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INTRODUCTION

This is a final public report on the investigation conducted
by my office into the businesé practices of Intercontinental Life
vInsurance Company (Intercontinental) in New Jersey. It has been
prepéred for Governor Brendan T. Byrne in response to his directive
issued on Decémber lz;-1978. fhe investigation has been conducted
under the direction of First Assistant Attorney General Judith Yaskin
fby a ﬁask force of attorneys and investigators from ﬁhree divisions
of my department -~ the Divisions of Criminal Justice, Consumer
Affairs and Law. - The investigation has also 'been made %n cooperatidﬁ
- with Mr. Robert Del Tufo, United States‘Attorﬁey for Ne& Jersey.

While the main focus of the investigation concentrated on
Intercontinental, it must be stated that many of the problems and
‘practices of that qoﬁpany are not isolated. During the course of
our investigation it has been made abﬁndantly clear that new
leéislative and regulatory initiatives must be adopted to protect
theelderly from uncohscionable commercial practices in the sale of
health and life insurance to New Jersey's senior citizens. Mf

office has made such recommendations in the section entitled

SUGGESTED LEGISLATIVE AND REGULATORY CHANGES.
There are a number of areas which, as the text of this
réport will reflect, require further, less public forms of

iﬁvestigation. Specifically, analysis is now ongoing with respect to



whether consumer fraud actions oughﬁ to be initiated against
Intercontinental:agents, its wholly owned subsidiaries or tﬁe
'company itself. 1In addition, the possibility of criminal prodeedings,
based both on information we expect néw’to receive from the House
‘Select Committée on Aging and infdrmation we have developed
independently,'is the subject of active and 6ngoihg consideration.
However, investigations of that nature cannot be the subject of
continued pﬁblic comment lést the process be préjudicial'tovthose
involved and inimical to our interest in securing relevant and
usuable data. At a time when final decisions have been made to
prbceed or not to proceed, that determination can be made public.

As a final note, the intensity of this inquiry into one
insurance company has been quite out of the ordinary. While certain
conclusions have been drawn herein which reflect adversely on the
sale practices used to sell Intercontinental policies, we suggest
that the problem is probably indicative of substantial industry-wide
abuse. Without an analysis of other companies to thé same degree
to whichEIntercontinental has been subjected, we are unable to
draw any'conclusions, or to confirﬁ those which have been made

publicly elsewhere, with respect to where Intercontinental stands in

relation to other companies doing similar business.




I. HOUSE SELECT COMMITTEE ON AGING

As stated in_bur February 1, 1979 interim report to
Governor Byrné,’my office has beén conducting an inguiry into
the allegations~whichvhave recehtly been made public regarding
Intercontinental. In order to expedite this probe, minimize
duplication, and conduct the investigation aé thoroughly as
possible, it waé determined that, in addition to norﬁal independént 
investigative procedures, an effort would be made to contact the
House Select‘Committee on Aging. The Committee had previously held
a hearing and was conducting its own investigation of Intercontinental.
On February 9, 1979 representatives from my office and |
the office of the United States.Attorney for the District of New
.Jersey met with stéff members of the House Select Committee on
Agihg. vAt that meeting,vwe requested any and all documentation that
would pertain to the allegations which had been made pﬁblic. In |
response, the Committee'staff explained that no evidence would, or
could, be released to New Jersey law enforcement authorities
because of House of Representatives secrecy réquirements; 'An
attempt was then made to determine whether the Committee»was éWare
of any information in its files that wou;d be evidenqe of
criminal acts committed in the State of New Jersey. At this
point, the Cémmittee staff stated that there was no specific,

evidence of criminality, but indicated that if any were uncovered,



it Wculd be sent to my offiée. On Friday, March‘16;‘1979 we
received from the Committee staff a ﬁelegram'indiCating that
}they had’evidence'of four possible forgéries that would be for-
warded to my dfficé‘"in due coursé."“We intend to pursue any
such charges'immediately ﬁpon receipt of that infdrmatidn;

At the Committee's hearing on November 28, 1978, Mr. Herb

Jaffe, the'repdrter from the Newark Star Ledger who had provided

the Committee with leads for its field investigation in New,
-Jersey,’testified that he had previously tﬁrned‘over to the
Committee his research notes and other materials, including thé
-names of persons victimized by Intercontinental. When Mr. Jaffe
was subsequently interviewed by my representatives and'asked
whéther hé could provide information that might assist my office
in its inquiry, he explained that he was anxious to cooperate
but that he had rétained nothing that pertéined-to his investi-
gatioﬁ and hﬁd turned over his entire file to the Committee.
In addition, while he could discuss the general areas of his
investigation, he coﬁld-not recall specific names or details.f
Accordingly, Mr. Jaffe sent a letter to the Committee.requesting
that all of'his.materials, or copies.thereof, be made avaiiable
to my'office.

| By letter dated March 14, 1979 from David Holton, Chief
Investigator of the House Select Cdmmittee:on Aéing, addressed
to Mr. Jaffe, the Committee ekpressed its wish to cooperate with
my officé and stated that it had done-éo "as far as we are per—f

" mitted under House Rules and the U. S. Constitution." Mr. Holton



- .furtﬁer stéted'that much of the Comﬁittee's informétionvwas
thé result ofvconfidential intervieWS’conducted by Comﬁittee
staff and that the identity of these individuals had to be
protected. Regarding Mr; Jaffe's file, which the Committee
had in its possession, Mr. Holton stated that "as a profes-
| sional investigaﬁOr, I caniﬁhink of no reason for these indi-
‘viduals to have or need copies of the materials you provided
to us," although he did concede that it was "more accurate"”
for him to assume that "in [my office’'s] efforts to conduct a
thorough exaﬁination of Intercontinental issues [my office is]
zealously working to leave no stone unturned."
The resolution of this.matter as to whether the Jaffe
materials will be'reieased to this office lies between Mr. Jaffe
~and the Cormittee. If the paities involved deem it appropriate
to turn over those documents to my office, the documents will
be reviewed in the context of our investigation.
Recent news articles have indicaﬁed that the House Select
' Committee has issued a confidential report on Intercontinental.;
and has distributed that report to various New Jersey Congressmen.
Several of those articles listed portions of ﬁhat memorandum and
reported that all of the statements were conclusioné drawn by the
}CQmmittee. While it is clear from the memo that the Committee |
“has reached conclusions that there were widespread abuses by
Intércontinental agents and that thoée abusive sales praciices

 were the result of company policy, the Committee did not reach

/



'any'other conclusions, but rather listed a series of "allegations"

-~ which it indicated it was continuing to examine. Among those

~allegations were:

(1)

(2)

(3)

"allegations of abuses in the sale of credit
health and life insurance." We have examined
that issue in this report in the section entitled

SALE OF LIFE AND HEALTH INSURANCE IN CONNECTION

WITH EXTENSION OF CONSUMER CREDIT.

"allegations that Intercoﬁtinental has ties with

- or owns. a Bahamian insurance company and has

interests in Bally Manufacturing and Resorts
International." We have discussed that issue in

our section entitled-HISTORY AND CORPORATE

STRUCTURE OF INTERCONTINENTAL LIFE‘INSURANCE
COMPANY.

"allegations the insurance company received
preferéntial treatment from State regulatorf
authoritiés‘because prominént public.officials
either were or are on its board." We have
discussed that issue in our sections entitied

INTERCONTINENTAL'S PURCHASE OF A BOND OF ILLINOIS

GULF CENTRAL RAILROAD and ALLEGATIONS OF POSSIBLE

IMPROPRIETIES.




(4) "allegations that Intercontinental engaged in
particular acts of fraud in group solicitation
of customers and other allegations of
unconscionable commercial practices." We have
discussed that issue in our section entitled

CONSUMER COMPLAINT ANALYSIS.

(5) M"allegations that the State Attorney General;s
Office ignored complaiﬁts about Intercontinental
turned over td them by the State Insurance
Commissioner." This allegation is discussed in

our section entitled ALLEGATIONS OF POSSIBLE

IMPROPRIETIES.

Shortly after the publication of those articles, a
clarifying"statement was released by the Committee stating that
the memorandum was‘drafted for the'limited purpose of informing
its New Jersey memberé of the past course ofbevents,_as'well as
"allegations" still uhder investigation [Exhibit A].

Meanwhile, my office has conducted an independent investigation
of Intercontinental. The directign of that investigation is fully

explained in the following sections of this report.



iI. CONTACT WITH INSURANCE AND LAW ENFORCEMENT
OFFICIALS E‘ROM OTHER STATES
In my previous report, I indicated that members
'oﬁbmy staff would cbnfef with insurance officials and law
enforcement authorities from the other states which we had
found to be actively investigating either the practices of
agents who sell Intercontinental health insurance policies

or the conduct of the company itself.

Representatives of my office have consulted with
insurance and law enforcement officials from Massachusetts,

Connecticut, Rhode Island, Georgia, Oregon, and California.

Both the Massachusetts Division of Insurance and
the Massachusetts Attorney General's Office havefcommenced
formal legal actions against the C.T. Margquis Agency of
West Springfield, Massachusetts, an independent insurance
agency whose agents'sell Intercontinental Medicare supple-
mental policies among other kinds of Medicare supplemental
policies. (Intercontinental is not licensed in Massachu-
setts and Iqte:continental policies canhot be lawfully
sold in Massachusetts.) The Marguis Agency had been re-
cruited to sell Medicare supplemental policies for Inter-
continental by the Major Insurance Service (MIS) of Santa
~ Ana, California. Intercontinental has a contract with MIS
whereby MIS receives a certain percehtage'cf the premium for
each Intercontinental Medicare supplémental policy sold and -
'renéwed by Marquis agenﬁs.' Inquiries have been made to the

California Insurance Department about MIS. Intercontinental



has informed my office that MIS has contracted Qith Inter-
continental to provide‘national marketing consulting services
and to recruit agents to sell Intercontinental's Medicare
supplemental policies in éll states where Intercontinental

is licensed, including New Jersey. Documenté have recently
been obtained relating to this relationship. My investiga-

tion of MIS's rdle will continue.

The Massachusetts Division of Insurance has filed
administrative charges against the Marguis Agency itself and
ten of its agents for a variety of unfair or deceptive prac-
tices including‘making misrepresentatidns to prospective
senior citizen insureds, "twisting" policies already held by
inSureds:into policies with another company, "loading"
insureds with duplicative policies, forging signatures,
falsifying applications, and selling the policies of an
unlicensed company (i.e. Intercontinental). The Division
of Insurance seeks to revoke all of the agency‘s and
agents' licenses and to assess fines. The administrative
hearings on these gharges will be held some time in late

spring or early summer.

Tﬁe Massachusetté Attorney General's Office has
recently filed a consumer fraud ;omplaint in Massachusetts
Superior Court against the Marquis Agency and six of its
agents. The basis of the Attorney‘General's suit is essen-
tially the same as that of the Insurance Division's adminis-
trétive filings. The Attorney General's Office anticipates

a long discovery period in this consumer fraud litigation.

—
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At this time, the Massachusetts authorities have taken
formal action only against agents selling Intercontinental

policies and not against Intercontinental itself.

The Connecticut Department of Insurance has recently
filed administratiye charges against two agents of the C.T.
Marquis Agency on grounds similar to those of the Massachusetts
Division of Insurance. The hearing on thesé administrative
complaints will be held some time latef this month. The
investigative findings of the Cohnecticut Insurance Department
regarding the activities of the C.T. Marquis Agency were for-
warded to the Economic Crime Unit of the Connecticut State's
Attorney. The State's Attorney is already prosecuting one
of the C.T. Marquis Agents for larceny, criminal impersonation,
and selling insurance without a license and the State's
Attorney's investigation of the Marquis Agency and its other

agents continues.

Although the Rhode Island Department of Business
Regulation has not yet initiated any formal proceedings
against the M&rquis Agency or Intercontinental itself, the
Departmeht is investigating the activities of the Marquis.
Agency in Méssachusetts, Connecticut, and Rhode Island as
well as Intercontinental's conduct in allowing the alleged
abuses of the Marquis Agency to occur. As I pecinted out
in the interim report, several hundred applications for
Intercontinental health insutance~policies were purportedly
signed and exeéuted in Rhode Island for Massachusetts and

Connecticut residents.



