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Resource Overview

This presentation, and the related supporting materials, are intended to serve as an educational resource
guide for CEFLI Member Companies.

The materials offer a high-level summary of the requirements of the NAIC Life Insurance and Annuities
Replacement Model Regulation, and they outline potential oversight activities CEFLI Member Companies
may wish to consider as they develop or enhance their respective oversight programs.

Since companies have different product offerings, distribution channels, risk tolerances, business controls,
past market conduct examination experience, and are subject to the unique regulations in each state of
operation, each Member Company should consider the compliance oversight elements that may be
appropriate for their unique business model. Companies should alter and/or supplement content from this
module in a manner that is appropriate for their circumstances.

CEFLI’'s materials do not constitute legal advice.
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Resource Overview

This compliance oversight module consists of the following elements:

1. CEFLI Developed Resource: Recorded webinar covering the content of this PowerPoint deck.

2. CEFLI Developed Resource: PowerPoint deck summarizing the requirements of the NAIC Life
Insurance and Annuities Replacement Model Regulation and providing an overview of supporting
materials.

3. The NAIC Life Insurance and Annuities Replacement Model Regulation #613.

4. CEFLI Developed Resource: Compliance Oversight Checklist: Replacements.
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NAIC Model Requirements Overview

“Replacement” means a transaction in which a new policy or contract is to be purchased, and it is
known or should be known to the proposing producer, or to the proposing insurer if there is no producer,
that by reason of the transaction, an existing policy or contract has been or is to be:

1) Lapsed, forfeited, surrendered or partially surrendered, assigned to the replacing insurer or otherwise
terminated;

2) Converted to reduced, paid-up insurance, continued as extended term insurance, or otherwise reduced
in value by the use of nonforfeiture benefits or other policy values;

3) Amended so as to effect either a reduction in benefits or in the term for which coverage would
otherwise remain in force or for which benefits would be paid;

4) Reissued with any reduction in cash value; or
5) Used in a financed purchase.
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NAIC Model Requirements Overview

“Financed purchase” means the purchase of a new policy involving the actual or intended use of funds
obtained by the withdrawal or surrender of, or by borrowing from values of an existing policy to pay all or
part of any premium due on the new policy. For purposes of a regulatory review of an individual transaction
only, if a withdrawal, surrender or borrowing involving the policy values of an existing policy is used to pay
premiums on a new policy owned by the same policyholder and issued by the same company within four
(4) months before or thirteen (13) months after the effective date of the new policy, it will be deemed
prima facie evidence of the policyholder’s intent to finance the purchase of the new policy with existing
policy values. This prima facie standard is not intended to increase or decrease the monitoring obligations
contained in Section 4A(5) of this regulation.

\4

Purchase Date
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NAIC Model Requirements Overview

« Credit life. « Life insurance if the cost is borne wholly by
the insured’s employer or by an association

« Group life/lannuity (if no direct producer solicitation). _ _
the insured is a member of.

« Group life/lannuity to fund prearranged funeral

contracts. » Policies/contracts to fund an employee

pension or welfare plan under ERISA and
certain plans maintained by an employer
(excluding certain plans when solely funded
by the employee).

« Contractual changes, conversions, and term
conversions (with the same insurer or with a
corporate affiliate).

* Proposed coverage to replace life insurance under
a binding or conditional receipt issued by the same
insurer.

 Immediate annuities when proceeds from
an existing annuity fund the new contract.

- : : : L « Structured settlements.
« Existing non-convertible term life that will expire in

five years or less and cannot be renewed.
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NAIC Model Requirements Overview

Life Insurance - Life Insurance
Life Insurance = Annuity
Annuity =2 Annuity
Annuity = Life Insurance
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NAIC Model Requirements Overview

DUTIES OF PRODUCERS: TO THE CONSUMER (SECTION 3)

1. Obtain a statement (with or as part of the application) signed by the consumer and the producer,
regarding any existing policies or contracts (Section 3.A.). If the answer is yes, complete #2 and #3.

