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MINUTES

Upon a motion made and seconded, the Committee unanimously approved the minutes of its March 5, 2011, meeting in Washington, DC.
UNCLAIMED DEATH BENEFITS
Rep. Damron outlined NCOIL 2010 efforts to provide consumer protections in controversial retained asset accounts (RAAs), relating to the practice of certain life insurance companies keeping beneficiaries’ death benefits rather than paying benefits through single, lump-sum bank checks.  He said that NCOIL had responded to life insurance consumers’ need for greater transparency by enacting a Beneficiaries’ Bill of Rights, which would prohibit insurers from issuing an RAA unless they provide comprehensive disclosures.
Rep. Damron said that legislators also became aware of unclaimed property concerns during model discussion.  He said that questions had been raised about inactive RAA fund transfers to states as unclaimed property and how companies communicate with the account holders.  In 2011, he said that high-profile California and Florida hearings and a multi-state audit of the life insurance industry further highlighted these questions, showing that a public a public policy response was needed.  
Rep. Damron said that the multi-state audit—conducted on behalf of 36 state treasurers—yielded an April 2011 high-profile legal settlement with John Hancock Financial.  The settlement, he said, required the company to pay beneficiaries millions in unclaimed death benefits and implement new business practices ongoing.  
Rep. Damron said his primary concerns were that:
· companies should ensure payment of any unclaimed benefits and that new technology—such as the Social Security database—makes this possible 
· companies allegedly use a Social Security Death Master File to decide when to end annuity payments, but not to notify life insurance beneficiaries
Rep. Damron said that state insurance legislators’ primary responsibility is to protect consumers and that NCOIL should create new rules and standards to govern how insurers find and pay unclaimed death benefits.  He urged amendment of the Beneficiaries’ Bill of Rights to drive uniformity among the states on related issues, close consumer protections gaps, and eliminate ambiguity.  He introduced draft model amendments to:

· require insurers to create policies and procedures for periodically checking a database to identify any deceased owners
· prohibit companies from adopting policies or procedures to determine when annuity owners die unless they use the same policies and procedures to also identify any life insurance account holders that have passed away
· set the “match” date—or the day a deceased policyholder is identified via search—as proof-of-death for purposes of triggering a state’s dormancy period under abandoned-property laws 
Rep. Damron said that NCOIL should coordinate on the amendments with other state stakeholders, including the National Association of Insurance Commissioners (NAIC), Council of State Governments (CSG), and National Association of State Treasurers (NAST).
Brendan Bridgeland of the Center for Insurance Research said that consumer protections were needed, supported Rep. Damron’s amendments, and urged Committee action.  He said that additional disclosures to consumers and enhanced insurer reporting requirements—such as the annual amount of unclaimed property turned over to states—would further protect consumers and should also be included.

In detailing the problem’s scope, Mr. Bridgeland said that most of these unclaimed policies had small face values, were sold to low-income consumers, and covered basic funeral expenses.  As an example, he said that MetLife—one of the country’s largest life insurance companies—had reported $325 million in unclaimed property in 2010.  He said that these lost beneficiaries were likely those who need benefits the most.
Mr. Bridgeland said that, in addition to common practices of using databases to identify annuity owners, companies often use them to find deceased insureds on corporate-owned life insurance (COLI) policies.  He said that state abandoned-property laws were also outdated and varied from state-to-state.  Mr. Bridgeland urged legislators to review these laws as well.
In response to a question from Rep. Keiser about the impact on insurers’ solvency if millions of dollars in unclaimed benefits are transferred from insurer general funds to states, Mr. Bridgeland said that the impact would be small, if any.  He said that most of the policies were small in face value and “paid-up,” meaning that companies weren’t collecting any premiums and the contracts were considered paid-in-full.  He also said that although there could be millions in unclaimed property, it is a small portion of the total U.S. life insurance business.

