PRI OR PRI NTER S NO. 1191 PRINTER S NO. 1374

THE GENERAL ASSEMBLY OF PENNSYLVANIA

SENATE BILL
No. 1012 *55”

| NTRODUCED BY JUBELI RER, ZEMPRELLI, LYNCH, SCANLQON, MESSI NGER,
EARLY, LOEPER, KUSSE, FISHER AND WLT, JULY 1, 1981

SENATOR HOLL, BANKI NG AND | NSURANCE, AS AMENDED, OCTOBER 14,

1981
AN ACT

1 Anending the act of May 17, 1921 (P.L.789, No.285), entitled, as
2 anended, "An act relating to insurance; establishing an

3 i nsurance departnent; and anendi ng, revising, and

4 consolidating the law relating to the |icensing,

5 qual i fication, regulation, exam nation, suspension, and

6 di ssol ution of insurance conpanies, Lloyds associations,

7 reci procal and inter-insurance exchanges, and certain

8 societies and orders, the exam nation and regulation of fire
9 i nsurance rating bureaus, and the |icensing and regul ati on of
10 i nsurance agents and brokers; the service of |egal process
11 upon foreign insurance conpani es, associ ations or exchanges;
12 provi ding penalties, and repealing existing |aws," further

13 regul ating the conputation of the reserve liability of life
14 i nsurance policies and annuity contracts.

15 The General Assenbly of the Conmonweal th of Pennsyl vani a

16 hereby enacts as foll ows:

17 Section 1. Sections 301 and 303, act of May 17, 1921

18 (P.L.789, No.285), known as "The Insurance Departnent Act of one
19 thousand nine hundred and twenty-one," anended July 3, 1980
20 (P.L.363, No.92), are anended to read:
21 Section 301. Conputation of Reserve Liability.--(a) The
22 I nsurance Conmi ssioner shall each year value, or cause to be
23 valued, the reserve liabilities (hereinafter called reserves or
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net value), as of the thirty-first day of Decenber of the
precedi ng year, for all outstanding life insurance policies and
annuity and pure endowrent contracts of every life insurance
conpany doi ng business in this Commonweal th, except that in the
case of any conpany organi zed under the | aws of any foreign
country, such valuation shall be limted to its United States
busi ness in accordance with the terns of the policy, contract,
and rules follow ng, and nay certify the anmount of any such
reserves, specifying the nortality table or tables, rate or
rates of interest and nethods (net |evel prem um nethod or
other) used in the cal culation of such reserves. In calculating
such reserves, he may use group nethods and approxi mate averages
for fractions of a year or otherw se.

(b) This subsection shall apply only to policies and
contracts issued prior to the operative date of section four
hundred and ten A (the Standard [Non-forfeiture Law

Nonforfeiture Law for Life |Insurance) of an act, approved the

sevent eenth day of May, one thousand ni ne hundred and twenty-one
(Panphl et Laws, six hundred eighty-tw), as anended.

(1) The net value of all outstanding policies of life
i nsurance, issued by the conpany prior to the first day of
January, one thousand ei ght hundred and ninety, shall be
conput ed upon the basis of the Anerican experience table of
nortality, with interest at not |less than four and one-half and
not nmore than six per centum per annum

(2) The net value of all outstanding policies, issued
between the first day of January, one thousand ei ght hundred and
ninety, and the first day of January, one thousand ni ne hundred
and three, on the conbi ned experience or actuaries' table of

nortality, with interest at four per centum per annum

19810S1012B1374 - 2 -
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(3) The net value of all outstanding policies of life
i nsurance, issued on and after the first day of January,
ni net een hundred and three, on the Anerican experience table of
nortality, with interest at three and one-half per centum per
annum Provi ded, however, That any conpany may value its group
terminsurance policies, under which premumrates are not
guaranteed for a period in excess of five years, according to
the Arerican nmen ultinate table of nortality, with interest at
three and one-half per centum per annum

(4) The net value of all policies of |ife insurance, issued
on and after January first, one thousand ni ne hundred and
twenty-one, where the prem uns are payable nonthly or oftener
shall be valued according to the Anerican experience table of
nortality, with interest at three and one-half per centum per
annum But any conpany may voluntarily value its industrial
policies according to the standard industrial nortality table,
with interest at three and one-half per centum per annum

(5) The net value of a policy at any tine shall be taken to
be the single net premumwhich will, at that tinme, affect the
i nsurance, less the value at that time of the future net
premuns called for by the table of nortality and rate of
i nt erest designat ed.