2. Satisfy the requirements of Section 3.B. and 3.C. of the Model regarding the Appendix A disclosure:
A. Present and read the disclosure (Appendix A) not later than at the time of application.
B. List information regarding the existing policies and/or contracts proposed to be replaced or used
to finance the new policy and/or contract.

C. Sign the form (as the producer).

D. Have the consumer sign the form, confirming:
1. The notice was read aloud (or that the applicant did not want the notice to be read aloud).
2. A copy of the notice was left with the consumer.

E. Leave a copy of the completed and signed form with the consumer.

3. In connection with a replacement transaction, leave a copy of any printed sales materials used and
provide a copy of any electronically presented sales materials used, not later than contract delivery
(Section 3.D.).
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NAIC Model Requirements Overview

DUTIES OF PRODUCERS: TO THE INSURER (SECTION 3)

1. Submit a copy of the statement obtained with or as part of the application, signed by the consumer
and the producer, regarding whether the consumer has any existing policies or contracts (Section
3.A.). If the answer on that form is yes, then also submit the following materials to the insurer.

2. Submit a completed, signed copy of the Appendix A disclosure form (Section 3.B. and Section 3.C.).

3. Submit a statement identifying any preprinted or electronically presented company-approved sales
materials used and copies of any individualized sales materials used (including illustrations) related to
the policy or contract purchased (Section 3. E.) or, if the insurer prohibits the use of sales materials
other than that approved by the company, as an alternative, the insurer may allow the producer to
provide a signed statement that indicates that only company-approved sales materials were used and
that such materials were left with the applicant in accordance with section 3D (Section 5.C.).
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NAIC Model Requirements Overview

DUTIES OF INSURERS THAT USE PRODUCERS (SECTION 4)

1. Inform producers of the regulatory requirements and include the requirements in producer training
manuals (4.A.1).

2. Inform producers, in writing, of the insurer’s position regarding acceptable replacements and
provide guidance (4.A.2.).

3. Have a system to review the appropriateness of a replacement the producer indicates is not
aligned with company standards (4.A.3.).

4. Have procedures to confirm the requirements of the Model Regulation (or state regulation) have
been met (4.A.4.).

5. Have procedures to detect unreported replacements of existing policies or contracts of the existing
insurer (4.A.5.).
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NAIC Model Requirements Overview

DUTIES OF INSURERS THAT USE PRODUCERS (SECTION 4)

6. Monitor each producer’s business for replacement trends (4.B.).

A. Life replacements (including financed purchases) as a percentage of the producer’s annual life
sales (4.B.1.).

Number of lapses of life policies as a percentage of the producer’s annual life sales (4.B.2.).

W

C. Annuity replacements (including financed purchases) as a percentage of the producer’s annual
annuity contract sales (4.B.3.).

D. Number of unreported replacements of life insurance policies or annuity contracts that were
unreported by the producer and identified by the insurer’s monitoring system under Section 5.B.
(4.B.4.).

E. Replacements, indexed by replacing producer (4.B.5.).
F. Replacements, indexed by the existing insurer (4.B.5.).
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NAIC Model Requirements Overview

DUTIES OF INSURERS THAT USE PRODUCERS (SECTION 4)

7. Require with, or as part of the application, a statement signed by both the consumer and the
producer, regarding whether the applicant has existing policies or contracts (4.C.).

8. Require a completed copy of Appendix A if the consumer has existing policies or contracts, regardless
of whether replacement is involved (4.D.).

9. When the consumer has existing policies or contracts, be able to produce copies of sales materials
and illustrations used until 5 years after the termination of the new policy or contract (4.E.).

10. When the consumer has existing policies or contracts, be able to produce the producer’s and the
consumer’s statements regarding replacement, until 5 years after the termination of the new policy
or contract (4.E.).
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NAIC Model Requirements Overview

DUTIES OF INSURERS THAT USE PRODUCERS (SECTION 4)

11. Ascertain that the sales materials and illustrations used (Section 3.E.) meet the requirements of
the regulation and are complete and accurate. Notify producer and consumer of any issues (4.F.).

