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l. Summary:

In recent years, the FHorida Department of Insurance has focused attention on the problems
associated with indudtrid life insurance and smilar “low-value’ policies, including amajor
settlement with an insurer charged with collecting racidly-based premiums. Indudtrid life
insurance has a small death benefit, typicaly under $1,000, sold to consumers as away to cover
burial expenses. Agents sold these palicies door-to-door, collected weekly or monthly premiums,
and sgned a debit card as areceipt of money collected. Insurers have gpparently stopped issuing
new indudrid life policiesin Florida since 1997. However, there were about 1.2 million
Foridians & the end of 1998 who were gill paying premiums under indudtrid life policiesin

force. Also, other smilar types of smal amount, monthly debit ordinary life insurance policies
continue to be sold which have high premiums rdaive to bendfits.

The bill prohibitsindudtrid life insurance policies from being issued in Horida on or after July 1,
2001. Each insurer that has such policesin force would be required to provide annua disclosures
to policyholders, including the tota premiums paid, the cash value, and the death benefits. If the
insurer is unable to locate the policyholder, the policy must be converted to full paid-up status.
The notice would not be required for polices thet arein full paid-up status or converted to such
gatus.

The bill requireslifeinsurers to annualy mail notice to each Horida policyholder who has alife
insurance policy with a death benefit of $15,000 or less, the following information: the totdl
amount of premiums paid, the cash vaue, and the amount of the death benefits.

The bill dso would require life insurance policiesissued after July 1, 2001, to increase the degth
benefit paid under the policy when the total premiums paid exceed a specified percentage of the
degth benefit. When the premiums paid exceed 250 percent of the degth benefit, the insurer must
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increase the death benefit by $0.50 for each additiona premium dollar. When the premiums paid
exceed 500 percent of the death benefit, the insurer must increase the death benefit by $1.50 for
each additiond premium dollar.

Thisbill substantialy amends section 627.4555 of the Florida Statutes. The bill creates the
following sections of the Florida Statutes: ss. 627.4553, 627.4587, and 627.5015.

Present Situation:

In recent years, the Florida Department of Insurance and its Office of the Consumer Advocate
have focusad atention on the problems associated with indudtrid life insurance and smilar
“low-vaue’ policies (aterm insurance representatives find biased, who prefer “smal amount.”).
Industrid life has alow desth benefit, typicaly under $1,000 or $2,000, sold to consumers asa
way to cover buria expenses. Also referred to as burial, debit, or home service policies, agents
sold these policies door-to-door, collected weekly or monthly premiums, and signed a debit card
asareceipt of money collected. A typica indudtrid life policy in force, according to the
department, has aface value of $727 and premiums of $2.60 per month.

The states of New Y ork (1980) and Arkansas (1988) have prohibited the sale of industrid life
insurance policies. Horidalaw dlows indudtrid life policies to be sold, but insurers have
gpparently stopped issuing such in the state since 1997. However, there were about 1.2 million
Floridians at the end of 1998 who were lill paying premiums under indudtrid life policies fill in
force. Also, other smilar types of low vaue, ordinary life insurance policies continue to be sold,
with monthly premiums, which have high premiums rdaive to benefits

Indugtrid life policies are not subject to the same laws that apply to ordinary life insurance
policies and typicdly have higher premiums rdlative to benfits than ordinary life insurance
policies. The department cites as an illustrative case an 85-year-old man who paid $2,214 over
10 yearson aburid policy with an $836 degth benefit. Another exampleisawoman in her
sixties who purchased four policies with a death benefit of $1,000 each and has paid atota of
$7,754 in premiums. A third caseis an 82-year-old woman was sold four smdl-vaue policies,
with total death benefits of $1,750 who was till paying the premiums that had aready amounted
to $5,656.

Indugtrid life insurance policies are subject to the requirements of part IV of chapter 627, F.S.
(ss. 627.501-627.522, F.S.). Insurers must report to the department al annual statement data
regarding indudtrid life insurance. Under s. 627.522(2), F.S,, the price of an indudrid life
insurance policy must be set forth in a"clear, conspicuous, and understandable manner.” An
insured is dlowed a 30-day grace period for the late payment of premiums.

