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A BILL FOR

An Act relating to reserve valuation standards for life

insurance policies and annuity contracts, and nonfor-
feiture benefits of life insurance policies.
BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:
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Section 1. Section 508.36, subsections 2 and 3, Code 1981,
are amended to read as follows:

2. This subsection shaii-apply-te-oniy-these applies only
to policies and contracts issued prior to the operative date
of section 508.37, ¢the Standard Nonforfeiture Law for Life

Insurances.

Except as otherwise provided in subsection 3, paragraphs
"g" and "h" and subsection 4 for group annuity and pure
endowment contracts, the minimum standard of valuation for
all policies of domestic life insurance companles shall be
the Cemmiss:eners-Reserve-Valuatier-Methed commissioners
reserve valuation method defined in paragraph-ibl-ef£ subsection
3, paragraph b, and the American Experience Table of Mortality
and four and one-half percent interest or the Actuaries' (or
Combined) Experlence Table of Mortality and four percent
interest, except that the minimum standard for the valuation
of annuities and pure endowments purchased under group annuity
and pure endowment contracts shall be that provided by this
subsection but replacing the interest rates specified 1in this
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subsection by an interest rate of five percent per annum.
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Reserves for aii-sueh policies and contracts may be
calculated, at the option of the company, according to any
standards which produce greater aggregate reserves for all
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sueR policles and contracts than the minimum reserves required
by this subsection.

3. This subsection shaii-appty~te-eniy-these and
subsections 4 and 5 apply only to policies and contracts
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issued on or after the operative date of section 508.37, ¢the
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Standard Nonforfeiture Law for Life Insurance?d, except as
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otherwise provided in paragraphs "g" and "h" and subsection
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4 for group annuity and pure endowment contracts issued priorxr
to suek the operative date of section 508.37.
a. Except as otherwise provided in paragraphs "g" and
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"h" and subsection 4, the minimum standard standards for the
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valuation of all sueh policies and contracts shall be the
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CormiBeL6Aer5-Reserve-Yaiuak2op~-HeTacds commissioners reserve

&
vaiuation methods defined in paragrapas o', "c", and "IV

sf-thrs-9ubseetien-3, five percent interest for group annuity
and pure endowment contracts and three and one-half percent
interest for all other sweh policies and contracts, or in
the case of policies and contracts, cther than annuity and
pure endowment contracts, issued on or after July 1, 1974,
four percent interest for sweh policles issued prior to January
1, 1980, and four and one~half percent interest for suek
policies issued on or after January 1, 1980, and the following
tables:

(1) For all ordinary policies of life insurance issued
on the standard basis, excluding any disability and accidental
death benefits in sweh the policies,--the Commissioners 1958
Standard Ordinary Mortality Table for policies issued prior
to the operative date of section 508.37, subsection 6, provided
that for any category of such policies issued on female risks

all modified net premiums and present values referred to in
this subsection 3 may be calculated according to an age nct
more than S1x years younger than the actual age of the insured;
and for policies issued on or after the operative date of

section 508.37, subsection &, the Commissioners 1980 Standard

Ordinary Mortality Table, or at the election of the company
for any cne or more specified plans of life insurance, the

Commissioners 1980 Standard Ordinary Mortality Table with

Ten-Year Select Mortality Factors, or any ordinary mortality

table that is adopted after 198C by the national association

of insurance commissioners and approved by rule adopted by

the commissioner for use in determining the minimum standard

of valuation for these policies.

(2) For all industrial life insurance policies issued
on the standard basis, excluding any disability and accidental
death benefits in sueh the policies, --the 1941 Standard
Industrial Mortality Tables+-previded--hewever;-that-the
Commionieners~196+-5tandard-tndustriat-Mortaltity-Tabie-shata
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be-the-table-{er-the-mistmur-acandard-when-sazd-tabie-beeceonmes
applicabie-under-itkhe-Standard-Nenforfeiture-haw-in-ageg¥rdanee
with-9ection-568~3F - ~sebaseetion-5 for policies issued prior

to the cperative date on which the Commnissioners 1961 Standard

Industrial Mortelity Table becomes applicable under the

Standard Nonforfeiture Law for Life Insurance in accordance

with section 508.37, subsection 5, and for policies issued

on or after that date the Commissicners 1961 Standard

Industrial Mortality Table, or any industrial mortaliiy table

that 1s adopted after 1980 by the national assog¢iation of

insurance comnmissioners and approved by rule adopted by the

commissioner for use in determining the minimum standard of

valuation for these policies.