(6) Except as otherw se provided in subparagraph (B) of

paragraph (1) and in paragraph (2) of subsection (c) of this

section for group annuity and pure endowrent contracts, the
| egal m ni mum standard for valuation of annuities issued after
January one, one thousand ni ne hundred and twel ve, shall be
McClintock's table of nortality anbng annuitants, with interest
at three and one-half per centum per annum however, (i) for

annuities and pure endowrents purchased under group annuity and

19810S1012B1374 - 3 -
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pure endowrent contracts the |egal mninmum standard may, at the
option of the conpany, be the 1971 Group Annuity Mrtality Table
or any nodification of this table approved by the I|Insurance
Commi ssioner, with interest at five per centum per annum and
(ii) annuities deferred ten or nore years, and witten in
connection with [ife or terminsurance, shall be val ued upon the
same nortality table fromwhich the consideration or prem uns
were conputed, with interest not higher than three and one-half
per centum per annum

(7) Any such conpany may, however, at any tine el ect under
any of its policies of life insurance to reserve on the Anmerican
experience table of nortality, with a |ower rate of interest,
but at a rate not |less than two per centum or on the Anmerican
men ultimate table of nortality (with such nodification and
extensi on bel ow age twenty as may be approved by the Insurance
Conmmi ssioner), with interest at a rate not nore than three and
one-hal f per centum and not |ess than two per centumand its
obl i gati ons under such policies shall be valued accordingly.

(8 On or after the operative date of section four hundred

and ten A (the Standard [Non-forfeiture Law] Nonforfeiture Law

for Life Insurance) of an act, approved the seventeenth day of

May, one thousand ni ne hundred and twenty-one (Panphlet Laws,
si X hundred ei ghty-two), as amended, reserves for any policies
or contracts may be cal cul ated, at the option of the conpany,
according to any standard whi ch produces greater aggregate
reserves for all such policies or contracts than the standard in
use by such conpany i mediately prior to the exercise of the
option; and, with the approval of the Insurance Comm ssioner,
any conpany which at any tine shall have adopted any standard of

val uation produci ng greater aggregate reserves than the m ni mum

19810S1012B1374 - 4 -
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reserves above provi ded may adopt any | ower standard of

val uation for any policies or contracts but not |ower than the
m ni mum reserves above provi ded nor |ower than the standard
specified in such policies or contracts or the standard used by
such conmpany for the determ nation of the [non-forfeiture]

nonforfeiture val ues thereof.

(c) This subsection shall apply only to policies and
contracts issued on or after the operative date of section four
hundred and ten A (the Standard [Non-forfeiture Law

Nonforfeiture Law for Life |Insurance) of an act, approved the

sevent eenth day of May, one thousand ni ne hundred and twenty-one
(Panphl et Laws, six hundred eighty-two), as anmended, except as
ot herwi se provided in subparagraph (B) of paragraph (1) and in

par agraph (2) of this subsection for group annuity and pure

endownent contracts issued prior to such operative date.

(1) (A Except as otherw se provided in subparagraph (B) of

this paragraph (1) and in paragraph (2) of this subsection, the
m ni mum st andard for the valuation of all such policies and

contracts shall be the [ Comm ssioners] conmi ssioners reserve

this subsection (c), and in section 303, three and one-half per
centum (3 1/2% interest for policies and contracts other than
group annuity and pure endowrent contracts and as provided in
(ti1) of this subparagraph (A) for group annuity and pure
endownent contracts, or in the case of policies and contracts,
ot her than annuity and pure endowrent contracts, issued on or
after June 23, 1976, four per centum (4% interest for such
policies issued prior to January 1, 1979 and four and one-half
per centum (4 1/2% interest or such higher rate of interest as

may be approved fromtinme to tine by the I nsurance Conm ssioner

19810S1012B1374 - 5 -
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for such policies issued on or after January 1, 1979, and the
foll ow ng tables:

(1) For all [Ordinary] ordinary policies of life insurance
i ssued on the standard basis, excluding any disability and
acci dental death benefits in such policies, the Comm ssioners
1941 Standard Ordinary Mortality Table for such policies issued
prior to the operative date of [clause] paragraph (2) of

subsection (d) of section 410A (the Standard [Non-forfeiture

Law] Nonforfeiture Law for Life Insurance) of "The Insurance

Conmpany Law of 1921," and the Comm ssioners 1958 Standard
Ordinary Mortality Table for such policies issued on or after

[such] the operative date of paragraph (2) of subsection (d) of

section 410A (the Standard Nonforfeiture Law for Life | nsurance)

of "The | nsurance Conpany Law of 1921" and prior to the

operati ve date of subsection (e) of section 410A (the Standard

Nonforfeiture Law for Life | nsurance) of "The | nsurance Conpany

Law of 1921": Provided, That for any category of such policies
i ssued on female risks, all nodified net prem uns and present

val ues referred to in this section may be cal cul ated accordi ng
to any age not nore than six years younger than the actual age

of the insured; and for such policies issued on or after the

operati ve date of subsection (e) of section 410A (the Standard

Nonforfeiture Law for Life | nsurance) of "The | nsurance Conpany

Law of 1921": (a) the Conmi ssioners 1980 Standard Ordi nary

Mortality Table, or (b) at the el ection of the conpany for any

one or nore specified plans of life i nsurance, the Conni ssi oners

1980 Standard Ordinary Mortality Table with Ten- Year Sel ect

Mortality Factors, or (c) any ordinary nortality tabl e, adopted

after 1980 by the Nati onal Associ ati on of | nsurance

Conmmi ssioners, that is approved by requl ati on pronul gated by the

19810S1012B1374 - 6 -
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| nsur ance Conmi ssioner for use in determning the m ni num

standard of valuation for such policies.

