Workers Compensation Insurance then IAG are of the opinion that this
could be detrimental to certain parties in the commercial sector. The
premiums for Workers Compensation Insurance would become
experience related rather than Tariff as they are at present. Commercial
organizations would find it difficult to budget each year for Workers
Compensation insurance and there would be wide swings in rates from
year to year dependent upon the claims experience.

The IAG have already advocated the setting up of an Insurance Advisory
Board with representatives from the Insurance Industry, Insurance
Commissioner's office, Attorney General's office, Legislature and other
sectors of the community. This would allow for informed discussion on
sensitive insurance matters such as Typhoon pricing, international
reinsurance support, solvency margins for insurance companies, etc..

We do not believe that Bill 299 is the ideal solution from the view point
of the government, the consumer or the insurance industry to achieve
cheaper insurance, which on the surface, would seem to be in the "best
interest of the people of Guam". However, it is clear the Bill has many
areas which should be of concern to Insurers and Consumers alike. The
members of the Insurance Association of Guam are unable to support the
Bill given it's inherent flaws but do believe that our industry should be
offering some positive input into a long term restructuring of the Guam
Insurance market.
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If the Bill also intends to abolish the Tariff on Motor Vehicle insurance,
then there is no guarantee that prices for Auto insurance will decrease.
Currently, most insurers on Guam are struggling to show a profit on their
Auto insurance portfolio with the likelihood in future of worsening
performance. Because of the Tariff situation we are unable to secure
rate increases which are needed. Abolishing this Tariff will allow
insurers to underwrite as they see fit resulting in higher prices and
selective underwriting. With the Tariff abolished insurers would not be
obliged to accept otherwise uninsurable risks at a pre-determined
premium as is the case at present.

We believe the wording in this Bill is flawed and will result in a more difficult
insurance market for the consumer. To reiterate, it is the intention of the Insurance
Association of Guam to be proactive and cooperative. To this end, we would
welcome a discussion meeting between the Association and the Senators' proposing
Bill 299.

Kevin C. O'Reilly
Chairman
Insurance Association of Guam

KOR/ssnc

Attachments:
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Ms. Sherry S.N. Cruz
INSURANCE ASSOCIATION OF GUAM
0/0 ATKINS KROLL INSURANCE
Suite 203, Hengi Plaza
278 South Marine Drive
Tamuning, Guam 96911

RE: PROPOSED BILL NO. 299 

Dear Sherry:

Thank you for sending to me Senator San Agustin's proposed
Hill No. 299. I have a few comments which I wish to pass on to you
concerning the proposed legislation.

I certainly believe that our current system of setting
insurance rates needs to be revised so that market forces have more
of an impact. However, I have serious questions about the language
which is contained in Hill No. 299.

I understand that the intent of the Bill is to abolish the
requirement that the Insurance Commissioner approve all rates
before they can be charged to the public. I believe that the
proposed Hill does not accomplish this purpose. In addition, the
proposed Bill may subject insurance carriers to litigation with the
public concerning the rates which are charged.

I suggest that the Bill will still leave with the Insurance
Commissioner the right to review rates. Although the proposed
statute deletes any reference to the requirement that rates be
approved by the commissioner, nonetheless, various standards for
rate setting are still imposed by the statute. Specifically,
Section 2 of Bill 299 requires that rates not be "excessive" or
"unfairly discriminatory". This statute will remain as a part of
the Insurance Code of Guam. Pursuant to Government Code § 43028,
the Insurance Commissioner will still have overall power to
administer and enforce the Insurance Code. The broad powers which
are given by 43028 therefore include the power to enforce the

2/-
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rate making standards which will be imposed by the new proposed
bill. Thus, I suggest that an aggressive Insurance ComMissioner
will still be able to require insurers to justify any rates which
they intend to charge notwithstanding the amendments which are
contemplated by Bill No. 299. Because the Insurance Commissioner
retains authority to enforce all sections of the Insurance Code, I
suggest that he will retain the right to review rates in order to
ensure they are no "excessive" and/or 	 "unnecessarily
discriminatory".	 Bill No. 299 therefore does not accomplish its
essential purpose.