(3) For individual annuity and pure endowment contracts,
excluding any disability and accidental death benefits 1in
sueh the policies,--the 1937 Standard Annuity Mortality Table
or, at the option of the company, the Annulty Mortality Table
for 1949, Ultimate, or any modification of either of these
tables approved by the commissioner.

(4) For group annuity and pure endowment contracts,
excluding any disability and accidental death benefits in
gueh the policies,--the Group Annuity Mortality Table for
1951, any modification of sueh this table approved by the
commissioner, or, at the option of the company, any of the
tables or modifications of tables specified for individual
annuity and pure endowment contracts.

(S) For total and permanent disability benefits in or
supplementary to ordinary policies or contracts,--the tables
of "Period 2" disablement rates and the 1930 to 1950
termination rates of the 1952 Disability Study of the Society
of Actuaries, with due regard to the type of benefit, or any

tables 0f disablement rates and termination rates that are

adopted after 1980 by the national association of insurance

commissioners and approved by rule adopted by the commissioner

for use in determining the minimum standard of valuation for
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ihese policies. Suwek Any such table shall, for active lives,

pe combined with a mortaiity table permitted for calculating
the reserves for life 1nsurance policies.

{€} For accidental death benefits in cor supplementary
to policies,--the 1959 Accidental Death Benefits Table, or
any accidental death benefit table that is adopted afrer 1980

bv the national assoclation of insurance commissiocners and

approved by ruie adopted by the commissioner for use in

getermining the minimum standard of valuation for these

pollcies. Any such table shalli be combined with a mortality

table permitted for calculating the reserves for life insurance
policies.

{7) For group life insurance, life insurance issued on
the substandard basis and other special benefits,--sueh any
taples as~may-kBe approved by the commissioner.

b. {1) E=xcept as otherwise provided in paragraphs "c"
and "f" ef-this-aubseetion, reserves according to the

Comminarcne¥s-Reserve-Vainatren~-detheod commissioners reserve

valuation method, for the life insurance and endowment benefits

of policies providing for a uniform amount of insurance and
requiring the payment of uniform premiums, shall be the excess,
if any, of the present value, at the date of valuation, of

sueh the future guaranteed benefits provided for by sueh the
policies, over the then present value of any future modified
net premiums therefor. The modified net premiums for ary
suweh a policy shall be such uniform percentage of the
respective contract premiums for sueh the benefits that the
present value, at the date of issue of the policy, of all
suel modified net premiums sha¥:-be 1s equal to the sum of
the then present value of suer the benefits provided for by
the policy and the excess of ¢#3 {(a) over ¢¥3 (b}, where (a)
and (b) are as follows:

¢%3 (a) A net level annual premium equal to the present
value, at the date of issue, of suek the benefits provided
for after the first policy year, divided by the present value,

-4~
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at the date of issue, of an annuity of one per annum payable
on the first and each subsequent anniversary o¢f suweh the
policy on which a premium falls due; provideds-hewewer; that
suek the net level annual premium shall not exceed the net
level annual premium on the nineteen-year premium whole life
plan for insurance of the same amount at an age one year
higher than the age at issue of suen the policy.

tyy (b) A net one-year term premium for sueh the benefits
provided for in the first pelicy year.

(2) Provided that for any life insurance policy issued
on or after January 1, 1985 for which the contract premium
in the first policy vear exceeds that of the second year and
for which no comparable additional benefit is provided in
the first year for the excess and which provides an endowment
benefit or a cash surrender value oxr a combination thereof
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in an amount greater than the excess premium, the reserve
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according to the commissioners reserve valuation methed as
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of any policy anniversarv occurring on or before the assumed
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ending date, which 1is defined as the first policy anniversary
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on which the sum of any endowment benefit and any cash
surrender value then available is greater than the excess
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premium shall, except as otherwise provided in paragraph
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f, be the greater of the reserve as of the policy anniversary
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calculated as described in supparagraph (1) and the reserve
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as_of the policy anniversary caiculated as described in
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subparagraph (1), but with the value of (a) as defined in
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subparagraph (1} being reduced by fifteen percent of the
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amount of the excess first vear premium, and with all present
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values of benefits and premiums being determined without
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reference to premiums or benefits provided for by the policy
after the assumed ending date, and with the policy being
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assumed to mature on the assumed ending date as an endowment,
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and with the cash surrender value provided on the assumed

W
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ending date being considered as an endowment benefit. In
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making the above comparison the mortality and interest bases
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stated in paragraph a and subsection 4 shall be used.