(ii) For all [Industrial] industrial |ife insurance policies
i ssued on the standard basis, excluding any disability and
acci dental death benefits in such policies, the 1941 Standard
I ndustrial Mrtality Table for such policies issued prior to the
operative date of paragraph (3) of subsection (d) of section

410-A (The Standard [Non-forfeiture Law] Nonforfeiture Law for

Life I nsurance) of "The Insurance Conpany Law of 1921," and for

such policies issued on or after such operative date the

Commi ssioners 1961 Standard Industrial Mrtality Table [for such
policies issued on or after such operative date] or_ any

industrial nortality table, adopted after 1980 by the Nati onal

Associ ati on of | nsurance Conmmi ssioners, that i s approved by

requl ati on pronul gated by the | nsurance Conmi ssioner for use in

deternm ning the m ni num standard of val uation for such policies.

(tiit) For [Individual Annuity and Pure Endownent] individual

annuity and pure endowrent contracts, excluding any disability

and accidental death benefits in such contracts, the 1937
Standard Annuity Mortality Table, or at the option of the
conpany, the Annuity Mrtality Table for 1949 Utimte or any
nodi fication of either of these tables approved by the Insurance
Conmi ssi oner .

For all annuities and pure endowrents purchased under [ G oup

Annuity and Pure Endownent] group annuity and pure endownrent

contracts, excluding any disability and acci dental death
benefits in such contracts, either the G oup Annuity Mrtality
Tabl e for 1951, or any nodification of such table approved by

t he I nsurance Conmi ssioner, with interest at three and one-hal f

per centum (3 1/2% or, at the option of the conpany, the 1971

19810S1012B1374 - 7 -
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Group Annuity Mrtality Table or any nodification of this table
approved by the Insurance Comm ssioner, in which event five per
centum (5% interest shall be used in determ ning the m ni num
standard for the valuation of such contracts; or at the option
of the company, any of the tables or nodifications of tables

specified for [Individual Annuity and Pure Endownent] individual

annui ty and pure endownent contracts.

(iv) For [Total and Permanent Disability] total and

per manent disability benefits in or supplenentary to [ Ordinary]

ordinary policies or contracts, for policies or contracts issued
on or after January 1, 1966, the tables of Period 2 disabl enment
rates and the 1930 [and] to 1950 term nation rates of the 1952
Disability Study of the Society of Actuaries, with due regard to

the type of benefit, or any tables of disablenent rates and

termnation rates, adopted after 1980 by the Nati onal

Associ ati on of | nsurance Conmi ssioners, that are approved by

requl ati on pronul gated by the | nsurance Conmi ssioner for use in

deternm ning the m ni num standard of val uation for such policies;

for policies or contracts issued on or after January 1, 1961,
and prior to January 1, 1966, either such tables or, at the
option of the conpany, the Class (3) Disability Table (1926);
and for policies issued prior to January 1, 1961, the dass (3)
Disability Table (1926). Any such table shall, for active lives,
be conbined with a nortality table permitted for calculating the
reserves for life insurance policies.

(v) For [Accidental Death] accidental death benefits in or

suppl enentary to policies, for policies issued on or after

January 1, 1966, the 1959 Accidental Death Benefits Table or any

acci dental death benefits table, adopted after 1980 by the

Nati onal Associ ati on of | nsurance Conm ssioners, that is

19810S1012B1374 - 8 -
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approved by requl ati on pronul gated by the | nsurance Conmni SSi oner

for use in determining the m ni num standard of val uati on for

such policies; for policies issued on or after January 1, 1961,

and prior to January 1, 1966, either such table or, at the
option of the conpany, the Inter-Conpany Double I ndemity
Mortality Table; and for policies issued prior to January 1,
1961, the Inter-Conpany Double Indemity Mortality Table. Either
tabl e shall be conbined with a nortality table permtted for
calculating the reserves for life insurance policies.

(vi) For [Goup Life] group |life insurance, life insurance
i ssued on the substandard basis and ot her special benefits, such

tabl es as nay be approved by the |Insurance Conmi ssioner.

(B) [The] Except as provided in paragraph (2) of this

subsection (c), the m ni num standard for val uati on of al

i ndi vi dual annuity and pure endownent contracts issued on or
after the operative date of this subparagraph (B), as defined
herein, and for all annuities and pure endowrents purchased on
or after such operative date under group annuity and pure

endownent contracts, shall be the [ Comm ssioner's] conm ssioners

reserve val uati on net hods defined in paragraphs [(2) and] (3)
interest rates:

(1) For individual annuity and pure endownent contracts
i ssued prior to January 1, 1979, excluding any disability and
acci dental death benefits in such contracts, the 1971 | ndi vi dual
Annuity Mortality Table, or any nodification of this table
approved by the Insurance Comm ssioner; and six per centum (6%
interest for single prem uminmediate annuity contracts, and
four per centum (4% interest for all other individual annuity

and pure endownent contracts.