In addition, the bill does not state who will enforce the
standards which are established by Section 2. As I stated
previously, I believe that Government Code § 43028 will still give
administrative authority over rates to the Insurance Commissioner.
However, if I am incorrect, then the question becomes: "who will
enforce these standards?". Does the statute give authority to a
member of the public to challenge an insurance company's rates?
Can an insured claim that a rate is "excessive"	 or "unfairly
discriminatory"? By setting forth standards which must be followed
by insurance companies without establishing a mechanism for
enforcement of these standards, I believe that the statute is
flawed. I suggest that a very strong argument can be made that any
potential insured in the Territory of Guam may have standing to
challenge any insurance rate based upon an assertion that the rate
is "excessive" and/or "unfairly discriminatory". As long as
standards are to be imposed by the Bill, then someone will have the
right to enforce these standards. These standards may therefore be
subject to enforcement in litigation by members of the public
and/or consumer protection groups.

If the Legislature truly wants to have insurance rates set
solely by market forces, then the Legislature should say so. I
suggest that the Legislature could repeal §§ 43385 through 43388.
In their place, a new § 43385 could be enacted which states:

43385. All rates, rate schedules, rate
plans and methods of computing rates to be
applied to any insurance transacted in the
Territory of Guam shall be within the sole
discretion of the insurer who is charging said
rate. Rates shall not be subject to the
scrutiny and/or review of the Insurance
Commissioner or any other government agency.

,J)
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Anything less than an outright repeal of the prior statutes
will create confusion, litigation and the potential for further
regulation by the government. If the Legislature wishes to free
rates from the control of the government, then the Legislature
should already state this rather than simply deleting certain words
from existing statutes.

I am sure that there are a number of other issues which I
could discuss with you concerning the proposed amendment. However,
I am sure that you now understand that I do not believe that Bill
No. 299 will accomplish the stated purpose of the Legislature.
Should you wish to discuss this matter further, please feel free to
call me at your convenience.

Sincerely,

MOORE CHING BOERTZEL
CIVILLE DOOLEY & ROBERTS

DWD/cb• 144861
D14861:D4861.L01
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HANDCARRY & FACSIMILE

The Honorable Joe T. San Agustin
Chairman, Committee on Economic-Agricultural
Development and Insurance

Twenty-Third Guam Legislature
424 W. O'Brien Drive
Julale Shopping Center, Suite #218
Agana, Guam 96910

Re: Comments Regarding Bill 299

Dear Senator San Agustin:

Hafa Adai!

This letter is to express our opposition to the passage of Bill
299. I am concerned about the potential adverse impact on the
consumers of Guam, thus I asked our Civil Litigation Division -
Consumer Protection Unit to prepare an evaluation of Bill 299. I
have attached their response. I fully endorse the comments of our
Civil Litigation Division - Consumer Protection Unit.

If there is de-regulation of the insurance industry on Guam, I
shudder for the consumers of Guam. I have read the "Position Paper
On Bill No. 299" by the Insurance Association of Guam. We disagree
with several of the contentions of their paper...."The total
insurance market on Guam is so tiny in world standards that any
major upheaval could react detrimentally against the consumer as
Insurers may consider withdrawal from the market because of long-
term instability.	 ... What we have at present is a structured
market and Bill	 No. 299 would result in the loss of a balanced
market place.	 There would be upheaval with	 insurers' results
likely to deteriorate thereby leaving insurance companies to
question the viability of remaining on Guam." 	 In essence, if

Commonwealth Now!

Suite 2-200E, Judicial Center Bldg., 120 West O'Brien Drive, Agana, Guam U.S.A. 96910
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they (insurers) are not allowed to dictate the rates charged to the
consumers of Guam, they will pack up and go home.