The Georgia Department of Insurance is continuing
its investigation of complaihts,made by Georgia senior |
citizens against one particular agent who sells Intercon-
tinental health policies among other kinds of health policies.

- The Insurance Commissioner of Oregonihas informed
ﬁe that the main problem which Oregon has had with Inter-
continental occured in 1977 when a Portland—based agent |
marketing Intercontinental policies was placed on a two-year
probation for the conversion of funds paid torthe agent by
consumers. The Commissioner also pointed out that there
was a marked reduction in the number of consumer complaints
about Intercontinental policies in 1978.

My staff has identified a contéct person in each
of these government agencies from other states who are
investigating alleged abuses in the sale of Intercontinentél
pélicies. All of these contact persons have been most
cooperative and have agreed to keep us apprised of the

‘results of their investigationms.



[ITI. HISTORY AND CORPORATE STRUCTURE OF INTERCONTINENTAL LIFE
INSURANCE COMPANY

Intercontinental was incorporated on December 1, 1964. It
>ecame operational on December 9, 1965. The original corporate

sfficers and capital stock structure was:

President, Lawrence E. Stern 65,000 share at $.20 per share
Secretary, Brendan T. Byrne 65,000 share at $.20 per share
Treasurer, Harold R. Teltser 65,000 share at $.20 per share

Chairman/Board, Martin L. Greenberg 65,000 share at $.20 per share

The'stockholders were given the option to purchase»an
additional 35,000 shares each at the price of $1.00 per share. All
members exercised their options‘ |

Lawrence E. Stern is now the Executive Vice President of the
Integrity Insurance Company. He stated that he left the then
Department of Banking and Insurance where he was Deputy Commissioner
in charge of the Bureau of Insurance on Janu%ry 1, 1965 and became
President of the newly formed Intercontinental. It was strictly a
life insurance company then and Stern's initial responsibilities
included recruitment of agents and sale of the corporate é?ock. Stock
was sold to a number of agents as part of the original offering.

Ephraim Weiniger recalled that on or about August, 1965,
Stern approached Wallace Weiniger (Ephraim's'brother) regarding a
possible as$ociation between Weiniger's Insurance Agency and
Intercontinental. At this time, three Weiniger brothers and their

father had a large, long-established health, life and casualty business



in operation in Essex County. Their agencies were known as:

1. First National Health Agency
2. National Health Protective Agency

The Weinigers were general agents forICNA financial corporation
(hereinafter CNA). Negotiations continued until December 1966,

when, according to Ephraim Weiniger, an agreement was reached whereby
Intercontinental purchased the building which housed the Weiniger"
agencies in exéhange for 100,000 shares of Intercontinental stock,
and 900(000 options exercisable over a‘five-year-period. The options
were contingent upon'their producing a certain amount of business

for Interdontinentalf

From this point én the Weiniger's agencies sold both Inter-
continental and CNAlpolicies..

In 1969 Stern.left Intercontinental. Ephraim Weiniger, who had
become Vice President in charge of health insurance in 1967, took
over as Eresident. Prior tb Stern's leaving, Intercontinental acquired
Paramount Mutual IﬁsurancéKCompany from the Weinigers by way of a
bulk purchase of assets an§\llap%lltles.

Brendan T Byrne was Chairman of the Board from 1966 untll 1969,
" He £e51gned as a member of the Board on December 28, 1970 prior to
appointment tb the bench and thereafter placed his company stock in a
blind trust pribr to taking office as Governor of this State.

In 1970 Ephraim Weiniger became Chairman of the Board és;well

as President.

C11



In 1971 a formal merger occurred between the Weiniger agencies
and Intercontinental. Five companies were acquired from the Weiniger

family on December 12, 1971. Consideration for acquisition was

(

1,665,000 shares of Intercontinental common stock. The companies were:

1. First National Health Agency, Inc.
2. National Health Protective Agency, Inc.
3. Professional Retirement & Pension Plans, Inc.
4. Eastern States Promotional Agency, Inc.
5. Insurance Computer Services, Inc.

A five to one reverse stock split occurred on July 16, 1973
whereby 4,500,000 shares outstanding were reduced to 1,100,000 shares.
Thereafter, various structural changes occurred leading to its
present form:

CORPORATE STRUCTURE
1977 & 1978
INTERCONTINENTAL LIFE INSURANCE COMPANY

(IMA) Intercontinental Marketing Division y (ICS) Insurance Computer
Service Division

100% ' 1007 1007
(IGP) (ILIC) i (PPI) Personal
: ' Planning, Inc.
‘iOOZ Intercontinental Growth Intercontinental
Plans, Inc. Life Insurance Co.

(HKA) Harold Kime
Association, Inc.

(ILA) Intercontinental

Life Agency, Inc. .
(NHPA) National Health

Protective Agenc?

Inc.
(ISI) Intercontinental Securities (FNHA) First National
Inc. ; : . ' ~ Health Agency,

Inc.




The House Select Committee Has received an allégation that
Intercontinental might control a Bahamanian insurance éompany. We
await ﬁhe‘results of the House Committee examination for further
details. Our own general inguiry reveals the following facts. There
weré at least two insurance companies operating in the Caribbean
beéring the name of Intercontinental; one corporation was organized in
Panama, while another was chartered in the British Virgin Islands. »We
have obtained the names of the principals of these Companies. Based
on our research into Intercontinental's corporate history and structure,
none of the individuals or companies have any apparent connection with
Intercontinental nor has our investigation‘disclosed that Intercontinental
has a connection with any other Bahamanian insurance company. Mr.
Ephraim Weiniger stated that Intercontinental did not own or have
any interest in any insurance company located in the‘Bahamas.‘ We
have raised this question witﬁ_the Weinigers, Lawrence Stern and others
who might have scme knowledge and all have denied that any exists.

In addition, an issue has been raised as to the relationship between
CNA Financial Corporation and Intercontinental. (

Our investigation disclosed that CNA is the fourteenth largest
multiple life insurance group in the nation. It has approximately
34 million common shares outstanding, a majority df'which were
acquited by Loews Corporation in November 1974. See Exhibi§ B, CNA
Corporate Chart Structure.

The executive officers of CNA include Lawrence A. Tish,

Chairman of the Board, Dennis Chookaszian, Vice President and

13



cOmPtroller;aﬁd'Thbmas~R;‘Ieloéki,>vi¢erPresidgnt;and,secretary.

The present Board of Directors consists of eleven individuéls;vhone
of whom appear to haverany relationship to Intercontinéntal‘principals;
Mr. Tish also serves as Chairman of‘the Board and Chief Executive
Officer of the Loews Corporétion and Loews Hotels, Inc.

| 'Asvnoted earlier in this report, the Weiniger family since the
1930;3 acted as general agent for CNA insurance and particularly the
Contineﬁtal‘Casﬁalty Company which is a wholly owned subsidiary of
CNA; That business relatioﬁship is still maintained today by Inter-
continental agents, many of whom were with the Weinigers prior to the
merger with Intercontinental.

Shéidon and Ephraimvweiniger stated’that they d0~not own any
'stock in CNA nor 4id that company or any of its principals have any
~interest in Ihtercontinental. They also stated, however, ﬁhat Inter-
‘continental Life Company benefited indirectly from the sale of CNA
poiicies by agents of National Health Protective Agency and First
National Health Agency, its two wholly bwned>subsidiaries, in thaf‘
the pfofits of the whoily owned agencies reflect income from such
sales. Although records reveal corporations rélated to CNA did have
an interest in property in Atlantic;city and also operate a hotel in
the Bahamas for Resorts International, we have found no evidence of
corporate ownership between CNA,and Intercontinental aside from the‘
‘fact that two subsidiary corpofations of Intercontinental are licensed

to sell CNA policies and'profit thereby.

14



The investments of domestic life and health insurers in New
Jersey are restricted by statute,'ﬁ.J;S.A. 17B:20. Aé.in most
states, there is a "basket clause" provision, N.J.S.A. 17B:2-1(h),
which allows insurers to invest a certain percentage of their assets
in any way they see fit. In this State, the unreStricted percentage
'is 5%. The Department of Insurance monitors,an inéurer's complaince
with the statute regulating inveétments on the basis of the annual
statemént which is filed. 1In this instance, Intercontinental's
investments in Resorts and Bally are weli within 5% of its 1978 assets
if such investments are coﬁsidered_unrestiidted. They are reflected
in Intercoﬁtinental's 1978 annual report. Of course, the Department
of Insurance, as a matter of its routine function, will evaluaté
whether Intercontinental has complied with N.J.S.A. 17B:20-1(h) as to

its total unrestricted investments.



SALE OF LIFE AND HEALTH INSURANCE IN CONNECTION WITH EXTENSION
OF CONSUMER CREDIT

We have beeﬁ informed by the Department of Insurance that
it has been investigating the sale of life ahd health insurance
in connection with the extension of consumer credit by banks,
small loan companies, other financial institutions, and automobile
dealers. Thus far, the investigation has revealed that several.
companies may be selling insurance in connection with the exten-
sion of consumer credit through unlicensed individuals and entities,
that certain single premium life and health policies which are
unfair and unreasonable are being offered to debtors,lthat_such~
policies may be marketed deceptively and ffaudulently, and that

the laws regulating the sale of credit life and health ineurance

*

- may be violated by these sales.

Intercontinental entered the market of creditor sales of

insurance in 1967. The Department of Insurance's investigation

* A credltor may requlre Fy debtor ko purchase credit insurance,
but the choice of insurance is the debtor s. N.J.S.A. 17B:29-11.
A creditor selling insurance must be a licensed agent of the
Department of Insurance. N.J.S.A. 17B:22-8; 17B:29-9. Insurance
sold in connection with a loan or other credit transaction of
less than ten years duration must be approved by the Department
of Insurance pursuant to the laws regulating credit insurance.
N.J.S.A. 17B:29-1 et seg. It is unlawful for any person to engage
in unfair trade practices in the sale of insurance, which include
misrepresentation, false advertising, and false information.
N.J.S.A. 17B:30-1 et seq.

:
ﬁé‘{%‘h 7
LN
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of Intercontinental's sales through creditors has concentrated
on the sale of InterContiﬁéntal credit life and disability

and auto acCidént policies by automobile dealers. There are
three aspects to this investigation.

The first aspéct concerns thé sale of Intercontinental
policies by unlicensed automobile dealers. New Jersey law
requires that individuals or corporations acting as insurance
~agents be licensed by the Department of Insurance.* The Depart-
ment of Insurance hasﬂlearned that several automobile dealers .
who are not licensed agents are selling ;ntercontinental credit
and non-credit policies to their customers.

The second aspect of the Department's investigation
concerns whether auéomobile dealers selling Intercontinental
pclicies ére misrepresenting to their 6ustomers the nature of,v
ahd need for, these policiés. In some cases, customers have
informed the Department of Insurance that they were not made
aware at the time of purchase of a vehicle that they hal bought
én;Intercontihental policy. The Department has requested the
.staff of the_Attorneg General to aid ;t in preparing for admini-
strative actioh against these dealers for violations of the
licensing and unfair t}ade practices laws.

The final aspect of the Department's inquiry relates to

* N.J.S.A. 17B:22-8; N.J.8.&8. 178:29-9.

17



the sale of an Intercontiﬁentai'single premium auté accident
policy by auto dealers to their customers. _The Department
determined that this poliéy was essentially duplicative of
existing automobile insurance and that its benefits were
unreasonably low in relation to the premium charged. The
Department asked Inte:continéntal_to voluntarily give up its
righﬁ to make fﬁturé sales of this policy. The company agreed
to do so on January 10, 1979, after having sold only 800 such
- policies. |
The Attorney General's staff will provide any necessary
legal assistance to the Department of Insurance in taking admini-

strative actions as a result of these continuing investigations.

TN
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INTERCONTINENTAL'S PURCHASE OF A BOND OF ILLINOIS ~GULF CENTRAL
RAILROAD AND THE AWARD OF A STATE CONTRACT T0 ILLINOLS GULE

- FOR REFURBISHING RAILROAD LOCOMOTIVES

On December 10, 1978, the Star-Ledger carried a.news
‘article entitled "State Rail Contract Follows Insurance Firm's
Investment". Since interferenée in a State purchasing contract
might‘be a criminal violation, we pursued this'allegaﬁion in
depth.