19810S1012B1374 - 9 -



(ii) For individual single prem umimedi ate annuity
contracts issued on or after January 1, 1979, excluding any
di sability and accidental death benefits in such contracts, the

1971 Individual Annuity Mrtality Table or any individual

annuity nortality table, adopted after 1980 by the Nati onal

Associ ati on of | nsurance Conmmi ssioners, that i s approved by

requl ati on pronul gated by the | nsurance Conmi ssioner for use in

deternm ning the m ni num standard of val uation for such

contracts, or any nodification of [this table] these tables

approved by the Insurance Comm ssioner, and seven and one-hal f

per centum (7 1/2% interest or such higher rate of interest as

may be approved fromtinme to tine by the I nsurance Conm ssioner.
(ti1) For individual annuity and pure endowrent contracts

i ssued on or after January 1, 1979, other than single prem um

i mredi ate annuity contracts, excluding any disability and

acci dental death benefits in such contracts, the 1971 | ndi vi dual

Annuity Mortality Table, or _any individual annuity nortality

tabl e, adopted after 1980 by the Nati onal Associ ati on of

| nsur ance Conmi ssioners, that is approved by requl ati on

pronul gated by the | nsurance Conm ssi oner for use in deternining

the m ni num standard of valuation for such contracts, or any

nodi fication of [this table] these tables approved by the

I nsurance Commi ssioner, and five and one-half per centum (5
1/2% interest for single premumdeferred annuity and pure
endownent contracts and four and one-half per centum (4 1/2%
interest for all other such individual annuity and pure
endownent contracts or such higher rate or rates of interest as
may be approved fromtinme to tine by the I nsurance Conm ssioner.
(iv) For all annuities and pure endownents purchased prior

to January 1, 1979 under group annuity and pure endowrent

19810S1012B1374 - 10 -
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contracts, excluding any disability and acci dental death
benefits purchased under such contracts, the 1971 G oup Annuity
Mortality Table, or any nodification of this table approved by
t he I nsurance Comm ssioner, and six per centum (6% interest.
(v) For all annuities and pure endowrents purchased on or
after January 1, 1979 under group annuity and pure endownent
contracts, excluding any disability and acci dental death
benefits purchased under such contracts, the 1971 G oup Annuity

Mortality Table, or any group annuity nortality table, adopted

after 1980 by the Nati onal Associ ati on of | nsurance

Conmmi ssioners, that is approved by requl ati on pronul gated by the

| nsur ance Conmi ssioner for use in determning the m ni num

standard of valuation for such annuiti es and pure endownents, or

any nodification of [this table] these tables approved by the

I nsurance Commi ssioner, and seven and one-half per centum (7
1/2% interest or such higher rate of interest as may be
approved fromtine to time by the Insurance Conmm ssi oner.

After June 23, 1976, a conpany may file with the Insurance
Conmmi ssioner a witten notice of its election to conply with the
provi sions of this subparagraph (B) after a specified date
before January 1, 1979, which shall be the operative date of
t his subparagraph (B) for such conpany: Provided, That a conpany
may el ect a different operative date for individual annuity and
pure endowrent contracts fromthat elected for group annuity and
pure endowrent contracts. Wienever a conpany makes no such
el ection, the operative date of this subparagraph (B) for such
conpany shall be January 1, 1979.

(2) (A) The interest rates used in deternm ning the m ni num

standard for the val uati on of:

(i) all life insurance policies issued in a particul ar

19810S1012B1374 - 11 -
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cal endar year, on or after the operative date of subsection (e)

of section 410A (The Standard Nonforfeiture Law for Life

| nsur ance) of "The | nsurance Conpany Law of 1921,k "

(ii) all individual annuity and pure endownent contracts

issued in a particul ar cal endar year on or after January 1,

1981,

(iii) all annuities and pure endowrents purchased in a

parti cul ar cal endar year on or after January 1, 1981, under

group annuity and pure endownent contracts, and

(iv) the net increase, if any, in a particul ar cal endar year

after January 1, 21982 1981, in anounts hel d under quar ant eed

i nterest contracts

shall be the cal endar year statutory valuation interest rates as

defined in this paragraph (2) of subsection (c).

(B) The cal endar year statutory valuation interest rates, |

shall be deternmined as follows and the results rounded to the

nearer one-quarter of one per centum (1/4 of 19%:

(i) For life insurance,

| =.03 + WRL - .03) + W(R2 - .09).

2

(ii) For single premiuminmedi ate annuities and for annuity

benefits involving |life contingencies arising from ot her

annuities with cash settl enent opti ons and from guar ant eed

i nterest contracts with cash settl ement options,

| =.03 + WR - .03).

where R1 is the | esser of R and .09,

R2 is the greater of R and . 09,

Ris the reference interest rate defined in this paragraph (2),

and Wis the weighting factor defined in this paragraph (2).

