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October 8, 2010 

 

By email to jmatthew@naic.org 

 

Jolie H. Matthews  

Senior Health and Life Policy Advisor & Counsel  

NAIC  

Government Relations Office  

444 N. Capitol Street, N.W., Suite 701  

Washington, DC 20001-1509 

 

Dear Ms. Matthews: 

 

This letter will serve as the comments of the National Association of Insurance and 

Financial Advisors (NAIFA) to the draft Model Insurer Bulletin (Bulletin) for stranger-

originated annuity transactions (STOAs).  

 

NAIFA fully supports the NAIC’s timely efforts to protect vulnerable consumers from 

being taken advantage of by those who promote STOAs. When STOAs first became an 

issue of concern to regulators and industry, NAIFA recognized that they exhibited many 

of the same troublesome characteristics as stranger-originated life insurance transactions. 

NAIFA was the first organization to adopt formal policy opposing stranger-originated 

annuity transactions, and NAIFA stated its opposition to STOAs and detailed its concerns 

regarding these transactions during testimony presented at the NAIC’s Life Insurance and 

Annuities Committee’s May 20, 2010 hearing on STOAs. 

 

NAIFA has two comments with respect to the Bulletin: 

 

1. NAIFA recommends revising the wording of the Bulletin to better reflect the fact 

that only a very small percentage of the producer community is involved in 

STOAs. Our suggested revisions to accomplish this are underlined and in bold 

face on the attached copy of the Bulletin. 

2. Each policyholder’s needs and goals are unique to that policyholder. As such, 

there are legitimate circumstances under which a policy may be annuitized within 

the first year of the contract that do not mean the annuity is being used to facilitate 

a STOA. Therefore, NAIFA recommends that the first item in the Bulletin under 

suggested company actions—“Review chargeback policies to ensure agent 

commissions are adjusted if a policy is annuitized within the first year of the 

contract.”—either be deleted or revised to read “Review chargeback policies and 

revise as necessary to provide that agent commissions may be adjusted if a policy 



is annuitized within the first year of the contract and other evidence conclusively 

indicates that the policy is being used to facilitate a stranger-originated annuity 

transaction.” 

 

Thank you for considering our comments on the Bulletin. Please contact me if you have 

any questions regarding our comments. 

 

 

Yours Truly, 

 
Gary Sanders 

Vice President for Securities  

and State Government Relations 

 



 
Draft: 9/20/10 

 

Comments are being requested on this draft by Oct. 8, 2010. Comments should be sent only by email to 

Jolie Matthews at jmatthew@naic.org. 

 

 

MODEL INSURER BULLETIN 

 

To:  Insurance Companies Selling Life Insurance or Annuities in [State] 

 

From:  [State] Insurance Commissioner  

 

Date:   [September 2010] 

 

Re:  Insurance Companies Encouraged To Have Safeguards In Place To Limit Potential 

Exposure To Stranger-Originated Annuity Transactions 

 

Insurance companies are encouraged to put safeguards in place to prevent or limit their exposure to 

stranger-originated annuity transactions.  

 

Like Stranger-Originated Life Insurance transactions (STOLI), in Stranger-Originated Annuity transactions 

(STOAs), some agents and/or investors offer an individual, who is usually a stranger to the agent and/or 

investor, a nominal fee for the use of the individual’s identity as the measuring life on an investment 

oriented annuity. Typically, individuals targeted to serve as annuitants are in extremely poor health and are 

not expected to live beyond the first year of the policy. In order to find individuals who meet the 

aforementioned criteria, these agents and/or investors have been known to take out advertisements in 

papers as well as solicit individuals residing in nursing homes or hospice.  

 

Once an individual has agreed to the terms of the conditions posed, the agent will complete the annuity 

application, ensuring particular riders, such as a bonus rider or a guaranteed minimum death benefit, are in 

place to facilitate a specific rate of return for those financing the investment. Depending on the number of 

companies an the agent represents, and the commission policies in effect, the agents may purchase multiple 

policies from multiple companies. 

 

To avoid added scrutiny of the policy or detection of the scheme, agents involved in STOAs will often take 

precautions to ensure the dollar amount of the annuity falls below specific underwriting guidelines. A trust 

or an organization may additionally be named as beneficiary of the annuity in order to hide the true identity 

of those who will benefit from the annuitant’s death. 

 

As the financial implications of stranger-originated annuity transactions could be detrimental to both 

companies and consumers, it is suggested that companies: 

 

� Review chargeback policies to ensure agent commissions are adjusted if a policy is annuitized 

within the first year of the contract.  

 

� Create detection methods to identify those agents who may be involved in the facilitation of 

stranger-originated annuity transactions.  

 

� Review all annuity applications to ensure specific questions are posed with regard to an 

annuitant’s health status and the manner in which the contract is being funded.  

 

� Ensure the underwriting department has red flags established so questionable applications are 

referred for additional review.  

 



� Report potential stranger-originated annuity transactions to the appropriate Department of 

Insurance. 

 

For questions regarding this matter, please contact [insert name and contact information]. 

 

 