During the course of our inguiry, we reviewed all of the’
documents within the Depaftment of Tranéportation which are
relevant to the contract. In adaition,'we spoke with the fol-
lowing individuals:

l. G. W. Herkner, Jr., Assistant Director,

Division of_Consumer Services, Department of
Transportation

2. Raymond Theriault, Chief, Bureau of Rail Equlpment
' Department of Transportation

3. Martin Garrity, Vice President and Assistant
- Treasurer of Intercontinental

4. Joel Danishefsky, Merrill Lynch Investments

5. Richard Anderson, Director, Division of Consumer
Services, Department of Transportation

6. Russell Mullen, Assistant Commissioner, Department
of Transportation '

7. Congressman James Howard

8. Theodore Labrecque, Chairman, Monmouth County
Transportation Coordinating Committee

9. Ephraim Weiniger

10. Sheldon Weiniger



>

We found no evidence to support any allegations of

improper conduct. All of the interviews and documents indicate

- that the transaction occurred in the following manner:

a.

Intercontinental purchased the bond on October 13,
1977 at the recommendation of Intercontinental's ‘
investment broker, Joel Danishefsky of Merrill Lynch.
The purchase was made routinely without any}knowledge
on anyone's part of any‘potentiai dealings between

Illinois Gulf and the State of New Jersey. This

4particglar‘bond represented only 1/2 of 1% of Inter-

continental's total investment of bonds.

- The Department of Transportation was well aware that

Illinois was one of the leading remanufacturers of
Diesel locdmotivesvaﬁd had discussions with illinois

on this subject aé'early as February 1977.

Lack of funds for this specific purpose had stymied

any significant effort by the State to improve the

rail transportation on the shore line.

In February 1978, Congressman Howard contacted Governor
Byrne who referred him to Acting Commissioner Mullen

about the deteriorating service on the shore line.

‘Howard guaranteed a federal grant of monies to the

State (80% of cost) for improvement of the line and
specifically recommended to Mullen that Illinois be

be contracted with because it was a reliable firm

'whichyéould move quickly;



£. Congiessman Howard learned‘of the existence-of
Illinois and its reputation through conversations
between his staff and people in the Commuter Services
Division in DOT. His interest was a result of con-
tinued complaihts fronm shoie commuters who were in‘

Howard's district.

It appears that there is absolutely no connection between
the purchase of the bond by Intercontinental aﬁd the contract

with DOT.

21



VI. ALLEGATIONS OF POSSIBLE IMPROPRIETIES

In ouﬁ interim report we stated that we would inquire
into the quality of the response forthcoming from the Department
of Insurance about Intercontinental Life Insurance Company (see
page 37 of Interim Report, February 1, 1979).

We were aware that individuals who were associated with
Intercontinentél when it was founded had achieved prominence- in
public service. This fact has apparently raised a question in
some peoples' minds as to wheﬁhér Intercontinental was sheltered
or given special favor by government agencies. We have, therefore,
inquired'in depth as to whether an improper relationship may have
existed between Intercontinéntal or persons associated with it
and the Department of Insurance. |

During the course of our inquiry we spoke with Investigativé
Reporter Herb Jaffe, reviewed news articles printed on the subject
and studied all the public testimony takenvby the House Select
Committee. We requested from the Counsel to that Committee any
information‘that it might have that would in any way indicate that
a corrupt relationship may have existed. These sources indicated
oniy two (2) concrete leads:

1. A January 21, 1979 news report of a statemeht

by April Auerbach; a former Consumer Services
Investigator in the Department of

Insurance, that her findings as to abuses
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by Intercontinental agents "got buried";.'
an&“fhatrCommiésioner Sheeran "cold
watered" her when, on one occasion, she
toid him about evidence she had received
of Questionable practices by Intercon-
tinental's agents.

2. A December 26, 1978 news report of a
‘statement made by Elaine Goldin, Someréet
County Consumer Services Director that a
"formal investigation" of Intercontinental's
health insurance practices by the Department
of Insurance was "halted"_and never publicly
disclosed. Goldin seemed to infer that
Director Eleanor Lewis of ﬁhe Depaitment was
mistaken about a quesﬁionnaire that was
allegedly sent to consumers who filed com-
"plaints and that April Auerbach may have
been fired or forced out of the Department

- because she was "deeply involved" in the
investigation of charges against Inter-

continental.

THE INQUIRY

The attorneys and investigators assigned to this area

decided to concentrate their efforts in five general areas:

B le



1. Thoroughly examine those’specific leads
which April Auerbach and Elaine Goldin

might provide.

2. Inter&iew everyone in the Department of
Insurance who handied complaints against
health and life agents and companies
with particular emphasis oﬁ Intercon-
tinental aﬁd its agents.

3. Interview persons ho longer connected with
the Department or Intercontinental who
might have information concérning an improper

connection.

4. Interview the principal officers in Inter-
continental and the upper level of the

Department of Insurance.

5. Review records of the\Department of Insur-
ance concerning the manner in which com-
plaints against Intercontinental and its

agents were processed within the Department.

APRIL AUERBACH INTERVIEW

We interviewed Ms. Auerbach on January 24, 1979. A
complete interview report is contained in the investigative
file. Among other things Ms. Auerbach stated that she was

employed by the Department during three (3) separate time periods:
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Between May, 1973 and Octéber, 1974 she was
employed as anlActuarial Assistant in the
Division of Actuarial Services and, during
last six months of this period, as an
Inveétigator in the Consumer Services
Division under Dr. Eleanor Lewis. She
resigned in October of 1974 to bear a

child.

Between March of 1975 and October of 1975
she was émployed on a part-time basis in
the Division of Consumer Services. She
worked on minimum standard regulations
for the health industry. She resigned

in October of 1975 for personal reasons

wholly unconnected with any investigation

by the Department of Insurance.

Between July of 1976 and December, 1977, she

was employed as an Actuarial Assistant and

later a Consumer Analyst in the Consumer

Services Division. During this perioa of

her employment, she conducted Market Conduct
Studies of five separate insurance coﬁpanies,
handled general complaints against insurance
companies including telephone complaints and

worked with legal interns who were hired by
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vthe Department to draft regulaﬁions. Ms.
Auerbach.terminéted'her employmént with ‘
the Department in December, 1977; She

left the Department for personal reasons
and was not in any manner forced or
pressured to‘resign;

We gave her a copy of the article which appeared in the

Sunday Star Ledger of January 21, 1979. She read the article in

our presence and indicated that for the most part it was accurate.
However,'to the extent that someone reading the article could
infer that there had been imp;opér motivés or activities on the
part of pebple in the Department of Insurance, Ms. Auerbach stated
that she never intended that such conclusions be drawn and she
denieé thét any such improprieties existed.

She was questioned with regard to the procedure which
the Department utilized in addressing consumer complaints. She}
indicated that Helen Thompson, an Actuarial Assistant,-was;actually
,in‘charge of all consumer complaints dealing With health and life
insurance. Some of these complaints were given to Helen Thompson
- and some of the complaints'were given to her or other consumer
analysts. She said that she could discern no particular reaéon
why'one complaint was sent to her as opposedAto’Helen Thompspn,
nof waS'ény explanation ever given to her as to any reason for
such distribution of complaints. According to her the standard
'technique for d;éling Qith complaintsbin‘the Cénsumer Services

Section and the Actuarial Division was as follows:



When the complaint was received, a synopsis of
‘that complaint was sent to the company that was
complained of. The company would then reply to
the complaint presenting whatever evidence was

- requested by the Department of Insurance. Based
on the complaint made by the consumer and the
company's explanation, a decision was made by the
investigator assigned to that cqmplaint as to
whether the complaint was valid or whether the
insurance company had properly acted under the.
circumstances. When such decision was made,
both the complainant and sometimes the insurance
company were notified of the Department's posi-

tion in the matter.

In the case of agent complaints, a sworn statement from
the agent would be requested to be forwarded to the Department of
Insﬁrance by the insurance company involved. In cases where it
was felt that some action should be taken against the agent, the
file was then transferred to the Division:of Investigation and
Complaints for disciplinaiy action. In those instances where a
complaint involved some agent's misconduct but the insurance
. company had reached an agreeable solution to the problem .with
the complaining party, it was basically up to the investigator
assigned to the filelas to whether the file should be closed or
forwarded to the Division of Investigation and Complaints for

further action against the agent for whatever misconduct was
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involved. She indicated that more often than not, such complaints
were simply closed because the complaining parties were more
interested in obtaining some sort of monetary satisfaction than

 they were in pursuing any disciplinary action.

With regard to the Market\CCnduct studies, Ms. Auefbach
said that she conducted Market Conduct Studies of five separate
insurance companies. 'The’second Market Study which Ms. Auerbach-
began was that concerning Intercontinental. She indicated that
there was nothing done differently in the mérket study with regard
tb Intercontinental than was done in any of the other Market Con-
duct Stﬁdies. She did mention that she was concerned because she
wanted to add some portions to the market conduét»study on Inter-
continental concernlng the problem w1th agent mlsconduct. However,

it was explained to her that such matters could not be included
.within this particular Market Conduct Study because it was beyond

the scope of the'study.

Ms. Auerbach indicated that Intercontinental had a highly
disproportionate number of coméléints fegarding agent conduct com- |
pared to other insurance companies.. She recalled that shortly |
after Commissioner Sheeran tookboffice, he conferred wiﬁh her
regarding some kind of consumer oriented activity that the
Department could undertake. The Commissioner had not yet fdrmuléted
a definite plan but he was inierested in the kind of problems that
occurred and who the worse offenders'were} She mentioned intercbn—

tinental as being one of the worse in the industry in her opinion;
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however, Commissioner Sheeran made no reply. She did not infer

any corrupt motive from this.

Ms. Auerbach also received complaints which were forwarded
to the Department of Insurance by Elaine Goldin, the Director of
the Somerset County Consumer Services Office. Ms. Goldin forwarded
approximately a dozen or so’complaints over a period of time to the
Department. The bulk of these complaints concerned high pressure
sales techniques involving misrepresentation to elderly people.
She ihdicated that most of the time Intercontinental simply gave
the money back to the complaining party in these instances and

the file would then be closed.

Ms. Auerbach indicated that to her knowledge, there was
no'pﬁrposeful secreting of any files in the Department of Insurance.
She said that she did send various communications to Dr. Eleanor
Lewis but did not receive a response. Ms. Auerbach felt that Dr.
Lewis was unable to give enough time to her job since she was

attending law school at night. Ms. Auerbach emphatically stated
she does not feel that corruption or politics had anything to dd
with the Department's failurebto také any punitive action toward
Intercontinental or its agents. She attributes this failure to
the general policy of the Department as it affected all‘such
insurers, the lack of manpower and, to a certain extent, lack

of initiative.

ELAINE GOLDIN INTERVIEW

We interviewed Elaine Goldin, Director of the Somerset

CQun€§ Department of Consumer Services on March 5, 1979. A com-



plete interview report is contained in the investigative file.

Among other things, Ms. Goldin stated that_she never

intended to-imply from her statements as quoted in the December 26,
1978 news article that she (Goldin) believed that Director Lewis
did not send out a questionnaire to consumers or that Ms. Auerbach
was fired or forced out of the Department becausé Qf her investiga-
- tion of Intercontinental and its agents. Ms. Goldin did stéte that
- she simply knew}nothing about the questionnairé othef than what
Lewis told her and did not know why Ms. Auerbach left.i Subsequent
inquiry has demonstrated that‘Dr. Lewis did send questionnaires to
60 coﬁsumers that were chosen on a random basis from a complete |
list of policyholders of Intercontinental and that Ms. Auerbach's
reason for leaving in December, 1977 was totally unconnected with

Intercontinental.

