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ANALYSIS OF THE SERVICEMEMBERS’ GROUP LIFE
INSURANCE (SGLI) PROGRAM: HISTORY, CURRENT ISSUES
AND FUTURE IMPLICATIONS
ABSTRACT

The SGLI program is the military life insurance program overseen by the Department of
Veterans’ Affairs (VA) but managed and administered by The Prudential Insurance
Company of America. Recently, a series of news stories by Bloomberg News reported
that the program might not be following the law, and that Prudential was profiting from
the deaths of servicemen and women. The primary purpose of this paper was to analyze
the news articles for factual content and determine whether the journalistic writing style
of the author’s research distorted the SGLI program. What we found was that Prudential
ran the SGLI in a manner that was actually beneficial to both Prudential and
policyholders. We also discovered that Bloomberg used a sensationalist journalistic
style, which distorted the facts. This would have the effect of misleading the public and
casting Prudential in a negative light.
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I.

A.

INTRODUCTION

PURPOSE
Each servicemember1 is automatically eligible for the Department of Veterans

Affairs (VA) supported Servicemembers’ Group Life Insurance (SGLI) program. These
members include active and reserve within the Department of Defense (DoD), as well as
commissioned officers of the Public Health Service (PHS) and the National Oceanic and
Atmospheric Administration (NOAA), and cadets and midshipmen of the service
academies. Our research focuses on analyzing the DoD-sponsored, VA-supervised and
the Prudential-managed SGLI program, and compares the SGLI program to the portrayal
by recent Bloomberg Markets Magazine (or referred to as Bloomberg News or
Bloomberg.com) articles regarding a change to Retained Asset Accounts.
B.

BACKGROUND
David Evans, a reporter for Bloomberg News, has reported extensively on the

SGLI program and how the military life insurance program is administered. Through the
course of many articles written over several months in 2010, David Evans reported on
what he perceived to be numerous problems with the Department of Veterans Affairssupervised and Prudential Life Insurance Company-managed military life insurance
program.
C.

RESEARCH QUESTIONS
The following questions were used to direct and focus the research in this project.
1. What is the SGLI program?
2. How has the program developed and changed?

1 For the purposes of this project, “servicemember,” vice “service member” or “service-member,” is
being utilized in order to provide consistency and uniformity with its usage in existing government
literature and programs; such as the Servicemembers’ Group Life Insurance program..

1

3. What are the political and financial issues relating to these changes?
4. Are the claims correct?
5. Did Prudential and the VA fail to notify servicemembers of a change in its
policy, from one of writing a check to beneficiaries, to one of issuing a “Check book” or
Alliance Account? Was the change still a Lump Sum payment?
6. Interest paid to beneficiaries in the Alliance Account is less than what is earned
by Prudential on the Alliance Accounts. Is Prudential making a profit off deceased
servicemembers or their beneficiaries, and is there something inherently wrong with that?
7. If Alliance Accounts are not FDIC insured, do they need to be? Is Prudential
acting like a bank, and is it allowed to do so?
8. If the Alliance Account Change was verbal between Prudential and the VA,
was it legal?
9. Is Prudential withholding money from servicemembers?
D.

METHODOLOGY
After the SGLI history and operations, we analyzed the Bloomberg news articles’

portrayal of the SGLI program and researched the accuracy of the claims. We then used
our research methodology to compare our findings to the Bloomberg articles.
To address these questions and issues, in writing this report we looked at
Government Accountability Office (GAO), Congressional Budget Office (CBO),
Congressional Research Service (CRS), Department of Defense (DoD), Defense
Manpower Data Center (DMDC) and Department of Veterans Affairs (VA) sources and
reports addressing the SGLI program and DoD deaths since 2001. We also utilized the
Dudley Knox library, its search functions, and online search engines such as LexisNexis,
ProQuest and EBSCO.

2

E.

SCOPE AND LIMITATIONS
1.

Scope

The scope of our analysis includes:
1. Introduction and Background.
2. History and Summary of Death Benefits Payments and SGLI Program.
3. Analysis of charges and reporting from Bloomberg News on SGLI program.
4. Summary, conclusions and recommendations.
2.

Limitations

The primary limitation to this project is that the data used are from reports given
from Prudential to the VA, which are not formal financial statements.

Financial

statements from Prudential were not specifically available for the SGLI program due to
their being proprietary records of the Prudential Insurance Company of America.
F.

BENEFITS OF THE STUDY
The first potential benefit of this study is determining if the SGLI program is fair,

both legally and ethically, to the policyholders (servicemembers), the beneficiaries, and
the insurer (Prudential). A second benefit of our research is its addressing of ways the
administration of the SGLI program by the DoD, VA and Prudential could be improved.
A third potential benefit of the study is to increase public awareness of the SGLI
program.

3
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II.

A.

THE SGLI PROGRAM

INTRODUCTION
This chapter gives a basic overview of the SGLI program by analyzing the

program’s origins and historic changes in order to provide a basic understanding of what
the SGLI program accomplishes, what it provides, and how it is administered. An
overview of the program is necessary in order to identify the various rules and policies
within the program as well as what the program is designed to do. Federal Law (38 USC
1965 et seq.) governs the SGLI program and mandates certain requirements that the
Department of Veterans Affairs must abide by.
B.

HISTORY/ORIGINS OF THE SGLI PROGRAM
The U.S. government insurance business began in 1914 during World War I.

With the war in Europe, Congress passed the War Risk Act on September 2, 1914, to
provide marine insurance coverage for merchant vessels that supplied European countries
fighting the Germans. Then, in 1919, the United States Government Life Insurance
program (USGLI – 1919–1951) took the place of War Risk policies (United States
Department of Veterans Affairs, 2009b).

Because the U.S. armed forces suffered

significant casualties in wars, private life insurance companies were not willing to
provide coverage for servicemembers. Even though insurance actuaries are fairly reliable
in predicting deaths in the armed services during peacetime, it is exponentially more
difficult to estimate how many deaths will occur during a war. The U.S. government
needed to offset the disadvantages created in time of war.

In order to do this, a

government sponsored life insurance program was needed to cover servicemembers
placed in harm’s way.

Thus, the current program that we now know of as

Servicemembers’ Group Life Insurance (SGLI) was then called Servicemens’ Group Life
Insurance. The modern day Servicemens’ Group Life Insurance was born on September
29, 1965, under Public Law 89-214. At this time, SGLI provided up to $10,000 of group
term life insurance to members on active duty (USDVA, 2010b).
5

When the United States became involved in the Vietnam War in 1965, Congress
concluded that a new program of life insurance was needed. Commercial insurance
companies lobbied for a role in providing coverage to servicemembers, even though they
were unable to provide the coverage themselves. The commercial insurance companies’
lobbying was to prevent the government from providing coverage indefinitely after
servicemembers separated from the service. As a result of successful lobbying, SGLI
provided for group coverage and the program would be administered by the commercial
insurance industry and not the government. The establishment of SGLI in 1965 resulted
in the Department of Veterans Affairs (VA) purchasing a group life insurance policy
from the Prudential Insurance Company of America. Prudential established the Office of
Servicemens' Group Life Insurance (OSGLI) to administer the policies. This office is
still called OSGLI, although it is now under the name of the Office of Servicemembers’
Group Life Insurance, currently located in Roseland, New Jersey, and is administered by
Prudential Insurance Company of America some forty-five plus years later (USDVA,
2010b).
SGLI expanded over the years to cover the uniformed services of the Army,
Navy, Air Force, Marine Corps, and Coast Guard, as well as Reservists, National Guard
members and several other government groups such as the Public Health Service (PHS)
and National Oceanic and Atmospheric Administration (NOAA). As applicants are
processed into the uniformed services, they are automatically enrolled in the SGLI
program and are entitled to decline the coverage in writing. The coverage was limited to
$10,000 at first and has gradually increased over the years to its current maximum
amount of $400,000 (USDVA, 2010b) (Figure 1).

After the terrorist attacks of

September 11, 2001 and the subsequent wars in Iraq and Afghanistan, Congress passed
Public Law 109-13 increasing SGLI’s maximum amount from $250,000 to $400,000. On
September 30, 2005, Public Law 109-80 made permanent the previously maximum
coverage of $400,000 that was authorized under P.L. 109-13 (USDVA, 2010d).

6

Table 1.

Historical SGLI Maximum Coverage Amounts by Year

Year

1965

1970

1974

1981

1986

1991

1996

2001

2005

Coverage Amount

$10,000

$15,000

$20,000

$35,000

$50,000

$100,000

$200,000

$250,000

$400,000

Source: The Department of Veterans Affairs: 5 May 2011
http://www.insurance.va.gov/sglisite/legislation/legislation.htm

C.

SGLI SPECIFIC PROGRAM DESCRIPTION
For the purposes of this study, our analysis looks at an active duty servicemember

who elects to have the full SGLI coverage amount authorized by law, which is $400,000.
1.

Deciding Coverage

The SGLI program begins on the first day of active duty and the member is
automatically covered. In order to complete the process, the member must complete
form SGLV-8286, Servicemembers’ Group Life Insurance Election and Certificate (See
Appendix A). The member is automatically enrolled for the maximum $400,000 policy
unless he or she decides for lesser coverage.

