
Part I, which appeared in the Fall,
1996 edition of the NOLHGA
Journal, explained how model insol-
vency legislation was created.  Part
II covers the significant revisions
and amendments made to the Model
Life and Health Insurance Guaranty
Act over the past 20 years. 

The NAIC, the life insurers
and their national associa-
tions continued to work on

the model act to improve and
strengthen the guaranty associa-
tion system.  In 1975, the NAIC
made several technical amend-
ments and adopted a new,
optional Section 13, which pro-
vides an offset (20 percent for
each of the five years following
the year the assessment was
paid) against the state tax liabili-
ty for assessments.  Member
insurers were given the option to
select the applicable tax (premi-
um, franchise or income) against
which the credit could be
applied.  The comments to the

1975 version of the model act
state that the tax offset is consid-
ered an equitable method for the
member insurers to recoup
assessments because, in some
cases, the member insurers can-
not change the premiums on
existing policies and building the
cost of assessments into rates for
future policyholders would not
spread the cost across all protect-
ed policyholders.  The comments
suggested that the offset would
offer the state legislature an
incentive to provide adequate
funding for the insurance depart-
ment.  The economic loss, there-
fore, would be shared by the gen-
eral public rather than solely by
the insureds.  

Following the adoption of the
model act in 1970, and its revi-
sion in 1975, new products were
being developed and there was
increasing experience in life
insolvencies.  The impairment of
the Baldwin-United companies

acted as a catalyst for the regula-
tors, the American Council of Life
Insurance and the Health
Insurance Association of America
to work together on a substantial
revision of the model act.  

The 1985 and 1987 versions of the
model act were the product of
several years of intensive study
by the NAIC, the life and health
insurance guaranty associations
and the insurance industry to
build on accumulated experience
in improving and strengthening
the guaranty system.  Some of the
important changes included:  

◆ A particular association’s cov-
erage is limited to residents of the
state, with a few exceptions
(§3(a)).  This change (i) increases
the aggregate assessment capaci-
ty of the entire system while at
the same time distributing the
assessment burden among insur-
ers more fairly;  (ii)  reduce the
impact on premium taxes that

may occur in any one state due to
the insolvency of a domestic
insurer and tax offsets in that
state for the entire guaranty asso-
ciation cost;  and (iii)  encourage
adoption of the revised model in
states that either have no guaran-
ty laws or have an older version
of the model act.

◆ The association’s liability for
interest on policy values for inter-
est-sensitive products is limited
by a market value index
(§3(b)2(C)). 
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Model Act Amendments Would Significantly Improve Policyholder Protection

Amendments to the
NAIC’s Model Life and
Health Insurance

Guaranty Association Act, jointly
proposed by NOLHGA and the
American Council of Life
Insurance, would be the first

comprehensive update of the act
since 1987 if the amendments are
adopted by the NAIC.

The Guaranty Fund Issues
Working Group, chaired by Len
Stillman of Utah, is expected to

complete its review of the pro-
posed amendments at the
December 15-18 meeting in
Atlanta.

Work on the proposal unofficially
began in July, 1994 at the NOLH-

GA Legal Seminar, when John
Gavin, counsel to the Illinois
guaranty association and mem-
ber of the NOLHGA Legal
Committee, led attendees in a
spirited discussion about how 

See Amendments, Page 7
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The Year in Review:  Much To Be Proud of in 1996

By JACK H. BLAINE

President
NOLHGA

It’s the time of year when all organizations,
including NOLHGA, reflect on their accom-
plishments over the year just ending.  NOLHGA

publishes in January a year-end report to its mem-
bers that serves both as a reminder to them - and to
others - of what they have accomplished during the
year and a reference point for the future.

