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Chapter 26
Reinsurance Intermediaries
A reinsurance intermediary acts as a broker in soliciting, negotiating or procuring the writing of any reinsurance contract or
binder. Reinsurance intermediaries act as insurance producers in accepting any reinsurance contract or binder on behalf of an
insurer.
The NAIC has adopted the Reinsurance Intermediary Model Act (#790), which contains a simplified registration process for
nonresident reinsurance intermediaries. Nonresident reinsurance intermediaries verify that they are licensed in their home states
under similar laws as in the nonresident states, i.e., the NAIC Model, and the nonresident reinsurance intermediaries are granted
reciprocity.
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Chapter 27
Risk Retention Groups and Risk Purchasing Groups
Risk Retention Groups
Congress enacted the federal Risk Retention Act (RRA) in 1981. This federal law enabled product sellers to form RRGs to
provide group self-insurance. RRGs are insurers licensed and fully regulated in one state pursuant to that state’s laws. In the
mid-1980s, general liability insurance premiums skyrocketed, and certain lines were unavailable. Coverage for some classes
of businesses was typically either unavailable or extremely expensive for the desired limits and coverages. Congress intervened
again in 1986, this time expanding the RRA to permit RRGs to cover broader liability risks. The RRA is now referred to as the
federal Liability Risk Retention Act (LRRA).
Under the Model Risk Retention Act (#705), an RRG “registers” in non-domicile states and is then exempt from most insurance
laws in non-domicile states. RRGs are limited to providing non-workers’ compensation commercial lines liability insurance to
its members. All owners of an RRG must be insureds, and all insureds must be owners.
RRGs can be required by states to:
1.
2.
3.
4.
5.
6.
7.
8.
9.

Comply with the unfair claim settlement practices law.
Pay applicable premium and other taxes that are levied on admitted insurers and surplus lines insurers, brokers or
policyholders.
Participate in residual market mechanisms.
Register and designate the insurance commissioner as agent for service.
Submit to a financial examination in any state in which the group is doing business if:
a. The domiciliary insurance commissioner has not begun or refused to initiate an examination.
b. Any examination shall be coordinated to avoid unjustified duplication and repetition.
Comply with a lawful order issued in a delinquency proceeding commenced by the insurance commissioner if there
has been a finding of financial impairment or in a voluntary dissolution proceeding.
Comply with deceptive, false or fraudulent acts or practices laws, except that if the state seeks an injunction
regarding the conduct, it must be from a court of competent jurisdiction.
Comply with an injunction issued by a court of competent jurisdiction, upon a petition by the state insurance
commissioner alleging that the group is in hazardous financial condition or is financially impaired.
Provide the following notice, in 10-point type, in any insurance policy:
NOTICE
This policy is issued by your risk retention group (RRG). Your RRG may not be subject to all of the
insurance laws and regulations of your state. State insurance insolvency guaranty funds are not available
for your RRG.