{3} Reserves according to the €emrmisSSiORLErS-RESE¥VE
Yatuatien-Methed commissioners reserve valuation method for

¢:3 Ii1fe insurance policies providing for a varving amount

of insurance or requiring the payment of varying premiums,
¢23 and for group annuity and pure endowment contracts
purchased under a retairement plan or plan of deferregd
compensation, established or mainteined by an employver
{including a partnership or sole proprietorship) or by an
employee organization, or by both, other than a plan providing
1ndividual retirement accounts or individual retirement
annuities under section 408 of the United States Internal
Revenue Code of 1954, as mevw-er-hereafter amended, ¢33 and
for disability and accidental death benefits in all policies
and contracts, and ¢4} for all other benefits, except life
insurance and endowment benefits in life insurance policies
and benefits provided by all other annuity and pure endowment
contracts, shall be calculated by a method consistent with
the principles of tRis-paraeraph-iUbY subparagraphs (1} and

{2), except that any extra premiums charged because of
impairments or special hazards shall be disregarded in the
determination of modified net premiums.

c. This seetien-shail-appiy paragrapn applies to all

annuity and pure endowment contracts other than group annulty
and pure endowmeni contracts purchased under a retirement
plan or plan of deferred compensation, established or
maintained by an employer (including a partnership or soile
proprietorship} or by an employee organization, or by both,
other than a plan providing individual retirement accounts
or individual retirement annuities under section 408 of the
United States Internal Revenue Code of 1954, as noew-e¥
pereafter amended.

Reserves according to the commissioner's annulty reserve
method for benefits under annulty or pure endowment contracte,
excluding any disability and accidental death benefits in

-6-
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saelh Lhe contracts, shall be the greatest of the respective
excesses of the present values, at the date of valuation,
of the future guaranteed benefits, including guaranteed
nonforfeiture benefits, provided ior by suekh the contracts
at the end of each respective contract year, over the present
value, at the date of valuation, of any future valuation
considerations derived from future gross considerations,
regquired by the terms of suweh the contract, that become payable
prior to the end of suek the respective contract year. The
future guaranteed benefits shall be determined by using the
mortality table, if any, and the interest rate, or rates,
specified in sueh the contracts for determining guaranteed
benefits. The valuation considerations are the portions of
the respective gross considerations applied under the terms
of auweh the contracts to determine nonforfeiture values.

d. +n-ne-event-shaii-a A company's aggregate reserves
for all life insurance policies, excluding disability and
accidental death benefits, shall not be less than the aggregate
reserves calculated in accordance with the methods set forth
in paragraphs "b", "¢", and "f" ef-this-subseetzern and
subsection 5 and the mortality tabie-e¥ tables and rate-or
rates of interest used in calculating nonforfeiture benefits

for suer the policies.
e. Reserves for any category of policies, contracts or
benefits, as the categories are established by the

commissioner, may be calculated at the option of the company
according to any standards which produce greater aggregate
reserves for swek the category than those calculated according
to the minimum standard he¥eir provided in this subsection.

f. If in any contract year the gross premium charged by
ary a life insurance company on any a policy or contract 1is
less than the valuation net premium for the policy or contract
according to the mortality table, rate of interest and method

used in calculating the reserve tkereem on the policy or

contract, according to the minimum standard prescribed in

-7~
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this secticon, then the minimum reserve reguired Ior seer That

1

policy or contract shall be the ¢greater of elther the regerve
calculated according to the mortality table, rate of interest
and method actually used for swen the policy or contract,

or the reserve calculated according to the mortality table,
rate of interest and method used in calculating the reserve

ther¥een on the policy or contract according to the minimum

valuation standard prescribed by thils section but replacing
the valuation net premium by the actual greoss premium in each
contract year for which the valuation net premium exceeds

the actual gross premium. The minimum valuation standards

of mortality and rate of interest referred to in this section

are those standards stated in paragraph & and subsecticn 4.