(iii) For other annuities with cash settl enent opti ons and

19810S1012B1374 - 12 -

<—



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

guaranteed i nterest contracts with cash settl|l enment options,

val ued on an i ssue year basis, except as stated in (ii) above,

the fornula for life insurance stated in (i) above shall apply

to annuities and quaranteed i nterest contracts wi th guarant ee

durations in excess of ten years and the fornula for single

premiuminmedi ate annuities stated in (ii) above shall apply to

annui ti es and guaranteed i nterest contracts with guarantee

duration of ten years or | ess.

(iv) For other annuities with no cash settl enent opti ons and

for guaranteed interest contracts with no cash settl enent

options, the fornula for single premiuminmmedi ate annuities

stated in (ii) above shall apply.

(v) For other annuities with cash settl enent opti ons and

guaranteed i nterest contracts with cash settl|l enment options,

val ued on a change in fund basis, the formula for single prem um

i mmedi ate annuities stated in (ii) above shall apply.

However, if the cal endar year statutory val uati on i nterest

rate for any life insurance policies issued in any cal endar year

deternmi ned without reference to this sentence differs fromthe

correspondi ng actual rate for simlar policies issued in the

i mmredi ately precedi ng cal endar year by | ess than one-half of one

per centum (1/2 of 1%, the cal endar year statutory val uation

interest rate for such life i nsurance policies shall be equal to

the correspondi ng actual rate for the i medi ately precedi ng

cal endar year. For purposes of applying the i medi ately

precedi ng sentence, the cal endar year statutory val uati on

interest rate for life insurance policies i ssued in a cal endar

vear shall be determ ned for 1980 (using the reference interest

rate defined for 1979) and shall be determ ned for each

subsequent cal endar year regardl ess of when subsection (e) of

19810S1012B1374 - 13 -



section 410A (The Standard Nonforfeiture Law for Life | nsurance)

of "The | nsurance Conpany Law of 1921" becones operative.

(C) The weighting factors referred to in the fornul as stated

above are given in the foll owi ng tabl es:

(i) Weighting factors for life insurance:

Guar ant ee Vi ghti ng
Duration Factors
(Years)

10 or less =90

More than 10, but not nore than 20 .45

More than 20 . 35

For life insurance, the guarantee duration is the nmaxi num

nunber of years the life insurance can rennin in force on a

basi s quaranteed in the policy or under options to convert to

plans of life insurance with premumrates or nonforfeiture

val ues or both which are guaranteed in the original policy.

(ii) Weighting factor for single premiuminnedi ate annuities

and for annuity benefits involving life contingencies arising

fromother annuities with cash settl enent opti ons and guar ant eed

i nterest contracts with cash settl enment opti ons:

. 80

(iii) Wighting factors for other annuities and for

guaranteed i nterest contracts, except as stated in (ii) above,

shall be as specified in tables (a), (b) and (c) bel ow,

according to the rules and definitions in (d), (e) and (f)

(a) For annuities and quaranteed interest contracts val ued

on an i ssue vyear basi s:

Guar ant ee Wi ghti ng Fact or

Dur ati on for Plan Type

19810S1012B1374 - 14 -



1 (Years) A B C
2 5 or less . 80 . 60 . 50
3 More than 5, but not nore

4 __than 10: .75 .60 .50
5 More than 10, but not nore

6 __than 20: .65 .50 .45
7 More than 20: .45 .35 .35
8 Plan_Type

9 (b) For annuities and guaranteed A B Cc
10 interest contracts val ued on

11 a change in fund basis, the

12 factors shown in (a) above

13 i ncreased by: .15 .25 .05
14 Plan_Type
15 (c) For annuities and guaranteed A B _C
16 interest contracts val ued on

17 an_i ssue year basis (other

18 t han those with no_cash

19 settlenent options) which
20 do_not guarantee interest
21 on_considerations received
22 nore than one year after issue or
23 purchase and for annuities and
24 guaranteed interest contracts
25 val ued on a change in fund
26 basi s which do not guarantee
27 interest rates on considerations
28 received nore than twelve nonths
29 beyond the valuation date, the
30 factors shown in (a) or derived

19810S1012B1374 - 15 -
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in (b) increased by: . 05 .05 .05

(d) For other annuities with cash settl enent opti ons and

guaranteed i nterest contracts with cash settl enment opti ons, the

guar antee duration is the nunber of years for which the contract

guarantees interest rates in excess of the cal endar year

statutory valuation interest rate for life insurance policies

wi th guarantee duration in excess of twenty yvears. For other

annuities with no cash settl ement opti ons and for quar ant eed

interest contracts with no cash settl enent options, the

guarantee duration is the nunber of years fromthe date of issue

or date of purchase to the date annuity benefits are schedul ed

t o _commence.

(e) Plan type as used in the above tables is defined as

foll ows:

Pl an Type A: At any tine policyhol der may wi t hdr aw

funds only (1) with an adjustnment to

refl ect changes in interest rates or

asset val ues since receipt of the

funds by the i nsurance conpany, or

(2) without such adjustnent but in

install nents over five years or nore, or

(3) as an imediate life annuity, or

(4) no withdrawal pernitted.