A GOOD FINANCIAL YEAR What I think we
will find as that report is written is that many goals
were achieved and much was resolved by NOLH-
GA and its member life and health insurance guar-
anty associations.  It should also prove to have been

a good financial year for the life
insurance industry.  Indications
are that the capital strength of
life insurers continued its prior
year growth trend.  The
American Council of Life
Insurance’s 1996 Fact Book just
arrived and, as usual, contains a
wealth of valuable information.
For instance, 1995 life company
assets increased by $201 billion

over 1994, a 10.4 percent increase.  Capital ratios
(including asset valuation reserve) reached 10.7 per-
cent, up from 10.2 percent in 1994 and about 6 per-
cent in 1988.  If there is a dark cloud over the results,
it is in the relative lack of growth in new life insur-
ance sales:  1995 individual life insurance sales were
down .6 percent from 1994, and this year probably
is not going to show much improvement.  Annuity
sales, however, continued to grow - 4 percent from
1994 to 1995, three times the total sales in 1985.

BUSINESS ASSUMED IN 1996 Some observers
may say that all this good financial news for the life
insurance industry must mean that business con-
versely has been bad for the guaranty associations.
Not so.  While new insolvencies have trickled to a
very few in the last two years, the member associa-
tions and NOLHGA staff have been kept busy with
routine business and continuing problems of out-
standing estates.  Blocks of business in 1996 were
sold by assumption reinsurance in four insolven-
cies.  In November, the Georgia receiver and the
NOLHGA task force closed on the sale of the busi-
ness of Coastal States Life Insurance Company
(taken over in January) to Security First Life
Insurance Company.  Two blocks of business of
National Heritage Life Insurance Company

(Delaware) went to closing in an assumption agree-
ment this year with about $400 million in guaranty
association funding - the largest block (24,400 poli-
cies) went to Metropolitan Life Insurance Company
and a small block of single-premium life policies
was assumed by Madison National Life Insurance
Company.  In July, the Acacia, with $28 million in
guaranty association funding, assumed some 5,000
policies of insolvent National American Life
Insurance Company (Pennsylvania).  And in late
September, court approval was given to an agree-
ment between the receiver in George Washington
Life Insurance Company, NOLHGA and United
Teacher Associates Insurance Company, whereby
the latter assumed the remaining health insurance
policies of George Washington Life.

CONFEDERATION LIFE The October approval
by the Michigan court of the rehabilitation plan for
Confederation Life Insurance Company (U.S.
branch) -- and the cutting of a settlement which
eliminated all appeals --  was another major event
this year, representing the culmination of a great
deal of negotiation, hard work and creative ingenu-
ity by the receiver and the NOLHGA task force.
The court’s approval also was an essential step
toward the closing of earlier agreements for the sale
of the corporate-owned life insurance (COLI) and
the bank-owned life insurance (BOLI).  Those agree-
ments were joined by the sale early in the year of
some $1.62 billion of securities backed by CLIC
(U.S.)-held commercial real estate mortgages.  And,
in February, the Canadian and U.S. receivers
announced agreement on a settlement which allows
the U.S. branch to be subject to separate court pro-
ceedings from the Canadian receivership, with the
payment of funds from the Canadian receivership
to the U.S. receiver.  

IRS ISSUES This was also the year in which NOL-
HGA task forces and receivers in several estates
managed to settle with the Internal Revenue Service
over tax issues related to certain life insurance and
annuity contracts that were found to have failed
statutory tests for deferred tax treatment (Internal
Revenue Code Sections 7702 and 72(s)).  A relative-
ly new issue that arose over a year ago, these poten-
tially very large tax liabilities posed a serious obsta-
cle to closure on the sale of contracts in affected
estates.

See Blaine, Back Cover2



Case Study

NOLHGA JOURNAL

MONARCH LIFE INSURANCE COMPANY

DOMICILED Massachusetts
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Task Force Addresses Unique Issues in Monarch Life

By ANGELA FRANKLIN

Assistant Counsel
NOLHGA

One of the quietest yet
most complex cases cur-
rently being monitored in

the system is that of Monarch
Life Insurance Company.  The
company’s liabilities are estimat-

ed in excess of
$1 billion, of
which $425
million is in
s e p a r a t e
accounts.  

The task force,
chaired by Mark Femal of
Wisconsin, determined that cer-
tain limited due diligence and
monitoring of the Monarch
receivership is warranted, given
the potential obligations to the
system.  To date, actuarial review
has constituted the bulk of the
monitoring activities.