Provided that for any life insurance policy issued on or
fter J

nuary 1, 1985 for which the gioss premium in the first

a
olicy vear exceeds that of the second vear and for which

'Gw

no comparable additional benefit is provided in the first

vear for the excess and which provides an endowment benefit

or a <ash surrender value or a combination therecof in an

amount greater than the excess premium, this paragraph shall

be applied as if the method actually used in calculating tie

reserve for the policy were the method dascribed in paragrapa

b, lgnoring subparagraph (2) of paragraph b. The minimum

reserve at each policy anniversary of the policy shall be

the ¢reater of the minimum reserve calculated in accordance

with paragraph b, including subparagiaph (2) of that paragraph,

and the minimum reserve calculated in accordance with thic

paragraph.
g. The Except as provided in subsection 4, the minlmum

standard for the valuation of all individual annulty and pure
endownent contracts issued on or after the operative date

of thils paragraph, and for all annuities and pure endowments
purchased on or after suek that operative date under group
annuity and pure endowmeént contracts, shall be the

Cenmis9troners-Reserve-Vaiuvation-Metnsds commissioners reserve

-8-
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valuation methods defined in paragraphs "b" and “¢" of this

subsection and the following tables and interest rates:

(1} For individual annuity and pure endowment contracts
1ssued prior to January 1, 1980, excluding any disability
and accidental death benefits in sweh the contracts,--the
1971 Individual Annuity Mortality Table, or any modification
of this table approved by the commissioner, and six percent
interest for single premium immediate annuity contracts, and
four percent interest for all other individual annuity and
pure endowment contracts.,

{2) For individual single premium immediate annuity
contracts issued on or after January 1, 1980, excluding any
disability and accidental death benefits 1n sueh the
contracts, --the 1971 Individual Annuity Mortality Table, or
any individual annuity mortality table that 1s adopted after

1980 by the national associlation of insurance commissioners

and approved by rule adopted by the commissioner for use 1n

determining the minimum standard of valuation for the

contracts, or any modification of this-tabie these tables

approved by the commissicner, and seven and one-half percent

interest.
(3) For individual annuity and pure endowment contracts
1ssued on or after January 1, 1980 other than single premium

lmmediate annulty contracts, excluding any disability and
accidental death benefits in suweR the contracts,--the 1971
Individual Annuity Mortality Table, or any individual annuity

mortality table that is adopted after 1980 by the national
agsociation of insurance commissioners and approved by rule

adopted by the commissioner for use in determining the minimum

standard of valuation for the contracts, or any modification

of thisg-table these tables approved by the commissioner, and

five and one-half percent interest for single premium deferred

annuity and pure endowment contracts and four and one-half
percent interest for all other sdweR individual annuity and
pure endowment contracts.
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{4) TFor all annuities and pure endowments purchased prior
te January 1, 198G, under group annulty and pure endowment
contracts, excluding any disability and accidental death
benefits purchased under swen the contracts,--the 1971 Group
Annuity Mortality Table, or any modification of this table
approved by the commissioner, and six percent interest.

(5) For all annuities and pure endowments purchased on
or after January 1, 1980 under group annuity and pure endowment
contracts, excluding any disability and accidental death
benefits purchased under sweh the contracts,--the 1971 Group
Annuity Mortality Table, or any group anpuity mortality table
that is adopted after 1980 by the national association of

insurance commissioners and approved by rule adopted by the

commissioner for use in determining the minimum standard of

valuation for the annuities and pure endowments, or any
modlfication of £his-tabie these tables approved by the
commissioner and seven and one-half percent lnterest.

h. After July 1, 1974, any company may file with the
commissioner a written notice of 1ts election to comply with

the-previsiens-ef paragraph "g" after a specified date befere
January 1, 1979, which shall be the operative date of paragraph
"g" for sweh that company; provided, a company may elect a
different operative date for individual annuity and pure
endownent contracts from that elected for group annuity and
pure endowment contracts. If a company makes no suea election,
the operative date of paragraph "g" for sueh the company shaii
be 15 January 1, 1979.

Sec. 2. Section 508.36, Code 1981, is amended by adding
the foliowing new subsections as subsections 4 and 5
respectively:

NEW SUBSECTION. 4. a. Applicability of This Subsection.
The interest rates used 1in determining the minimum standard

for the valuation of all life insurance policies issued in
a particular calendar year, on or after the operative date
of section 508.37, subsection 6, and of all individual annuity

-10-
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and pure endowment contracts issued in a particular calendar
year on or after January 1, 1982, and of all annuities and

pure endowments purchased in a particular caliendaxr year on

or after January 1, 1982 under group annuity and pure endowment
contracts, and of the net increase, 1f any, 1n a particular
calendar vear after January 1, 1982, in amounts held under
guaranteed interest contracts, shall be the calendar year
statutory valuation interest rates as defined in paragraph

b.

b. Calendar Year Statutory Valuation Intexest Rates.