Lesser coverage is allowed only in

decrements of $50,000. If a servicemember does not desire any life insurance coverage
the member must decline coverage altogether by writing on the SGLV-8286 form, “I do
not want Insurance at this time (USDVA, 2009a).”

If a member does not choose

coverage when first entering the service, but decides to add the SGLI benefit or if the
member chooses to increase the coverage amount, he would be required to provide proof
of good health (USDVA, 2009c).
According to LT Nathan Kaspar (personal communication, December 8, 2010), at
the Navy’s Personnel Command, Navy Casualty Assistance, in his capacity as the Head
of Navy Casualty Operations and Navy/USMC Mortuary Division Officer, 98-99 percent
of the Navy casualties that he sees have full SGLI coverage in the amount of $400,000.
He stated “Very few sailors do not have coverage.”
7

Table 2.

SGLI Servicemember Coverage Facts — March 2011.

SGLI Program – Servicemember Coverage Facts
Opened
Number of Members Covered
Total Amount of Insurance in Force
Average Coverage Per Member
Average Attained Age
Average Annual Death Rate
Source: Department of Veterans Affairs Website.
2.

September 29, 1965
2,433,500
$913,345,223,000
$375,322
29.9
0.96 per 1,000

Designating a Beneficiary or Beneficiaries

The next step in completing the form is to designate a beneficiary or beneficiaries
and select the amount that each beneficiary would receive, either as a percentage, a dollar
amount or a fraction of the $400,000. For example, if two beneficiaries are listed, a
member could specify 50% to Beneficiary A and 50% to Beneficiary B, or could
designate $300,000 to Beneficiary X and $100,000 to Beneficiary Y. The final step in
completing the SGLI Election and Certificate form is with regard to the payment option
for the beneficiary(ies).

Per the Department of Veterans Affairs form SGLV-8286

(original form prior to the change made in November 2010 and March 2011) (See
Appendix B), the law requires a servicemember to have two and only two options for
payout: (1) in a lump sum or (2) in 36 equal monthly installments (USDVA, 2009b).
Once the member has made his selection on coverage, the member must sign and
date the SGLV-8286 and have it witnessed by a command representative. Once the form
is completed, it is submitted to the command’s personnel office for entry into the official
record of the member and is forwarded to the service branch personnel headquarters for
archival and for reference should the servicemember die. It is the responsibility of each
service to retain the original copy should it be required by Prudential for a policy payout.
A copy is neither filed nor retained by the Department of Veterans Affairs, or
Prudential’s Office of Servicemembers’ Group Life Insurance (OSGLI).

When

completing the SGLV-8286, the command assisting the servicemember with the
completion of the form is required to inform the member that he may seek the advice of a
8

military attorney (Judge Advocate General – JAG) at no expense to the member with
regard to any legal questions about the form (USDVA, 2009a).
3.

Period of Coverage

The servicemember’s SGLI coverage remains in effect until the member leaves
the service, cancels the policy or dies. The life insurance covers the member whether the
member is in a duty status (at work) or off duty (at home or on leave from the service),
and is covered 365 days a year, no matter what activity he or she is engaged in. The
policy will be paid to the beneficiary(ies) regardless of whether the member’s death is
caused by war or by accident or natural causes and regardless of whether he is killed on
or off military duty. The servicemember is also covered by SGLI for 120 days after
leaving the service (USDVA, 2009c).
4.

SGLI Premiums

The maximum premium for an active duty member with $400,000 coverage
regardless of gender, age or health, is $26.00. Also, there is a $1.00 premium for
Traumatic SGLI coverage, bringing the total monthly premium to $27.00 (See Fig. 3).
The $27.00 is collected every month by the Defense Finance and Accounting Service
(DFAS) directly from the servicemembers’ pay and transferred to the Department of
Veterans Affairs, which in turn transfers the funds to Prudential via a revolving account.
The actual breakdown of SGLI coverage is $6.50 per every $100,000 in coverage or
$0.65 per every $1,000 of coverage for a total of $400,000 (USDVA, 2009c). In policy
years ending June 30, 2009 and June 30, 2010, premiums collected were $677 million
and $682 million respectively (USDVA, 2009b, 2010d).

9

Table 3.

Current and Old SGLI Premium Rates as of July 1, 2008.
CURRENT SGLI Premium Rate
Effective July 1, 2008

OLD SGLI Premium Rate

Total
Total
Monthly
Basic
TSGLI Monthly
TSGLI Monthly
Coverage premium
Coverage Premium
Premium Premium
Premium Premium
Amount
Amount Rate
rate
Deduction
Deduction
$3.50
$1.00
$4.50
50,000
50,000
$7.00
$1.00
$8.00
100,000
100,000
$10.50
$1.00
$11.50 150,000
150,000
$14.00
$1.00
$15.00 200,000
200,000
$17.50
$1.00
$18.50 250,000
250,000
$21.00
$1.00
$22.00 300,000
300,000
$24.50
$1.00
$25.50 350,000
350,000
$28.00
$1.00
$29.00 400,000
400,000
Source: Department of Veterans Affairs Website.

Table 4.

$3.25
$6.50
$9.75
$13.00
$16.25
$19.50
$22.75
$26.00

$1.00
$1.00
$1.00
$1.00
$1.00
$1.00
$1.00
$1.00

$4.25
$7.50
$10.75
$14.00
$17.25
$20.50
$23.75
$27.00

SGLI Historical Insurance Coverage and Premiums

Year Coverage Amount Monthly Premium Per $1,000
Premium Amount
1965
$10,000
$0.20
$2.00
1972
$15,000
$0.17
$2.55
1978
$20,000
$0.15
$3.00
1982
$35,000
$0.116
$4.06
1984
$35,000
$0.08
$2.80
1986
$50,000
$0.08
$4.00
1991
$100,000
$0.08
$8.00
1996
$200,000
$0.08
$16.00
1997
$200,000
$0.085
$17.00
1998
$200,000
$0.080
$16.00
2003
$250,000
$0.065
$16.25
2005
$400,000
$0.065
$26.00
2006
$400,000
$0.07
$28.00
2008
$400,000
$0.065
$26.00
Retrieved from the Department of Veterans Affairs Website: 5 May 2011
http://www.insurance.va.gov/sglisite/legislation/legislation.htm
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5.

Policy Proceeds/Payout Options

When the servicemember completes the SGLI enrollment form, he has the option
to select ether the lump sum or the installment method for the listed beneficiaries. If the
Lump sum option is chosen, the method of payment will be made to the beneficiary
through a Prudential managed Alliance Account. An Alliance Account is Prudential’s
trademark name for a Retained Asset Account (RAA). According to the Federal Deposit
Insurance Corporation (FDIC), “A Retained Asset Account is an insurance company
product in which the beneficiary of a life insurance policy receives proceeds in the form
of an account provided by the insurance company in lieu of a lump sum payment (FDIC,
2010).” This is not a bank account and is not FDIC protected, since it is an insurance
product.

Normally, the payout action will take place within 1–2 weeks after the

servicemember has died. How long depends on how quickly the insurance company
received an official military or state death certificate confirming that the servicemember
has died. The full SGLI policy amount will be placed in the Alliance Account for the
beneficiaries’ use. For example, if a servicemember dies with a $400,000 policy and has
the lump sum option on his SGLI form, within a short time after OSGLI receives all the
official paperwork and death certificate, the beneficiary will receive a package and a
“check book” which he can use to write a check from the Alliance Account for the full
$400,000 and deposit it in his personal checking account (or any other financial account)
or keep it in the Alliance Account at no cost to the beneficiary. The Alliance Account
acts like a “checking account.” The money in the account earns interest (currently
reported to be .5 to 1% annually), backed by Prudential the strength of Prudential’s
financial portfolio. The interest and the proceeds are both tax free (USDVA, 2009c).
If the installments option were selected, 36 equal monthly installments starting at
the date of death will be sent to the listed beneficiaries. Once the completed claim forms
and an official State or Military death certificate are filed and the claim is approved, the
first installment is sent upon receipt, which could be a few months after the official date
of death. The amount of each monthly installment would be calculated to include interest
on the unpaid balance (USDVA, 2009c).
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The last way proceeds can be received is through an Accelerated Benefit Option
(ABO). This is where the policyholder is terminally ill and would be given partial access
to his death benefits. If this option is selected, the terminally ill policyholder will have
access to 50% of the face value of the policy in his lifetime, where the money will be
available in $5,000 dollar increments. The insured must have a medical prognosis of a
life expectancy of nine months or less (USDVA, 2009c).
D.

FINANCIAL ROLE OF THE DEPARTMENT OF DEFENSE AND
DEPARTMENT OF VETERANS AFFAIRS
1.