There are two main types of life insurance: "term” insurance, which islife insurance purchased
for a specific period, and "whole life" insurance, which is coverage effective for life. Term
insurance pays benefits only if the insured dies during the coverage period and does not usudly
accumulate cash vaue. Whole life insurance will pay the face amount at the insured’ s death or at
the policy’ s maturity, usudly a age 100, accumulates cash value, and premiums are usudly at a
fixed rate. There are many variations on these types of insurance, including policies that combine
features of both.



BILL: SB 1786 Page 3

Indugtrid life insurance can be ether term or whole life, but it is separately classified and subject
to different laws than “ordinary” term or whole life insurance. Some of these differences include:

=  Under s. 626.790, F.S., insurance agents who sl indugtrid life policies may work for up
to 6 months without meeting full licensure requirements. These persons receive a
temporary license, and according to the Insurance Consumer Advocate, may lack
aufficient insurance knowledge in dedling with their customers. With ordinary life
insurance, agents must meet full licensure requirements.

= Unlike ordinary lifeinsurance, an indudtrid life policyholder may not borrow againg the
cash value of the policy. Under s. 627.458, F.S., whole life or term insurance
policyholders may do so.

= Section 625.121, F.S,, requiresthat the price of industrid life insurance policies be based
on the 1961 Mortdity Table, while ordinary life insurance is priced according to the 1980
Mortdity Table. Usng an older mortdity table may result in higher rates because life
expectancies were not as long. (A mortality tableisadatistica table used by the industry
to identify death probabilities by age.)

The number of new indudtrid life policiesissued in Horida declined dramaticaly inthe 1990's

and gpparently are no longer being sold. Fewer than 1,000 industrid life policieswereissued in
Horidain 1994, 1995, and 1996, combined. In 1996, only three companiesissued industrid life
policiesin FHorida, i.e., Conger, Metropolitan and Western & Southern. (On November 18, 1997,
Conger Life Ins. Co. went into receivership.) According to the department, no industrid life
policies wereissued in the state in 1997, 1998, or 1999.

In 1999 the Florida Department of Insurance began investigations against five insurers regarding
sdes practices of indudtrid life insurance, which led to the filing of acease and desist order
againg American Generd Life and Accident Insurance Company dleging that the insurer was
collecting higher premiums from African Americans based solely on their race. A private class-
action suit was d <o filed againg the insurer. Although racidly-based policies were no longer
being s0ld, the insurer dlegedly did not eiminate or reduce the higher premiums on existing
policies that were sold on adiscriminatory basis. Many of the policies were sold by companies
that had been acquired by American Generd, which said it unknowingly acquired reciadly priced
policies. Besides the race issue, the department sought to address the issue of policyholders
paying more in premiums than the face value.

In June 2000, the department and American Generd entered into a Regulatory Settlement
Agreement concurrent with a settlement of the private class action suit. The settlement applied to
the insurer’ s nationwide business and was rtified by insurance regulators from 26 states and
approved by the federa court hearing the class-action lawsuit. Under the settlement terms, the
insurer agreed to pay a $7.5 million penaty to be split among the states and $206 millionin
restitution to policyholders, including cash refunds, increased death benefits, and premium
reductions. In addition to the race-based palicies, the settlements covered indugtrid life policies
that were sold without race being a factor, which had premiums that exceeded the face vadue.
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In July 2000 the Horida and Georgia Departments of Insurance filed cease and desist orders
agang 28 other insurersto stop any collections of higher premiums from African Americans
based on their race.

Even though indugtrid life insurance policies are gpparently no longer being sold in Horida,
low-amount, monthly premium (debit) ordinary life insurance policies continue to be sold for
which premiums vary widely among insurers. According to the department, thereisless
competition among insurers in the low vaue market, generdly categorized as policies providing
less than a $15,000 death benefit. This alows insurers to charge rates in excess of what amore
competitive market would alow. Also, the expenses associated with low-vaue policies are
greater as a percentage of the benefits than for higher-vaue policies, which increases the
premium to benefit ratio. Asthe case with industrid life polices, low-amount ordinary life
policies are often sold to persons of low income, who are ederly, and lack insurance knowledge
or sophigtication of insurance products and have overdl less expendable income. An industry
survey of insurers' who specidize in the low-amount market found that the average face amount
issued in 1997 was $6,265 and the average face amount in force was $4,600.