A state may require that a person acting, or offering to act, as a producer or broker for an RRG obtain a license from that state,
except that a state may not impose any qualification or requirement that discriminates against a
nonresident producer or broker.
Risk Purchasing Groups
The second type of entity allowed to operate under the RRA is a risk purchasing group (RPG). RPGs are vehicles for any
insurer to market on a group basis, with the ability to discriminate as to rates for those groups. But as with RRGs, RPGS are
only allowed to place liability coverage. RPGs are formed so that similar risks may pool purchasing power. RPGs are
purchasing entities, not insurers, and are not generally subject to state insurance laws.
Insurance departments generally do not actively regulate RPGs. The insurer writing for an RPG is subject to all insurance laws,
with few exceptions. The transaction of insurance for an RPG in a state generally follows a traditional transaction based on the
form of the insurer in relation to that state. Hence, if the insurer is licensed in the state, then producer licensing and, if applicable,
appointment procedures apply. If the insurer is a writer of surplus lines, then the traditional surplus lines producer
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licensing rules apply. As with RRGs, a state may require that a person acting, or offering to act, as a producer or broker for a
purchasing group obtain a license from that state. A state may not impose any qualification or requirement that discriminates
against a nonresident producer or broker.
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Chapter 28
Third-Party Administrators
A TPA is an entity that directly or indirectly underwrites, collects charges or premium from, or adjusts or settles claims on
residents of a state, in connection with life, annuity or health coverage offered or provided by an insurer, unless accepted by
statute.
When an employer offers its employees a self-funded health care plan (the employer helps finance the health care costs of its
employees), the employer often contracts with a TPA to administer the plan. The employer also may contract with a reinsurer
to pay amounts in excess of a certain threshold in order to share the risk for potential catastrophic claims experience.
In most states, a TPA is required to register with the state. Some states require a bond. The TPA is required to answer inquiries
from the state insurance department, but, if the TPA is working for a self-funded ERISA plan, a state has limited authority to
take enforcement action against the TPA. An insurer also may act as a TPA for certain customers. This can be confusing to a
consumer who has an identification card that has a name similar to a well-known health insurance company. The consumer
often thinks coverage is provided by that insurance company instead of the employer plan.
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Chapter 29
Title Insurance Agents - PENDING REVIEW FROM NAIC STAFF – TITLE INSURANCE (C) TASK FORCE
Title insurance is insurance indemnifying against financial loss from defects in title of real property arising from conditions of
title that exist on the date of issuance of the policy. While most insurance coverage indemnifies insureds against loss caused by
future events, title insurance is unique as it focuses on the elimination of risk before the policy is issued. Title insurance policies
are typically purchased when real property is conveyed or financed. Insureds pay one premium for coverage that has no
expiration. In many states, title insurance has essentially replaced abstracts of title, and it is often required as a condition for
obtaining a loan secured by a lien on real property.
Title insurance policies commonly guarantee or indemnify the fee title of owners or the lien priority of a lender from losses or
damages from liens, encumbrances, defects or unmarketability of title, or adverse claims to title in the real property, and defects
in the authorization, execution or delivery of an encumbrance on the real estate. Coverage is subject to standard exceptions, as
well as specific exclusions listed on a schedule attached to the policy limiting the extent of the insurer’s liability. Coverage is
often expanded or amended through endorsements attached to the policy.
Two types of title insurance policies are commonly issued: the owner’s policy and the lender’s policy. The owner’s policy
ensures that the title to the real property is vested as described in the policy, that the title is marketable, that there is a right of
access to the property, and against defects in or lien or encumbrances on the title. Title insurance does not require a written
application. Policies often are ordered by real estate agents or lenders. The title insurance agent issues a commitment or binder
basically revealing the current state of title to the property and agreeing to insure the property, provided that the requirements
in the commitment are met to the satisfaction of the title insurer.
The effective date of the policy is typically the date that transactional documents (deed, deed of trust, etc.) are recorded in the
public real estate records. Losses under the policy are subject to the limits listed on the title page, plus any costs of defense.
The policy limit of an owner’s policy is generally the purchase price of the real property, and the policy limit of a lender’s
policy is generally the original amount of the loan. Losses from title defects are rare, and loss ratios for insurers are relatively
low. The goal of a title insurer is to find defects in title prior to issuing a policy; consequently, expense ratios are fairly high
due to the cost of title research.
Most states place monoline restrictions on title insurers. Monoline restrictions prohibit title insurers from issuing any line of
insurance other than title insurance. Rates and rate setting processes vary by state. Some states regulate only the risk premium,
while other states regulate an all-inclusive premium, which generally includes all costs of issuing the policy, search expenses
and the risk premium.
Functions of title insurance agents include conducting title searches, performing underwriting functions, preparing and issuing
title insurance commitments and policies, maintaining policy records, and receiving premiums. In addition, many title agents
perform real estate closings, and provide settlement and escrow services.
Many activities of state licensing divisions with regard to title insurance are the same as in other lines of insurance. In most
states, agents are required to pass a licensing exam and fulfill ongoing (CE) requirements. In some states, the licensing division
also will be responsible for receiving and filing agency appointments with insurers, bonds or letters of credit (LOCs), proof of
errors and omissions (E&O) coverage, and forms disclosing controlled and affiliated business relationships. The NAIC has
adopted the Title Insurance Agent Model Act (#230) to give guidance to state licensing directors.
Title insurance creates some unique regulatory issues, primarily due to the risk elimination nature of the insurance coverage,
and the business relationships between title insurance agents and those who refer title insurance business. The entity referring
the title insurance business often is viewed as the customer rather than the insured due to the nature of real estate transactions.
Entities that regularly refer title insurance business—such as mortgage brokers, lenders, realtors and attorneys—are referred to
as producers of title insurance business. Note that “producer of title insurance” as used in this context carries a very different
meaning from “insurance producer.”
Controlled and affiliated business relationships refer to business relationships between title insurance agents and producers of
title insurance business. Many states require that controlled and affiliated business relationships be disclosed both to the insured
and to the insurance department in writing. Many states also prohibit title insurance agents from providing rebates, referral
fees, inducements or financial incentives to producers of title insurance business. In addition to state laws, rebates and referrals
related to most residential real estate transactions are prohibited under the federal Real Estate Settlement Procedures Act
(RESPA).
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Chapter 30
Viatical and Life Settlement Providers and Brokers
The Viatical Settlements Model Act (#697) defines a viatical settlement as a transaction in which the owner of a life insurance
policy sells the right to receive the death payment due under the policy to a third party. Typically, the owner/insured receives
a cash payment, and the buyer agrees to make any remaining premium payments on the policy.
In 1993, the NAIC adopted the Viatical Settlements Model Regulation (#698) and Model #697 to provide a regulatory structure
to protect consumers involved in viatical settlements. The Model #697 was revised in 2003 and 2004 to address the issue of
healthy consumers who might want to sell their insurance policy on the secondary market, better known as “life settlements.”
Licensing requirements vary as a result of the several versions of Model #697. Under the 1993 version of Model #697, a viatical
settlement broker was required to have an underlying life producer license before being able to apply for and receive a viatical
settlement broker license. This provision was not uniformly adopted.
The 2003 version of Model #697 provided for licensing procedures of individuals who were not licensed life insurance
producers by requiring CE to maintain the license. The 2003 version was modified in 2004 to allow for licensed life insurance
producers to notify or register with the insurance regulator as prescribed by the insurance commissioner if they were engaging
in the business of settlements, and exempted life insurance producers from the viatical settlement brokers’ examination and the
CE requirements.
The 2003 and 2004 versions of Model #697 also required the viatical settlement broker to maintain financial responsibility in
the form of an errors and omissions policy, surety bond or cash deposit, or a combination of any of the three. It also placed
fiduciary responsibility requirements on the broker. The 2003 and 2004 versions of Model #697 required brokers to disclose
the method by which compensation was calculated and the amount of compensation. It is essential the viatical broker meet the
licensing requirements of the state where the transaction occurs.
The 2003 version of Model #697 also provided for licensing procedures for viatical settlement providers.
Model #697 was revised in 2007 to address, among other things, transactions that have been called stranger-originated life
insurance (STOLI) or investor-originated life insurance (IOLI). These transactions are related to a life insurance policy
exhibiting any one of three characteristics prior to or within two years of policy issue:
1.
2.
3.