Trail of Premiums

After the servicemember completes the SGLI enrollment form, the form is then
processed and the member would begin paying the monthly premium via an allotment
from his military pay from DFAS. The premiums collected by DFAS are then transferred
to the VA Insurance Service Center in Philadelphia, PA. According to Mr. Stephen
Wurtz, the Deputy Assistant Director for Insurance at the Department of Veterans
Affairs, the VA receives 15 separate payments during the course of the month (from
Army active duty, Army Reserve, Navy active duty, Navy Reserve etc.). Each payment
is reviewed by the VA Insurance staff, and then sent to an independent Internal Control
Unit which checks that the voucher matches the amount of money, etc. The Insurance
staff then records the payments, and electronically forwards the payment to Prudential the
same day, unless it is received from DoD late in the afternoon. This is important because
it allows the money to begin earning interest quickly – and all interest is paid into the
SGLI account that Prudential manages. The VA forwards the premiums to Prudential’s
OSGLI account. When an SGLI enrolled servicemember dies, the proceeds are then
credited from Prudential’s OSGLI account either to an Alliance Account for the
beneficiary or to the beneficiary via the installment method of payment (S. Wurtz,
personal communication, May, 4, 2011).
Prudential manages the day-to-day payouts of SGLI and reports to the VA’s
Regional Office and Insurance Center in Philadelphia, PA. Since 1999, Prudential has
opened and managed approximately 60,000 Alliance Accounts (Congressional Research
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Service, 2010). Prudential currently uses 20 additional insurance companies as reinsurers
and converters, and an additional six act as converters only (USDVA, 2010d).
Reinsurance takes on the risk profile of the insurers that they reinsure. Put simply,
reinsurers pay a portion of the claims reinsured in excess of a threshold, in exchange for a
premium paid to assume the risk.

According to Title 38 of the U.S. Code, under

Pensions, Bonuses, and Veterans’ Relief, Part 9—Servicemembers’ Group Life Insurance
and Veterans’ Group Life Insurance:
The allocation of insurance to the insurer and each reinsurer will be based
upon an amount of the total life insurance in force under the policy in
proportion to the company's total life insurance in force in the United
States where the first $100 million in force is counted in full, the second
$100 million in force is counted at 75 percent, the third $100 million in
force is counted at 50 percent, the fourth $100 million in force is counted
at 25 percent, and any amount above $400 million in force is counted at 5
percent (GPO Access. 2010).
Conversion occurs when a term insurance policy, such as an SGLI policy, is
converted to a renewable term insurance policy such at Veterans Group Life Insurance
(VGLI) when a servicemember leaves the service and chooses to transition the SGLI
policy to a veteran’s policy (VGLI). According to Mr. Stephen Wurtz, the Deputy
Assistant Director for Insurance at the Department of Veterans Affairs, “’Conversion’ is
a word of art in the insurance industry. It refers to the privilege an individual sometimes
has when going from one insurance situation to another, often when ‘converting’ from
term insurance to permanent plan insurance, or in our case, when ‘converting’ one's SGLI
coverage to VGLI, or to a commercial policy. It's the guaranteed right to get the
successor policy WITH NO UNDERWRITING (no health questions),” (S. Wurtz,
personal communication, March 31, 2011).
Mr. Wurtz also states,
So in the SGLI program, for example, it's a very valuable benefit for those
who have been injured in service to their country and would not be able to
buy life insurance on the commercial market, or could do so only by
paying a ‘rated’ (higher) premium, because their injuries or illness have
made them uninsurable at ‘standard’ premium rates (S. Wurtz, personal
communication, March 31, 2011).
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Mr. Wurtz is referring to the fact that an injured servicemember who leaves active duty
and has a disability can still get coverage through the VA’s VGLI insurance program,
whereas other insurance companies would charge the servicemember higher premiums
due to his or her injuries or disability. Mr. Wurtz continues:
The SGLI program has insurance companies that have agreed to be
"converters.” When an insured wants to convert they are given a "dual
application" package which they submit to any of the participating
insurance companies they choose. If they are healthy enough for standard
coverage, that's what they buy. If they are not, they are sold a policy, and
that policy is placed in the "conversion pool.” The conversion pool is a
financial mechanism that ensures the company that sells the policy neither
profits nor loses money from the policy. The Conversion Pool is managed
by Conversion Pool Managers, a group of [usually five] individuals,
generally actuaries, from the participating companies. These individuals
receive no additional compensation for their participation (S. Wurtz,
personal communication, March 31, 2011).
According to the VA’s Forty-Fifth Annual report on SGLI, servicemembers’
premiums totaled over $682 million ending June 30, 2010, and, overall, 2.4 million
covered servicemembers were insured for $908 billion of life insurance coverage
(USDVA, 2010d).
2.

Extra Hazard of Duty Cost

Prudential also receives money called the Extra Hazard Payment from the
Department of Defense, which is first sent directly to the VA.

The Extra Hazard

Payments are paid by each branch of service as required by law, to pay for the claims due
to extra “hazards” or deaths caused by military service, typically combat related deaths
(USDVA, 2010d). These are deaths that would otherwise exceed the normal actuarially
expected number of peacetime deaths and, therefore, the DoD pays the full cost for the
death. The Extra Hazard Payment is then sent to Prudential and deposited in Prudential’s
OSGLI account. The amount to be paid is determined by the VA actuaries after they
have studied the mortality rate of servicemembers for the most recent three years (CRS,
2010). According to Christine Scott, Specialist in Social Policy for the Congressional
Research Service, “If the actual death claims exceeds the estimated deaths claims, the
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excess claims are multiplied by the average amount of insurance per member to
determine the extra hazard cost for each uniformed service” (CRS, 2010, p.6).
The Extra Hazard Payments are included under the Department of the Navy’s
yearly budget submission to Congress under Navy Military Personnel, Budget Activity 6:
Other Military Personnel Costs, SGLI Extra Hazard Payments. In FY 2009, actual
payments from the Navy to the VA for Extra Hazard totaled $55 million (U. S.
Department of the Navy, Comptroller, 2011).
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III.

A.

EVALUATION OF CHARGES

INTRODUCTION
This chapter gives an overview of some of the charges laid against Prudential and

the Department of Veterans Affairs SGLI program in recent media reports. In particular,
more than twenty articles written mainly for Bloomberg Markets Magazine and posted
online at Bloomberg.com are the sources of discussion and conflict in the Department of
Veterans Affairs, the Department of Defense, Congress, Prudential and various veterans’
groups. Of the series of SGLI articles, which henceforth will be referred to as the
“Bloomberg articles,” all were written by David Evans of Bloomberg News and his
colleagues with the majority written by Evans himself. We analyzed these charges to
determine whether they were valid, and accurately portrayed the SGLI program and VA
policy.
B.

NEWS ARTICLE CHARGES VS. SGLI FACTS
1.

Prudential Profiting from Deaths of Servicemembers

A July 28, 2010 article by David Evans from Bloomberg Markets Magazine sent
shock waves through the Department of Defense, Department of Veterans Affairs, and
Congress—as well as many veterans groups.

The article, entitled “Fallen Soldiers'