Ms. Goldin stated that her office had forwarded fifteen
complaints to the Department of Insurance over a period of three
years. According‘to Ms. Goldin, she was unaware of any action
taken by the Department of Insﬁrance on these specific complaints.
Ms. Goldin stated that in addition to the fifteen formal complaints
’which were forwarded to the Department of Insurance, the Somerset
County Office of Consumer Services received numerous phone calls
concerning Interéontinéntal and/or iﬁs agents. She stated‘these
phone calls are not documented because the complainants refﬁsed

to file a formal complaint,

Ms. Goldin said that she was present at two meetings at

the Department of Insurance involving Intercontinental. The first



eeting occurred ianune,'l975. The purposevof this meeting was to
iscuss a mail sélicitation'ﬁo senior citizens in Somerset County
rhich Elaine Goldin felt had deceptivély suggested, bybits'layout,
:hat it had originated from a government agency. Present at the
ieeting wére Ephraim Weiniger and ah attorney whése name Ms. Goldin
iid nqt femembér. (Department of Insurance records indicéte that the
attorney represen%ing Interconpinental was Mr. Harold Teltser.) Also
oresent wére Aprii Aueibach and Dr. Eleanor Lewis, both from the
Departmenﬁ of Insurance. Ms. Goldin remembered that at the conclusion
df the meeting, Dr. Lewis told Mr. Weiniger thét all future direct
mail solicitations of this type would have to be submitted to the
Department of Insurance for review before mailing. | N

The'second meeting conéerning Inﬁercontinental at the
Department of Insurance took place approximately one year ago at Dr.
Léwis' office. Besides Ms. Goldin, present were Ephraim and Sheldon
Weiniger, Dr. Lewis and three sales agents fiom Intercoﬁtinental, one
of whom Ms. Goldin identified as Evelyn Whiteman. Ms. Goldin ﬁhought
that one of the other two agents waé Ira Gﬁrney and she could.not
remember the third; This meeting was called by Eleanor Lewis and
Elaine Gdldin beéause Ms. Goldin had been receiving complaints from-
retired teachers regéﬁding the solicitaﬁion practices of these three
égents. At the conclusion of this meeting, Dr. Lewis told Ms. Goldin
that the Department of Insurahce would send questionnaires to people
"solicited by fhe Intercontinental agents involved.

On the general topic of Intercontinental, Ms. Goldin
statedzthat that company solicits heavily in Somerset County.
Many people contact the Consumer Services office but are feluctant

Rl Jetsey wlsts LDrary
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£6 file formél complaints. Not all of the consumer contracts

are in the nature of a complaint. Many contacts are merely
inquiries regarding policy terms which apparently the selling
agent did not adequatelyvexplain. When Ms. Goldin first began
referring complaints'to the Department of Insurance,.Dr.~Lewis
assigned’April Auerbach as a liaison between the Department and
Elaine Goldin. When Ms. Auerbach left the Department of Insurance,
Ms. Goldin dealt with Sima Silvér. Ms. Goldin continues to,deai

with Ms. Silver up to the present.

Ms. Goldin stated that she had no direct knowledge of any
improper activities. She stated that She_did not know why Ms. Auer-
bach left thé Department and did not intend to imply that Ms. Auer¥
bach was fired or forced out. Ms. Goldin did offer that when she |
went to one ofAthe meetings mentioned above, she noticed a Lihcoln
Continental parked in Commissioner Sheeran's parking place and was
told by someone that it belonged to Mr. Weiniger. Ms. Goldin
also recalls that after one of the meetings she observed Mr.
Weiniger and his attorney enter the Commissioner's office and

thereafter heard some laughter.

ANALYSIS OF THE APRIL AUERBACH AND ELAINE GOLDIN INTERVIEWS

/ Neither person indicated any knowledge of an improper
relationship between Intercontinental and the Department of
Insurance. Since they could not offer any new inveétigative
leads, we decided to follow‘thé path of complainﬁs against

Intercontinental through the Department and interview the persoﬁnel'

who handled themn.
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HELEN THOMPSON AND THE COMPLAINT SECTION WITHIN THE DIVISION
OF ACTUARIAL SERVICES

Helen Thompson is in charge of the complaint section
within the Di?ision of Actuariai Services. She has held this
po;ition sinde 1969. It is one of four sections within that
Division and the only one that handles complaints. This section
receives 95% of all compléints received by the’Departmenﬁ of
Insurance that deal with life and health insurance companies
and agents. There are only two investigators assigned to the

unit which averages 300 new complaints received each month.

Ms. Thompson described the opefation af her section in
the following manher. All complaint matters are given a chrono-
logical file number in addition to a code indicating the insurance
carrier. Most of the complaints received pertain to Blue Cross/
Blue Shield coverages. Many complaints are closed with a reply
and explanation ﬁo the complainant by her personnel. If the
complaint reveals some substance, a copy of the complaint is
sent to\the insﬁrance company or its agent for reply. Further
action on a case depénds on the reply received from the carrier
or its agent. If she is satiéfied, the complainant is so advised
‘and the case closéd. If dissatisfied with the response of the
insurance company or its agents, she will forward the case with
her recdmmendation to the Division of Investigation. Her section
sihce 1977, now maintains an alphabeticalbfile of allbéémplaints
filed against agents. In any case, when the matter is referred

to the Division of Investigations, her basic function is completed.
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She stated that she has‘never been asked or instructed
to give preferential or special treatment to complaiﬁts lodged.
against Intercontinental or.its agents nor has she every been
asked or instructed to give such treatment to any other insurance

compeny.

We interviewed Paul DeAngelo and Richard Danley who are
the two iﬁvestigators assigned to this section. Their precise
title is Actuarial Assistant. Each one corroborated Ms. Thempson's
descriétion of the activities of this section. Paul DeAngelo,
who has been in this section since 1975, has been assigned (since
November, 1978) to all matters concerning Intercontinental on a
priority basis. Mr. Danley, who has been in this section since
1973, is particularly interested in complaintsvalleging "replace-
ment" or "twisting" by agents. Both Danley and DeAngelo stated
that they have never been asked to give special treatment to

Intercontinental or any other company or agent.



DR. ELEANOR LEWIS AND THE DIVISION OF CONSUMER SERVICES

Dr. Lewis became employed at the Department'of Insurance,
as Director of this Division, on March 8, 1974. Later she
received.the additional title of Assistant Commissioner. The
Division of Consumer Services was formed by Commissioner Sheeran
within the Department to prbtect insu:ance consumers. They
intended that this Unit inguire into patterns of abuse, with an
eye toward fecommending,new regulations or iaws that would correct
‘such patterns affecting whole classes of consumers.

The Division is comprised of:

1. Director

2. Seven (7) Analysts (two of which are now working

for Deputy Commissioner Bliss)

3. One (1) Part-time Clerical
4. Three (3) Secretaries
Dr. Lewis explained that the'Divisién would receive information
of patterns of abuse from Helen Thompson's section, John Dirk
(Chief, Division of Investigations & Complaints), letters to the
Commissioner and Market Conduct Studies that would be conducted
by the Consumer Services Division.

The Market Conduct Study approach was the most imporﬁant
aspect of the Division's activities. Wbile April Auerbach was
employed there, she specializedvin life and health studies whilé
Richard N.Wenng handled the Casualty mattérs. Between 1975 and

1978 this Division conducted seven (7) market conduct studies of

life-health companies and fourteen (14) market conduct studies of
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property liability companies. The records further reflect that

a Market Conduct Study of Intercontinental wés initiated August 23,

1976 and a final report submitted on January 24, 1978. |
We interviewed six of the consumer analysts assigned to

the Division of Consumer éérvices. They are:

1. Richard N. Wenng, employed as an analyst
since February 2, 1976.

2. Sharon Szabo, employed as an analyst
since June 12, 1976.

3. Ruth Cunningham, employed by the Departmentj
since 1956 and is an Analyst since February
1976.

4, Sima S. Silver, employed as an Analyst sinc
June 1977. ,

5. Eugene F. Gerry, employed as an Analyst since
February 1978. Prior thereto he was an
investigator in the. Department for four years
under John Dirk.
6. Philip S. Gray, employed as an Analyst since
December 18, 1978. Prior thereto he was an
investigator in the Department for four years
under John Dirk.
Each stated that they had never given preferential treatment
to Intercontinental or any other insurance company and had never

been asked to do so.

JOHN J. DIRK AND THE DIVISION OF INVESTIGATION AND COMPLAINT

Mr. Dirk and his Chief Investigator, Arthur M. Keefe, were
interviewed on March 14, 1979. Mr. Dirk has been Chief of the

Division since January 1, 1969 and has been in the investigative
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section of the Department sincebJuly 1959. For about the past‘
two years, his Division has been under the supervision of
Assistant Commissioner Dr. EleanornLewis. He is in charge of ten
investigators and ten supporting cierical personnél.‘ His unit
handles aéproximately 13,000 complaints a year almost exclusively
deéling with casualty-property insurancé companies and their
agents. Shbuld this Unit receive an initial compiaint regarding
life/health iﬁsurance companies or their agents, it would be
refetred to the Division of Actuarial Services (Helen Thoﬁpson).
Histnit will assistlthe personnel in Acfuarial Services when
requésted and ih some (but rare) instances, a complaint matterbis
referred to his Unit for further action. His inveséigaﬁors would
then take additional investigative'steps and they may recommend a
ietter of censure; a fine; or suspension or revocétion of the
-agent'svlicense. In the latter cases, the complaint matter is
heard before the Hearing Officer, Ms. Naomi iabastille, and the
Department is represented byka deputy attorney general. Beﬁore
such a heariﬁg is scheduled, substantial evidence and corroborated
testimony must be secﬁred. It was his recollection that only
rarely was a complaint matter in the life/health area:heard before
a Hearing Officer. ’Mr.ADirk reviewed his files and indicated that
- between the years 1970 and 1978 there were only two actions taken
N against Intercontinental agents. Both-matters were resolved by

- consent order. ‘Stanley Siegel was fined $750 in 1972 and Mr. Alan
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Lister was fined §$1,000 in 1978. He also indicated that between
the years 1970 and 1978, 22 iicenses of agents selling life
and health insutance were revoked by the Department of Insurance,
17 in the past five years. Two agents had their licenses suspended,
one in 1976 and the other in 1978. |

Mr. Dirk and Mr. Keefe both stated that they have never
given’preferential or special treatment to complaint matters
concerning Intercontinental or its agents or any other insurance
company or its agents. They have never been instructea to treat
matters concerning Intercontinental or its agents differently than
any other company .

WILLIAM WHITE, FORMER CHIEF ACTUARY OF LIFE AND HEALTH INSURANCE
IN THE DEPARTMENT OF INSURANCE IS INTERVIEWED

Mr. White stated that he joined the Department of Insurance
in approximately May'1969 as an Assistant Actuary to W. Harold
Bittel who was the Chief Actuary etvthat time.__Mr. Bittel served
in that capacity until September 1972 and was therefore the Chief
- Actuary duriﬁg the time when Intercontinental was formed. Mr.
White Became the Chief Actuary shortiy after Mr. Bittel retired.

The Chief Actuery is in charge ef the Division of Actparial
Services. The Division is comprised of four units:

. Statistical Section
Examinations of Domestic Companies Section

Review of Policy Forms Section
Complaint Section

> W N -
.
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Mr. White stated that when he beéamg the Chief Actuary,
he noted an unusual number of complaints about the conduct of
intercontinental agents. The quantity of complaints was noteworthy
in rélation to the size of the company rather than in relation to
the total number of complaints received by the Départment of
Insurance for all agents dealing in Ehe life and health fieid.

Mr. White stated that compiaints against Intercontinental
first came to his attention from Mrs. Thompson's section. Thbse
complaints dealt with the policy forms being utilized by
Intercontihental. White stated that in'aﬁproximately 1973,
Intercohtinental contracted with specialists in the field td
improve their poliéy forms and that there was a steady improvement
thereafter.

| Mr. White‘stated.that during the time he Was at the
Department of Insurance, the traditional approach to complaints
about life and health insurers and their agents waé to "prevent
abuse rather than punish it." The employees of the Department of
Insurance who received‘complaints were told that mdét compiaints
wére probably the result df a miéunderstanding.‘ They were fu;ther
instructeé to contact the insurance company and the consumer and
attempt to mediate the matter. ‘Mr. White explained that the main
reason complaints went to the‘Actuarial Division was to give that
Divisioh feédback on policy forms. This information migﬂt

demonstrate factual patterns where the insured person "ought to" .
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collect but the contract, wﬁich had been approved by the | -
Department of Insurance} allowed the company to resist any
claim. In short, the Department of‘Insurance and the Division
of Actuarial Services were more concerﬁed with keeping tabs on
what was going on in the industry and in co;recting particular
injustices to insurahce consumers rather than prosecuting
complaints against companies 6r agents.