The task force, the receiver and
Monarch management have com-
mitted to share information on a
monthly and quarterly basis and
meet periodically.  The task force

has also been invited to examine
the receiver’s action plan and
submit input with regard to pos-
sible alternatives.

The Parent Trap

Monarch Life’s problems
emerged in 1991, due largely to
the activities of its parent compa-
ny, Monarch Capital, which was
accused of showing preferences
in the form of “push-downs.”  In
addition, Monarch Capital bor-
rowed approximately $80 million
from 11 domestic and foreign
banks (the “Bank Group”) to pur-
chase real estate, pledging
Monarch Life stock as collateral.
Monarch Capital later sold the
real estate for about $25 million,
leaving the Bank Group very
unsatisfied.  

These problems led to
Massachusetts Commissioner of
Insurance Linda Ruthardt’s
seizure of Monarch Capital and
Monarch Life on May 30, 1991.
As receiver, the commissioner’s

goal was to resolve parent-sub-
sidiary raiding, sort out their
respective commitments and deal
with the Bank Group.  Ms.
Ruthardt placed Monarch
Capital into bankruptcy and reor-
ganized it as Regal Reinsurance,
giving her greater control of the
situation.  Monarch Life was
released July 28, 1992, with a new
business plan and short-lived
freedom from its problems.

As part of its new business plan,
Monarch was to down-size sig-
nificantly.  Key steps included:

◆ The sale of a block of
Monarch’s variable life business
to Merrill Lynch to reduce costs
and provide income; 

◆ The sale of two of Monarch’s
subsidiaries - First Variable Life
(domiciled in Arkansas) and
Springfield Life (domiciled in
Vermont).

See Monarch, Page 5 3
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Interview

Old Faithful Life Insurance
Company, domiciled in
Wyoming, sold life insur-

ance, annuities, and some acci-
dent and health policies.  The
company was licensed in 10
states:  Colorado, Idaho,
Montana, Nebraska, New
Mexico, North Dakota, South
Dakota, Utah, Washington and
Wyoming.  A number of prob-
lems, including alleged fraud
and embezzlement, contributed
to the company’s insolvency in
1992.  It was ordered liquidated
in November of that year.  On
March 1, 1993, all of Old
Faithful’s business was assumed
by Hill Country Life Insurance
Company.  Guaranty associations
contributed $3.8 million to fund
the assumption agreement.  

The Journal interviewed
Wyoming Insurance
Commissioner John McBride fol-
lowing a story in a November
edition of the Weekly Wire which
said, in part, that the estate of Old
Faithful Life Insurance Company
will be closed this year, except for
a few items to be identified in a
court order.  Of the insolvencies
which occurred since 1990, Old
Faithful will be the first to be
deemed “over.”   

Q Of the insolvencies
which have occurred
since 1990, Old Faithful is

the only estate which will have
closed this quickly - just under
five years.  How did that come to
be?

A Early on we set forth
goals to run the insolven-
cy in a cost-efficient man-

ner and to close as soon as possi-
ble.  Hard work, good luck, and
the involvement and cooperation
of the Wyoming guaranty associ-
ation, their board members and
NOLHGA helped achieve these
goals.  I would cite the hiring of a

competent deputy receiver
(David Wilson) and legal counsel
(Bill McKellar) - they were in
tune with the goals.  I was also
heavily involved in monitoring
and managing the process.

Q Describe your relation-
ship with NOLHGA in
working toward a resolu-

tion for this insolvency.

A My relationship with
NOLHGA was coopera-
tive from the early stages.

We sought their input and that of
the Wyoming guaranty associa-
tion in reaching the service agree-
ment, implementing the bid
process and the assumption rein-
surance agreement and in the
declaration of liquidation.  

Q How was this relation-
ship maintained when
you and NOLHGA dis-

agreed on certain issues, such as
the handful of interest income
contracts you believed to be cov-
ered by the guaranty associa-
tions, but which NOLHGA and
the affected associations did not
believe were eligible for cover-
age?

