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CALIFORNIA LEGISLATURE—2009—10 REGULAR SESSION

ASSEMBLY BILL No. 786

Introduced by Assembly Member Jones
(Principal coauthor: Senator Steinberg)

February 26, 2009

, —An act to add
Section 790.16 to the Insurance Code, relating to insurance.

LEGISLATIVE COUNSEL’S DIGEST

AB 786, asamended, Jones. trdividua-health-care coverage-coverage
chetee-eategeries-Insurance: retained-asset accounts.

Existing law prohibits any person from engaging in any trade practice
determined to be an unfair method of competition or an unfair or
deceptive act or trade practice in the business of insurance.
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AB 786 —2—

This bill would provide that it is an unfair and deceptive act or
practice in the business of insurance if an insurer uses a retained-asset
account, as defined, and does not take certain actions. The bill would
specify the penalty for this unfair and deceptive act or practice.
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Vote: majority. Appropriation: no. Fiscal committee: yes.
State-mandated local program: yes-no.

The people of the State of California do enact as follows:

SECTION 1. The Legislature finds and declares all of the
following:

(a) It is the practice of a number of insurers to place money
owed to beneficiaries, specifically benefits from policies of dead
soldiers and veterans, into retained-asset accounts (RAA) or
*““checkbook’ accounts without the knowledge or consent of the
beneficiary.

(b) By using RAAs, insurers are able to keep the difference
between the interest rates they pay out and the income from
investing these funds thereby depriving the beneficiary of the
investment value of his or her money.

(c) Assets held in RAAs are not insured by the Federal Deposit
Insurance Corporation due to the fact that RAAs are not in a
traditional depository institution, which could expose a beneficiary
to the possibility of loss if the insurer holding the beneficiary’s
assets becomes insolvent or is conserved.

SEC. 2. Section 790.16 is added to the Insurance Code, to
read:

790.16. (a) Itis an unfair and deceptive act or practice in the
business of insurance if an insurer that uses a retained-asset
account does not do all of the following:

(1) Obtain written prior approval from the beneficiary or the
claimant.

(2) Disclose that the beneficiary or claimant is not obligated to
accept the retained-asset account, and that the beneficiary may
receive the proceed in full from the insurer.

(3) Disclose that the retained-asset account is not insured by
the Federal Deposit Insurance Corporation due to the fact that
the insurer is not a traditional depository institution, which could
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expose the beneficiary or claimant to the possibility of loss if the
insurer holding the assets becomes insolvent or is conserved.

(4) Pay all interest received by the insurer, less reasonable
administrative fees, if any, to the beneficiary or claimant.

(b) For the purposes of this section, ““retained-asset account”
means an account set up by an insurer in favor of a beneficiary
or claimant with the benefits or claim funds owed to the beneficiary
or claimant.

(c) (1) Any person who engages in any unfair and deceptive
act or practice as defined in this section is liable to the state for
a civil penalty to be fixed by the commissioner, not to exceed five
thousand dollars ($5,000) for each act, or, if the act or practice
was willful, a civil penalty not to exceed ten thousand dollars
($10,000) for each act.

(2) The penalty imposed by this section shall be imposed by and
determined by the commissioner in the same manner as provided
by Section 790.05, and may be appealed as provided therein.

All matter omitted in this version of the bill
appears in the bill as amended in the
Senate, September 4, 2009. (JR11)
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