FACTS ON WHY SB 513 IS ANTI-CONSUMER
SB 513 is anti-consumer. It is a protectionist bill designed to roll back property rights and insulate life insurers from competition which allows policy owners, rather than insurers, to gain the true value of their premium payments in their life policies.

In particular, the five year ban on life settlements crushes the settlement market, as does the explicit protection for insurers’ lending practices at the expense of competitive alternatives in the so-called exceptions to the five year rule.
And the requirement that life agents, who can currently counsel consumers regarding the exercise of the assignment and change of ownership and beneficiary clauses in a life policy (just as they can a cash surrender, policy loan, or accelerated death benefit), must pursue a separate license in order to do their job, is a gag order on professionals’ ability to assist their clients. It directly violates both the NAIC and NCOIL models.
1) Proponents of SB 513 claim: “A 5 year ban on sale of life insurance policies by the insured through a life settlement transaction is necessary to prevent stranger originated life insurance (STOLI)”.
FACT:  The five year ban on life settlements after a contract is formed has nothing to do with STOLI. STOLI occurs at the inception of a policy when a 3rd party without insurable interest induces an insured to act as a straw purchaser of the policy on behalf of that 3rd party. 
FACT: Insurance companies have repeatedly asserted in public statement after public statement that they have eliminated STOLI through aggressive underwriting where STOLI takes place: at policy inception. The CEO of ING stated on an earnings call on Feb 15,2007-three years ago- that “We have the top 30 life company CEOS that are on the American Council of Life Insurance Board all agreeing that we will not write STOLI.” The Chief Administrative Officer of Met Life said on Feb 14, 2007 that “it really started with a bang and ended with kind of a whimper… many are getting out of the business and we can actually see a time possibly a year from now when there is no more STOLI business”. The CEOs of John Hancock, American General, Lincoln National, Protective, Aegon, and others have made similar claims, often on earnings calls. Are these assertions true? They must be, particularly those claims made on earnings calls, where investors cannot be misled. It is clear that the five year ban is just a pretext to attack legitimate life settlements. A 5 year ban on sale of ALL policies is unnecessary and restricts consumer choice.
2) Proponents of SB 513 claim that: “Since all STOLI transaction benefits are realized by a bad actor within 5 years, that all incidents where consumers wish to sell their policies on life settlement market during first 5 years must be STOLI”. 

FACT: This is upside down policymaking. The way to stop a bad practice is to define it and ban it, as a good STOLI definition does. Instead, proponents explicitly admit that their purpose with the five year ban is to eliminate capital investment in the life settlement market. This intentional restriction on the right of assignment is designed for the purpose of reducing the value of insurance for consumers. As the U.S. Supreme Court explained regarding life policies and the secondary market: “To deny the right to sell…is to diminish appreciably the value of the contract in the owner’s hands”.
FACT: Nearly 50% of all life insurance policies lapse within the first 5 years. A five year ban presumptively denies access to fair market value to a huge chunk of the insurance consuming public. By removing this choice by the consumer, a monopoly of what a consumer chooses to do with their policy is created in favor of the life insurance companies. This is not spin or a claim by opponents of SB 513, this is a hard effect of what the legislation would do. 
FACT: The National Conference of Insurance Legislators’ President explained, with respect to the very same five year ban proposed in SB 513: “A five year ban impairs property rights by banning legitimate life settlements and legitimate premium finance arrangements. The tie between the waiting period on life settlements and (the two year statutory) contestability (period) is fundamental”. 
FACT: Proponents of SB 513 point out that the list of exceptions provided therein provide instances where a consumer may avoid the 5 year ban on sale of their policy on the life settlement market. Thus, this “protects legitimate life settlement transactions, while preventing STOLI”. 
FACT: SB 513 creates a five year ban. Only if an exemption is proved can the policy owner exercise his property rights. The effect being that the consumer’s unrestricted choice to determine what they do with their property is now restricted to determination by a regulatory body as to what is in their best interest. In addition, to reach this conclusion, the consumer must “prove” to the government why they feel they meet an exemption. 
FACT: The government simply cannot try and predict an exhaustive list of why a consumer may feel sale of their life insurance policy is necessary for their best interests. The government can only assure that the consumer is as informed as they can be before making their own decision. An informed consumer is a smart consumer. Restricting a long standing choice of an informed consumer is not the way to protect them. 