Mary Jo Hudson of Bailey Cavalieri—speaking on behalf of the American Council of Life Insurers (ACLI)—said media coverage of life insurers’ unclaimed property practices was misleading and that companies honor contracts and pay claims because it’s in their best interest.  She agreed with Rep. Damron and said that new technologies could be used to strengthen how the industry assists policyholders.
Ms. Hudson also said that state legislators should, as part of any public policy response, look at outdated state abandoned property laws.  As an example, she said state laws commonly use a “limiting” age to trigger when death benefits are considered unclaimed property for purposes of abandoned-property laws.  Absent a death claim, she said that state laws don’t view policies as abandoned property until the owner reaches this limiting age, which in some cases could be well over 100 years old.  
In response to a question from Rep. Keiser about “bridging” the gap between insurance and unclaimed property laws, Ms. Hudson said that state insurance laws establish death benefit obligations when a claim is filed.  She said that many state abandoned-property laws, however, reference a “knowledge of death.”  She said that companies want uniformity and consistency in knowing what a state’s compliance expectations are for unclaimed property.
Rep. Eiland said that in Texas, unclaimed property is only published once a year as part of a master newspaper list.  He said that the Committee should require the same efforts of states that it does of insurers in searching out beneficiaries of unclaimed life insurance benefits.
Michael Freedman of The Coventry Group said that life settlement companies had found instances where companies don’t pay interest on death claims despite contractual obligations and also make unauthorized changes to account information.  He said that life settlement companies have a financial interest to make sure benefits are paid correctly and information is accurate.  He said that normal beneficiaries, however, don’t have the resources or wherewithal to ask these questions, and legislators should be mindful of these additional areas of concern when developing model language.
Upon a motion made and seconded, the Committee unanimously voted to consider amendments to the Beneficiaries’ Bill of Rights via interim conference calls before the November Annual Meeting in Santa Fe, New Mexico.
TERM LIFE INSURANCE SETTLEMENTS

Mr. Freedman said that—among other emerging life settlement public policy developments at the state and federal levels—debate had emerged on how state laws apply to term life insurance that is converted to a permanent policy and then sold on the secondary market.  He first detailed a New York State Department of Insurance review of a John Hancock case, where the company had refused to convert an insured’s term life insurance because the owner was going to sell it.
Mr. Freedman said that the Department, in a February 25, 2011, letter, told John Hancock that they couldn’t refuse the conversion on these grounds and, after further review, asserted that:
· A converted policy—to the extent that the death benefit isn’t increased—is a continuation of the original policy, not a new policy.
· An owner’s intent to sell the underlying policy, so long as the conversion and settlement do not occur within two years of procurement, isn’t a violation of the state’s insurable interest laws.
· State life settlement laws don’t prohibit conversions and New York legislators didn’t intend for the statute to limit legal conversions.
Mr. Freedman said that the NCOIL Life Settlements Model Act and the NAIC Viatical Settlements Model, which are incorporated into most states’ regulation of life settlements, both allow for the conversions and subsequent sales of term life insurance policies.  He said that the New York Department’s ruling confirms legislators’ and regulators’ public policy intent.  He said that John Hancock argues it was stopping stranger-originated life insurance (STOLI), but the department also feels that past legislative debates never mentioned conversion as a possible STOLI vehicle.
Mr. Freedman then briefly described other activity, and said he felt that life insurance companies were trying to interfere and defer legitimate life settlements.  Among others, he cited:

· a pending Coventry California lawsuit alleging that a carrier interfered with the settlement of a converted term-policy

· term-life insurance conversion applications that ask if a person intends to sell a policy—which were issued in other states besides New York

· companies firing agents that help convert a policy that is later sold

· companies “clawing back” commissions from agents that help convert a policy that is later sold
Kate Kiernan of ACLI said that some of the issues under discussion involved pending legal cases and it wasn’t appropriate to comment.  She said, however, that the terms of a convertible life insurance policy are laid out in the contract between the insured and the carrier.  She said that company practices and contract terms vary widely across the industry and between companies.
Because of time constraints, legislators—upon a motion made and seconded—voted to further review the issue at the November meeting. 
GUARANTY FUNDS
Iowa Insurance Commissioner and NAIC President Susan Voss reported on 2009 changes to an NAIC Life and Health Insurance Guaranty Association Model Act, which she said had been periodically updated over 40 years to ensure strong consumer protections against insurer insolvencies.  She said the model’s coverage limits, in particular, had been updated 13 times during that span.
Commissioner Voss said that the NAIC updated coverage limits again in 2009 from $100,000 to $250,000 and $300,000 for annuities and long-term care products, respectively.  She urged all legislators, if a state hadn’t done so already, to ensure that coverage levels are at least on par with those in the 2009 NAIC model.  She said doing so would further strengthen state insurance regulation, which had proved vital during the recent financial crisis.
Sen. Leavell said that he had sponsored a New Mexico bill that would have updated the state’s guaranty fund law to match the 2009 NAIC model, including new coverage limits.  He said the bill died, though, because of a disagreement over property-casualty insurer liability for a structured settlement annuity if an annuity company goes insolvent.  
ADJOURNMENT
There being no other business, the Committee adjourned at 11:30 a.m.
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