Families Denied Cash as Insurers Profit,” was the first in a series of roughly twenty
articles written by Evans and colleagues at Bloomberg News. The series portrayed the
SGLI Program—which is supervised by the Department of Veterans Affairs and
managed by Prudential Life Insurance—as a scheme or fleecing of beneficiaries while
insurers profit. The article title alone made it sound as though insurance companies were
making money from insurance policies while fallen servicemembers’ families (or other
beneficiaries) were denied access to the insurance policy payouts, or in the article’s
words, “denied cash” (Evans, 2010a).
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This section of the thesis discusses various sides of the issue. The material is
organized as follows: First, several claims or allegations made by Evans and colleagues
are presented, in the form of quotes attributed to deceased servicemembers’ families, as
well as legal and insurance experts. Each quote is then followed by the major claim the
article made, which is then followed by the findings of our research and analysis. From
time to time, we also present questions that we think need to be answered in order to
provide balanced coverage of the issue.
Throughout many of the Bloomberg articles (among them Evans, 2010a &
2010d), opinions from individuals were quoted with regard to the use of Retained Asset
Accounts (RAAs). One such interviewee was Cindy Lohman, the mother of a deceased
servicemember, who was quoted as saying, “It’s a betrayal. It saddens me as an American
that a company would stoop so low as to make a profit on the death of a soldier. Is there
anything lower than that?”(Evans, 2010a) The use of this quote suggests that insurance
companies are earning money from the death of servicemembers, and that doing so is
morally repugnant. Here is how the quotation was placed in the published article:
“I’m shocked,” says Lohman, breaking into tears as she learns how the
Alliance Account works. “It’s a betrayal. It saddens me as an American
that a company would stoop so low as to make a profit on the death of a
soldier. Is there anything lower than that?” (Evans, 2010a)
Millions of bereaved Americans have unwittingly been placed in the same
position by their insurance companies. The practice of issuing what they
call “checkbooks” to survivors, instead of paying them lump sums,
extends well beyond the military. Other major insurance companies such
as MetLife have also been using RAAs. MetLife has a RAA program like
Prudential’s, and calls it a “Total Control Account” (Evans, 2010a).
After stating that Ms. Lohman is saddened by the insurance company’s profiting
from an insurance policy for a dead soldier, author David Evans used the words of Ms.
Lohman to make it sound like a terribly unethical situation in which an insurance
company, in business to provide a service as well as make a profit, is doing just that—
making a profit. The Bloomberg article continued by quoting insurance law professor
Jeffrey Stempel, at the William S. Boyd School of Law at the University of Nevada, Las
Vegas. Professor Stempel was quoted as saying:
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It’s institutionalized bad faith… In my view, this is a scheme to defraud
by inducing the policyholder’s beneficiary to let the life insurance
company retain assets they’re not entitled to. It’s turning death claims into
a profit center [emphasis added] (Evans, 2010a).
Bloomberg’s use of this quote from Professor Stempel implies that Prudential is
defrauding beneficiaries of their rightful money and profiting where the company would
otherwise not.
Bloomberg also took issue with what it implied was a low rate of return provided
by the Retained Asset Accounts (Evans, 2010c). Evans wrote that Prudential paid one
percent interest on the Retained Asset Accounts in July of 2008 (Evans, 2010c). By
comparison, in July 2008 the average interest rate paid on an interest-bearing checking
account was approximately 1.48%, according to Bankrate.com (Bankrate.com, April
2011). However, Prudential claimed that its interest rates on Alliance Accounts were
competitive and—even with the use of the Retained Asset Accounts—that Prudential was
losing money on the program. In a letter dated September 23, 2010, entitled “An Open
Letter to the Military Community from Prudential Financial,” and published in
newspapers across the country, Prudential wrote, “In fact, we have lost money under the
SGLI contract over the last 10 years” (See Appendix C) (Jowers, 2010). Note, though,
that Prudential did not say that it was losing money in the most recent years.
The Prudential letter also stated, regarding reporting by the Bloomberg articles:
The articles have been inaccurate and reckless because they fail to point
out that beneficiaries have always been able to get all of their money when
they want it by using the Alliance Account. Prudential does not withhold
a penny of the money that belongs to beneficiaries. In fact, we pay interest
on it from day one. This information is clearly explained to beneficiaries
(Prudential Letter, September 23, 2010).
The letter also stated:
Finally, much has been said about the Alliance Accounts being some
elaborate scheme to make money from the deaths of fallen
Servicemembers—an allegation we deeply resent. In fact, we have lost
money under the SGLI contract over the last 10 years (Prudential Letter,
September 23, 2010).
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This statement from Prudential directly asserts that the Alliance Accounts are not
making Prudential a profit on the SGLI contract (Jowers, 2010). This seems to be a very
important assertion by the second largest U.S. insurance company in the nation (second
behind MetLife) that they are in fact losing money on the military’s SGLI program. Why
would a major insurance company readily admit that it is losing money unless that was
really true? The fact is that Prudential took out a full-page advertisement in newspapers
across the country to refute the Bloomberg news stories that were stirring up negative
media attention and questions about its business practices and profit.
Once Prudential receives the required paperwork to pay the beneficiary, the funds
are classified as a Retained Asset Account and are actually held in Prudential’s general
corporate account. According to a website provided as a public service by Advocate Law
Group P.C:
Most insurance companies began paying death claims through Retained
Asset Accounts to earn "spread" -- a profit between the "short term rate"
that is paid by banks and money market funds and the typically higher
interest rates life insurers earn from their long term bond and mortgage
investments. Depending on prevailing interest rates, "spread" will
typically range from 1% to 3% of the money on deposit in the Retained
Asset Accounts. Even after the insurance company pays all the expenses
of providing beneficiaries with the Retained Asset Accounts, the net result
can be a decent extra profit (Retainedassetaccounts.com, 2011).
Prudential’s Retained Asset Accounts do create revenue (but not necessarily
profit) off interest earned in the general corporate account. Due to lack of information, we
cannot determine whether Prudential in fact makes a profit off the entire SGLI program
in conjunction with the Retained Asset Accounts. This is due to Prudential’s financial
statements not being detailed enough to differentiate between interest earned in the
general account with the Alliance Accounts and interest earned in the general account
without the Alliance accounts.

It should be noted that revenue and profit are two

distinctly different financial terms and to the average reader can be construed as meaning
the same.
The issue over Retained Asset Accounts sparked several lawsuits including one
by plaintiffs Kevin and Joyce Lucey, whose son Kevin served in Iraq and committed
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suicide in 2004. In Lucey v. Prudential, 10-30163, U.S. District Court, District of
Massachusetts (Springfield), the plaintiffs sought the difference between the profit that
Prudential made on these accounts and what they paid to the beneficiaries, claiming that
all the profits made on the accounts belong to beneficiaries, not Prudential (Kevin and
Joyce Lucey and Tracy Lynn Reece Eiswert v. Prudential Insurance Company of
America, Class Action Complaint, 2010).
In another case, Garcia v. Prudential, a plaintiff made these same charges. Mrs.
Kathryn Garcia argued that Prudential breached the terms of her husband’s contract (life
insurance policy) and that Prudential delayed paying her life insurance benefits was so
that the company could invest the benefits and make a profit from those investments from
the death of her husband Nick. Nick Garcia had three life insurance policies with
Prudential and Mrs. Garcia was paid via an Alliance Account.

The case against

Prudential claimed that the insurance company had “engaged in a practice of delaying the
payment of life insurance benefits due to beneficiaries so that it could (a) invest the
benefits, in a manner not disclosed to the beneficiaries, and (b) make a profit from the
earnings resulting from those investments during the period of delay.” (Garcia v.
Prudential) On that point the judge ruled that unless the contract states otherwise, there is
“no duty to segregate (a beneficiary’s) funds from an institution’s general assets”
(Kathryn Garcia v. The Prudential Life Insurance Company of America, Civil Action No.
08-5756, 2009).
According to Prudential’s letter to the military community, “Several federal
judges have rejected claims against accounts like the Alliance Account, concluding that
beneficiaries are in virtually the same position they would be in had the insurer sent them
a check, because consumers can immediately withdraw the full proceeds” (Prudential
Letter, September 23, 2010). Prudential also argued that on September 10, 2010, MetLife
won a victory when a federal judge in Nevada threw out a lawsuit against them alleging
that MetLife “misled beneficiaries over the use of such an account.” In December 2009,
the Honorable Joseph Greenaway Jr., in federal court in Newark, New Jersey, asked a
plaintiff’s lawyer, “What am I missing here? Your client has the ability to get all of her
money from day one.” Judge Greenaway dismissed the case (Prudential Letter, 2010).
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In the Bloomberg article dated September 14, 2010 titled, “How Prudential Cut a
Deal with the VA,” David Evans paraphrases law professor Stempel, “…that regardless
of the outcome of that lawsuit, it’s clear that Prudential and the VA wrongly manipulated
a federal contract at the expense of military members and their relatives.” Then Evans
quotes Professor Stempel directly, “At a minimum, survivors ought to be made whole
with their missed interest.” “The VA really seems to have had the best interests of the
insurance company at heart, instead of those of the soldiers and their families” (Evans,
2010c).
The Bloomberg article of July 28, 2010 and subsequent Bloomberg articles
suggest that it is “low” or a “betrayal” for insurance companies to profit from the payout
of a policyholder’s contract. It is very easy to suggest that actions are shameful when
they occur by for-profit organizations that deal with the death of servicemembers.
Interestingly, though, the article does not mention the fact that beneficiaries are free to
withdraw all of the RAA funds or just receive a lump sum check from Prudential and to
deposit that money in another financial institution.
In assessing the merits of Bloomberg’s allegations, a few questions should be
considered. Among them are:
1)

Once a beneficiary puts the death payout in his own personal bank, is not

that bank profiting off the death of the servicemember?

Investment companies or

financial institutions who accept life insurance checks from the death of a servicemember
are also in the business of loaning out that money that they receive as a deposit. They
pay the beneficiary interest on the funds and also create new loans and generate interest
on those news loans as well.
2)

Is this shameful or unethical? In other words, if Cindy Lohman or another

beneficiary received a lump sum check for her son’s death and deposited that check into a
bank, then one could argue that the bank would be profiting from the death of her son, if
it profitably re-invested the money that was deposited. Is there anything wrong with
that?
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3)

Is the fact that the life insurance company gets to keep the payout in its

own accounts illegal? One could argue that is not illegal because for more than twenty
years, insurance companies have been doing just that, using Retained Asset Accounts to
generate revenue for the firms, and no court has ruled that it is illegal or violates any
specific laws.
When servicemembers pay Prudential to provide them life insurance, and they
then die, it’s easy to mix the emotions concerning the death of the servicemember with
the issues around the beneficiary payout. It appears that, while grieving, Ms. Lohman
(and many others) may have done this. She was quoted as saying, “It’s like you’re
paying me off because my child was killed . . . It was a consolation prize that I didn’t
want” (Evans, 2010a). The fact is that Ryan Lohman, Cindy Lohman’s son, wanted to
provide his beneficiary, his mother, money in the event that he died. In essence, the
“consolation prize” Cindy Lohman calls her beneficiary payout, is from her son, not
Prudential.

Prudential was fulfilling its contractual obligation to Ryan Lohman

“because” he died, not because of “how or why” he died.

Whatever Prudential’s

responsibility, it had no role in her son’s death.
The average six-year interest rate on checking accounts, obtained from
Bankrate.com from April 2006 to April 2011, was 1.13%.

This average is more

comprehensive than the 0.50% Bloomberg uses. The difference is 0.63%. When one
examines the yearly rates in Figure 5, it looks as if Bloomberg picked one of the highest
differences between interest rates paid by banks and interest rates paid by Prudential.
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Figure 1.