Mr. White stated that in March or‘April of 1974, Dr. Eleanor
Lewis was employed by the Department of Insurance as Director of
the newly established Division of Consumer Services. The Division
of Consﬁmer Services was not exclusively concerned with life ‘and
health insurance companies but also considered casualty companies.
4It was Dr. Lewi;' group which accomplished most of the market
~surveys of individual companies.

Mr. White stated that after 1974, consumer compiaints dealing
with the selling practices of agents were sent to bqth Divisions.
vRoutine technical problems were usually reférred to the Actuarial
Services\Divisionzwhile consumer'oriented complaints were referred
to Dr. Lewis.‘ |

Mr. White stated that when his particular Division received
complaints about an agent's conduct and those complaints were
contradicted by statements received by the Department from the
accused'agent, ﬁhe matter was then usually terminated. He stated

that it was the Department's policy that such "factual disputes"
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éhould be settled‘by a court rather than by a regulatory agency.
He also stated that when a éattérn of complaintsiagainst.a’
particuiar agent emerged that ﬁhe ihsﬁ;ance company would then
be contécted and a suggestion made to it that the agent be fired.

Mr. White statéd that around 1972-73 he formed a low opinion
qf Intercontinental based on the volume and nature of the ,
complaints, and he communicated this opinion to former Commissioner
McDonough and Dr. Lewis when she came aboard. He suggested to |
Dr. Lewis that Intercontinental would be a good starting place
- among the domestic companies for a market condﬁct survey.

We asked Mr. White-whether he had any conversations with
April Auerbach in which Ms. Auerbach indicated to him any feeling
on her part that Commissioner Sheeran or anyone else was
unreceptive to complaints about Intercontinental. He replied that
April Auerbach did not make any such comments to hih and further
that such a comment would be the opposite of White's own opinion.
Mr. White added that to his recbllection, Commissioner Shéeran
never indicated any reluctance to investigate or "get after”
Intercontinental, nér did hé appéar to be callous or unconcerﬁed
to the problem ofkabusesbin the life and health insurance company
field. |

| Mr. White specifically identified Medicare Supplementary

policies as being particularly bad ones that are allowed under New

Jersey law and are being sold by Intercontinental, as well as many
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other companies. He stated that the Department of Insurance
could not forbid the sale of such’policies and that corrective
‘legislation was needed.

Mr. White_alsQ stated that no one ever requested that he
give any special attention to Intercontinental or that he fail

to pursue anybinvestigation of them.

 COMMISSIONER JAMES SHEERAN INTERVIEW

We interviewed the Comﬁissioner on March 14, 1979. He
was appointed to his position on January 15, 1974. He stated
that he considered individual health regulations to be a priority
matter for the Department and had initiated the new Division of
Consumer Services under Dr. Lewis to come to grips with abuses
in this area. Commissioner Sheeran stated that in his opinion
the best available method of identifying abusive patterns and
'practices on health insurance activities was the Market‘Conduct‘
~Study. Once the problem areas wére known, an educational program
aimed at making health igsurancé-consumers better shoppers would
be more effective in the long run than dealing with individual
cases. Commissioner Sheeran cited a recent Departmenﬁ publication'
(September 1978) entitled "A Shopper's Guide to Life & Health
Insurance for Senior»Citizens" as an example of this program.'
Commissioner Sheeran stated that hé had no interest whatsoever

in Intercontinental or in any other insurance company} No public
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officers, including Governor.Byrne, had ever approached him
concerning complaints received by the Department against
Intércontinental.ana no one suggested that he go easy on the
company.

Commissioner Sheeran explained that there were severe
manpower and budgetary limitations on the Department in addition
to a lack of adequate statutes that would prohibit certain kinds

of abuses. These deficiencies are commented on in the Section

of this report entitled Suggested Legislative And Regulatory
Changes. |

Commissioner Sheeran had no fecollection of discussing
Intercontinental with April Auerbach and never.intehded to give
anyone the impression that he was not interested in hearing about
abusive practices. Sheeran stated thst he never met with any of
the Weinigers regarding complaints against Intercontinental agents
and did not give ghem permission to park their automobile in his

parking space.

SHELDON AND EPHRAIM WEINIGER INTERVIEWS

Ephraim Weiniger is.Prgsident of Intercontinentai‘and
Chairman of the Board. He stated that his family became invoivsd
'in‘the insurance business in the 1930's and that he personally
became active in the First National Health Agency in 1946. His

father and Uncle (Mr. Schleifer) had joined First National and
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and the National Health Protective Agency as general agencies
for the sale of CNA Life, Health and Casualty Insurance.

In August of 1965, Lawrénce Stern; on behalf of
Intercontinental, approached Wallace Weiniger regarding the
}possibility of the two joining forces. An agreement was reached
in December 1966, Both Weinigers stated that‘they did not know
Govefnor Byrne, Senator Greenberg or Mr. Teltser prior to these
events. Both Weinigers also stated that they aid not know
Commissioner Sheeran prior to his appointment to office in‘l973
exéept that Ephraim did recall meeting Sheeran at a breakfast
meeting in 1970 or 1971. .

Both Weinigers denied being politically involved in
Governor Byrne's campaigns and stated that they did not make
any significant contribution (more than $100) ﬁo them. Likewise
they‘stated that none of the business entities in which they
had an inﬁerest made contributions to those campaigns.
| Both Weinigers denied asking for or receiving any assistance
- from any public officer in their dealings with the Department

of Insurance.
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DEPARTMENT OF LAW AND PUBLIC SAFETY

During the 6ourse of this inquiry,'it has been alleéed.that
"the State Attorney General's offiéé ignored complaints about
~Intercontinental turned oﬁer to them by the State Insurance
Commissioner." This pérticular language first appeargd in a
confidential memorandum dated March 6, 1979 from the Chairman
of the Selecf Committee on Aging to the New Jersey Delegation
under a section of that memorandum which listed allegations
 for fﬁrther investigation.

We have seaiched for_any and all evidence that might be
the basis for such an allégation. In the January 21, 1979 Star
Ledger article it was reported that April AuerbaCh "explained how
she tried to take sérious complaints against Infercontinéntal
agents to the Deputy Attorney Genera;—assigned to the Insurance
Department." The news'articlekwent on to qﬁcte April Auerbach
as.stating:

"The deputy attorney general never
furthered the investigations or urged me
to-continue with it. They never thought
it was that important.” T

In our interview of April Auerbach, she did not express this
opinion. Specifically,'she never indicaﬁed that the State
Attorney Géneral's Office or any member of it "ignored complaints

about Intercontinental." Auerbach did state that she would often

‘confer with the Deputy Attorney General concerning the market
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conduct study which Auerbach was then undertaking of Intercontinental
Life Insurance Company. Auerbach indicated that the deputy
attorney general frequently advised her to relate specific
factual‘allegations to'specific regulations or prohibitione that
may have been violated. Auerbach also stated that the deputy
attorney general advised her on the need for sufficient legal
proof to carry the burden imposed by the State in any revocation
or~eus§ension~nearing. Auerbach indicated to us that she did hot
feel the Deputy AttorneynGeneral was giving "special" treatment

to Intercontinental or trying to cover—up allegations made against
‘Intercontinental agents. Apparently the deputy attorney/general's
'advice with regards to market conduct study of intercontinental
was the same advice that she gave to April Auerbach and otners on
all other similar matters.

The deputy attorney general assigned to the Department of
Insurance stated to us that she had conversations with April
Auerbach in October 1977 about the market conduct study that
Auerbach was then undertaking. The deputy reviewed her file and
specifically a memoranduﬁ to the file conoerning her conversations
with Auerbach on this topic. That memorandum and the deputy
attorney general's own recollection demonstrate tnat the deputy
attorney general adnieed Auerbach that it was necessary to have

more than two or three cases before the Department of Insurance
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ccﬁld_coﬁ¢lude’£hat‘a particula: business practice by the
company was unfair}» In addition, the deputy attorney geheral‘
advised Auerbach that each case should be tied into a specific
substantive.légal_requifement.

The fecords'of the Division of Criminal Justice within
the Department of Insurance indicate that one referral regarding
Intercontinental was madé to the Division of Criminal Justice
by the Department of Insurance in October of 1975.1 The matter
was properly reviewed by the Division of Criminal Justice and
referred back to the Department of Insurance fof administrative
action in November of 1975. Administrative action was taken

against the agent by the Department.
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CONCLUSION

After following all available leads, we have not found

any credible evidence to support the allegation that an improper.
relationship may havé existed ‘between Intercontinental and the
Department of Inéurance. Complaints against Intercontinental's
agents were processed in the same manner as any bthers, ‘If the
regulatory SCheme was deficient, it-was the same for everyone.
Please note that practices of the Department in régards to such
~complaints are commented on in the section entitled, "Analysis

of Consumer Complaints.”



VII. ANALYSIS OF CONSUMER COMPLAINTS

In 6ur interim report, we indicated that the consumer
compléint files of the Départment of Insurance had been obtained
for analysis. These consumer complaint files included current files
and the files for the years 1973 through 1978. 1In addition,
approximately 100 consumer complaint files involving Intercontinental
sent to the Better Business Bureau of Newark were reviewed and those
complaints not appearing in the Department of Insurance files were
abstracted. The files of the New Jerséy Office of Consumer Protection
were searched where we found that all complaints'against |
Intercontinental had been forwarded to the Department of Insurance.

Investigators from the Division of Criminal Justice and from
"the Division of Consumer Affairs were assigned to review énd synopsize
the consumer complaints. In addition, these investigators participated
in further investigation of specific cases where it appeared that an
enforcement action of some type might be warranted. From the above
materials, the investigators selected for review and abstracted on
tape over 900 consumer complaint files. Four attorneys from the
Division of Criminal Justiée and the Division of Law reviewed portions
of the complaint transcript; as a source of information applicable'to.
the areas of investigation within their responsibility. It is intended
that at the conclusion of our continued in&estigation, all complaint
transcripts will have been reviewed by an attorney.

The sﬁbstantial‘task of reviewing the complaint files was

undertaken to fulfill the followingvpurposes:
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1) To ldentlfy regulatory problems in the health insurance
1ndustry, that is, to learn those health lnsurance practlces Wthh '
result in apparent lnjustlces to policyholders and elther are
permitted under existing statutes and regulations or can be_remedied
through regulatory changes‘as opposed to constant remedial attention;

2) To evaluate the marketlng practlces of Intercontlnental
and 1ts agents, |

3) To determine whether any remedlal action is approprlate,

4) To evaluate the response of the Department of Insurance
to complaints which it has received.v

‘The Appendix Exhibit C is an analysis of the various consumer
'complainte which have been completely reviewed regarding
Interoontinental or itsvagents aocording to the allegations expressed.
This analysis includes complaints received from a total of 605
individuals voicing 656 distinct types of abuses. Categories of
Complaint 2, 4, 9 and 10 involve what can be termed active agent
misconduct* as oppoeed to the insurance company's conduct in the
service of policies. Such misconduct complainte comprise»26.7% of
the total expressed allegatlons. | |

Review of the consumer . complalnts lndlcates that many of the |

‘complaints ' do not involve wvioclations of any statute or regulation of

x '
Category 1 pertains to claims denied by Intercontinental on the

basis of pre-existing conditions which were not disclosed on

‘the policy application. Complaints in this category might include
instances where agents intentionally did not properly complete the
policyholder's health history on the application. However, the
contents of the files allocated to this category do not reveal why
the pre-existing condition was not disclosed on the application.

An explanation of all categories appears in a legend to the analysis.
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insurance law. Becaﬁée~of the absence of‘standardvdefinitiohs
uniformly understood by the average person for disease, injury and
pre-existing conditions, insureds have had their claims rejected
contrary to their expéctations. On other occasions, insureds filed
claims'which were reimbursed only to find that ﬁhe company would‘not
renew the policy.* In,these_instances, the policyholders found
themselves Withoqt'inéurance for the very purpose for which they .
sought the protection. This topic is subétantial énough in its scope
to merit treatment in a separate section df this report deﬁailing

areas for recommended legislative action. These issues are addressed

in the section of this report entitled SUGGESTED LEGISLATIVE AND

REGULATORY CHANGES.