A We basically agreed to
disagree.  Although we
had separate and distinct

interests, the liquidator and the
guaranty associations main-
tained a professional relation-
ship.

Q What’s going on with
respect to the Internal
Revenue Service’s claim

against the estate?

A The estate prevailed in
district court.  The receiv-
er assigned priority in

accordance with Fabe -- after
Classes 1 and 3 but before all
other claims.  Regarding the

Phase III tax issue, the receiver
has said those taxes aren’t due
because there was no distribution
to the shareholders.  This deci-
sion was appealed to the
Wyoming Supreme Court.

QWhat management over-
sight did you exercise
with regard to attorneys

and other consultants?  Did you
experience any difficulty with
court approvals of fees?  What
was the total cost in administra-
tive expenses?

AMy goal was a high dis-
tribution to creditors.
Class 3 claimants (policy-

holders and guaranty associa-
tions) received 90.8 percent.
More distributions will be possi-
ble if we resolve the IRS claim.  

Assets increased during the
administration of the receiver-
ship by about $300,000.  

Frank O’Loughlin, counsel to the

Colorado, Montana and Wyoming

guaranty associations, was instru-

mental in helping the commissioner to

resolve the Old Faithful insolvency.

Commissioner To Close Old Faithful In Record Time

See Old Faithful, Page 5
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Interview

OLD FAITHFUL, from Page 4

Litigation recoveries were in
excess of $2 million.  

We performed a cost/benefit
analysis on the litigation and had
regularly scheduled manage-
ment meetings with the deputy
receiver and legal counsel, who
itemized costs and expenses.  We
also set a work schedule with
dates for completion.  The court
approved expenses on a monthly
basis and we had no problems.  

The total administrative cost was
about $880,000, including the
deputy receiver and legal counsel
fees.

Q Did you encounter any
special problems result-
ing from the fact that the

court hadn’t previously experi-
enced an insurance insolvency
proceeding?  

AThere were several judge
changes during the pro-
ceedings.  We did our

best to educate them through the
process by offering quarterly
reports and other information.
The outcome was a tribute to the
judiciary in Wyoming - they did a
great job.  

Q What advice can you
give to NOLHGA and to
other insurance commis-

sioners regarding efficient and
prompt resolution of insurance
insolvencies?

A Receivers must keep an
eye on costs - the public
demands this and we

must be accountable.  Goals and
timetables for the running of the
estate should be established early
on.  Commissioners should
involve and cooperate with
NOLHGA and the state guaranty
associations from day one and
encourage prompt resolution.
Personal involvement in the
management of the receivership
is vital.  I would also recommend
that commissioners be respon-
sive to criticism.  ▼

As part of the continuing battle
over Monarch Capital/Regal
Reinsurance assets, the Bank
Group objected to the sale of First
Variable Life.  In addition, the
disability income(DI) business
declined suddenly, which accel-
erated Monarch’s downward spi-
ral early in 1993.  In effort to solve
this problem, Monarch unsuc-
cessfully attempted to cede or
sell the DI business or sell
Monarch Life in its entirety.  The
company did, however, maintain
its reinsurance contract with
Lincoln National, which cedes
approximately 60 percent of lia-
bility on the block to Lincoln.
The company ceased writing new
DI business in June, 1993, and
this block has been in a run-off
mode since then.  These events
led to a second rehabilitation of
Monarch Life on June 9, 1994.  

To deal with this new set of prob-
lems, the receiver increased
Monarch’s reserves and created a
stock trust, pursuant to a deal
with the Bank Group:  the credi-
tor banks accepted Regal
Reinsurance stock in exchange
for $1.5 million in cash.  [See

graphic at right]

Monarch Life Business

Monarch’s business as of Sept. 30
is divided as follows:  20 percent
variable life;  13 percent struc-
tured settlement annuities;  and
the remainder, disability insur-
ance.  Merrill Lynch assumed and

reinsured 80 percent of the vari-
able life products, Monarch’s
most profitable line.  Monarch
retained 20 percent of its variable
life, and receives income from
Merrill Lynch for administering
the assumed business.