The insurance industry on Guam is a multi-million dollar business.
Yes! We are a small island, but even the largest insurance
companies cannot ignore the realities of the viability of Guam's
insurance industry, as well as the enormous potential as our
economy rebounds.	 We should not be held hostage by throats that
our insurers will leave Guam.

We oppose Bill 299, but not for the same reasons given by the Guam
insurance industry. The Guam insurance industry desire that
passage of Bill No. 299 delete any regulatory authority from the
government. This would in effect leave the consumers of Guam to
the mercy of the insurance industry. I am reminded of an old
phrase... The Fox in the hen house. The Guam insurance industry
should not be regulated by the Department of Revenue and Taxation,
rather it should be a separate entity....Commission, Agency, etc.
There are potential problems in the existing regulatory scheme.
The Insurance Commissioner wears several hats...among them the
Director of Revenue and Taxation.	 We propose that the insurance
industry	 be regulated by a separate commission, agency,
department, etc. It would not necessitate any major budgetary
increases, etc. Simply reassign the present personnel and function
of the insurance regulatory body from the Department of Revenue and
Taxation to a separate commission, agency, department, as an
independent regulatory body.

Guam's insurance companies are exempted from the anti-trust act,
so the various insurance companies can presently collectively bring
pressure on the Insurance Commissioner for rates adverse to the
interest of the consumers. Most of our consumers are well aware of
the rate increase which the Guam insurance industry pushed through
a few years ago. Our consumers are very angry -- including myself.

Yet, the insurance industry was not able to provide the data to
support their losses for particular classes. Ask the insurance
industry what was the total claims paid for each of the recent
typhoons for Class A, Class AA and other residential structures?
When I asked that question in a meeting with Mr. Joaquin Blaz,
former Director, Department of Revenue and Taxation and various
members of the Guam Insurance Industry headed at that time by Mr.
Schnabel, they could not provide an answer. I was told the data
was not available since the industry is not as sophisticated as
their counterparts in the mainland. Strange??? What basis did the
Guam insurance industry use to justify the consolidation which
resulted in my paying significantly more for that consolidation.
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I along with most homeowners are paying more for less coverage.

The subject of the typhoon insurance was particularly galling to me
as I read I04/s letter. My home insurance rates nearly doubled
because my home was consolidated with Class A from Class AA. This
was done after the insurance industry obtained a $2,500 deductible
on typhoon insurance. I am in effect paying for typhoon insurance
which I will never be able to file a claim. My home is built of
pre-cast concrete. I have special typhoon proof windows, steel
typhoon shutters. All of our floors are tiled except the bedrooms
which are carpeted. However, my total the carpets could be
replaced for less than $2,500, assuming the water was able to get
through the shutters and the windows---which I seriously doubt. I
have tried to get relief from First Hawaiian my bank, no response
to date.

It is strange that in California, a state which have occasional
earthquakes---there is no requirements for earthquake insurance.
Yet Guam is required to have earthquake insurance. Contrast that
requirement with the fact we are required to carry typhoon
insurance with a $2,500 deductible, yet our concrete homes with
shutters have no potential claim. 	 It is a win - win  situation for
the Guam insurance	 industry.	 The consumers	 of Guam owning
completely built concrete homes are being "taken advantage of". 

//If Bill No. 299 is adopted, it 	 should be amended to include a,
provision to permit	 the government to contract	 an independent// expert when more than ten(10) consumers file a complaint because
their rates are increased beyond reasonableness. We agree with the
Insurance Association(IGA) of Guam that there are no experienced
authorities available to assess the adequacy of ratings and the
solvency margins of	 individual companies. 	 An independent
Commissioner of Insurance could contract for such expertise on a

\ tri-annual basis, or more frequently, similar to our retention of
experts when the Government of Guam negotiates the health insurance
mates for government employees. There is no need for a full-time
expert.

Senator San Agustin,	 I urge extreme caution in deregulating the
insurance industry.	 It is one of the few industries which is
exempted from the anti-trust act. Banking is the other industry
exempted from the anti-trust act. 	 If our consumers are successful
in obtaining a waiver for mandatory typhoon coverage from our
banks, it will be for nought if the insurance industry is permitted
to make up the difference in premium increases without regulatory
controls.