Non-recourse premium financing.
Guarantee of settlement.
Settlement evaluation.

Settlement of such policies is prohibited for five years.
Other key revisions include:
1.
2.
3.

New consumer disclosures related to viatical settlement compensation.
A new consumer disclosure requiring a statement that the viatical settlement broker represents exclusively the viator
and owes a fiduciary duty to the viator, including a duty to act in the best interest of the viator.
Allowing life agents to sell without a viatical license, but special conditions apply.
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Additional revisions include:
Under specified circumstances, a life insurance producer may operate as a viatical settlement broker. The life insurance
producer is deemed to meet the viatical settlement broker licensing requirements. The revisions also permit a person licensed
as an attorney, certified public accountant (CPA) or financial planner accredited by a national recognized accrediting agency,
who is retained to represent the viator and whose compensation is not paid directly or indirectly by the viatical settlement
provider, to negotiate viatical settlement contracts on behalf of a viator without having to obtain a viatical settlement broker’s
license.
To receive and maintain a license, the 2007 revisions require a viatical settlement provider or broker to demonstrate evidence
of financial responsibility through a surety bond or a deposit of cash, certificates of deposit or securities, or any combination
thereof in the amount of $250,000. The surety bond must be issued in the favor of the state and must specifically authorize
recovery by the insurance commissioner on behalf of any person in the state who sustained damages as the result of erroneous
acts, failure to act, conviction of fraud or conviction of unfair practices by the provider or broker. The insurance commissioner
may ask for evidence of financial responsibility at any time the insurance commissioner deems necessary. The revisions make
clear that a provider or broker that is licensed in more than one state is not required to file multiple bonds in each state. Some
problems have arisen with implementing the bonding requirements of the Model #697. Regulated entities argue that it is
impossible to obtain a bond as described by Model #697.
The revisions also require an individual licensed as a viatical settlement broker to complete, on a biennial basis, 15 hours of
training related to viatical settlements and viatical settlement transactions. A life insurance producer who is operating as a
viatical settlement broker is not subject to this requirement.
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