Marketing Practices of Intefcontinental and Its‘Agents

The anglysis appearinglin Appendix Exhibit C indicates that
most complaints involving agent misconduct relate to'alleged
misrepresentation. Such instances include false statements fegarding

policy coverage, eligibility} what policy was being sold or>facts
external to the policy made to induce the sale. Another area
receiving numerous complaints involving what cén be termed agent“
miscoﬁduct is ﬁhe failure of an agenﬁ to list past diseases or injuries

revealed by the policyholder in the health history on the policy

‘d

The Department of Insurance has advised us that the Commissioner
will not accept new policy forms for filing which provide for
renewal at the option of the company and has requested and obtained
voluntary withdrawal of at least 10 Intercontinental policies
containing that provision. Department of Insurance Interim Report,
page 15. '
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application.  This is a tactic known in ﬁhé insurance trade as
"clean shéeting“. An aéent "clean sheets" in order to be able to
sell a policy to an appliéant which the underwriting department of
the insﬁrance company wouldbotherwise not approve for issuance
because of the applicant's health history. The agent bears the
risk’that'ghoﬁgh "clean sheets" will not have a claim experience,
and therefore will.not bebﬂiscovered, to make such praétice
profitéble,

The complaints against Intercontinental were analyzed to
determine whether agents of its subsidiaries were complained about
more frequently than independent agents selling Intercontinental
policies. Theée two agencies empléy 59 agents. Appendix Exhibit D
demonstrates that.approximately 70% of the complainté received were
.madé against agents employed by these subsidiaries while these agents
sold approximately 70% of the health’pélicies marketed in New Jersey.

The conduct of individual Interéontinental agents, possible
improprieties in grdup solicitations and the question of the corporate
responsibility for such conduct have all received public comment. |
We said in our interim report that the efficacy of the ﬁonsumer
complaint review could not extend beyond the identificatipn and
substantiation of such problem areas. The éomplaint files contain
allegations, not legal‘proof, of‘instahces of misconduct. Any remedial
action to be taken must involve further investigation to develop
the proof legaliy necessary to institute a proceeding. The question

then becomes whether the results of our reView to date justify
1 .



embarking_on'Such an gfforf or, having isolated the probleﬁ areas,
should we cbncentrate solely on prophylactic measures to prevent
similar occurrences in the future. The nature of the conduct which
has‘been alleged is such that we believe thaﬁ the public policy
requires us to attempt to achieve redress for some of the instances
of past misconduct.

| While the complaint files do not constitute legai proof,
their contents do as a practical matter justify a search for‘the
evidence necessary to institute proceedings, civil or c¢riminal,
directed at violations of the law which can be established. At my
direction, my staff has for some time been acquiring evidence
regarding the abuses which have been identified. We cannot comment
upon the specific areas of our past and continuing investigation for
both p;actical and ethical reasons. We will make no further comment
on these issues until a final determination can be made on the basis
of the evideﬁce gathered.

Processing of the Department of Insurance
Consumer Complaints

In our interim report, we indicated that we would pursue an
inguiry into the complaint processing by the Department of Insurance
because of pubiic criticism directed in that regard. This criticism‘
reached a new level of intensity with the release of a document by
the House Select Committee which was reporfed in the Newark Star
Ledger on March 15, 1979 disparaging the regulatory activity of the
Department of Insurance. We have completed~this phase of our

investigation.
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Review of’the consumer complaint’files‘themselves provided
insight into how complaints are_handled by the Department of
Insurance. We also obtained and reviewed internal memoranda of the
Department regarding specific consumer‘complaints and general areas
of consumer abuse to which the Department devoted its attention.

In addition, the follewing ihdividuals were interviewed wherein the
processing of consumer complaint files was a subject of diseussion:
Commissioner Sheeran; Dr. Eleanor Lewis, Assistant Commissioner for
Consumer Services; Elaine Goldin, Director of the Somerset County
Department of Consﬁmer Affairs; wWilliam White, former Chief Actuary
Health and Life; April Auerbach, former Consumer Analyst; andb
personnel within the Department of Insurance who are involved ih the
consumer ¢bm§laint process. These interﬁiews are also discussed in'

the previous section, Allegations of Possible Improprieties. The

Department of Insurance was completely cooperative in providing us
access to flles and in arranging for our 1nterv1ew of staff members.
The starting point for our analysis is the structure of the
Department of Insurance with respect to the processing of health
insurance comélaints. Some major distinctions in the substantive
operation of the Department of Insurance revolve around the type of
insurance invoived. The major distinction is between liﬁe and health
and property and casualty insurance. Substantive regulation of the
health insurance industry on a day to day basis resides in the Division

of Actuarial Services, Life, Accident and Health. This Division is



eaded by the Chief Actuaiy for life and health. This position was
Toﬁmerlyvheld-by William A. Whiﬁé who resigned in June 1978. The
osition has been vacént sinée that time.
| Within the Divisioh of Actuarial Services is a ﬁnit called

:he Complaint Section. This Unit-is respoqsible for the initial
>rocessing of all consumer complaints in the area of health and life
insurance. The Complaint Sec%iOn has available a staff ¢f 2.5 people
to process ayéurrent volume of approximately 300 incoﬁiné‘complaints
per month, with an approximate annual volume of 3,500.

There is a separate Division of Investigations and Complaints.
This Divisionvis responsible for the initiation of any administrative
disciplinary proceeding against an agent regardless of thertype of
insurance marketed by the agent. However, the Division of
Investigations and Complaints also is responsible for the initial
processing of all bonsumérfcomplaints in the area of property and
casualty insurance. This Division has an investigative staff of ten
people who process an average of 13,000 complaints a
year almost exclusively in £he propérty and casualty area.

 After taking office in 1974, Comﬁissioner Sheeran established
the Division of Consumer Services within thé Department of Insurance.
Assistant Commissioner Eléanor Lewis has headed this Division since
its inception. The purpose of the Division of Consumer Services is
to give a consumer emphasis to the Department of Insurance. The

Division devotes its attention to consumer matters relating to the
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sale of“allntypes of'insurance. The Division develops educa-
tional material for the public on inéurance of all kinds, attempts
ﬁo identify common problem areas in the marketing of insurance for
thé development of regulations to deal with them and investigates
patterns of consumer abuses for potential disciplinary action

or voluntary cessation by the offending parties..

From our interviews of William White, Dr. Lewis and
Commissioner Sheeran, we learned that traditionally the attention
of the Department of Insurance involving health insurance was
devoted primarily to the regulation of policy forms rather than
the pursuit of disciplinary action against individual agents
for market‘abﬁses. In his interview with us, Mr. White reiterated
the views he expressed as Chief Actuary before the Assembly Banking
and Insurance Committee on May 2, 1978. Mr. White views the
‘area of abuses in the private health insﬁrance market as a small
segment in the vastness of the total industry which is regulated
by the Department of Insurance. Mr. White feels that the pursuit
of individual incidents of agent misconduct is not an economic
use of the Department's limited resources. As Chief Actuary,
he viewed the purpose of a Complaint Section in'the Actuarial
Division as a source of'feedback to be used in reviewing new policy
forms submitted for filing. Mr. White indicated in his interview
that the content of the insurance statutes aﬂé regulations were
implemented at the suggestion of the dbmesiic industry "giants"
who o?erate Well_within the‘confines of allowable activity. Howf

. ‘ \
ever, according to Mr. White, the parameters of the regulatory
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statutes permit marginal companiés to market policies ecohomiéally
undesirable to the‘policyholder.. As to quélity of policies,
insurahce_companies are restricted up to a point by their own
self-control and self-image. |

Mr. White's analysis continues that the less desirable
policies offer an opportunity for selling abuses since such
pblicies cannot practically compete in a straightforward manner
with better quality policies. In turn, this point is well recog-
nized by the~insﬁrénce sales force. The better quality agents
seek employment with companies selling the better insurance
shutting out the less talented and more unscrupulous agents to
work for thé lesser quality firms. Thus the potential exists
that insurance companies offering the poorer product employ the
agents who are the most likely to adopt abusive tactics. Mr. White
believes that the pgrsuit of administrative actions against )
individuél aqenté for individual incidents may be futile because
it does not strike at what Mr. White perceives to be the root
cause of low quality policy forms. Mr. White contends that the
Department of Insurance should devote its sole attention to up-
grading policy formé and thereby undercutting the génerating
force for market abuses. |

Commissionér Sheeran believes that the\Departmeht,of
. Insurance must devote some of its resources to diréct action, in
coﬁtraét to Mr.'White's‘views, against abusive practices by
companies and égents. However, the_Cdﬁmissioner has determined

that the Department does not have the staff capabilityfto pursue



individual administrative actions on a réutinerbasis. Thé;efofe,
' the Department'é*attention is focused on}pattern practices or
- multiple complaints against an individual agent. Even in those
instances where the Department has found what it conside:s an
bffensive practice, the matter is usualiy handled in an informal
.manner rather th;n‘through the institution of formal charges
because of staff}limitations.b

| As presently organized, all health and life insurance
complaints are initially.referred’to ﬁhe Complaint Section of
the Division of Actuarial Services. This Unit responds to every
consumer complaint which it receives. Where the complaint on
its facé expreéses what would appear to be ajlegitimate}grievance
againstra compény or agent,‘thekDepartment requests a reSponse‘
from the company and agent as the case may be; The Department:
has no decision-making authority as to disputed claims regarding
vbenefits or coverage. Where there are disputed facts, the
Department usually indicates to the complainant that it can be
of no further assistance. Where the facts are notvin dispute,
the Department might suggest ihat the company act favorably
toward the consumer. However, the Department can take novaction
'against an insurer for refusing to follow its suggestion qnless'
the ihsurer'is acting at variance Qith the policy as accepted
for filing. 1In instances\where it is determined that the insurer
or agent has acted within the law; the complainant is so advised.

"It is the present practice of the Division of Actuarial

Services not to pursue individual complaints ‘against an agent

O vereLy Buue Litery
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alleging miscﬁnduct where a factual guestion exists because of the
response to the complaint provided by the agent. If such complaints
 were to be pursued, they would be referred to the Division of |
Investigations and Complaints for possible disciplinary‘action;

- Pursuant to departmental policy, the Complaint Section does
maintain a record of complaints agaihst individual agents and

is instructed to apprise the Division of Investigations and
Compléiﬁts of any patﬁern of‘complaints against an individual
agent which might appear. This de?artmental policy is predicated
oﬁ the fact that the ageﬁcy does not possess sufficient resources
to assess"the crédibility of each individual complaint either
‘through investigation or formal~hearing and»must rely on theV'
cumuiative nature of complaints as support for their individual
reliability.

Our conclusion is that the Deparﬁment of Insurancé has
been unable to be‘aé'aggregsive as it should be in‘pursuing individual
instances of abusive and unfair sales practices. In our opinion
this is due to a variety of reasons, including laék of
manpower, lack of sufficient legislative authority,.and’some
deficiencies in the organizational structure of ‘the Department

of Insurance as reflected in the above discussion.
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VIII; SUGGESTED LEGISLATIVE AND REGULATORY CHANGES

The requifements of Title 17B, Life and Health Insurance
;Qde, especially with respect to individual health insurance policies
ind the manner in which they are sold, are minimal. As preViously
iiscussed, Title 17B doeé not contain the legal "teeth" necessary;
for effedtive regulation of the health insurance industry. This
lack of'regulatiqn has allowed the sale of shoddy policies and opens
the door to unscrupﬁlous agenfs’who prey on the inexperience and fears
of consumers,‘especiaiiy”the elderly. Without requiring specific
discldsures at the time of sale, it is easy for an unscrupulous agent
to make a misrepresentation as to a policy's benefits in drder to
make a quick sale and thus his commission. This is especially true
in the sale of health policies to persons eligibieAfor the Medicére
prbgram since the federal program is itself confusing and the array
of policieé évailable are almost limitless in the variety of benefits
offered and premium costs.