The calendar year statutory valuation interest rates, referred
to in this paragraph as "I", shall be determined as follows
and the results rounded to the nearest one-quarter of one
percent:

(1) TFor life insurance,

W

I equals .03 + W(R1 - .03) + 2(R2 - .09),
where Rl is the lesser of R and .09, R2 is the greater of
R and .09, R is the reference interest rate defined 1in
paragraph d, and W 1s the weighting factor defined in paragraph
c.

(2) For single premium immediate annuities and for annuity
benefits involving life contingencies arising from other an-
nuities with cash settlement options and from guaranteed
interest contracts with cash settlement options,

I egquals .03 + W(R -~ .03},
where Rl is the lesser of R and .09, RZ is the greater of
R and .09, R is the reference interest rate defined in
paragraph d, and W 1s the weighting factor defined in paragraph
c.

(3) For other annuities with cash settlement options and
guaranteed interest contracts with cash settlement options,
valued on an issue year basls, except as stated in subpara-
graph (2), the formula for life insurance stated in subpara-
graph (1) applies to annuities and guaranteed interest

-1]1-
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contraccs wilh guarantee durations 1n excess ofi ten vears,

and the formula for singie premium lwmediate annuities stated

5% I o B

o H
in subparagraph {(2) applies to annulties and guaranteed
9

interest contracts with guarantee durations of ten years or
less.

(4) For other annuities with no cash settlement options
and for guaranteed interest contracts with no cash settlement
options, the formula for single premium immediate annulties
stated in subparagraph (2) applies.

(5} For other annuities with cash settlement options and

)
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guaranteed interest contracts with cash settliement options,

—
(3%}

valued on a change in fund basis, the formula for singie pre-

—
W

mium immediate annuities stated 1n subparagraph (2) applies.
However, if the calendar year statutorxy valuation interest

k=
TS

rate for any life insurance policles issued in any calendar
year determined under subparagraph (1) without reference to
this sentence differs from the corresponding actual rate for
similar policies issued in the immediately preceding calendar
year by less than one-half of one percent, the calendar year
statutory valuation interest rate for the life insurance
policies shall be equal to the corresponding actual rate for
the immediately preceding calendar year. For purposes of
applying the immediately preceding sentence, the calendar
year statutory valuation interest rate for life insurance
policies issued in a calendar year shall be determined for
1980, using the reference interest rate defined for 1979,
and shall be determined for each subseqguent calendar year
regardless of when section 508.37, subsection 6 becomes
operative.

c. Weighting Factors. The weighting factors referred
to 1n paragraph b are given in the following tables:

{1) Welghting Factors for Life Insurance:

Guarantee Duration {Years) Weighting Factors
10 or less .50




s.r. A1EAnr.

More than 10, but not more than 20 .45
More than 20 .35
For life insurance, the guarantee duration is the maximun
number of years the life insurance can remain in force on
a basis guaranteed in the policy or under options to convert
to plans of life insurance with premium rates or nonforfeiture
values or both which are guaranteed in the orilginal policy.
(2} The weighting factor for single premium immediate

W 0 < W b W o e

-
o

arising from other annuities with cash settlement options
and guaranteed interest contracts with cash settlement optlons
1s .80.

{3) Weighting factors for other annuities and for

i e
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(2), shall be as specified in subdivisions i, 11, and iii

16 of this subparagraph, according to the rules and definitions
17 in subdivisions iv, v, and vi of this subparagraph:

18 1. For annuities and gqguaranteed interest contracts valued
19 on an issue year basis:

20 weighting Factor

21 for Plan Type

22 Guarantee Duration (Years) A B C

23 5 or less .80 .60 .50

24 More than 5, but not more than 10 .75 .60 .50

25 More than 10, but not more than 20 .65 .50 .45

26 More than 20 .45 .35 .35

27 i11. For annuities and guaranteed interest contracts valued
28 on a change in fund basis, the factors shown in subdivision
29 1 of this subparagraph increased by:

