NATIONAL CONFERENCE OF INSURANCE LEGISLATORS

LIFE INSURANCE & FINANCIAL PLANNING COMMITTEE

NAPA VALLEY, CALIFORNIA
NOVEMBER 10, 2006

DRAFT MINUTES

The National Conference of Insurance Legislators (NCOIL) Life Insurance & Financial Planning Committee met at the Marriott Napa Valley Hotel & Spa in Napa Valley, California, on Friday, November 10, 2006, at 1:30 p.m.

Rep. Larry Taylor of Texas, chair of the Committee, presided.

Other members of the Committee present were:


Rep. Michael Ripley, IN

Assem. William Barclay, NY

Rep. Ronald Crimm, KY

Assem. Nancy Calhoun, NY

Rep. Dennis Horlander, KY

Rep. George Keiser, ND

Rep. Dennis Keene, KY

Sen. Carroll Leavell, NM

Rep. Jim Marleau, MI


Rep. Robert Godshall, PA

Sen. Alan Sanborn, MI

Rep. Anthony Melio, PA

Rep. Fulton Sheen, MI

Del. Harvey Morgan, VA

Sen. Bob Dearing, MS

Rep. Virginia Milkey, VT

Other legislators present were: 


Rep. Debbie McCune Davis, AZ
Rep. Donald Flanders, NH

Sen. Jeff Chapman, GA

Rep. Daniel Foley, NM


Sen. Ralph Hudgens, GA

Sen. James Seward, NY


Rep. Robert Damron, KY

Rep. Brian Kennedy, RI

Rep. Jerry Kooiman, MI

Rep. Craig Eiland, TX

Sen. Jerry Klein, ND


Sen. Dan Kapanke, WI

Also in attendance were:


Susan Nolan, Nolan Associates, NCOIL Executive Director


Candace Thorson, NCOIL Deputy Executive Director


Mike Humphreys, NCOIL Director of Legislative Affairs & Education, 


Life, Health, and Workers’ Compensation Insurance Committees


MINUTES

The Committee voted unanimously to approve the minutes of its July 21, 2006, meeting in Boston, Massachusetts.

SUITABILITY FOR ANNUITIES
Sen. Sanborn said a proposed Resolution in Support of Expanding Annuity Suitability Requirements, which he was sponsoring, would express NCOIL support for a National Association of Insurance Commissioners (NAIC) Suitability in Annuity Transactions Model Regulation and would encourage state insurance regulators to promulgate the model.  
North Dakota Insurance Commissioner Jim Poolman, Chairman of the NAIC Life Insurance and Annuities (A) Committee, said the NAIC model, amended in 2006 to include individuals of all ages, would require producers and life insurers to protect individuals from unsuitable annuity transactions.  
John Gerni of the American Council of Life Insurers (ACLI) said 11 states have adopted language substantially similar to the amended NAIC model and several others intend to adopt the regulation in 2007.
Following Committee discussion and adoption of a technical amendment, the Committee voted unanimously to adopt a Resolution in Support of Expanding Annuity Suitability Requirements. 
INSURANCE MARKETPLACE STANDARDS ASSOCIATION (IMSA) 

Brian Atchinson of the Insurance Marketplace Standards Association (IMSA) said an advisory committee consisting of representatives of the AARP, AM Best, NAIC, National Association of Securities Dealers (NASD), and National Association of Insurance and Financial Advisors (NAIFA) was created last year to establish a new generation of IMSA standards for life insurance and annuity products.  He said the advisory committee report sought to advance consumer protections and efficient marketplace regulation.  
Rep. Sheen questioned whether insurance commissioners have the authority to oversee what the NASD regulates with respect to annuities.  Mr. Atchinson replied that NASD authority applies to variable annuity products, while insurance regulators have jurisdiction over fixed annuities.  He said inconsistency in product regulation may be frustrating for some consumers.  

Rep. Sheen then asked whether having two regulatory agencies each claiming authority over annuity products would create a problem.  Mr. Atchinson said the NAIC and NASD have commenced a dialogue to discuss regulatory issues.  He suggested that there is a lot of duplication and waste in the current system.

PRINCIPLES-BASED APPROACHES FOR LIFE INSURANCE RESERVING

Dave Sandberg, representing the American Academy of Actuaries (AAA), said the reserve process for life insurance companies has remained virtually unchanged for almost 150 years while products have diversified and risks have evolved.  He noted that the “one size fits all” approach of a formula-based valuation may require a company to maintain too conservative or inadequate reserves.  He said a valuation system was needed that could be sensitive to the risk characteristics of a company, and that such a system could not be expressed by formulas, but rather should be based on principles.  
Mr. Sandberg said a principles-based valuation (PBV) system would align reserves more closely with the actual risks faced by a company and would benefit consumers through better solvency protection, price reductions and more product choices, and greater competition between companies.  

Mr. Sandberg advised members that PBV would require a revised standard valuation law that would grant authority to set valuation standards through a central NAIC process, and would refer to a valuation manual to enable uniform valuation requirements.  He said the issue would come before state legislatures in 2007 or 2008.     
Commissioner Poolman said the first step to develop a principles-based system was already done.  He said regulators established an interim solution that would address redundancy of reserves in term life insurance and universal life with secondary guarantees.  He informed members that significant public policy issues exist relating to corporate governance, peer review for actuaries, and reporting requirements.  