Some of the practices of the agents of Intercontinental‘are
indicative of the larger problem. Moreover, problems ekist because
Title 17B does not require the use of standardized definitions; These
key terms vary among companies and even among policies written by'the
same company. For example, Intercontinental has differing definitions

" of sickness and injury depending upon the type of policy sold. The
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:olicy('captioned "Seniortcare IIi (Form SC-73)" andbmarketed as a
'Medica:e Wraparound Policy"v is'eXtremely restrictive in defining
:hose terms. "Injury" is defined as bodily injury caused by an
accident occurrlng whlle the policy is in force and resultlng dlrectly
and independently of all other causes in a loss covered by the

policy. Thus, it requires that the loss be directly and independently
related to an acCident occurrinq while the policy is in force. | |
Furthermore, the term sickness is also limited since it means a
sickness or disease contracted and commencing after the pelicy has
been in force for not less than 30 days. Thetefore, the company can
deny benefits on the basis'that the insured contracted an illness
prlor to the effectlve date of the contract even though no symptoms
appeared until long after the policy was in force.* This is espec;ally‘
restrictive in light of the sale of this policy to elderly insureds
who may have a history of ongoing health problems. Other policies of
Intercontinental reviewed by this office contain less restrictive
definitions and merely require that an iliness be first manifested

during the policy term.

For example, one of the complaints analyzed indicates that an
individual purchased an Intercontinental policy for hospitalization
benefits in September 1975. The coverage for illness therefore
become effective in October, 30 days after the purchase of the
policy. In June of 1976 the insured was hospitalized and a kidney
stone removed. The insured filed a claim which was refused. The
medical history of the insured taken at the time of surgery
indicated that in December of 1975 the insured had started complaining
‘of "back pain". The company refused coverage offering only to rescind
the policy and pay back the premium because it determined that the

~illness (i.e. kidney stones)had been "contracted and commenced"
before the policy was in force even though the insured manifested
no symptoms untll December.

61



During the course of this investigation, this office
reviewed six policies written by'Intercontinental which are
narketed generally to individuals eligible for Medicare. While the
>olicies éold by Intercontinental conform to the exiéting law |
governing'individual health insurance policies, N.J.S.A.17B:21-1 et
§§g., some are of limited value in supplementing the federal Medicare
program. The policies are of two types: a daily cash indemnity
for ﬁonfinement in a hospital or skilled nursing facility, and
policies which attempt to supplement the Medicare program by paying
the deductible and co-payments. In order to complete this
comparison two policies written by other companies were also included
in the study. The daily hospital and nursing home indemnity policies
sold by Intercontinentél to supplement Medicare make no attempt to
fill the gaps in the federal program. Medicare deductibles and
co-pa&ment features have been rising each year and the beﬁefits under
a daily indemhity policy make no attempt to keep even with these
Vchafbes. Furthermdré, the benefits ofISuch policies are very narrow.
The average hospital stay of an elderly person is only 11 days,xand
benefits are only paid to a policyholder if the individual is
confined in a hospital or‘skilled nursing home; The Intercontinental
policies which attempt to tie benefits into the gaps in Medicare are
better policies for the elderly; however; they are expensive especially
when compared to similar policies written by other companies. For
example, New Jersey Biue Cross/Blue Shield issues a Medigap policy

‘with an annual premium of approximately $115. This is considerably
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ower than Interncontinental's Medicare supplemental policy
GIM-3070) which had a premium of $218 as of January 1, 1977.
lutual of Omaha writes a Medicare supplemental policy which costs
ibout the same as Intercontinental's best policy, but provides
>enefits in excess of those provided by the Intercontinental policy
:specially in the area of physicians' fees. Attached as Exhibit E
is a chart/which sets forth the gaps‘in Medicare and the provisions
of all policies reviewed. It must be noted at this point that
Intercontinental is not the only company which writes medigap
policies similar to those described above. A number of companies
sell similar fofms of marginal insurance in New Jersey because of
the weakneés of legislativeiproVisions governing such policies.
The law as it ¢ur:ently.exists allows the sale of all but the most’
worthless §olicies.

All of this confifms the need for the suggested legislative
changes discussed below which %ould give the‘Depértment of Insurance

the authority to effectively regulate the individual health insurance

industry.



MINIMUM STANDARDS

As previously noted, the policiés soldbby Intercontinental
Life Insurance‘Company meet the current legislitive standards for
the_approval and filing of individual health insgrance policy forms.
It is suggested that the statutory~standards’be‘strengthened in
ordér té.give the Department of Insurance the power to effectively>
régulate this industry. Tﬁe Législature is\currently considéring |
doing this by the passage of A-1474. This bill was originally drafted
by the Department of Insurance with the aid of the Attorney General's
Office several years ago. It would give the Commissioner the power
to adopt regulatioﬁs setting minimum standards for all individual
health insurance policies inéluding Medicare supplemental policies.

_ Other states, notably Céliforﬁia, New &ork and Wisconéin,
have adopted legislation or regulations settihg minimum standards for
pblicies. Exhibit F attached sets forth a synopsis of the
minimum standards adopted by other states. The Nationaerssociation
of Insurance Commissioners has also proposed model legislation andk
regulations‘for the setting of minimumrstandards. Even the health

industry has suggested the need for enacting such legislation.*

*Statement of Thomas J. Gilooly, Associate General Counsel, Health
Insurance Association of America to the Assembly Banking and
Insurance Committee on May 2, 1978. '



When A-1474 is adopted, the Department would have the
wwthority to effectively regulate all companieS»sellihg individual
1lealth insurance policies and requi:evthe’industry to conform to
stricter standards with respect to such policies. The setting of
ninimum standards could require the use of standardized forms in
sasily readable language. Key definitions would also be standardized
from policy to‘policy thereby allowing effective compérison of
various policies. Full disclosure of‘the policy'terms at the time
an agent attempts to make a sale would also aid in eliminating
many of the deceptive practices and misrepresentations currently
being made. It would especially help senior citizens make a reasoned
purchase df insurance to supplement.the federal Medicare program.

Finally, such regulations should set mihimum,loss ratio
standards. Such loss :atios"couid differ by reason of the ﬁype of
policy provided. bther states have set such minimuﬁ loss ratios.
Michigan requires at least a 65% loss ratib for policies issued to
“individuals 65 and older. Califofnia requires a minimum loss ratio
of 55% for medicare supplemént policies. Florida and Nevada appear
to follow the "benchmark" set by the National Assbciation of Insurancé
Commissioners of at least 50%. Again, even the health insurance
‘industry has recognized the need'to set satisfactory loss ratios.

The last loss ratio figﬁrgs available from the Department of
Insurance in 1977 show Intercontinental's average loss ratio for all

of its health and accident insurance is 39%. In ranking the 217 companie
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riting accident and health insurance by their average loss ratios,
ntercontinental is 144. This means that there are 73 companies
riting health and,éccidént insurance with lower loss ratio averages
nd there are 99 companies with average cost ratios of less than
0%,‘thé NAIC benchmark. |
Thg'Department_of‘Insuranée has‘requested the assistancé of
:he Attorney General's foice in drafting the regulations to be
yromulgated pursuant to A—l474; Attached as Exhibit G is an
Jutline of the possible areas to bé included in such regulatio@s.
In»the Sunday Star Ledger of March 11, 1979, Mr. Herb Jaffe
discusses the legislativé background of 5;1091, which would give an
individual a 1l0-day period in which to read a policy and make a
decision as to keeping or'cancelling it with a full refund of premiums
paid. While this would be meritbrious legislation, iﬁ is of limited .
benefit in comparison to a minimum standards bill which is'far broéder
in scopé and which could include a 1l0-day free look provision as well

as the other requirements discussed above.

MASS-MARKETED INSURANCE

Anbther area of potential abuse by companies selling health
insurance to the genéral public and to Medicare eligible individuals
is in the area of mass marketed-policies. These are individual
policies of health and life insurance offered by means of solicitation

through a sponsoring organization but with a direct response by the
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smber to the company. Part of this problem was uﬁcovered in® this
ffice's investigation of Intercontinéntalfs solicitation of groups.
nother'aspect of this ptoblem are‘policies solicited through the ,

ail or’other~mass—commuhications media (television, radio, newspapers,
agazines). The Commissioner should have the specific authority tc
‘egulate thé means used for solicitétion inciuding the advertising of
uch policies. This is especially_needed where a maSter policy is
.ssued to a group“outside of Néw Jersey and thu; exempt from regulation
)y New Jersey. This is a means used by some companies to escape
:eguléticn by the stricter states. In those instances, the
Zoﬁmissioher should minimally be able to reqﬁire that the‘premiums

oear a reasonable relationship to the benefiﬁs provided and to
regulate the manner in which claims are settled in order to protect
residents of this state. Legislation may be required to regulate

some of this. The advertising regulations should also be reviewed for

possible amendment to require further disclosure.

MONETARY PENALTY

'Finally; it is suggested that "teeth" be put into Titie 178
bylgiving the Commissioner the authority to fine a company for any
violation of any provision of the}Life and Health Insurance Code.
éurrently as enacfed, Title 17B has no general monetary penalty
prcvision.v A monetary fine may be imposed only under limited

circumstances. Thus, the Department is freguently faced with the choice
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! putting a company completely out of business in New Jersey or
1e issuing of a mere cease and deSlSt order as to certain spec1f1ed
nfair trade practices. The inability to fine a company has been

reviously pointed out to the Department of Insurance by this office

nd proposed legislation drafted.

EPARTMENTAL CHANGES

'As to the Department of Insurance's current methods of handling

>olicyholder complaints, it is suggested that it allocate more staff
-0 handle the complaints made by consumers concerning health insurance.-

Jurrently, two people are handling an average of 300 to 350 complaints

received by the Department monthly. It is difficult, if not impossible,

for twovpeople to adeguately investigate and resolve this many

matters. The average state, according to the attachments to the

Pepper Committee”Report, has an investigative staff of 15 people, nine

of whom are assigned to investigate abuses in the sale of accident and

‘health insurance. More staffing would enable the Department to take.

action}against'companies end egents who are engaged in practices that
are in VlOlatlon of ex1$t1ng statutory requlrements. Furthermore, lines'
of communication should be clarified so that the varlous people in the
Department handling consumer complaints against life and health
insurers can coordinate their inﬁestigations and a more eoncerted

effort can be made to take administrative action against companies

‘and agents.
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““PRESS B}:U:ASB : : ’ Por Inforzation:
‘ Pavid Holton

BOUSE SBLECT COMMITTEE OX AGING Housc Belect Cormitiece on lging
o (202) 225-9375

WASHINGIOR, D. C. 3/15/79 ~

A spokesman for ihe House Belect Cormittee on Aging said todzy that a

neso concerning Intercontinental ldfe Insurance Conpeny, the subject of

& Tecent exrticle in the Newark Star Ledger, was not intended for pubii-

cation.

The spokescan said thet the memo was drafied for the Committee Staff for
the linited purpose of inforzing New Jersey lenbers of the past course

of events as well 83 issue» to be exexined in the futui‘e.'

- The peso contained ellegations still under investigetion. The mcxo,
taken alone, conveycd the inpression that Intercontinental hos Leen
singled out when, in fact, the company is ‘one of several vho are under

scrutiny by the House Committee in various perts of the cowntry.

The Ceonittee will soon relcase 8 report whiceh will deta.".i‘ the results
of 118 ten month investigaticn into aduses of Health Insurence for the

elderly.
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'INTERCONTINENTAL LIFE INSURANCE COMPANY
ANALYSIS OF 605 COMPLAINTS

CATAGORIES OF COMPLAINTS - - | | -  TOTAL
i,. Undiscloséd.Pre—Existing Condition .......................;....., ...................... 95
| 2. PréfExisting Condition Not Disclosed by Agent ...;..;.........; ........................ 28
'3'“ Disputed Disallowance Due To Pre-Existing Condifion .............. ;............; ....... 27
4. Misrepresentation of folicy T e eeseaeseananaans e .. 135
'5. ~Reque9ts’for Information ....... s PR ‘:; .............. _.......;;;v 67
6. Company Slow Making Refund or Paying PEOFLES et ettt et ..... 95
7. HNot Renewed-Under a Hon-Renewable Clause ................... ettt e, e 60
8. Miécellaneouév.....;............,..l .......... O S e, 102
9. FOLEETY ..vverevrnnnenn. ettt e ettt ittt 6
10. Unwanted Solicitation (Senior Citizens Groupé) ...................... ;;..V .............. 6
11. Policy Cancélled Due to Lapse In Premium Payments, Pblicyholder Claims No Notifiqation{ 11 -
12. Paid After Dispute .;....,...;.;......t...;..;..' ................... P S 24

(LEGEND FOR COMPLAINT CATEGORIES IS ATTACHED) -



EXHIBIT C

LEGEND FOR COMPLAINT CATEGORIES

e Undisclosed'pre-existing condition - This category lists the
umber of complaints voiced concerning a denial of benefits due to
i pré-existing condition where the file is not conclusive as to

vhether the complainant had revealed the pre-existing condition to

-

the selling agent.