With thanks in anticipation of your deliberate consideration. We
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are supportive of any endeavor that will provide a fair return on
their investment in the insurance industry, and provide reasonable
insurance rates to our consumers.

DAngkolo Na Agradesimento - Thank You Very Much!

cc: Mr. Kevin C. O'Reilly
ChaiLman
Insurance Association of Guam
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This Bill removes the requirement that insurance rates must be approved by the
Insurance Commissioner. Yet it retains the rate making standards which require that
insurance rates be neither excessive nor inadequate. Without a review of rates by the
Commissioner, these rates standards are virtually meaningless. Thus the Bill completely
de-regulation insurance rates.

There are several distinctive characteristics of the insurance business which have
increasingly been regarded as necessitating some degree of regulation to preserve and
reinforce competition as an instrument for development of premium rates.

The specific objectives of rate regulation are to assure that premiums: (1) are adequate
to provide funds for paying losses and administrative costs, (2) do not result in
unreasonable profits for an insurer (that is, which are not excessive), and (3) are not
unreasonably high for some policyholders and unreasonably low for others (that is, which
are not "discriminatory"). In other words, the regulation of premium rates is generally
intended to assure that an insurer's income is adequate to cover the risks without being
either excessively expensive for the purchasers or unfairly discriminatory among
purchasers.

There are a number of factors which contribute to the need for rate regulation of insurers.

First, the complexity of insurance transactions frequently reduces the effectiveness of
either product or price competition for ordinary consumers.

Second, the proliferation of insurance products often makes it a virtually hopeless task
for the ordinary consumer to compare the products and prices offered by different
insurers.
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Third, an industry-wide practice of caution about the unpredictable elements in future loss
experience can result in excessive premium rates. Moreover, this remains true whether
it is the product of concerted action by many insurers or merely the cumulative effect of
separate decisions by executives of different companies who prefer to compete in ways
other than pricing.

Fourth, unrestrained opportunities for cooperation among insurers in setting premium
rates can be contrary to the public interest. The risk that premium rates may be set by
insurers at excessively high levels is obvious. This is not to say, however, that all
cooperation should be forbidden. In some circumstances, exchanges of information
among insurers are essential to the determination of appropriate premium rates. This is
true in regard to accumulating of appropriate premium rates. This is true in regard to
accumulating and sharing data to produce a more comprehensive and therefore, at least
theoretically, a more reliable base for predicting future losses.

Fifth, unrestrained competition may also produce premium rates that endanger the
solvency of insurance companies, and in turn the members of the public they serve -- that
is, inadequate premiums can ultimately result in the inability of an insurer to provide
indemnification for the losses they have undertaken to insure. A rule of survival of the
fittest may be defensible in relation to the interests of the manufacturers and stockholders
for some types of consumer products. But to permit the less fit among insurance
companies to go into insolvency without providing for the claims of their policyholders and
others entitled to insurance benefits is generally viewed as an intolerable result.

Sixth, rate regulation addresses perils of insolvency for insurance companies arising from
the possibility that insurers may miscalculate future losses. Actuarial projection in the
field of insurance is a process of making precise calculations that can only be guesses
about the future. However precise these computations may be, the conclusions are no
more than predictions of the unknown and unknowable. Although the element of
uncertainty can be reduced in some degree by the use of relatively complete and reliable
data about past experience upon which the predictions about the future are based, in the
end a degree of guesswork inevitably is involved in setting premiums rates.

Seventh, public policy interests of various types (including policies against discrimination
based on race, sex, and other individual characteristics over which the individual has no
control) sometimes weigh against the use of insurance rating categories based on the
correlation between loss experience and selected individual characteristics.
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In conclusion rate de-regulation as proposed by Bill 299 would almost certainly have a
serious adverse impact on both the consumers of Guam and Guam's insurance industry.