30 Plan Type

31 A B c

32 .15 .25 .05

33 iii. For annuities and guaranteed interest contracts

34 valued on an issue year basis (other than those with no cash

W
wn

settlement options) which do not guarantee interest on

-13-

annulties and for annuity benefits involving life contingencies

guaranteed interest contracts, except as stated in subparagraph




considerations received more than cne year after issue or
purchase and for annuities and guarantead interest contracts
valued on a change in fund basis which do not guarantee
interest rates on considerations received more than twelve
months beyond the valuation date, the factors shown in
subdivision 1 of this subparagraph or derived in subdivision
i1 of this subparagrapnh increased by:
Plan Tvpe

A B C

.05 .05 .05

iv. For other annuities with cash settlement options and
guaranteed lnterest contracts with cash settlement options,
the guarantee duration is the number of years for which the
contract guarantees interest rates in excess of the calendar
year statufory valuation interest rate for life insurance
policies with gquarantee duration in excess of twenty years.
For other annuities with no cash settlement options and for
guaranteed 1nterest contracts with no cash settlement options,
the guarantee duration is the number of years from the date
of 1ssue or date of purchase to the date annuity benefits
are scheduled to commence.

v. "Plan type", as used in subdivisions 1, il and 111
of this subparagraph, is defined as follows:

"Plan Type A": At any time, the policyholder may withdraw
funds only with an adjustment to reflect changes in interest
rates or asset values since receipt of the funds by the
insurance company, or may withdraw funds without that
adjustment but in installments over five years or more, or
may withdraw funds as an immediate life annuity; or no
withdrawal i1s permitted.

"Plan Type B'": Before expiration of the interest rate

guarantee, the policyholder may withdraw funds only with an

adjustment to reflect changes in interest rates oxr asset
values since receipt of the funds by the insurance company,
or may withdraw funds without that adjustment but in

-14-
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installments over five years or more; or no withdrawal is
permitted. At the end of interest rate guarantee, funds may
be withdrawn without adjustment in a single sum or installments
over less than five years.

"plan Type C%: The policyholder may withdraw funds before
expiration of the interest rate guarantee in & single sum
or installments over less than five years either without
adjustment to reflect changes in interest rates or asset
values since receipt of the funds by the insurance company,
or subject only to a fixed surrender charge stipulated in
the contract as a percentage of the fund.

vi. A company may elect to value guaranteed interest con-
tracts with cash settlement options and annuities with cash
settlement options on either an issue-year basis or on a
change-in-fund basis. Guaranteed interest contracts with
no cash settlement options and other annuities with no cash
settlement options must be valued on an issue-year basis.

As used in this subsection, an issue-year basis of valuation
refers to a valuation basis under which the interest rate

used to determine the minimum valuation standard for the
entire duration of the annuity or guaranteed interest contract
1s the calendar year valuation interest rate for the year

of 1ssue or year of purchase of the annuity or guaranteed
interest contract, and the change-in-fund basis of wvaluation
refers to a valuation baslis under which the interest rate

used to determine the minimum valuation standard applicable

to each change in the fund held under the annuity or guaranteed
interest contract is the calendar year valuation interest

rate for the year of the change in the fund.

d. Reference Interest Rate. The reference interest rate
referred to in paragraph b is defined as follows:

(1) For all life insurance, the rate as determined by
any method that is adopted by the national association of
insurance commissioners and approved by rule adopted by the
commissioner, including but not limited to the lesser of the
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wverage over a pericd of thirty-six scnths and the averags
over a period of twelve months, ending on June 30 of the
calenday year next preceding the vear of issue, of Moody's
Corporate Bond Yield Average-Monthly Average Corporates, as
published by Moody's Investors Service, Inc. or any successor
to that corporation.

(2) For single premium immediate annuities and for annuity
benefits 1nvolving life contingencies arising from other
annulties with cash settlement options and guaranteed interest
contracts with cash settlement options, the rate as determined
by any method that is adopted by the national association
of insurance commissioners and approved by rule adopted by
the commissioner, including but not limited to the average
over a period of twelve months, ending on June 30 of the
calendar year of issue or year of purchase, of Moody's
Corporate Bond Yield Average~Monthly Average Corporates, as
published by Moody's Investors Service, Inc. or any successor
to that corporation.