Note: If the insurer prohibits the use of sales materials other than those used by the company, the
insurer may instead require, with the application, a statement signed by the producer noting that the
producer used only company-approved materials and that such materials were left with the consumer.

12. If an application does not meet the requirements of the Model Regulation (or the state’s regulation),
notify the producer and the consumer and fulfill the outstanding requirements (4.G.).
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NAIC Model Requirements Overview

Where replacement is involved:
1. Verify the required forms were received and comply (5.A.1.).

2. Notify any existing insurer that may be impacted by the proposed replacements, within five (5)
business days of receipt of a completed application indicating replacement, or when replacement
is identified if not indicated on the application (5.A.2.).

3. Mail a copy of the available illustration, policy summary, or the available disclosure document
for the proposed contract within five (5) business days of a request from an insurer (5.A.2.).

4. Be able to produce copies of the notification regarding replacement in Section 3.B., indexed by
producer, for the latter of five years or until the next regular domestic examination (5.A.3.).
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NAIC Model Requirements Overview

Where replacement is involved (continued):

6. Provide for a “free look” period of 30-days from the time of contract delivery for an unconditional
full refund of all premiums or considerations paid, including any policy fees or charges or, in the case
of a variable contact or a contract with market value adjustments, the cash surrender value, plus any
fees or charges deducted from the gross premiums or considerations that may be provided (5.A.4.).

7. If the replacing or existing insurer are the same or subsidiaries or affiliates under common ownership or
control, provide the consumer with credit for time that has elapsed under the replaced policy’s
or contract’s incontestability period up to the face amount of the existing policy or contract.
Regarding a financed purchase, the credit may be limited to the amount that the existing policy was
reduced by, as a result of the financed purchase (5.B.).
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NAIC Model Requirements Overview

8. If the replacing or existing insurer are the same or subsidiaries or affiliates under common ownership or
control, provide the consumer with credit for time that has elapsed under the replaced policy’s or
contract’s suicide period up to the face amount of the existing policy or contract. Regarding a
financed purchase, the credit may be limited to the amount that the existing policy was reduced by, as a
result of the financed purchase (5.B.).

9. When a replacement is involved and if the insurer prohibits the use of sales materials other than that
approved by the company (as an alternative to Section 3.E. requirements), require with each application
a statement signed by the producer indicating that (6.C.1.):

A. Only company-approved sales materials were used; and
B. States copies of all sales materials were left with the applicant in accordance with Section 3.D.
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NAIC Model Requirements Overview

10. When a replacement is involved and if the insurer prohibits the use of sales materials other than that
approved by the company (as an alternative to Section 3.E. requirements), within ten (10) days of the
issuance of the policy or contract notify the applicant, via letter or verbally, (5.C.2.):

A. The producer represented that copies of all sales materials were left with the applicant;
B. The toll-free number to contact company if is not the case; and
C. The importance of retaining sales materials, for future reference.

11. Be able to produce evidence of the above, until 5 years after the termination of the new contract
(5.C.3.).

12. Where it is determined that the requirements of this regulation have not been met, the replacing insurer
shall provide, to the policy owner, an inforce illustration if available or policy summary for the
replacement policy or available disclosure document for the replaced contract and the appropriate
notice regarding replacements in Appendix A (8.C.).
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NAIC Model Requirements Overview

1. Retain replacement notices for at least five (5) years or until the conclusion of the next domestic
examination, whichever is later (6.A.).

2. Send a letter, within five (5) business days of receipt of a notice that an existing policy or contract is
being replaced, to the policy or contract owner, of the right to receive information regarding the existing
policy or contract values (6.B.).

3. Upon request from a policyowner for such information, provide the information within five (5)
business days of receipt of the request (6.B.).