PAT MASON

blIt209end
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AN ACT TO AMEND GUAM GOV'T CODE §§43385, 43386, AND
43387, RELATING TO INSURANCE RATES UNDER THE INSURANCE LAW

§43385.
§43386.
§43387.

Section 1	 ... Legislative Findings.
Section 2	 ... Amended Guam Gov't Code
Section 3	 ... Amended Guam Gov't Code
Section 4	 ... Amended Guam Gov't Code
Section 5	 ... Severability.
Section 6	 ... Effective Date.

	

1	 BE IT ENACTED BY THE PEOPLE OF THE TERRITORY OF GUAM:

	

2	 Section 1. Legislative Finding. The Guam Legislature finds

	

3
	

that	 it is in the best interest of the People of Guam that

	

4
	

insurance rates be determined by free market forces, thus obviating

	

5
	

the approval by the Insurance Commissioner of insurance rates.

	

6
	

Section 2.	 Guam Gov't Code §43385 is hereby amended as

	

7
	

follows:

	

8
	

"Representation of Rates.	 (a) All rates, rate schedules,

	

9	 rate plans, and methods of computing rates to be applied to any

	

10
	

insurance transacted in Guam shall be filed in the office of the

	

11	 Commissioner before any rates may be charged, advertised,

	

12	 publicized or otherwise represented.

	

13
	

(b) It shall be unlawful for any insurer to charge any rate

	

14
	

for any insurance transacted in Guam other than the rate filed with

	

15
	

the office of the Commissioner for such insurer for such risk and

	

16	 class of insurance.

	

17	 //

1



	

1	 (c) It shall be unlawful for any insurer to use any rates in

	

2	 violation of the provisions of this section."

	

3	 Section 2.	 Guam Gov't Code §43386 is hereby amended as

	

4	 follows:

	

5	 "Standards.	 An insurer, in making rates, shall apply the

	

6	 standards prescribed as follows:

	

7	 (a)	 No rate shall be excessive or inadequate, as herein

	

8	 provided, nor shall they be unfairly discriminatory.

	

9	 (b)	 No rate shall be held excessive unless such rate is

	

10	 unreasonably high for the insurance provided and reasonable degree

	

11	 of competition does not exist in Guam with respect to the

	

12	 classification to which such rate is applicable.

	

13	 (c)	 No rate shall be held inadequate unless such rate is

	

14	 unreasonably low for the insurance provided and the continued use

	

15	 of such rate endangers the solvency of the insurer; or unless such

	

16	 rate is unreasonably low for the insurance provided and the use of

	

17	 such	 rate	 by the insurer will have the effect of destroying

	

18	 competition in Guam.

	

19	 (d)	 Consideration shall be given, to the extent applicable,

	

20	 to past and prospective loss experiences, prevailing hazards, and

	

21	 underwriting profits, contingencies, expenses or other normal

	

22	 business requirements and factors."

	

23	 //

	

24	 //

	

25	 //

	

26	 //

2
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Section 4.	 Guam Gov't Code §43387 is hereby amended as

2
	

follows:

3
	

"Rating Bureaus. Insurers are authorized to become members or

4	 subscribers of rating bureaus or advisory organizations of a like

5	 nature, and may use the rates, rating systems, and underwriting

6	 rules and policy forms of such organizations, provided, however,

7	 that the same	 are not excessive, inadequate or unfairly

8
	

discriminatory, and conform to the provisions of this Title, and

9
	

are filed with the office of the Commissioner prior to their use as

10	 provided herein."

11
	

Section 5.	 Severability. If any of the provisions of this

12
	

Act, or the application thereof to any person or circumstance, is

13
	

held invalid, such invalidity shall not affect any other provision

14
	

or application of this Act which can be given effect without the

15
	

invalid provision or application, and to this end the provisions of

16
	

this Act are severable.

17
	

Section 6.	 Effective Date.	 This Act shall take effect

18	 immediately upon its enactment.

3
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