Insurance industry position papers? counter that smal amount policies are well-understood and
accepted by consumers, typicaly sold to elderly personsto cover desth-related expenses. The
policies have very limited underwriting of purchasers who have much higher mortdity risk than
younger or hedthier populations. Many palicies are paid with a single premium, but for those
consumers who prefer asmal monthly premium, the additiond risk and reduced interest to the
insurer must aso be factored into the premiums. Examples of persons who pay one or two
month’s premium and receive full deeth benefits can be offered to counter wordt- case examples.
Even under whole life, large amount policies, premiums can accumulate, with interest, to exceed
benefit levels. An industry survey of 22 insurers that specidize in the smal amount market have
apremium to desth benefit retio that is 58 percent greater than the industry average.

According to the industry position papers cited, if expense and risk charges are ignored, focusing
only on clams and interet, the single premium cost of $1,000 of insurance for amae age 65,
who wishes to make a single payment, would be approximately $400. This meansthat if al men
aged 65 put $400 into an interest-earning fund, there would be enough in the fund to pay $1,000
at each death with normal interest rates. If, however, each man, age 65 wanted to make his
payment in leve monthly ingdlments, ingtead of alump sum, the fund would earn less interest
and would receive less than the amount needed to fund benefits for those who die early. The
monthly premium would be gpproximately $3.25, if expenses and risk charges were ignored. A
person who lives to age 100 in this group will have paid $1,365 for his $1,000 of insurance.

The Standard Non-Forfeiture Benefit law, s. 627.476, F.S. applies to both ordinary life and
indugtrid life insurance policies (s. 627.501, F.S.). Thislaw provides certain minimum benefits
that the insurer must guarantee if the policyholder stops paying the premiums. However, these
vaues are based on the amount of life insurance benefits provided under the policy and are not
affected by the premiums paid for the policy. Thislaw dso requires life insurance policiesto

1 “gmall Policy Purchases by Seniors’ (Draft), National Alliance of Life Companies (May 26,1999).

2 |d,; “Small Amount Life Insurance” Life Insurers Conference (October 1994).
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include a statement of the mortality table used and the cash surrender and paid-up nonforfeture
benefits available under the policy on each policy anniversary during the first 20 policy years or
during the term of the policy, whichever is shorter.

The current law provides what gppearsto be an illusory benefit for indudtrid life insurance
policies. Section 627.5045, F.S,, provides that indudtria life insurance policies issued on or after
October 1, 1997, for which premiums are paid monthly, which have been in force for e least 1
year, and that cover or are owned by persons 64 years of age or older, may not be lapsed for
nonpayment of premium unless, after expiration of the grace period (30 days) and at least 21
days before the effective date of such lgpse, the insurer has mailed a notice of impending lapsein
coverage to the policyowner and to a specified secondary addressee designated by the
policyowner. Persons who apply for such policies must be notified by the insurer of the option to
designate a secondary addressee at the time of gpplication. However, this section aso dtates,
“This section does not gpply to any life insurance contract under which premiums are payable
monthly or more frequently and are regularly collected by alicensed agent.” This provison
effectivdy nullifies the gatute because indudtrid life insurance is defined as that form of life
insurance for which premiums are payable monthly or more often, bearing the words "indudtria
policy" or "weekly premium policy,” and issued under a system of debit collection by an agent
(s. 627.502, F.S.).

[I. Effect of Proposed Changes:

Section 1. Creates s. 627.4553, Annua Notice. This section requires life insurersto annually
mail notice to each FHorida policyholder who has alife insurance policy with a death benefit of
$15,000 or less, the following information: the total amount of premiums paid, the cash vaue,
and the amount of the death benefits.