2. Preéexisting cqndition not disclosed bywagent - This category'
lists the number of instances wheré a cdmplaint involving a pre—existing»”
condition affirmatively states that the insured advised the agent of

a pre-existing condition which the agent did not list on the

application oi that the agent completed the medical history on the

application without questioning the applicant.

3. Disputed disallowance due to pre-existing cdndition - This
category lists ﬁhe number of instanées where a dispute existed
between the clnimant and Intercontinental as tolwhether an insurable
epiéode was in fact related to a pre-exiéting condition, disclosed or

undisclosed.

4. Misrepresentation of policy - 4This category lists the number'
-of times a complaint has alleged'that the selling agent nsed
misrepresentation in his sales presentation. The predominant
misrepresentation alleged relate to the extent of policy benefits or

eligibility‘of the insured for certain benefits.



Réquest foriihformation - This category lists inquiries
5 the Department of Insurance which do not complain against

ntercontinental.

Company slow making refund or paying benefits - This

ategory is self-explanatory.

. Not-reneWed under non-renewable clause - This category lists
:he number‘of comﬁlaints received where Intercontinental refused
0 renew a policy. The predbminéntvnumber of complaints in this
rategory involve situations where Interconfinental paid a claim on

the existing policy. A limited number reflect instances where the

particular policy in force was being withdrawn.

8. Miscellaneous -~ Many of the complaints in this category

involve interpretations of reimbursable costs under the insurance

coverage in force.

9. Forgery - Based on allegation in complaint.

0. Unwanted Solicitation (Senior Citizen Groups) = solicitations

to members of a group unauthorized by the group.

\

11. Policy Cancelled_Due to Lapse in Premium Payments, Policyholder

Claims no Notification =~ This category is self-explanatory.

2. Paid After Dispute - Pertains to claims originally rejected by

ntercontinental but eventually paid after intercession by the Department

£ Insurance.



COMPLAINT COﬁPARISONS AS TO SOURCE OF COMPLAINTS

tal Number of ComplainantS. . . « « « « « « ¢ « « o o « +« « « . 605
tal Number of Specific Allegations. . . . .‘; s e e e e e+ . . 682%
legations Attributable to Unknown Agents. . . . . . .. « o . . 252

% of Total AllegationS. . « « « « « « « o « « 36.9%
.legations Attributable to Agents of
itercontinental Subsidiaries. . .« + ¢« ¢ ¢« ¢ 4+ ¢ o o o « <« « o o o 300

3 of Total Allegations. . .« ¢« o o« o« « o o o o 44%

(The Allegatlons represent 70% of the allegations made
against known agents) **

llegations Attributable to Agents not
£filiated with Intercontinental Subsidiaries. « « « « « « « « « « 130

B OFf TOtal., ¢ v ¢ o o o o o« o o o o o o o o o 19.1%.

(The Allégations represent 30% of the allegations
- made of known agents)

gents Identified with Intercontinental Subsidiaries. . . . . . . 74

.gents Not Identified with Intercontinental Subsidiaries. . . . . 60

‘otal Number of Agents Identified in Complaints. . . «. « « . . . 134

* In certain instances, more than one agent may have been involved in.
‘a single consumer transaction. Thus, a specific allegation might

- involve more than one agent. For purposes of agent comparison, such
instances were counted against each agent accounting for a greater
number of allegations (682) than when the allegations are. analyzed
by type (656).

**In 1978 the wholly owned subsidiaries sold approximately 72.6% of all
health pollc1es and 33.6% of life pOllCleS of Intercontinental that '
were marketed in New Jersey. '
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EXHIBIT F

MINIMUM STANDARDS

REGULATIONS ADOPTED BY OTHER STATES

Wiscohsin has set minimum standards for Medica:e
supplementa;y policies. Byrregulation, it has standardized the
coverage}under Medicare supplementary'policies. It has set up four
categories of such.policies. Non-conforming policies caﬁnot be sold
as supplements to Medicare nor can a company or an agent relate the
policy coverage to Medicare. These regulations only cover Medicare
eligible expensés and, therefore, do not cover general nursing home
care other than skilled nursing facility care, physician charges
above the reasonable level set by Medicare, or other things which are
not covered by Mediare suéh as routine physicalbexams or dental‘care.
Some of the categories do hdt cover the entire deductibles under
Medicare. Throughéut all four categdries pre-existing‘élauses'aré
limited to a maximum of twelve months.

The first category, Médicare Supplement I, is the most
comprehensive. It must cover éll gaps felating_to Medicare eligible
expenses permitted under both Part A and B of the Medicare program.

It must also include 75% of all preécription drug costs to the insured.
The maximum benefits offered under a Medicare Supplement I category is:
either $22,500 for both part A & B expenses, or in the alternative

$15,000 for Part A coverage and $7,500 for Part B coverage.

P



Medicare'Supplement ll is similar to the category described
bove; however, the.ceilings are lower and such policites need not
nclude prescription drugs and certain other limited benefits.

' Medicare Supplement IIT has Stlll lower ceilings and
removes requirements for Part B home health,care, diagnostic tests
and certain other benefits.,i |

Medicare Supplement IV is split into two parts. ‘Medicare
Supplement IVa covers only hospitalization and all other Medicare
Part A benefits. It has maximum payable benefits of $15,000.
Medicare Supplement Ivb covers Medicare Part B'expenses‘only, and has
a maximum payable benefit ceiling of $7,500. A Medicare'Supplement IVb -
may provide catastrophic coverage with a deductible of up to $500.

All except Medicare Supplement IVb must include a minimum
of 30 days of skilled nursing home care. These regulations also
require certain disclosures to be made. An l8-page booklet is to be
presented to all potential insureds. An outline of coverage including
a clearly‘organiZed chart explaining Medicare’supplemental policies
and remaining gaps must also be provided. |

However, Wisconsin's regulatory scheme does not apply to
other forms of -individual health coverage such as general health
insurance, indemnity insurance and dread disease,insurance.

- The State of California has also adopted certain minimum
standards. There are specific standards which’relate to Medicare

supplemental policies and regulate the basic coverage provided, the



ayment of deductibles and co-payments under Medicare, and limitations

n thé’use of thé p:é-existing‘clause, California also'regulates

ther forms 6f individual health insurance including hospital indemnity

nsurance. It sets general standards for Medicare eligible iﬁsureds

hd requires a minimum daiiy benefit of $15. It also regulates the

ise of pré—existing‘clausesvand’waiting periods.. Furthermore, minimum \

;tandafd5~have been éet with certain minimum benefit ceilings for o

lread disease policies. A dread disease policy is a policy that will

»nly pay expenses for the treatment of a s?ecifiedvdisease, usually

:anéer. Califdrnia also regulates catastrophic Medicare}supplement

>olicies. Finally, it requires that policy disélosurekforms iﬁclude

the name of the general agent or compény representativé other than the

agent who sold the policy, the address of such a person, and a toilf

frEe'télephone number. There are also affirmative procedures to insure

that disclosure forms are ﬁsed.' Lastly, California requires that

Flesch Readability Test scores be submitted to the department with all.

submissioné of new poliéy forms. This is to help the depaftment in

deciding whether the policy would be readable by'the geheral public.

The problem with the California regulation is that it does apply to

mail order or group policies where a mastér policy is issued out-of-state.
Finaily, the State of New York has probably the broadest

form'of minimum standards regulations. These standards govern the

form, content,-anﬁ sale of all health insurance policies. These rules

govern the content of the various forms of individual insurance and the



s

annef in whiéh these fdrms are set up and the language to béfused1
n such policies. Specific disclosure statements are required for
hé various types of policies of individual health insurance sold'in
he Statévof New York. These disclosure statements also include a

tatement of anticipated loss ratio for that particular policy period.



EXHIBIT G

SUGGESTED‘AREAS TO BE INCLUDED IN NEW JERSEY

INIMUM STANDARDS REGULATIONS FOR INDIVIDUAL HEALTH INSURANCE POLICIES

. FULL AND FAIR DISCLOSURE
A. All policies should include the'following‘information in a

qoncise and easily readable format on their face: |
1. oufline'of coverage |
2. benefits payable
3. premium
4. pré—existiﬁg condition and waiting periods
5. éxclusions and other limitations; and

6. renewability clauses

B. Limited Policieé must indicate in prominent terms on theif
face that they aré:
1. accident only policy
2. indemnity only policy
3. a skilled nursing facilify_only policy, or

4. other type of limited benefit policy

C. Medicare Supplemental Policies or any individual policy
prbﬁosed fof sale to a Medicare eligible individual must
meet the fdlléwing: | |
i. Any‘policy supplementary to Medicare must include on the

front page (or in é'prominént position)vthevmanner.in

which it fills in the gaps. This can be done by means



II.

vof a»éhart or in othér gfaphic form éhowing Medicare
coveiage and hoﬁ the policy wéuld_éompliment it.

Such graphics should be réquired at time of any saleé
presentation of an initial, replacement or additional -
policy. vReplacement and additional policies should |
also show benefits under existing policies.

-2, Clear ihdication-that costs incurred will iny be
paid if eligible‘(other than exhaustion df benefits)
for Medicare.

D. 1l0-Day "free look" provisions on all policie55

STANDARDIZATION AND SIMPLIFICATION OF LANGUAGE AND TERMS

‘A. Language

1. :eadability,tests (plain english standards)
2. print size
B. Standardized definitions of policy terms - definitions
’should be no more restrictive than the definitions
contained in the regulations for the fgllowing terms:
1. hospital
2. nursing home
a. Skilled nursing facility
b. Extended dare facility
c. Convalescent nursing home
- 3. Sickness
4. Accident, Accidental Insury, injury, Accidental Means.
5. Pre-existing condition
6. Physician

7. Nurse



8. Disability
a. Total
b. Partial
c. Residual
9. Medicare
10. Renewability
11. Cancelability
12. Nervous disorder
C. Standd}dized description of policies incldding disclosure
‘requirements
(I. PROHIBITED POLICY PROVISIONS
A. Limitations or prohibitions against the use of ceftain
policy provisions, such as:
1. Probationary or waiting periods
2. Pre-existing cﬁndition clauses (limit lehgth of
;ime - distinguish medicare supp. policies)
3. Certain limitations or reductions of benefits
B. Policies 'sold or offered for sale which are ‘limited to

losses due to a "dread" disease, i.e., cancer

V. ECONOMIC VALUE
»A. "Loss ratios.
1. Minimum loss ratios by policy type
2. Reporting requirements requiring company to file

loss ratios annually or biannually by policy form



VI.

' B. Limitation on expenses including maximum commissions

as a percentage of the ‘initial and/or renewal
) P

premiums by type of policy

ELIMINATION OF UNFAIR RENEWABILITY PRACTICES

‘All policies sold or issued for sale to a resident of

New Jersey should be required to be renewed by the insurer

except in certain specified instances.

SALES PRACTICES

Regulations should prohibit:

A. Twisting

B. Stacking - some statement as to numer of policies in
force should be included on any application (Use of
graphics may help to lessen this by showing, in a
clear sﬁraight forward manner;,overlapping coverage) .

cC. Clean-Sheeﬁing'Q the filling in of an application |
and failing to note the existence of a pre-existing
condition that the appiicant made known to the agent,
broker and solicitor.' | | |

D; Misreprésentation
1l. Must disclose at the begihning of any contact with

a potential insured the agent's, brokeris‘orv
sblicitor's affiliation with an insurance company.
‘2. No representation, directly or indirectly, by a

salesmanbof company, of any affiliation with a



government agency or government affiliated
organization.

No‘representation; directly or indirédtly, of any
affiliation with any group, organization or
association, unless in fact, there is such an

affiliation. Proof of such affiliation must be

‘supplied in writing.

No representation that existing policy is no

longer in effect because of new minimum standards

regulations or other regulatory action unless the

regulation states so.