(3) For other annuities with cash settlement options and
guaranteed interest contracts with cash settlement options,
valued on an issue-vyear basls, except as stated in subpara-
graph (2}, with guarantee duration in excess of ten years,
the rate as determined by any method that is adopted by the
national association of insurance commissioners and approved
by rule adopted bv the commissioner, including but not limited
to the lesser of the average over a period of thirty-six
months and the average over a period of twelve months, ending
on June 30 of the calendar year of i1ssue or purchase of Moody's
Corporate Bond Yield Average-Monthly Average Corporates, as
published by Moody's Investors Service, Inc. or any successor
to that corporation.

{4} For other annuities with cash settiement options and
guaranteed interest contracts with cash settlement options,
valued on an issue-year basls, eXcept as stated 1n subpara-
graph (2), with guarantee duration of ten vears or less, the

=-16-
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rate as determined by any method that is adopted by the
national association of insurance commissioners and approved
bv rule adopted by the commissioner, including but not limited
to the average over a period of twelve months, ending on June
30 of the calendar year of issue or purchase, of Moody's
Corporate Bend Yield Average-Monthly Average Corporates, as
published by Moody's Investors Service, Inc. or any successor
to that corpcration.

(S} For other annuilties with no cash settlement options
and for guaranteed interest contracts with no cash settlement
options, the rate as determined by any method that is adopted
by the national association of insurance commissioners and
approved by rule adopted by the commissioner, including but
not limited to the average over a period of twelve months,
ending on June 30 of the calendar year of issue or purchase,
of Moody's Corporate Bond Yield Average-Monthly Average
Corporates, as published by Moody's Investors Service, Inc.
or any successor to that corporation.

{6) For other annuities with cash settlement options and

guaranteed interest contracts with cash settiement options,
valued on a change-in-fund basis, except as stated in subpara-
graph (2), the rate as determined by any method that is adopted
by the national association of insurance commissioners and
approved by rule adopted by the commissicner, incliuding but
not limited to the average over a period of twelve months,
ending on June 30 of the calendar vear of the change in the
fund, of Moody's Corporate Bond Yield Average-Monthly Average
Corporates, as published by Moody's Investors Service, Inc.
or any successor to that corporation.

NEW SUBSECTION. 5. In the case of a plan of life insurance
which provides for future premium determination, the amounts

of which are to be determined by the insurance company based
on then estimates of future experience, or in the case of

a plan of life insurance or annuity which is of such a nature
that the minimum reserves cannot be determined by the methods

-17-
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descriped in subsection 3, paragraphs b, ¢ and £, the resexrves
wihich are Yeld under the plan must be appropriate in relation
to the benefits and the pattern of premiums for that plan,

and must be computed by a method which i1s consistent with

the principles of this section, as determined by rule adopted
by the commissioner.

Sec. 3. Section 508.37, subsections 1, 2, 3, 4 and 5,

Code 1981, are amended to read as follows:

1. 1In the case of policies issued on or after the operative
date of this section as defined in subsection 8 11, Re a
policy of life insurance shall not, except as stated in
subsection # 10, shati-be-issued-er be delivered or issued
for delivery in this state unless it shail-centadn contains

in substance the following provisions, or corresponding
provisions which in the opinion of the commissioner are at
least as favorable to the defaulting or surrendering
policyholder as the following provisions and are essentially

in compliance with subsection 9:
a. That, in the event of default in any premium payment,

the company will grant, upon proper request not later than
s1xty days after the due date of the premium in default, a
paid-up nonforfeiture benefit on a plan stipulated in the
policy, effective as of sweh the due date of the premium in
default, and of suweh-vaiuwe an amount as may-be-hereiznafter

specified in thils section. In lieu of the stipulated paid-

up nonforfeiture benefit, the company may substitute, upon

proper reguest not later than sixty days after the due date

of the premium in default, an actuarially equivalent

alternative paid-up nonforfeiture penefit which provides a

greater amount or longer period of death benefits or, if

applicable, a greater amount oxr earlier payment of endowment

benefits.

b. That, upon surrender of the policy within sixty days
after the due date of any premium payment in default after
premiums have been paid for at least three full years in the

-18-
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case of ordinary insurance or five full years in the case
of industrial insurance, the company will pay, 1in lieu of
any pald-up nonforfeiture benefit, a cash surrender value
of sweh an amount as may be herernafter specified in this
section.

c. That a specified paid-up nonforfeiture benefit shall
become effective as specified in the policy unless the person
entitled to make sdeh an election elects another available
option not later than sixty days after the due date of the
premium in default.