Pl an Type B: Before expiration of the interest rate

guar ant ee, policyholder may wi t hdr aw

funds only (1) with an adjustnment to

refl ect changes in interest rates or

asset val ues since receipt of the

funds by the i nsurance conpany, or

(2) without such adjustnent but in
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install nents over five years or

nore, or (3) no withdrawal pernitted.

At the end of the interest rate

guar antee, funds nmay be w t hdr awn

wi t hout such adjustnent in a single sum

or install nents over |l ess than five

Pl an Type C Pol i cyhol der may wi t hdraw funds before

expiration of the interest rate guarantee

in a single sumor install nents over |ess

than five years either (1) w thout ad-

justnent to reflect changes in interest

rates or asset val ues since receipt of

the funds by the i nsurance conpany, or

(2) subject only to a fixed surrender

charge stipulated in the contract as a

percent age of the fund.

(f) A conpany may el ect to val ue guaranteed i nterest

contracts with cash settl enent options and annuities with cash

settl enent options on either an i ssue year basis or on a change

in fund basis. Guaranteed interest contracts with no cash

settl enent options and other annuities with no cash settl enent

opti ons nust be valued on an i ssue year basis. As used in this

par agr aph (2) of subsection (c), an issue year basis of

valuation refers to a valuati on basis under whi ch the interest

rate used to determ ne the m ni num val uati on standard for the

entire duration of the annuity or quaranteed interest contract

is the cal endar year valuation interest rate for the year of

i ssue or year of purchase of the annuity or guaranteed interest

contract, and the change in fund basis of valuation refers to a
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val uati on basis under which the interest rate used to determ ne

the m ni num val uati on standard appli cable to each change in the

fund hel d under the annuity or quaranteed interest contract is

t he cal endar year valuation interest rate for the year of the

change in the fund.

(D) The reference interest rate referred to i n subparagraph

(B) of this paragraph (2) of subsection (c) shall be defined as

foll ows:

(i) For all life insurance, the | esser of the average over a

period of thirty-six nonths and the average over a period of

twel ve nonths, ending on June 30 of the cal endar year next

precedi ng the year of issue, of Mbody's Corporate Bond Yield

Aver age- Mont hly Average Corporates, as published by Mody's

| nvestors Service, |Inc.

(ii) For single premiuminmedi ate annuities and for annuity

benefits involving |life contingencies arising from ot her

annuities with cash settl enent opti ons and guar ant eed i nterest

contracts with cash settl enent options, the average over a

peri od of twelve nonths, ending on June 30 of the cal endar year

of issue or year of purchase, of Muody's Corporate Bond Yield

Aver age- Mont hly Average Corporates, as published by Mody's

| nvestors Service, |Inc.

(iii) For other annuities with cash settl enent opti ons and

guaranteed i nterest contracts with cash settl|l enment options,

val ued on a year of issue basis, except as stated in (ii) above,

wi th guarantee duration in excess of ten years, the | esser of

the average over a period of thirty-si x nonths and the average

over a period of twelve nonths, ending on June 30 of the

cal endar year of issue or purchase, of Muody's Corporate Bond

Yi el d Aver age- Monthly Average Corporates, as published by
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Moody's | nvestors Service, |nc.

(iv) For other annuities with cash settl enent options and

guaranteed i nterest contracts with cash settl|l enment options,

val ued on a year of issue basis, except as stated in (ii) above,

wi th guarantee duration of ten years or |ess, the average over a

peri od of twelve nonths, ending on June 30 of the cal endar year

of issue or purchase, of Mody's Corporate Bond Yield Average-

Mont hl y Aver age Corporates, as published by Mody's | nvestors

Servi ce, Inc.

(v) For other annuities with no cash settl enent opti ons and

for guaranteed interest contracts with no cash settl enent

opti ons, the average over a period of twelve nonths, endi ng on

June 30 of the cal endar year of issue or purchase, of Mbody's

Corporate Bond Yield Average- Monthly Average Corporates, as

publ i shed by Mbody's | nvestors Service, |nc.

(vi) For other annuities with cash settl enent options and

guaranteed i nterest contracts with cash settl|l enent options,

val ued on a change in fund basis, except as stated in (ii)

above, the average over a period of twelve nonths, endi ng on

June 30 of the cal endar year of the change in the fund, of

Mbody' s Corporate Bond Yield Average- Monthly Aver age Cor por at es,

as publi shed by Mody's I nvestors Service, |nc.

(E) In the event that Mody's Corporate Bond Yield Average-

Mont hly Average Corporates is no | onger published by Mody's

Il nvestors Service, Inc., or in the event that the Nati onal

Associ ati on of | nsurance Conmi ssioners determ nes that Mbody's

Corporate Bond Yield Average-Mnthly Average Corporates i S no

| onger appropriate for the determ nati on of the reference

interest rate, then an alternative nmethod for determ nati on of

the reference interest rate, which is adopted by the Nati onal
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Associ ati on of | nsurance Conmmi ssi oners and approved by

requl ati on pronul gated by the | nsurance Conmi ssi oner, nay be

substi t ut ed.