Monarch’s biggest concern is the
DI business written in the late
1980s.  The business was written
primarily for health care profes-

sionals and included lifetime
benefits, high monthly benefits,
cost-of-living riders and return-
of-premium riders.  These fea-
tures were competitive with
those of many DI contracts
issued at the time.  Beginning in
the 1990s, however, the health
care profession’s incomes flat-
tened, uncertainty over health
care reform was rampant, and
incidences of disability increased
dramatically. 

Floating Like a Butterfly - A View
of the Future

As of Sept. 30, Monarch had $13.3
million of capital and surplus.
Given the size of the company,
Monarch by any measure is very
thinly capitalized.  The receiver,
however, believes that Monarch
will be able to meet all of its
obligations in the normal course
of business.

Further, the receiver believes
Monarch can be rehabilitated
without guaranty association
contributions - a “pure
rehabilitation.  ▼

MONARCH, From Page 3

A term sheet dated July
19, 1994 among the com-
missioner and certain
Regal Re shareholders
and noteholders and
holders of Monarch’s
surplus notes (represent-
ing approximately 85
percent of both the total
outstanding Regal Re
notes and common
stock) was approved by
the court on Sept. 1,
1994.  Pursuant to the
term sheet, the holders
transferred their notes
and stock into voting
trusts for which the com-
missioner is the sole
trustee, which effectively
vests control of Regal Re
and Monarch in the com-
missioner.

Monarch Task Force Chair Mark Femal
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MODEL ACT, From Page 1

◆ The dollar limits of the associ-
ation’s liability to any one person
are more clearly specified (§3(c)).

◆ Exclusions from coverage for
products not issued by insurance
companies, or that are not guar-
anteed by insurers, are made
explicitly (§§3(b)(2) and 5(h)).

◆ Coverage is limited to resident
group certificate holders and
individuals, but not to group pol-
icyholders (§3(b)).

◆ The association’s liability for
group contracts, where alterna-
tive coverage can be found, is
reduced, while provision is made
to assure that individuals who
had rights to continue coverage
can do so at fair prices (§8(d)).

◆ Improvements are made in the
association’s response time in
providing benefits for immediate
needs (such as death benefits,
health benefits and periodic
annuity payments) (§8(B)1(B)).
At the same time, the association
is protected against having to bail
out insolvent companies, as
opposed to protecting their poli-
cyholders (§7(b)(2)).  (An
impaired insurer will repay fully
the association before being
released from delinquency pro-
ceedings.)

◆ The board of directors is given
more flexibility in determining
the best manner in which to ful-
fill its statutory obligations (§8
generally).

◆ The immunity provisions for
guaranty association business are
improved to foster interstate
cooperation among associations
and to better protect their volun-
teer board members, staff and
insurance department personnel
(§17).

◆ The prohibition against using
the existence of the association in
the sale of insurance is preserved,

while provisions are added for
disclosure to policyholders of the
limitations of guaranty associa-
tion coverage.

In 1987, the account structure
was changed to provide for two
accounts:  the life and annuity
account, which includes sub-
accounts for life, annuities and
unallocated annuities;  and the
health insurance account.  The
change was in response to two
considerations:  1). that a sepa-
rate account for unallocated
annuities would not have suffi-
cient capacity in the event of a
major insolvency with such cov-
erage;  and 2). strong lobbying by
a segment of the industry to
include unallocated annuities
with assessments in the annuity
account.  

The ACLI developed a cata-
strophic, sequential proposal,
under which assessments would
be allocated to the account repre-
senting the line of business which
gave rise to the insolvency, but if
more assessment capacity were
needed, then additional assess-
ments could be allocated to the
remaining accounts in a specified
sequence.  The cross-subsidizing
would occur only among the
annuity, unallocated annuity and
life insurance sub-accounts.  The
health account would remain
separate.  Cross subsidizing
works like this:  If a 1 percent
assessment in any one year on
premiums covered by any subac-
count are insufficient, then all of
the subaccounts, including the
subaccount initially assessed,
would be assessed further as nec-
essary.  The overall 2 percent cap
on assessments in any one year
was retained to assure that
assessments themselves would
not cause insolvencies.

