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December 30, 2002

The Honorable Rick Perry

Governor of Texas

P.O. Box 12428

Austin, Texas  78711

The Honorable Bill Ratliff

Lieutenant Governor of Texas

P.O. Box 12068

Austin, Texas  78711

The Honorable James E. "Pete" Laney

Speaker, Texas House of Representatives

P.O. Box 2910

Austin, Texas  78768-2910

Dear Governors and Speaker:
As you are aware, HB 2415, which was passed in regular session by the 77th Legislature and signed into law by Governor Perry on June 11, 2001, required me to conduct a study of the Texas marketplace for small face amount life insurance (SALI) and report my findings to the Legislature on or before January 1, 2003.  In undertaking the study of small face policies, the Legislature mandated that I evaluate whether: 

(
the relationship between the pricing of SALI policies and the value received by insureds is reasonable.

(
actuarial and expense experience supports the pricing of SALI policies. 

(
adequate disclosure is made to consumers regarding the relationship of price to benefits received. 

(
the sale of multiple polices to one insured is appropriate and suitable. 

(
statutory changes are needed or desirable. 

This legislation also required me to appoint an advisory committee made up of representatives from life insurers, life insurance agents, consumers, the Office of Public Insurance Counsel and other groups to assist me in undertaking the study.  Pursuant to these mandates, I appointed an advisory committee and undertook a study of the small face market in Texas.  The results of the study together with a report of the proceedings of the advisory committee are attached as:  Report of the Proceedings of the Small Face Amount Life Insurance Advisory Committee.
I have carefully reviewed the Report, including the attached comments from interested parties and the TDI Staff Study of the SALI marketplace.  Although the Advisory Committee reached consensus on only one issue, the need for disclosure coupled with a right to cancel, I commend the Committee’s efforts nevertheless.  Committee members and staff worked diligently on the issues raised by HB 2415, and I found their comments articulate, helpful and insightful.  It should be noted in this regard that for over a century, various state insurance regulators, state legislatures and Congress have wrestled with these same difficult issues, with little resolution. 

Findings

Based upon the Report of the Proceedings of the Small Face Amount Life Insurance Advisory Committee, the TDI Staff Study, and the testimony of witnesses, both lay and expert, I make the following findings:

1. For many Texans, the relationship between the pricing of SALI policies and the value they receive is not reasonable. 

2. Actuarial and expense experience appears to support the pricing of SALI policies:



Expenses are very significant (high) relative to premiums for SALI policies.

Lapse rates contribute significantly to expenses of the early years, given the relatively high costs of putting business on the books.

Death benefits are significant relative to premiums paid.

3. Given that SALI policies are frequently marketed to the most vulnerable Texans – the poor, the uneducated and the elderly – disclosure alone may be inadequate to address the imbalance between premium paid and value received which can occur in this market.

4. Inadequate disclosure is made to consumers regarding the relationship of price to benefits received, good health to premium paid for guaranteed issue policies, and the higher cost of multiple small policies when compared to one larger policy.

5. The sale of multiple policies to one insured in many cases is neither appropriate nor suitable.

6. There exists a need for minimum standards regarding an insurer’s duty of due diligence with respect to unclaimed benefits on multiple policies sold to a single insured.

Recommendations

Based on the above findings, I make the following recommendations.

Relationship of Premium to Value

Because excessive multiples of premiums to death benefits are of such great concern, I believe the Legislature should seriously consider imposing caps on the ratio of premiums to death benefit.  This can be accomplished in several different ways.  Recommendation Number 1 does not take into account differences in issue age mortality, while Recommendation Number 2 adjusts the multiple to account for these differences.  In terms of practical effect, Recommendation Number 1 is more restrictive than Recommendation Number 2.  Recommendation Number 2 keeps SALI policies more accessible to the older population.  

With respect to policies with an initial face amount of $15,000 or less:

1. Legislation prohibiting insurers from collecting premiums, minus dividends paid in cash, in excess of 250% of the death benefit should be considered, or as an alternative, 

2.
Legislation prohibiting insurers from collecting premiums, minus dividends paid in cash in excess of the following ratios of the death benefit by issue age should be considered: 


150%
Issue Age 0 - 20


250%
Issue Age 45


350%
Issue Age 65-85


100%
Issue Age 99

I also recommend in conjunction with the proposals offered above, that insurers in this market be required to offer consumers the option of shorter premium paying periods.  By shortening the premium paying period, dramatic reductions in multiples can be achieved in exchange for relatively modest increases in premium.