Average Checking Account Interest Rates from 2006 to 2011

The Bloomberg News articles fail to mention two aspects of the Alliance
Accounts. The first is that the Alliance Accounts are very small compared to the General
Account; the second is that it fails to mention how it earns interest from its General
Corporate Account.
Marlene Satter, writing about an interview with Bob DeFillippo, Chief
Communications Officer for Prudential Life Insurance Company of America, for
AdvisorOne.com, an online investment publication states:
It’s not that simple. He points out that there are different types of
investments in that general account—both short- and long-term vehicles
that pay different rates of interest. Some are very short-term, so that the
company has the ability to pay out to beneficiaries on demand. “To pay
interest to beneficiaries on demand,” he says, “we have to invest money in
short-term interest-bearing investments. It’s comparing apples and oranges
to compare the total return on the general fund to the interest rate we pay
on the Alliance Account. It’s more accurate to look at the portion of the
general account invested in short-term assets so that we have liquidity”
(Satter, 2010).
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In a column written about insurance payouts, CBS/Moneywatch’s Jane Bryant
Quinn had this to say about RAAs:
Currently, Pru pays 0.5 percent. That’s the same as my bank pays on
money market accounts of at least $50,000. Some banks and credit unions
pay more (yes, I should change my bank). Money market mutual funds
yield about 0.2 percent today. So for cash you can tap at any time, the
insurance company looks okay (Quinn, 2010).
2.

Prudential Beneficiaries Denied Cash

As previously discussed, the first part of the title of “Fallen Soldiers' Families
Denied Cash as Insurers Profit” implies that servicemembers’ beneficiaries are denied
their benefits. The article references Cindy Lohman’s inability to use the checks on two
separate occasions, and places blame on the use of Retained Asset Account checks.
“The “checks” that Cindy Lohman wrote, the ones rejected by retailers,
were actually drafts, or IOUs, issued by Prudential. Even though the
“checks” had the name of JPMorgan Chase & Co. on them, Lohman’s
funds weren’t in that bank; they were held by Prudential” (Evans, 2010a).
This quote implies that the checks Lohman used were not really checks at all and
therefore operate differently somehow. The article goes on to explain that before a check
could clear, Prudential would have to send money to JPMorgan.

This is listed as

evidence that these accounts were not what they seemed, and were part of a “scheme” to
deny funds to beneficiaries.
Prudential claims that the beneficiary was not denied her money at all and, in fact,
had already accessed most of it. “In a letter on August 4, answering a request from New
Jersey insurance regulators, Prudential explained that 25 checks from the mother's (Cindy
Lohman) account were cleared from October of 2008 to April of 2010, at which point
most of the benefits were withdrawn” (Roth, 2010).

This fact was left out of the

Bloomberg articles.
As a matter of law, a ruling has been issued on the matter of whether or not
Retained Asset Accounts serve to deny insurance benefits. As discussed earlier, in
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Garcia v. Prudential, filed in New Jersey on November 21, 2008, the widow Nick Garcia
sued the insurance company, claiming that she was denied her benefits (Kathryn Garcia
v. The Prudential Life Insurance Company of America, 2009).

Specifically, her

complaint stated that Prudential engaged in a practice of delaying the payment of benefits
so that the company could invest the money and make a profit from the earnings resulting
from those investments during the period of delay. In December 2009, the judge in the
case disagreed and in his ruling against Mrs. Garcia, Judge Greenaway, Jr. stated, “The
benefits remained accessible to Plaintiff at all times, and she could choose to withdraw
any portion of funds greater than $250 -- up to and including the entirety of her benefits - at any time, at no charge” (Kathryn Garcia v. The Prudential Life Insurance Company
of America, 2009). Parenthetically, Judge Greenaway has since risen to preside on the
U.S. Third Circuit Court of Appeals.
An article published in 11 August 2011 by Insurancerate.com states:
During an interview with The Wall Street Journal, the soldier's mother,
Cindy Lohman of Maryland, said she believes the fact that additional
checks cleared should not be sufficient evidence of the propriety of
insurers' payout practices. She claimed checks that actually cleared did
not always do so "in a timely fashion" or as efficiently as she thinks they
might have if they money had been deposited at a traditional bank. She
said those setbacks did not prompt her to move the funds from Prudential
initially because "your focus isn't on how you're going to manage the bank
account" when mourning a child (Roth, 2010).
Because Lohman admits that she was not denied money, it lessens the credibility
of the Bloomberg article. She was not denied money at all, and she says she just wanted
the checks to clear more quickly. It is unclear why this would be important to Lohman,
as she would promptly receive the goods or services she paid for with the checks. In fact,
she would increasingly benefit—if only slightly —the longer it took the checks to clear,
as she would be earning interest on that money until they did.
Several sources have reported conflicting information regarding the ability to use
checks only as drafts, to deposit money from the Alliance Account to the beneficiary’s
checking account. In an October 18, 2010 Congressional Research Service (CRS) report
Christine Scott, Specialist in Social Policy, states, “However, unlike checks, drafts may
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not be used to make purchases at the point of sale. Instead, the beneficiary must write the
draft and deposit it into his or her checking account where the money will be transferred
from the beneficiary’s Alliance Account” (CRS, 2010). However, according to the
Prudential’s Alliance Account introduction letter to beneficiaries, this claim is false:
The funds in your Alliance Account are available immediately. Simply use
the enclosed drafts (“checks”) to access the account at any time you wish.
You can write a check to yourself (which you can cash or deposit at your
own bank) or write a check to another person or to any business as you
need your funds (Prudential Alliance Account Kit to Beneficiaries, Pg 5).
(See Appendix D).
The original July 28, 2010, Bloomberg article mentions that Lohman used the
check at two stores but did not mention whether she was able to use the checks at other
stores. Nor did Evans mention whether there were other reasons the two checks were not
cashed, such as the stores requiring two identifications to cash a check, or if they didn’t
accept checks at all (Evans, 2010a).
By using the title, Fallen Soldiers' Families Denied Cash as Insurers Profit, the
article implies that beneficiaries attempted to access their money but were not allowed to
receive it, and the insurance company profited from the funds being denied. In Cindy
Lohman’s case, it appears the beneficiary may have already used the majority of the
funds in a manner consistent with the way Retained Asset Accounts were designed to be
used, and the “denial” could very well have been an error on the beneficiary’s part. The
beneficiary was never really denied her money, though Bloomberg makes it seem as
though the insurance company withheld the SGLI funds that were due her and somehow
profited from this denial of funds at the beneficiary’s expense.
3.

Retained Asset Accounts Not FDIC Insured

As Bloomberg notes in the article, Fallen Soldiers’ Families Denied Cash as
Insurers Profit, Retained Asset Accounts are not FDIC insured. The article goes on to
claim that the company intentionally deceived policyholders about the lack of FDIC
insurance, and then also suggests that the lack of the insurance could cause a bank run
(Evans, 2010a).
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This lack of disclosure is unconscionable,” says Harvey Goldschmid, a
commissioner of the U.S. Securities and Exchange Commission from
2002 to 2005. “I can’t imagine why bank regulators haven’t been
requiring a prominent ‘no FDIC insurance’ disclosure,” says Goldschmid,
who’s now a law professor at Columbia University in New York. “This
system works very badly for the bereaved. It takes unfair advantage of
people at their time of weakness (Evans, 2010a).
In the article “How Prudential Cut a Deal With the VA,” published on September
14, 2010, David Evans writes, “Funds in the Alliance Account are direct obligations of
The Prudential Insurance Company of America and are not insured by the Federal
Deposit Insurance Corporation” (Evans, 2010c). This is true: the Alliance Accounts are
not FDIC insured. However, Prudential has always disclosed this information in survivor
benefit packets that beneficiaries receive, albeit in fine print, which Evans admits later in
the article. Although, The Department of Veterans Affairs Life Insurance Handbook
published in 2002 and Revised in 2009 (USDVA, 2009c), does not mention that Alliance
Accounts are not FDIC-insured (See Appendix E). In February 2011 the VA published
an updated version of the SGLI Handbook specifically spelling out in bold letters that the
Prudential Alliance Accounts are NOT FDIC insured (See Appendix F).
The Bloomberg article goes on to quote Lawrence Baxter, a professor at Duke
University of Law, who says: “There’s more than $25 billion out there in these accounts,”
Baxter says. “A run could be triggered immediately by one insurance company not being
able to honor its payout. The whole point of creating the FDIC was to put an end to bank
runs” (Evans, 2010c).

Baxter is referring to the run on banks during the Great

Depression of 1929-33 but fails to mention that there are several layers of protection
against such events from reoccurring.

Specifically, the article never states that the

Retained Asset Accounts are insured by the National Organization of Life and Health
Insurance Guaranty Associations (NOLHGA) (See Figure 6). This non-profit guaranty
program operates in all 50 states, Washington, D.C., Puerto Rico and the Virgin Islands.
It was designed to pay claims in the event of insolvency of an insurance company, and
has covered all of its claims since its creation. Such claims have totaled more than $5
billion (NOLHGA, 2011a). Guaranty funds are limited to the lesser of the amount of
coverage provided by the policy or the state-specific cap (commonly $300,000), so in the
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event of a catastrophic failure of Prudential, beneficiaries would still receive the bulk of
their benefits (NOLHGA, 2011b). Insurance companies are prohibited by law in most
states from advertising the existence of the guaranty association system as an inducement
to buy insurance, which is probably why they are not more widely known. These state
guaranty associations do not have the same security as if covered by the FDIC; however,
they do add another layer of protection for the accounts.