Also adopted were amendments
that excluded from coverage an
employee benefit plan protected
under the federal Pension Benefit
Guaranty Corporation and unal-

located annuity contracts that
were not issued to employee pen-
sion or benefit plans of govern-
mental lotteries.  In addition, cov-
erage for annuities sold to gov-
ernment retirement plans estab-
lished under sections 401, 403(b)
or 457 of the Internal Revenue
Code was increased so that such
contracts would be covered up to
$100,000 for each participant in
the plan to whom the contract
was issued.  Under older ver-
sions of the model act, coverage
for such contracts was limited to
$5 million per contractholder.  

The model act again was revised
in 1995.  The most significant
change was an increase in health
insurance coverage.  Members of
the NAIC were concerned that
the health benefits limits did not
provide adequate coverage to a
policyholder with a catastrophic
medical expense claim.
Coverage limits for health bene-
fits were increased to provide
$100,000 for coverage not defined
as disability insurance or basic
hospital, medical and surgical
insurance or major medical
insurance;  $300,000 for disability
insurance;  $500,000 for basic hos-
pital, medical and surgical insur-
ance or major medical insurance;
and a $500,000 aggregate limit for
health benefits per any one indi-
vidual.  

Other changes in 1995 clarified
that coverage of government
retirement plans would be includ-
ed in the annuity account for pur-
poses of administration and
assessment and clarified what
member insurers must disclose to
policyholders regarding the guar-
anty associations and the limited
protection they provide.  ▼

To learn more about recent
amendments to the NAIC Model
Life and Health Insurance
Guaranty Association Act, please
see Tony Buonaguro’s article
which begins on Page 1 of this
edition.  - Ed.

1997 CALENDAR
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May 21-23, Boston

Aug. 19-21, Milwaukee

Nov. 17-19, Louisville, Ky.
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Feb. 4, Dallas

May 7, Northern Virginia

July 29, San Francisco

Oct. 15, San Antonio

14TH ANNUAL MEETING

Oct. 15-17, San Antonio

NAIC MEETINGS

March 16-19,
Orlando, Fla.

June 8-11,
Chicago

Sept. 21-24, 
Washington, D.C.

Dec. 7-10,
Seattle
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they believed the model act could
be improved.  

Early in 1995, the Legal
Committee and the ACLI’s
Subcommittee on Guaranty
Associations joined efforts to pro-
duce an initial draft of a compre-
hensive amendments program.
Wilson D. Perry, chair of the
Legal Committee, and William
Fisher, chair of the ACLI subcom-
mittee, formally introduced the
program to the NAIC working
group at the NAIC’s spring meet-
ing in Detroit. 

The working group has met five
times since the Detroit meeting to
debate public policy and other

issues raised
by the propos-
al.  The pro-
posal has been
modified in
several signifi-
cant ways to
accommodate
the concerns
expressed by

various working group mem-
bers.  Some of these concerns
relate to issues not touched on in
the Detroit proposal but raised
since then by the working group.
At press time, the working group
has completed its deliberations
on almost all of the issues.  Two
open issues expected to be
addressed in Atlanta:  language
to clarify the rights guaranty
associations should have with
respect to contracts for indemnity
reinsurance entered into by the
insolvent company;  and changes
to the official model act com-
ments to reflect statutory changes
being made.  

The program, as it now stands,
will clarify a host of technical
points intended to reduce the
possibility of costly litigation and
enable the smoother, more effi-
cient handling of insolvencies -
especially the process by which
policyholder coverage is contin-

ued with a solvent carrier.  In
addition - and perhaps more
importantly - it makes substan-
tive coverage changes for the
benefit of policyholders, which
makes the guaranty association
“safety net” more rational.  

Here are three of the more impor-
tant changes which fall into the
second category:

◆ The association responsible for
coverage of structured settlement
annuities will be changed to the
state where the payee, or injured
party, resides.  For tax and other
reasons, these annuities are held
by a corporate owner rather than
by the injured party.  The change
will make coverage “tax neutral”
and provide direct linkage
between the real party for whom,
in all fairness, coverage ought to
be provided, and his or her home
state association.