3. Legislation requiring insurers, when marketing a policy with an initial face amount of $15,000 or less where the premiums collected minus dividends paid in cash could exceed 150% of the death benefit, to offer applicants shorter premium paying options should be enacted.

Multiple Policies

4. Legislation prohibiting the sale of life insurance policies with an initial face amount of $2,000 or less unless the policy provides for an option to increase the death benefit to an amount not to exceed $15,000, at current rates for like issue age and without reduction in cash value or evidence of insurability; and,

5. Legislation prohibiting the sale of a life insurance policy with an initial face amount of $2,000 or less, on an individual insured under a policy previously issued by the seller with a face amount of $2,000 or less and which provides for an option to increase the death benefit to an amount not to exceed $15,000, at current rates for like issue age and without reduction in cash value or evidence of insurability should be enacted.  

Disclosure

With respect to policies with an initial face amount of $15,000 or less:

6.
Legislation requiring insurers to disclose to the insured and/or policy owner the relationship of premiums to death benefit, if at any point in time over the term of the policy, the cumulative premiums paid may exceed the face amount of the policy should be enacted.  

Minimum Content of Disclosure:  death benefit, annual premium, cumulative premium paid at 5, 10 and 20 years, the year in which cumulative premiums will exceed the death benefit, notice of a 30-day “free look” right to cancel, a statement noting the possible advantages of a single larger policy over several smaller policies and, for guaranteed issue policies, a statement regarding the effect of good health and product alternatives.

Timing of Disclosure:  policy application and delivery.

7. Legislation requiring insurers to disclose to the insured and/or policy owner the relationship of premiums to death benefit, if at any point in time over the term of the policy, the cumulative premiums paid may exceed the face amount of the policy should be enacted.  

Minimum Content of Disclosure:  death benefit, annual premium, cumulative premium paid to date, the cash value, if any, and the year in which cumulative premiums will exceed the death benefit. 

Timing of Disclosure:  first-year policy anniversary date and every fifth-year policy anniversary date thereafter.

Unclaimed Benefits Under Multiple Policies

8. Legislation requiring the Commissioner of Insurance to adopt rules defining minimum standards for an insurer’s duty of due diligence with respect to unclaimed benefits on multiple life insurance policies should be enacted.  

Rulemaking Authority

9. Legislation authorizing the Commissioner of Insurance to adopt all rules necessary for implementing the recommended statutory changes should be enacted. 

Study

10. Should any of the above recommendations be adopted, legislation requiring the Commissioner of Insurance to conduct a follow-up study on the availability of SALI policies in the Texas marketplace should be enacted.

Respectfully submitted,
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José Montemayor

Commissioner of Insurance

c:  
The Honorable Helen Giddings


The Honorable Rodney Ellis
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Attachment A

Issue Age
Ratio

Issue Age
Ratio







0
1.50

50
2.75

1
1.50

51
2.80

2
1.50

52
2.85

3
1.50

53
2.90

4
1.50

54
2.95

5
1.50

55
3.00

6
1.50

56
3.05

7
1.50

57
3.10

8
1.50

58
3.15

9
1.50

59
3.20

10
1.50

60
3.25

11
1.50

61
3.30

12
1.50

62
3.35

13
1.50

63
3.40

14
1.50

64
3.45

15
1.50

65
3.50

16
1.50

66
3.50

17
1.50

67
3.50

18
1.50

68
3.50

19
1.50

69
3.50

20
1.50

70
3.50

21
1.54

71
3.50

22
1.58

72
3.50

23
1.62

73
3.50

24
1.66

74
3.50

25
1.70

75
3.50

26
1.74

76
3.50

27
1.78

77
3.50

28
1.82

78
3.50

29
1.86

79
3.50

30
1.90

80
3.50

31
1.94

81
3.50

32
1.98

82
3.50

33
2.02

83
3.50

34
2.06

84
3.50

35
2.10

85
3.50

36
2.14

86
3.32

37
2.18

87
3.14

38
2.22

88
2.96

39
2.26

89
2.79

40
2.30

90
2.61

41
2.34

91
2.43

42
2.38

92
2.25

43
2.42

93
2.07

44
2.46

94
1.89

45
2.50

95
1.71

46
2.55

96
1.54

47
2.60

97
1.36

48
2.65

98
1.18

49
2.70

99
1.00

� In my judgment, these recommendations should not apply to fraternal benefit societies because of their unique characteristics, including the ability to assess members and their non-profit status.


� Ratios not listed are interpolated as provided in Attachment A.