FACT: The five year ban exceptions are protectionist. They incorporate an extraordinary and unprecedented preference for insurer premium finance programs over competitors. One of the exemptions is for cases where “Policy premiums are funded exclusively with unencumbered assets, including an interest in the policy being financed only to the extent of its net cash surrender value. In other words, consumers are allowed to premium finance up to the carriers’ preferred valuation—net cash surrender value—but not up to the real market value of the asset created by the secondary market. This represents an incredible intervention in a competitive market for the purpose of insulating life insurance companies from competition and denying consumers the ability to level the playing field with their insurance companies.
3) Proponents of SB 513 have defined STOLI as: “an act, practice, plan, or arrangement, individually or in concert with others, to initiate a life insurance policy for the benefit of a 3rd-party investor who, at the time of policy origination, has no insurable interest in the insured….”. 

FACT: STOLI cannot be an act, practice or plan done by one person. This is impossible. Proponents themselves state that their reasons for SB 513 are to protect a consumer from being “preyed upon” or taken advantage of, by a 3rd party bad actor. Thus, STOLI can only be perpetrated by two or more people. Most commonly a bad actor getting an unwitting consumer to agree to accept a lump sum of money in consideration for taking out life insurance and naming the 3rd party without an insurable interest as beneficiary. 
FACT: The definition of “STOLI” in SB 513 would then say that if an accredited investor, who knows about life settlements as an option for them as an investment opportunity for their policy, and has a possible intent of doing so, are by themselves, committing STOLI, upon themselves. This simply does not make sense. This situation is simply a knowing and informed consumer deciding to legally and legitimately pursue sale of their policy on the life settlement market. SB 513’s definition of STOLI would prevent this and is yet another example of trying to prohibit competition and consumer choice. 

4) SB 513 sets forth a major provision that would require licensed life insurance agents to obtain a separate life settlement broker license before counseling clients regarding transferring ownership in a life settlement. This is directly contrary to both the National Association of Insurance Commissioners and the National Conference of Insurance Legislators model acts.

FACT: This is bad public policy. A life insurance agent trained and licensed to counsel clients regarding the contents of their life policies can easily counsel a consumer regarding a life settlement.  A life settlement is simply the exercise of the assignment and/or change of ownership and beneficiary clauses in a policy. Why should a life agent need a separate license before counseling clients regarding transferring ownership in a life settlement when they do not need a separate license to counsel a client on surrendering the policy for cash surrender clause or using an accelerated benefits rider? Or a policy loan? Or a loan lapse protection rider? Or any other provision in the policy??
FACT: More protectionism: Ridiculously, lawyers and CPAs, who know nothing about life insurance, are exempt from the broker licensing requirement. But life insurance agents, who are trained and certified in understanding how life policies (including assignment and change of ownership and beneficiary provisions) work, cannot assist clients in a transaction with respect to which they have always had the authority to provide advice. So lawyers and CPAs can broker life settlements while life insurance agents cannot.
FACT: This provision is a gag order on life agents which is simply designed to kill the secondary market by drastically reducing the number of trained professionals allowed to assist a policy owner in achieving the market value of his/her policy. 

FACT: Proponents of SB 513 will contend that this provision is no different than long term care policies. This is not at all like long term care. Long term care is the creation of a new policy which has no similarity to existing policies. Life settlements have been going on for over a hundred years. Long term care is a new policy which will produce ongoing coverage for decades. A life settlement is the simple sale of an asset. Consumer complaints about long term care flood insurance departments and the courts. Virtually no consumers ever complain or sue with respect to life settlements. Only carriers do. 
It is the belief of my client, Coventry, and our national association, the Life Insurance Settlement Association, that consumers are best served with legislation that;

a) Provides a clear and enforceable definition to prohibit Stranger Originated Life Insurance being perpetrated upon an unwitting consumer, at the inception of a policy, where it occurs;

b) Protects their long standing right to choose what they do with their life insurance property after the 2 year contestability period and;

c) Provides extensive requirements for disclosure of what a life settlement transaction is and what it means to them and their beneficiaries, before they sell their policy on the life settlement market, thus assuring an informed consumer and a regulated life settlement market.
SB 513 is not the bill to achieve fair regulation of the life settlement market, while at the same time protecting consumer choice. 

Senator Lena Taylor, the Chair of the Senate Committee on Insurance, is currently circulating legislation (LRB 4060/1)  that does achieve the intent of regulating the life settlement market and assuring that the consumer is informed, while at same time protecting their right to free choice and a competitive market. It is based on consensus legislation signed in to law in Illinois and 19 other states. 
We encourage you to review Senator Taylor’s bill LRB 4060/1 and sign on as a co-sponsor. By doing so, you will assure that the consumer is protected in all facets, and the legislature does not restrict fair and legal competition.
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