◆ The association responsible for
coverage of unallocated annuity
contracts, including GICs, will be
changed to the state of the princi-
pal place of business of the spon-
sor of the plan having the eco-
nomic interest in the contract.
This change was drafted in
response to a 1995 request by the
NAIC Assessment Data Working
Group.  

Experience since the 1991
Executive Life Insurance
Company insolvency has shown
that the current rule, which pro-
vides coverage for GICs on the
basis of owner residence, does
not work well or lead to uniform
results, and spawns unproduc-
tive and costly litigation.  In
many instances, GIC owners are
corporate trustees - frequently
banks - and have only minimal
administrative responsibilities to
the plans which have the under-
lying economic interest.  

These trustees also tend to be
clustered in major “money cen-

ters,” which therefore places the
potential coverage burden on a
disproportionately small number
of associations.  Worse yet, there
have been attempts to manipu-
late coverage ex post facto once a
company is placed in some type
of delinquency proceeding,
through changes in trustee own-
ership to states with the most
generous coverage.  The change
to coverage by sponsor location,
as with that for structured settle-
ments, seems to bring coverage
closer to the reasonable expecta-
tions of those with the underly-
ing economic interest in the cov-
ered contract, accords more
closely with the notions of funda-
mental fairness, and reduces the
danger that the system can be
artificially manipulated.  In addi-
tion, there will be an explicit,
multi-part test for determining
the state of principal place of
business - a concept undefined in
the current model act.

◆ A provision will be added
which will specify that U.S. citi-
zen policyholders who are resi-
dents of U.S. territories or posses-
sions or in foreign countries will
be covered by the association
located in the state of domicile of
the insolvent insurer.  At present,
it is unclear whether these policy-
holders have any coverage at all.

These are just some of the reasons
why working group resolution in
Atlanta of the program’s remain-
ing technical issues, and a swift
and subsequent adoption of the
program by the other responsible
NAIC committees, definitely is in
the public interest.  ▼

NOLHGA Fact

NOLHGA turned
13 on Dec. 15.

Happy Birthday!

The program
makes substan-
tive coverage
changes for the
benefit of poli-
c y h o l d e r s ,
which makes
the guaranty
a s s o c i a t i o n
“safety net”
more rational.

AMENDMENTS, From Page 1



BLAINE, From Page 2

ASSET RECOVERY Much time
was devoted in 1996 to asset
recovery, as NOLHGA task forces
that had earlier closed on trans-
fers of insurance liabilities turned
their attention to recoveries from
estates of assets not needed by
the receiver for current expenses.  

A new NOLHGA task force on
asset recovery was appointed
and after development of a stan-
dard checklist for gathering asset
data on insolvencies, work began
on recoveries from various
estates.  This year, some $32 mil-
lion was distributed from four
estates in which insurance liabili-
ties earlier had been sold.

C O V E R A G E L I T I G AT I O N
Litigation over guaranty associa-

tion coverage continued in 1996,
with several court decisions
handed down.  Decisions favor-
able to the guaranty associations
were reached by courts in
Arizona, Indiana, New Mexico
Virginia, Washington and
Wisconsin, while a decision hold-
ing that GICs sold by Executive
Life Insurance Company to
UNISYS were covered annuities
was upheld by the Pennsylvania
Supreme Court. 

In other litigation news, the New
Jersey receiver recently reached
settlement with various creditors,
in which NOLHGA was a party,
to resolve remaining legal issues
in the Mutual Benefit Life
Insurance Company insolvency.

OTHER MATTERS   NOLHGA
committees and staff were busy
on numerous other matters that
resulted in the approval by the
NOLHGA Board of Directors of a
discovery policy and guidelines
for litigation, and the establish-
ment of a litigation database.
NOLHGA’s Legal Committee
and staff also completed the
monumental task of publishing
an annotated model life and
health insurance guaranty associ-
ation act.

These are but the highlights of a
busy and productive year.  We at
NOLHGA look forward to a chal-
lenging and successful 1997 and
wish the same to all of you. ▼
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