National Organization of Life & Health Insurance Guaranty Associations
(NOLHGA) Facts & Figures
The National Organization of Life and Health Insurance Guaranty Associations
(NOLHGA) is a voluntary association composed of the life and health insurance
guaranty associations of all 50 states, the District of Columbia, and Puerto Rico.
When an insolvency involves multiple states, NOLHGA assists its state guaranty
association members in quickly and cost-effectively fulfilling their statutory
obligations to policyholders.
Since NOLHGA was created in 1983, state guaranty associations have:
•

Provided protection to more than 2.6 million policyholders in more than 100
multi-state insolvencies

•

Guaranteed more than $24.5 billion in coverage benefits

•

Contributed $5.3 billion to ensure that policyholders received their benefits

Source: http://www.nolhga.com/factsandfigures/main.cfm
Figure 2.

NOLGHA Facts and Figures

In the very first article, published on July 28, 2010, Bloomberg failed to mention
that there were two levels of protection for Retained Asset Accounts. The first is the
financial strength of the insurance company; the second is the earlier-noted guaranty
funds. Bloomberg thus might lead readers to believe that the beneficiary’s money in
Alliance Accounts is at significant risk. The only statement Bloomberg made about the
protection of Alliance Accounts was that such accounts are not backed by the FDIC. But
the state guaranty programs provide a significant amount of protection for these accounts.
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As discussed previously, however, the full amount of the beneficiaries’ money is
available to do with whatever they wish. This includes transferring it to a different
institution. If beneficiaries want their money FDIC insured, they can move their money
to an account that is backed by the FDIC.
4.

Legal
a.

Is It Legal to Use Retained Asset Accounts (RAA)?

In the original July 28, 2010, Bloomberg article, Evans writes, “Absent
regulatory or legal intervention, bereaved family members like Cindy Lohman will
continue to find death benefits going into retained-asset accounts.

Her son, Ryan,

posthumously received a Purple Heart and Bronze Star Medal for sacrificing his life to
save fellow soldiers in Afghanistan in August 2008” (Evans, 2010a).
Here Evans essentially states that without regulatory or legal action
against Prudential and for that matter, all insurance companies who use RAA’s, death
benefits would continue to be placed in these accounts. He seems to be suggesting that
legal action should be taken to correct the use of Retained Asset Accounts. Evans does
not talk about the fact that RAAs have been around for 20 plus years, or the fact that Ms.
Lohman had the choice of receiving a Lump Sum check, the Alliance Account or the
Installment Method of payment.
The following paragraphs discuss the legality of RAAs as well as the 1999
contract change and how according to Bloomberg’s reporting, Prudential is acting like a
bank.

First, Evans claims Prudential may be violating banking law.

Then, he

paraphrases George Washington University Law Professor Arthur Wilmarth:
If a prosecutor pressed an insurance company, retained-asset accounts
could be outlawed because insurers say they deposit money into these
accounts and don’t have bank charters or banking regulation, Wilmarth
says. MetLife also offers its own version of certificates of deposit. “If it
swims, quacks and flies like a duck, the court could decide that it is indeed
a duck,” he says. “You then potentially could have a criminal violation”
(Evans, 2010a).
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Evans believes that the VA and Prudential have set-up a sweetheart deal in
which Prudential is making lots of money off the death of servicemembers. In his
September 14, 2010 article titled “How Prudential Cut a Deal with the VA,” he claims
that officials within the VA and Prudential violated the terms of the contract when they
agreed to set up the Alliance Account option in 1999. In Evans’ opening sentence to this
article he states, “The agency secretly amended the insurer’s contract, allowing it to
withhold payments to survivors of fallen soldiers” (Evans, 2010c).
Although Evans claims that "[VA] secretly amended the insurer's contract,
allowing it to withhold payments to survivors of fallen soldiers," in fact, no secret deal
was made.

The insurance policy was amended by mutual agreement between the

Department of Veterans Affairs and Prudential officials in 1998 and the change had been
used since, until the official written change effective September 1, 2009 (See Appendix
G) and signed by VA and Prudential officials on Sept 24, 2009 (Prudential Insurance
Company of America, 2009). The Department of Veterans Affairs authorized a change
that permitted Prudential to establish retained-asset accounts, called Alliance Accounts,
and this was reported to the SGLI Advisory Council in 1998 and in 1999. The Advisory
Council at the time was made up of the Secretaries of the Treasury, Defense, Commerce,
Health and Human Services, and Transportation and the Director, Office of Management
and Budget.

Since then the Secretary of Transportation has been replaced by the

Secretary of Homeland Security. VA officials who oversee the insurance program are the
Secretary of Veterans Affairs; the Undersecretary of Veterans Affairs for Benefits;
Director, VA Regional Office and Insurance Center, Philadelphia, PA; and Chief,
Actuarial Staff, VA Regional Office and Insurance Center, Philadelphia, PA. A copy of
the 1998 (Thursday, December 17, 1998) and 1999 (Thursday, December 9, 1999)
minutes of the SGLI Advisory Council Meeting that took place was requested through
our research using a Freedom of Information Act Request (FOIA) (USDVA, 1998,1999).
This FOIA request was received verifying that indeed these meetings took place and
listed the Advisory Council, VA staff, Prudential representatives as well as several
representatives from both the House Veterans Affairs Subcommittee and Senate and
Senate Veterans Affairs Committee.
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The change was also described as an initiative in the Fiscal Year (FY)
2000 President’s Budget, submitted to Congress by the VA in February 1999
(Congressional Budget Submission, Page 2-200-2-201, 2000). Furthermore, it was also
reported as a highlight of progress to date in the FY 2001 President’s Budget, submitted
to Congress in February 2000 (Congressional Budget Submission, Page 2F-4, 2001).
Then on September 25, 2003, VA Insurance Director, Thomas M.
Lastowka included a description of the Alliance Account in his testimony before the
Subcommittee on Benefits of the House Committee on Veterans’ Affairs. During his
testimony he stated the following regarding Alliance Accounts:
In June 1999, SGLI and VGLI beneficiaries began receiving their
proceeds through a checking account rather than by the traditional single
check for the full amount of the insurance proceeds. This checking
account is called an ‘Alliance Account.’ The beneficiary receives a
checkbook for an interest bearing account from which the beneficiary can
write a check for any amount of $250 or more, up to the full amount of the
proceeds. Alliance Accounts earn interest at a competitive rate, are
guaranteed by Prudential Insurance Company of America, and, most
importantly, give the beneficiary time to make financial decisions while
his or her funds are secure, earning interest, and providing immediate
access to money at all times (USDVA, 2003).
The Alliance Account information is also provided in the SGLI/VGLI
Handbook (See Appendix G), which explains all VA Insurance programs mission, vision,
and goals (USDVA, 2009c). It gives program information and program descriptions as
well as how the programs are administered and gives policy provisions and points of
contact within the VA Insurance Department. It has also been part of the training for
military casualty officers, who explain it to the beneficiaries when making the
notification to the deceased servicemembers’ beneficiaries.
In the Open Letter to the Military Community from Prudential Financial
dated September 23, 2010, Prudential says, “Consumer advocates and the courts have
recognized our Alliance Account as a fair way to settle claims for beneficiaries” (Jowers,
2010). Prudential is conveying that the use is accepted and therefore implying that the
use is legal.
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The issue of Retained Asset Accounts has sparked several lawsuits
including one by plaintiffs Kevin and Joyce Lucey whose son Kevin served in Iraq and
committed suicide in 2004.

In Lucey v. Prudential, 10-30163, U.S. District Court,

District of Massachusetts (Springfield), the plaintiffs seek the difference between the
profit that Prudential made on these accounts and what they paid to the beneficiaries,
claiming that all the profits made on these accounts belongs to beneficiaries, not
Prudential (Kevin and Joyce Lucey and Tracy Lynn Reece Eiswert v. Prudential
Insurance Company of America, 2010). Again, Garcia v. Prudential made these same
charges. Garcia argued that the reason Prudential delayed paying her life insurance
benefits was so that the company could invest the benefits and make a profit from those
investments.

However on that point the judge ruled that unless the contract states

otherwise, there is “no duty to segregate (a beneficiary’s) funds from an institution’s
general assets” (Kathryn Garcia v. The Prudential Life Insurance Company of America,
2009).
The American Legion states that Retained Asset Accounts are “unlawful
and dishonest.”

In a request to file a legal brief in support of the case Lucey v.