4. Upon receipt of a request to borrow, surrender, reduce, etc., from an existing policy or contract
owner, advise the policy or contract owner how the change will impact coverage, non-
guaranteed elements, contact values, etc. The notice must be separate from the check if the check
is sent to anyone other than the contract owner. The notice is only required with the first loan, in the
case of consecutive automatic premium loans (6.C).
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NAIC Model Requirements Overview

DUTIES OF DIRECT RESPONSE INSURERS (SECTION 7)

1. Require with, or as part of an application, a question regarding potential replacement (7.A.).

2. If the direct response applicant answers “no” or if the applicant does not answer the question, the
insurer must provide the Appendix B notice to the applicant (7.A.).

3. If the insurer has proposed the replacement or if the applicant indicates a replacement is intended and
the insurer continues with the replacement, the insurer must provide the Appendix C notice to the
applicant. Obtain the applicant’s signature or otherwise comply with alternative requirements (7.B.1.).

4. |If the insurer has proposed the replacement or if the applicant indicates a replacement is intended and
the insurer continues with the replacement, and if the applicant furnishes the name(s) of the insurer(s)
being replaced, notify the existing insurer(s) that may be impacted by the proposed replacement,
within five (5) business days of receipt of a completed application indicating replacement, or when
replacement is identified if not indicated on the application (7.B.2, 5.A.2.).
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NAIC Model Requirements Overview

DUTIES OF DIRECT RESPONSE INSURERS (SECTION 7)

5.

If the insurer has proposed the replacement or if the applicant indicates a replacement is intended and
the insurer continues with the replacement, be able to produce copies of the notification regarding
replacement in Section 3.B., indexed by insurer, for the latter of five years or until the next
regular domestic examination (7.B.2., 5.A.3.).

If the insurer has proposed the replacement or if the applicant indicates a replacement is intended and
the insurer continues with the replacement, provide for a “free look” period of 30-days from

the time of contract delivery for an unconditional full refund of all premiums or considerations
paid, including any policy fees or charges or, in the case of a variable contract or a contract with market
value adjustments, the cash surrender value, plus any fees or charges deducted from the gross
premiums or considerations may be provided (7.B.2., 5.A.4.).
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NAIC Model Requirements Overview

DUTIES OF DIRECT RESPONSE INSURERS (SECTION 7)

7. If the insurer has proposed the replacement or if the applicant indicates a replacement is intended and
the insurer continues with the replacement, and if the replacing or existing insurer are the same or
subsidiaries or affiliates under common ownership or control, provide the consumer with credit for
time that has elapsed under the replaced policy’s or contract’s incontestability period up to the
face amount of the existing policy or contract. Regarding a financed purchase, the credit may be
limited to the face amount of the existing policy was reduced as a result of the financed purchase (5.B.).

8. Where it is determined that the requirements of this regulation have not been met, the replacing insurer
shall provide, to the policy owner, an inforce illustration if available or policy summary for the
replacement policy or available disclosure document for the replaced contract and the appropriate
notice regarding replacements in Appendix C (8.C.).
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The CEFLI Webinar may be used by CEFLI Member Companies as a

C O m pl Ia n Ce tool for training business and compliance staff regarding NAIC Model
- requirements.
Oversight

To access the Webinar, click on the “Compliance Oversight

Reso u rces : Resources” link from CEFLI's “Additional Resources” page:
Webinar on

https://cefli.org/additional-resources/

Access to CEFLI materials is available to all staff at CEFLI Member

NAI C M Od el life insurance companies and their life insurance company affiliates.
Requirements
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https://cefli.org/additional-resources/

This CEFLI presentation deck may be used by CEFLI Member

C I - Companies as a tool for training business and compliance staff regarding
O m p I a n ce NAIC Model requirements.

Ove rs I g ht To access the presentation deck, click on the ‘Compliance Oversight

I 1]

Resources” link from CEFLI's “Additional Resources” page:

Reso u rces . https://cefli.org/additional-resources/
|
- Access to CEFLI materials is available to all staff at CEFLI Member life
P rese ntatl O n insurance companies and their life insurance company affiliates.
on NAIC Model
Requirements
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This module is intended to provide a high-level overview. It does not constitute legal advice. Information as of February 2021. © 2021, CEFLI
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https://cefli.org/additional-resources/

Compliance
Oversight
Resources:
NAIC Model
Regulation
#613

ofli #

Linked here is a copy of the NAIC
Life Insurance and Annuities
Replacement Model Regulation:
https://content.naic.org/sites/default/
files/inline-files/MDL-613.pdf.