Section 2. Amends s. 627.4555, Secondary Notice. The current law provides that industrid life
insurance policiesissued on or after October 1, 1997, covering persons 64 years of age or older,
may not be lgpsed for nonpayment of premium unlessthe insurer has mailed a notice of
impending lgpse in coverage to the policyholder and to a specified secondary addressee
designated by the policyholder. As explained in Present Situation, above, the current Satute
gppears to be meaningless because it exempts al policies that meet the definition of an indudtrid
lifeinsurance policy. The bill limits this exemption to policies that are issued prior to July 1,

2001. Y €, even though this section of the bill would apply the secondary natice requirements to
indugtrid life insurance policies issued after July 1, 2001, section 4 of the bill would prohibit
indudtrid life insurance policies from being issued after July 1, 2001.

Section 3. Creates s. 627.4587, F.S., Benefit Enhancement. The bill would require life insurance
policiesissued after July 1, 2001, to increase the death benefit paid under the policy when the
total premiums paid exceed a Specified percentage of the death benefit. Specificaly:

= When the premiums paid exceed 250 percent of the death benefit, the insurer must
increase the death benefit by $0.50 for each premium dollar paid in excess of 250
percent of the death benefit.
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= When the premiums paid exceed 500 percent of the death benefit, the insurer must
increase the deeth benefit by $1.50 for each premium dollar paid in excess of the 500
percent of the death benefit.

The benefit enhancements of this section were included in the terms of the Regulatory Settlement
Agreement entered into between the Department of Insurance and American Generd, discussed
in Present Situation, above.

Section 4. Creates s. 627.5015, F.S,, Industrid life insurance prohibited; disclosure. The bill
prohibits new indugtrid life insurance policies from being issued in Horida on or after duly 1,
2001. Each insurer that has an indugtrid life insurance policy in force in Horidawould be
required to provide annud disclosures to the policyholder or to the person who pays premiums
on an indudrid life policy, including: the total amount of premiums paid, the cash vaue of the
policy, and the total amount of death benefits payable under the policy. If theinsurer isunableto
locate the policyholder, the policy must be converted to full paid-up status. The notice would not
be required for policesthat are in full paid-up status or converted to such status.

Constitutional Issues:
A. Municipality/County Mandates Restrictions:
None.
B. Public Records/Open Meetings Issues:
None.
C. Trust Funds Restrictions:
None.
D. Other Constitutional Issues:
Section 4 of the bill requires insurersto convert in-force industrid life insurance policiesto
full paid-up satusif the insurer is unable to locate the policyholder to provide disclosures

required by the bill. This provision may conditute an uncongtitutiona impairment of
contractsin violation of Article I, section 10, of the Forida Congtitution.

Economic Impact and Fiscal Note:
A. Tax/Fee Issues:

None.
B. Private Sector Impact:

The bill requiresinsurers to increase benefits of life insurance policiesiif premiums exceed
specified percentages of the death benefit. This would financidly benefit policyholders a
the expense of life insurers. The specific benefit enhancements were included in the
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VI.

VILI.

VIII.

Regulatory Settlement Agreement that the Department of Insurance reached with American
Generd, described above. It is unknown how many new policies would be affected by such
limits and to what extent insurers would ether reduce premiums or limit availability for
monthly debit ordinary policies as aresult.

Lifeinsurerswould be subject to the expense of annualy mailing notice of certain
information to dl policyholders who have policies with a death benefit of $15,000 or less.
Such insurers would also be subject to the expense of converting policies to full paid-up
Satusif the insurer is unable to locate the policyholder.

C. Government Sector Impact:
None.
Technical Deficiencies:

Section 2 of the bill applies the secondary notice requirements of s. 627.4555, F.S,, to indudtria
lifeinsurance policiesissued after July 1, 2001, but section 4 of the bill would prohibit indugtria
lifeinsurance policies from being issued after July 1, 2001. However, section 2 would potentialy
have effect if the prohibition in section 4 is not enacted or later amended to alow for the sdle of
indugtrid life policies

Related Issues:
None.
Amendments:

None.

This Senate saff analysis does not reflect the intent or officid position of the bill’ s sponsor or the Florida Senate.