Prudential, the largest American veterans advocacy group with over 2.5 million members,
stated in its court filing that, “It is especially objectionable because sophisticated money
managers are making an unwarranted and unlawful profit from the deaths of those who
have given the most to preserve our nation’s way of life.” (Evans, 2010l) The reason the
American Legion claims the use of Retained Asset Accounts is unlawful is because they
believe it violates the contract that the beneficiary needs to be paid as originally requested
by the policyholder in the form of a lump sum or 36 installments. The American Legion
also believes that Prudential strongly encourages beneficiaries to keep the funds in its
Alliance Accounts, paying them a small amount of interest (Evans, 2010l).
Prudential’s letter to the military community also stated, “Several federal
judges have rejected claims against accounts like the Alliance Account, concluding that
beneficiaries are in virtually the same position they would be in had the insurer sent them
a check, because consumers can immediately withdraw the full proceeds” (Prudential
Letter, 2010). Prudential also argues that on September 10, 2010, MetLife won a victory
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when a federal judge in Nevada threw out a lawsuit against it alleging that MetLife
“misled beneficiaries over the use of such an account” (Rosenblatt, 2010). In December
2009, the Honorable Joseph Greenaway Jr., in federal court in Newark, New Jersey,
asked a plaintiff’s lawyer, “What am I missing here? Your client has the ability to get all
of her money from day one.” Judge Greenaway dismissed the case (Prudential Letter,
2010).
According to the American Council of Life Insurers (ACLI)
Retained Asset Accounts have existed since 1982. They were developed in
response to requests from policyholders who wanted their life insurer to
provide a service that would allow them to delay major financial decisions
during an emotional and vulnerable time. Today, many insurers provide
beneficiaries with this service for both group and individual life insurance
policies. According to the National Association of Insurance
Commissioners, there have been few if any complaints with regard to
these accounts (See Appendix H) (American Council of Life Insurers,
2011).

Jane L. Cline, the National Association of Insurance Commissioners
(NAIC) President and also the state of West Virginia Insurance Commissioner, issued the
following response with respect to Retained Asset Accounts:
Retained Asset Accounts (RAAs) are life insurance claims settlement
mechanisms that have been available to consumers for at least two
decades. The accounts were initially created at the request of consumers to
provide options for receiving benefits from a life insurance policy, and
with proper disclosure, consumers have generally been happy with this
flexibility. Traditionally, consumers earn interest under these accounts,
allowing their benefit to grow without the need to make impulsive
decisions about how to manage the benefit (See Appendix I) (National
Association of Insurance Commissioners, 2010).
As noted, Retained Asset Accounts have been in use for several decades
(ACLI, 2010). Currently, no federal or state attorney general has taken any insurance
company to court to challenge it on this issue, though then Attorney General Andrew
Cuomo of New York issued a fraud investigation two days after the original Bloomberg
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article was published into Prudential’s practices (New York State Attorney General,
2010). State insurance commissioners in New Jersey and Pennsylvania have opened
investigations into Bloomberg’s allegations, though no charges have been filed to date.
(Evans, 2010h).
b.

Was the Contract Change Legal?

In 1999, the Department of Veterans Affairs (policyholder) and Prudential
made a verbal agreement to change the SGLI program from issuing single checks to
beneficiaries to a new method using the Retained Asset Account model. Prudential’s
RAA method is called the Alliance Account.

The article quotes many experts in

insurance and law and one insurance lawyer Brendan Bridgeland, who runs the non-profit
Center for Insurance Research in Cambridge, Massachusetts states:
“For a decade, until the contract was formally changed, Prudential wasn’t
fulfilling its obligations to survivors of fallen service members.” Bridgeland, who is also
retained by the National Association of Insurance Commissioners (NAIC) to represent
consumers, continues by saying, “It’s very clear they violated the original terms of the
contract” (Evans, 2010c).
David Evans further states that the VA violated its original 1965 contract
that states that any changes to the SGLI program must be made in writing. He further
states that when the VA and Prudential agreed to stop issuing checks to beneficiaries and
started issuing Alliance Accounts, it was done so via a verbal agreement between the VA
and Prudential officials.
Dennis Foley, a VA attorney says, “The 1999 changes to the 1965 contract
were valid, even if they weren’t in writing, because they were made by mutual agreement
by people empowered to make such decisions” (Evans, 2010c). The verbal agreement
was announced on September 25, 2003, where the VA Director of Insurance Thomas
Lastowka stated before the U.S. House Committee on Veterans’ Affairs Subcommittee
on Benefits:
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Alliance Accounts
In June 1999, SGLI and VGLI beneficiaries began receiving their
proceeds through a checking account rather than by the traditional single
check for the full amount of the insurance proceeds. This checking
account is called an "Alliance Account." The beneficiary receives a
checkbook for an interest bearing account from which the beneficiary can
write a check for any amount of $250 or more, up to the full amount of the
proceeds. Alliance Accounts earn interest at a competitive rate, are
guaranteed by Prudential Insurance Company of America, and, most
importantly, give the beneficiary time to make financial decisions while
his or her funds are secure, earning interest, and providing immediate
access to money at all times (See Appendix J for an Alliance Account
Statement) (USDVA, 2003).
The original contract (See Appendix K) that Prudential and the VA signed
in 1965 states under Section 19, The Contract: “No change in the Group Policy shall be
valid unless evidenced by an amendment thereto signed by the Policyholder (VA) and by
the President, a Vice President, the Secretary, the Actuary, Associate Actuary, and
Assistant Secretary or an Assistant Actuary of the Insurance Company.” (Parentheses
added) (Prudential, 1965) These modifications were agreed to by both the VA and
Prudential officials at the time of the changes in 1999, but not placed in writing until
2009. It is unclear what the legal ramifications of this verbal agreement may be, but it
seems to have violated the principle of the original contract. However, the VA and
Prudential agreed to and authorized the changes made to the contract, and, according to
the authors on Administration of Government Contracts Third Edition, John Cibinic, Jr.
and Ralph C. Nash, Jr., “All changes need not be in writing. Federal procurement law
widely recognizes 'constructive' changes whereby the parties’ effect a change to a
contract but do not follow the procedures of the Changes clause of the contract, such as
recording the change in writing.” Also according to the authors, “A constructive change
occurs when the contract work is actually changed but the procedures of the ‘Change'
clause have not been followed” (Cibinic & Nash, Administration, 1995).

36

Bloomberg seems to imply that the verbal rather than written change was
unethical or devious. This is done cleverly with quotes of the opinions of various people
who do not know all the facts. One article by Bloomberg, for example, states the
following:
‘Every veteran I’ve spoken with is appalled at the brazen war profiteering
by Prudential,’ says Paul Sullivan, who served in the 1991 Gulf War as an
Army cavalry scout and is now executive director of Veterans for
Common Sense, a nonprofit advocacy group based in Washington (Evans,
2010c).
This quote implies without any evidence that Prudential is war
profiteering, and the Bloomberg article continues with another quote by Sullivan: “Now
vets are upset at the VA’s inability to stop Prudential’s bad behavior.” This quote implies
that the VA was unable to stop Prudential’s action when, in fact, the VA was quoted as
acknowledging, in the same July, 28, 2010, article, that it knew and agreed to the change
(Prudential, 1965). At other times, the author uses what seem to be “expert” opinions by
listing their experience and titles to add legitimacy to their quoted opinion, thus making
the reader believe what they are saying to be valid.
c.

Is It Legal to Act Like a Bank?

In the very first Bloomberg article dated July 28, 2010, David Evans
specifically states after interviewing Cindy Lohman about the death of her son Ryan,
“Inside was a letter from Prudential about Ryan’s $400,000 policy. And there was
something else, which looked like a checkbook. The letter told Lohman that the full
amount of her payout would be placed in a convenient interest-bearing account, allowing
her time to decide how to use the benefit” (Evans, 2010a).
In this quote is the term “checkbook,” and “interest-bearing account,”
another term for Retained Asset Account (RAA) or what Prudential calls its Alliance
Account. This is where the complexity of the issue arises.
In this section of his article titled “Federal Bank Law,” Evans states his
claim that Prudential may be violating federal bank law and goes on to quote law
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professor Wilmarth from George Washington University School of Law, who has also
testified regarding banking regulations before Congress. Wilmarth states that only banks
and/or credit unions can accept deposits. Evans paraphrases Professor Wilmarth by
saying, “If a prosecutor pressed an insurance company, retained- asset accounts could be
outlawed because insurers say they deposit money into these accounts and don’t have
bank charters or banking regulation” (Evans, 2010a).
In determining whether it is legal for an insurer to act like a bank
concerning how a bank invests money, we see two perspectives. The first perspective is
that when the beneficiary is due benefits, it is no longer the insurers’ money; therefore,
the money is now considered a deposit. In this sense, the Alliance account is performing
both aspects of accepting the deposit and acting as a deposit account in which the account
holder can withdraw the money and write checks on the account.