Rep. Taylor asked about the use of lapse rates.  Commissioner Poolman replied that companies were given latitude under a standard valuation law to reserve using lapse rates.     
Scott Harrison of the Affordable Life Insurance Alliance emphasized that the goal of a principles-based system was not to necessarily lower reserves, but rather to allow companies to calculate the right reserve.  He said a second goal was to find a result that works for the entire industry regardless of size or product line.
OTHER BUSINESS

REVIEW OF MODEL LAWS, AS PER BYLAWS

Rep. Taylor said NCOIL adopted a Life Settlements Model Act in 2000 and readopted it in 2004.  He noted that no state had adopted the model and that an NAIC Viatical Settlements Model Act had been enacted in approximately 30 states.  He commented that the NCOIL model at present did not address emerging life insurance issues. 
Commissioner Poolman said the NAIC is amending its model because of emerging transactions in which policies are being financed with the specific intent to settle.  He said individuals who would otherwise not be interested in policies are receiving inducements to purchase policies with the understanding that after a two-year contestability period they will sign those policies over to investors for cash settlements.    
Commissioner Poolman discussed the “Poolman proposal,” which would amend the NAIC model by, among other things, establishing a five-year moratorium before settling a policy.  He said the proposal also addresses issues raised in a lawsuit against a prominent life settlement company by New York Attorney General Eliot Spitzer.  The Spitzer lawsuit, he said, includes allegations of bid rigging, extraordinarily high commissions, and collusion.    

George Coleman, representing the ACLI, said that stranger-originated life insurance (STOLI) deals violate the spirit of state insurable interest laws, threaten the price structure and design of life insurance contracts, and threaten the tax advantages that policyowners enjoy.  He said tax advantages of life insurance policies were not designed to benefit third-party investors and hedge funds.  He suggested the only people to benefit from the questionable settlement transactions are third-party investors, and possibly some wealthy seniors who receive two or three years of free insurance and sometimes a cash benefit.  Mr. Coleman stated the ACLI believes NCOIL should sunset its current model, follow the progress of the NAIC, and pursue a resolution opposing STOLI.     
Doug Head of the Life Insurance Settlement Association (LISA) said investor-initiated life insurance is the illegal manufacturing of life insurance by speculative investors, and noted that settlements and premium financing are not investor-initiated life insurance.  He said that investor-initiated life insurance has a few key elements, including abuse of insurable interest laws, an arrangement between the investor and insured in place prior to a policy purchase, and the investor obtainment and retention of a policy.  He cautioned that the ACLI has been advancing proposals that would impair a policyowner’s legitimate and lawful assignment of a life insurance policy.   
To address investor-initiated schemes, Mr. Head said insurance carriers could investigate whether applicants for a new policy are being illegally induced to purchase a policy and whether applicants are agreeing to sell new policies in violation of current settlement laws.  He noted that a company does not have to issue a policy if there is a violation of state insurable interest, life settlement, or anti-rebating laws.  He recommended that NCOIL retain its model act. 

Rep. Taylor asked why NCOIL would readopt its model if no state has adopted it.  Mr. Head answered that the NCOIL model is the only model that uses the term “life settlements” and said the model has a more restrictive set of conditions regarding short-term policy settlements.  Commissioner Poolman suggested the NAIC would be willing to consider amending the name of its model. 

Sen. Seward questioned whether anything was wrong with the five-year prohibition included in the Poolman proposal.  Mr. Head responded that a high percentage of policies lapse within the first five years.  He said consumers should have an option besides lapsing or surrendering a policy.

Rep. Keiser said that life settlements are a policy question and should be investigated by legislators.  He made a motion to defer action on the NCOIL model and establish a Subcommittee to work on developing an appropriate policy position.  Members unanimously supported the motion.

Rep. Taylor said that he would appoint interested members to the Subcommittee following the Committee meeting. 

PROPOSED 2007 COMMITTEE CHARGES

Mr. Humphreys said the proposed Committee charges for 2007 were as follows:

· Examine and develop a position on efforts to create a principles-based approach for life insurance reserves
· Continue to monitor regulatory issues related to annuities, including suitability

· Continue to investigate and report on issues related to life settlements, including insurable interest laws and stranger-owned life insurance (STOLI)

· Monitor efforts to address the problem of a growing underserved life insurance market

Rep. Crimm suggested revising the third charge due to the unclear definition of STOLI.  Rep. Keiser moved to incorporate the establishment of a life settlements Subcommittee into the charges.  Mr. Humphreys said the amended charge would read as follows, “Establish a Subcommittee to work on developing an appropriate policy position regarding life settlements, and continue to monitor, investigate, and report on issues related to the life settlement market, insurable interest laws, and investor-initiated life insurance.” Following Committee discussion, legislators voted unanimously to adopt the amended 2007 charges.
ADJOURNMENT

There being no further business, the meeting adjourned at 3:00 p.m.
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