[(2)] (3) (A Except as otherw se provided in subparagraph

(B) of this paragraph (3), and in paragraph [(3)] (4) of this

subsection (c), and in section 303, reserves according to the

[ Commi ssi oners] conmi ssioners reserve val uation nmethod, for the

life insurance and endowrent benefits of policies providing for
a uni form anmount of insurance and requiring the paynent of

uni form prem uns shall be the excess, if any, of the present

val ue, at the date of valuation, of such future guaranteed
benefits provided for by such policies, over the then present

val ue of any future nodified net prem uns therefor. The nodified
net prem uns for any such policy shall be such uniform

per cent age of the respective contract prem uns for such benefits
that the present value, at the date of issue of the policy, of
all such nodified net prem unms shall be equal to the sum of the
t hen present val ue of such benefits provided for by the policy
and the excess of [(A)] (1) over [(B)] (ll), as foll ows:

[(A)] (1) A net level annual prem um equal to the present
val ue, at the date of issue, of such benefits provided for after
the first policy year, divided by the present value, at the date
of issue, of an annuity of one per annum payable on the first
and each subsequent anniversary of such policy on which a
premumfalls due: Provided, however, That such net |evel annual
prem um shall not exceed the net |evel annual prem umon the
ni net een year premumwhole life plan for insurance of the sane
anount at an age one year higher than the age at issue of such
policy.

[(B)] (l11) A net one year termprem umfor such benefits

19810S1012B1374 - 20 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

provided for in the first policy year.

(B) For any life insurance policy issued on or after January

1, 1985 for which the gross premumin the first policy year

exceeds that of the second year and for which no conparabl e

addi ti onal benefit is provided in the first year for such excess

and whi ch provi des an endownent benefit or a cash surrender

val ue or a conbination thereof in an anount qgreater than such

excess prem um the reserve according to the conm ssi oners

reserve val uation nmethod as of any policy anni versary occurring

on or before the assuned endi ng date defined herein as the first

policy anniversary on which the sum of any endownrent benefit and

any cash surrender value then available is greater than such

excess prem um shall, except as otherw se provided in section

303, be the greater of the reserve as of such policy anni versary

cal cul ated as descri bed i n subparagraph (A) of this paragraph

(3) and the reserve as of such policy anniversary cal cul ated as

descri bed in that paragraph, but with (i) the value defined in

(1) of that subparagraph bei ng reduced by fifteen per centum

(15% of the anpbunt of such excess first year premum (ii) al

present val ues of benefits and prem uns bei ng determ ned w t hout

reference to prem uns or benefits provided for by the policy

after the assunmed ending date, (iii) the policy being assuned to

mat ure on such date as an endownent, and (iv) the cash surrender

val ue provi ded on such date bei ng consi dered as an endowrent

benefit. In maki ng the above conpari son the nortality and

i nterest bases stated i n subparagraph (A) of paragraph (1) of

subsection (c) and paragraph (2) of subsection (c) shall be

(C) Reserves[,] according to the [Conm ssi oners]

conmi ssioners reserve valuation nethod for (i) life insurance
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policies providing for a varying amount of insurance or
requiring the paynent of varying premuns, (ii) group annuity
and pure endownent contracts purchased under a retirenent plan
or plan of deferred conpensation, established or naintai ned by
an enployer (including a partnership or sole proprietorship) or
by an enpl oye organi zation, or by both, other than a plan
provi di ng individual retirenent[,] accounts or individual
retirement annuities under section 408 of the Internal Revenue
Code, as now or hereafter anended, (iii) disability and

acci dental death benefits in all policies and contracts, and
(iv) all other benefits, except life insurance and endowrent
benefits in life insurance policies[,] and benefits provided by
all other annuity and pure endownent contracts, shall be

cal cul ated by a nethod consistent with the principles of this
paragraph [(2)] (3) of this subsection (c), except that any
extra prem uns charged because of inpairnments or special hazards
shall be disregarded in the determ nation of nodified net

prem uns.

[(3)] (4) This [section] paragraph shall apply to al
annuity and pure endowrent contracts other than group annuity
and pure endownent contracts purchased under a retirenent plan
or plan of deferred conpensation, established or naintai ned by
an enployer (including a partnership or sole proprietorship) or
by an enpl oye organi zation, or by both, other than a plan
provi di ng individual retirenment accounts or individual
retirement annuities under section 408 of the Internal Revenue
Code, as now or hereafter anended.

Reserves according to the conm ssioners annuity reserve
nmet hod for benefits under annuity or pure endownent contracts,

excluding any disability and accidental death benefits in such
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contracts, shall be the greatest of the respective excesses of
the present values, at the date of valuation, of the future

guar ant eed benefits, including guaranteed [non-forfeiture]

nonforfeiture benefits, provided for by such contracts at the
end of each respective contract year, over the present val ue, at
the date of valuation, of any future valuation considerations
derived fromfuture gross considerations, required by the terns
of such contract, that becone payable prior to the end of such
respective contract year. The future guaranteed benefits shal
be determ ned by using the nortality table, if any, and the
interest rate, or rates, specified in such contracts for
determ ni ng guaranteed benefits. The val uati on considerations
are the portions of the respective gross considerations applied
under the ternms of such contracts to determi ne [non-forfeiture]

nonforfeiture val ues.