» Pages 1-8: Requirements
» Pages 9-14: Appendices
» Pages 15-22: State adoptions

Pages 23-36: Drafting notes

CEFLI Member Companies should
recognize that not all state
insurance departments adopt the
NAIC Model Regulations verbatim.
Refer to each state’s rules and
regulations to identify and act on
any state variations.

NAIC Model Laws, Regulations, Guidelines and Other Resources—2" Quarter 2015

LIF

NSURANCE AND ANNI

S REPLACEMENT MODEL REGULATION

Table of Contents

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.
Section 6.
Section 7.
Section 8.
Section 9.
Section 10.

Appendix A.
Appendix B.
Appendix C.

Section 1.

A.

Purpose and Scope

Definitions

Duties of Producers

Duties of Insurers that Use Producers

Duties of Replacing Insurers that Use Producers

Duties of the Existing Insurer

Duties of Insurers with Respect to Direct Response Solicitations
Violations and Penalties

Severability

Effective Date

Important Notice Regarding Replacements

Notice Regarding Replacements for Direct Response Insurers
Important Notice Regarding Replacements for Direct Response Insurers

Purpose and Scope
The purpose of this regulation is:

(1) To regulate the activities of insurers and producers with respect to the replacement of existing life
insurance and annuities.

(2)  To protect the interests of life insurance and annuity purchasers by establishing minimum
standards of conduct to be observed in replacement or financed purchase transactions. It will:

(a) Assure that purchasers receive information with which a decision can be made in his or
her own best interest;

(b) Reduce the opy for misrep ion and i lete disclosure; and

(c) Establish penalties for failure to comply with requirements of this regulation.
Unless otherwise specifically included, this regulation shall not apply to transactions involving:
() Credit life insurance;

(2)  Group life insurance or group annuities where there is no direct solicitation of individuals by an
insurance producer. Direct solicitation shall not include any group meeting held by an insurance
producer solely for the purpose of educating or enrolling individuals or, when initiated by an
individual member of the group, assisting with the selection of investment options offered by a
single insurer in connection with enrolling that individual. Group life insurance or group annuity
certificates marketed through direct response solicitation shall be subject to the provisions of
Section 7;

3) Group life insurance and annuities used to fund prearranged funeral contracts;

4) An application to the existing insurer that issued the existing policy or contract when a contractual
change or a conversion privilege is being exercised; or, when the existing policy or contract is
being replaced by the same insurer pursuant to a program filed with and approved by the
commissioner; or, when a term conversion privilege is exercised among corporate affiliates;

(5)  Proposed life insurance that is to replace life insurance under a binding or conditional receipt
issued by the same company;
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CEFLI has developed a Compliance Oversight Checklist that CEFLI
Member Companies may utilize as they develop or refine their

Compliance er Compani
compliance oversight programs.
Ove rs I g ht To access the Compliance Oversight Checklist, click on the

“Compliance Oversight Resources” link from CEFLI's “Additional
|
Resources:

Resources” page: htips://cefli.org/additional-resources/

CO I | pI ia n Ce Access to CEFLI materials is available to all staff at CEFLI Member life
insurance companies and their life insurance company affiliates.

cefh’ S

Compliance
Oversight

Oversight
Checklist:
Replacements
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NAIC Life Insurance and Annuities Replacement Model Regulation
Compliance Oversight Checklist: Replacements

This module is intended to provide a high-level overview. It does not constitute legal advice. Information as of February 2021. © 2021.
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Closing Comments

“If you think compliance is
expensive, try non-compliance.”

— Former U.S. Deputy Attorney General Paul McNulty
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