In this sense,

Prudential could be considered as acting as a bank, and therefore the accounts would be
illegal. However, because of a lack of court precedent in the use of Retained Asset
Accounts, as well as the limitations of our research, determining whether an insurance
company’s use of alliance accounts is legal or not is impossible.
The second perspective raises the question of whether an insurance
company can invest the beneficiaries’ money. To answer that question, we first have to
determine whether the beneficiary has received the policy payout or if it is withheld by
the insurer. The Bloomberg articles imply a payout is only when the cash is in the hands
of the beneficiary; however, according to Prudential, it is when the beneficiary has
received full control and access of the money. According to a website provided as a
public service by Advocate Law Group P.C., “The concept behind Retained Asset
Account was based upon extensive research and dozens of research sessions conducted
nationwide with hundreds of beneficiaries, policyholders, lawyers, bankers, employee
benefits managers, insurance agents and grief counselors (including physicians,
psychologists,

clergy,

social

workers

and

funeral

home

directors)”

(Retainedassetaccounts.com, 2011). Thousands of widows and widowers were surveyed
to determine their needs and wants. The first Retained Asset Account was launched in
1984 under the name MetLife, trademarked: the "Total Control Account." Retained
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Asset Accounts quickly won the approval of “major labor unions (such as the UAW),
large employers in the corporate sector (such as GM, IBM and Alcoa) and the
government sector (such as the U.S. Office of Personnel and Management and the New
York

State

Civil

Service

Commission)

and

the

financial

media”

(Retainedassetaccounts.com, 2011). Although this does not determine whether Retained
Asset Accounts are legal, it does convey that they are accepted by civil and government
agencies.
A Depression-era banking law, the Banking Act of 1933 (P.L.7366,48STAT.162, also known as the Glass-Steagall Act) established the FDIC as a
temporary agency, later to become a permanent corporation (Federal Deposit Insurance
Corporation or agency) with the Banking Act of 1935. It also separated commercial
banking from investment banking and established them as separate lines of commerce
(FDIC, 2010b). This statute was created to minimize financial speculation and to instill
consumer faith in our banking system.

The reason why there is debate whether

Prudential is acting like a bank is because Prudential is “not” accepting deposits from
beneficiaries; they have modified how the beneficiary receives their money. From the
perspective of bank operations, Prudential is mimicking the investing and financial
security aspect of a bank but is not providing any other bank services. Prudential uses
Open Solutions as a “service provider” (a clearing house) as well as J.P. Morgan Chase
as the “check clearing” institution. Both companies provide Prudential with services that
seem like banking functions (or financial management aspects) of its Alliance Accounts
(Retained Asset Accounts). The following is quoted from an Alliance Account kit (See
Appendix D):
Open Solutions BIS, Inc. is the Administrator of the Prudential Alliance
Account Settlement Option, a contractual obligation of The Prudential
Insurance Company of America, located at 751 Broad Street, Newark, NJ
07102-3777. Check clearing is provided by JPMorgan Chase Bank, N.A.
and processing support is provided by Integrated Payment Systems, Inc.
Alliance Account balances are not insured by the Federal Deposit
Insurance Corporation (FDIC). Open Solutions BIS, Inc., JPMorgan Chase
Bank, N.A., and Integrated Payment Systems, Inc. are not Prudential
Financial companies.
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Prudential, Prudential Financial, the Rock Logo, and the Rock Prudential
Logo are registered service marks of The Prudential Insurance Company
of America, Newark, NJ and its affiliates.
Ed. 03/2008 [Source: (Appendix D, Alliance Account Kit, March 2008)]
C.

WELFARE AND
ACCOUNTS
1.

THE

PARETO

EFFICIENCY

OF

ALLIANCE

Interest Rates Paid on RAAs Vs. Interest Rates on Alternative
Financial Products

In analyzing whether beneficiaries have gained from the use of RAAs, we
compared the interest earned on RAAs to both the interest earned before their use, and
then also compared it to competing products.

Since the checks that were sent to

beneficiaries before the use of RAAs didn’t earn interest, the beneficiaries unequivocally
gain from the use of RAAs. If, using the rates quoted in the original Evans article, the
RAAs are compared to FDIC insured money market accounts, they don’t earn as much
interest as those accounts do, on average. However, if they are compared to a more
analogous money market mutual fund, the beneficiary tends to earn a higher interest rate
and is therefore better off.
Since Prudential is earning interest on the Retained Asset Account where it would
otherwise not be, they are also better off as a company. Since both parties are better off
from the use of RAAs, then it was a Pareto efficient event.
2.

Check Vs. Checkbook

In the change from “check to check book”, the beneficiary is better off because he
is earning interest on money in the Retained Asset Account from day one whereas in the
form of a check, he would not. Also, the beneficiary is able to use the “check book” right
away whereas in the form of a check, the beneficiary would need to deposit it first.
Although Prudential gains from the use of the Retained Asset Account, it is not
better or worse off from the change from “check to check book”
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3.

FDIC Vs. State Guaranty Funds

If the beneficiary normally uses an FDIC insured institution (and many credit
unions are not FDIC insured), then in this aspect he is not better off by the switch to
Retained Asset Accounts because although the Retained Asset Account is backed by
Prudential and insured with state guaranty funds, it is not as secure as deposits backed by
the FDIC. However, the beneficiary can easily transfer his funds from the Retained Asset
Account to his personal, FDIC insured, bank account.
When Prudential and the VA changed to the use of Retained Asset Accounts,
Prudential did not change the method of insuring its general corporate account (including
Retained Asset Accounts). Therefore, Prudential is not better or worse off.
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IV.

A.

CONCLUSION AND RECOMMENDATIONS

CONCLUSION
1.

Pareto Efficiency Favors Alliance Accounts

When looking at the advantages and disadvantages from the perspective of both
the beneficiaries and Prudential, we found that both parties gain from the use of Retained
Asset Accounts. The beneficiaries gain from the Retained Asset Accounts because in the
time that it would take for the funds to be deposited in to their personal checking account
that money is gaining tax free interest comparable to that of a savings account, whereas if
it was in the form of a ‘lump sum’ check, it would have only its “face value.” Prudential
also gains from the use of Retained Asset Accounts because it earns a higher interest rate
on the funds until the money is completely withdrawn. Economic value is created for
both parties. If the beneficiary would rather have FDIC insurance, then he can transfer
the funds to an FDIC insured bank account.
2.

The Use of Sensational Journalism

The author of the Bloomberg articles used quotes and headlines that were not
objective, bordered on slander, and, in some cases, were false. These Bloomberg articles
mislead the reader about the purpose of life insurance. Life insurance companies are easy
targets for critics because they provide a service for policyholders in the event of an
untimely death and the Bloomberg articles are proof of that. However, in general people
who want life insurance choose the company and pay for the companies’ services. In the
case of SGLI, the Department of Veterans Affairs chose Prudential for all DoD
servicemembers. Life insurance companies like Prudential provide a service to people
seeking life insurance, including Servicemembers, not because it’s an easy or hard
service to provide, but because it’s an important service that people have sought for
decades. The do so to compensate people for their loss and in doing so must maintain a
profit in their endeavor to stay solvent and in the best interest of the company and
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shareholders. Failure to earn a profit could ultimately cause the company, its employees,
shareholders and ultimately beneficiaries of these policies to not see any monies from
anyone’s perspective due to the company failing and going into bankruptcy, to the
detriment of all parties.
3.

Poor Disclosure from Prudential and the VA

When Prudential made the transition to Retained Asset Accounts, very little was
done to notify policyholders and beneficiaries about these accounts. In our research, we
were able to find only one public announcement and one news article from that time
period that discussed the change. By not making sure policyholders were aware of the
changes to the payment of benefits, Prudential withheld information that policyholders
might have wanted in order to decide whether they wanted to continue with the life
insurance options they had initially chosen. Policyholders might have wanted to change
their policy in light of the switch to RAAs. Prudential and the VA both should have been
more forthcoming about the benefits and drawbacks of these accounts, such as
competitive interest rates paid to the beneficiary, the lack of FDIC insurance and how
each states insurance guaranty compared to the FDIC.
B.

RECOMMENDATIONS
1.

Bloomberg News

Bloomberg News journalist David Evans was nominated for a Pulitzer Prize in
National Reporting, “for his revelations of how life insurance companies retained death
benefits owed to families of military veterans and other Americans, leading to
government investigations and remedial changes” (Columbia University News, 2011).
Although Bloomberg News did bring to light a poorly understood issue and the publicity
resulted in changes to the way Prudential manages the SGLI enrollment form as well as
more open disclosure on VA and Prudential forms, documents and publications,
Bloomberg should not have distorted the truth, and should have maintained objectivity in
its reporting.
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2.

Prudential—Documentation and Disclosure

Many issues with the Alliance Accounts could have been avoided if, as soon as
Prudential and the VA agreed on the Alliance Account changes, they had done so
formally in writing. After that, the VA and/or Prudential should have clarified to
policyholders how the changes would affect them and the options the policyholder has.
Prudential’s new application forms make more clear what options for payment the
policyholder has.
When changes affect the policyholder and beneficiaries, disclosure of the changes
needs to be made to all those affected. In particular, Prudential should have disclosed that
the Alliance Accounts are not FDIC insured in big bold letters and not in fine print as
Prudential and the VA did for over a decade. Also, Prudential should have explained in
the application form that the Alliance Account or Retained Asset Accounts are insured by
each State’s Guaranty Fund and what that means to the policyholders/beneficiaries.
Appendix L (Old SGLV 8283 – July 1994) and Appendix M (New SGLV 8283 –
January 2011) show changes the Department of Veterans Affairs and Prudential made
with the Claim for Death Benefits form (SGLV 8283), since the original Bloomberg
article was written on July 28, 2010. The changes that occurred are very much improved
and provide more open disclosure regarding the Alliance Accounts and provide better
information for the policyholder and the beneficiary to make an informed decision with
regards to his or her SGLI policy and payout.
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