[(4)] (5) 1In no event shall a conpany's aggregate reserves
for all life insurance policies, excluding disability and
acci dental death benefits, be less than the aggregate reserves
cal cul ated in accordance with the nethods set forth in
paragraphs [(2) and] (3) and (4) of this subsection (c), and in

section 303, and the nortality table or tables and rate or rates

of interest used in calculating [non-forfeiture] nonforfeiture

benefits for such policies.

[(5)] (6) Reserves for any category of policies, contracts
or benefits as established by the Insurance Comm ssioner, may be
cal cul ated, at the option of the conpany, according to any
st andards whi ch produce greater aggregate reserves for such
category than those cal cul ated according to the m ni num standard
herein provided, but the rate or rates of interest used for

policies and contracts other than annuity and pure endowrent

19810S1012B1374 - 23 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

contracts shall not be higher than the corresponding rate or
rates of interest used in calculating any [non-forfeiture]

nonforfeiture benefits provided for therein.

[(6)] (7) Any such conpany which at any tinme shall have
adopted any standard of val uation produci ng greater aggregate
reserves than those cal cul ated according to the mninmum st andard
herein provided may, with the approval of the Insurance
Conmmi ssi oner, adopt any | ower standard of valuation, but not
| ower than the mnimum herein provided.

(d) The aggregate reserves or net val ue so ascertained of
the policies and contracts of any such |life insurance conpany
shall be deened its reserve liability, to provide for which it
shall hold funds in secure investnents of an amount equal to
such net value above all its other liabilities. The Insurance
Commi ssi oner shall, after having determ ned as above the net
value of all the policies and contracts in force, see that the
conpany has that anmount in safe |legal securities, after all its
ot her debts and clains against it have been provided for.

(e) In the case of any plan of |life insurance which provides

for future premiumdeterm nati on, the anounts of which are to be

deterni ned by the i nsurance conpany based on then esti nates of

future experience, or in the case of any plan of life insurance

or annuity which is of such a nature that the m ni numreserves

cannot be determ ned by the nethods descri bed i n paragraphs (3)

and (4) of subsection (c) and section 303, the reserves which

are held under any such plan nust:

(1) be appropriate in relation to the benefits and the

pattern of prem uns for that plan, and

(2) be conputed by a nethod which is consistent with the

principles of this section and section 303,
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as determ ned by requl ati ons pronul gated by the | nsurance

Commi ssi oner .

[(e)] (f) The provisions of this section for the valuation
of policies and for premumrates shall not apply to conpanies
or associ ations transacting busi ness on the nutual assessnent
pl an.

Section 303. M ninmum Reserve Requirenents of Conpanies
Chargi ng Less Than Net Prem uns Conputed on Mortality Tables.--
If in any contract year the gross prem um charged by any life
i nsurance conpany on any policy or contract is |less than the
val uation net premiumfor the policy or contract cal cul ated by
the nethod used in calculating the reserve thereon but using the
m ni mum val uati on standards of nortality and rate of interest,
the m nimumreserve required for such policy or contract shal
be the greater of either the reserve cal cul ated according to the
nortality table, rate of interest, and nmethod actually used for
such policy or contract, or the reserve cal cul ated by the nethod
actually used for such policy or contract but using the m ni num
val uati on standards of nortality and rate of interest and
repl aci ng the valuation net prem um by the actual gross prem um
in each contract year for which the valuation net prenm um

exceeds the actual gross premium The nmini num val uation

standards of nortality and rate of interest referred to in this

section are those standards stated in subsection (b),

subpar agr aph (A) of paragraph (1) of subsection (c), and

par agr aph (2) of subsection (c) of section 301.

Provided that for any life i nsurance policy i ssued on or

after January 1, 1985 for which the gross premiumin the first

policy year exceeds that of the second year and for which no

conpar abl e addi ti onal benefit is provided in the first year for
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such excess and whi ch provi des an endownent benefit or a cash

surrender value or a conbination thereof in an anpbunt greater

t han such excess premum the foreqoing provisions of this

section shall be applied as if the nethod actually used in

calculating the reserve for such policy were the nethod

descri bed i n paragraph (3) of subsection (c) of section 301,

i gnori ng subpar agraph (B) of paragraph (3) of subsection (c) of

section 301. The nmini numreserve at each policy anni versary of
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such a policy shall be the greater of the m ni mumreserve

=Y
o

cal cul ated in accordance wi th paragraph (3) of subsection (c) of
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section 301, including subparagraph (B) of that subsection, and
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the m ni numreserve calculated in accordance with this section.
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Section 2. This act shall take effect imediately.
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