d. That, if the policy shaii-have-beeeme has become paid
up by completion of all premium payments or if it is continued

under any paid-up nonforfeiture benefit which became effective
on or after the third policy anniversary in the case of
ordinary insurance or the fifth policy anniversary 1in the

case of industrial insurance, the company will pay, upon
surrender of the policy within thirty days after any policy
anniversary, a cash surrender value of sueh an amount as wmay
be-herexnafter specified in this section.

e. A In the case of policies which cause on a basis

guaranteed in the policy unscheduled changes in benefits or

premiums, or which provide an option for changes in benefits

or premiums other than a change to a new policy, a statement

of the mortality table, interest rate, and method used in

calculating cash surrender values and the paid-up nonforfeiture

benefits available under the policy. 1In the case of all other

policies, a statement cf the mortality table and interest

rate used in calculating the cash surrender values and the
paid-up nonforfeiture benefits available under the policy,
together with a table showing the cash surrender value, if

any, and pald-up nonforfeiture benefit, i1f any, available
under the policy on each policy anniversary, either during

the first twenty policy years or during the term of the policy,
whichever 1s shorter, suweh the values and benefits to be

calculated upon the assumption that there are no dividends
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or paid-up additions credited Lo the policy and that there

1s no indebtedness to the company on the policy.

f. A statement that the cash surrender values and the
paid-up nonforfeiture benefits available under the policy

are not less than the minimum values and benefits required

by or pursuant to the insurance law of the state in which

the policy is delivered; an explanaticn of the manner in which
the cash surrender values and the paid-up nonforfeiture
benefits are altered by the existence of any paid-up additions
credited to the policy or any indebtedness to the company

on the policy; if a detailed statement of the method of
computation of the values and benefits shown in the policy

1s not stated £he¥eim in the policy, a statement that sueh
the method of computation has been filed with the insurance

supervisory official of the state in which the policy is
delivered; and a statement of the method to be used in
calculating the cash surrender value and paid-up nonforfeiture
benefit available under the policy on any policy anniversary
beyond the last anniversary for which such values and benefits
are consecutively shown in the policy.

2. Any of the provisions or portions thereef of provisions
set forth in subsection 1 which are not applicable by reason
of the plan of insurance may, to the extent inapplicable,
be omitted from the policy. The company shall reserve the
right to defer the payment of any cash surrender value for
a period of six months after demand the¥efer with surrender

of the policy.

3. a. Any cash surrender value available under the policy
in the event of default in a premium payment due on any policy
anniversary, whether or not reqguired by subsection 1, shall
be an amount not less than the excess, 1f any, of the present
value, on suek that anniversary, of the future guaranteed
benefits which would have been provided for by the policy,
including any existing paid-up additions, 1f there had been
nc default, over the sum of €ad the then present value of

=20~
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the adjusted premiums as defined in subseetzen-5 subsections

5 and 6, corresponding to premiums which would have fallen
due on and after suek that anniversary, and-¢by plus the
amount of any indebtedness to the company on the policy.

[y

b. However, for a polic¢y issued on or after the operative

date of subsection 6 as defined in paragrapa X of that

subsection, which provides suppiemental life insurance or

annuity benefits at the option of the insured and for an

identifiable additional premium by rider or suppliemental

policy provision, the cash surrender value referred %to in

paragraph & shzll be an amount not less than the sum of the

cash surrender value as defined in that paragraph for an

otherwise similar policy issued at the same age without such

rider or suppiemental policy provision and the cash surrender

value ‘as defined in that paragraph for a policy which provides

only the benefits otherwise provided bv such rider or sup-

piemental policy provision.

¢. Provided further that for a family policy issued on

or after the operative date of subsection 6 as defined in

paragrapi k of that subsection, which defines a primary insured

and provides term insurance on the life of the spouse of the

primary insured explring before the spouse’s age sesveniy-one,

the cash surrender value referred to in paragraph a shall

be an amount not less than the sum of the cash surrender value

as defined in paragraph a for an ctherwise similar policy

i1ssued at the same age without term insurance on the iife

of the spouse and thae cash surrender value as defined 1n para-

graph a for a policy which provides only the bensefits othexrwise

provided by the term insurance on the life of the spouse.

d. Any cash surrender value available within thirty days
after any policy anniversary under any policy paid up by
completion of all premium payments or any policy continued
under any paid-up nonforfeiture benefit, whether or not
required by subsection 1, shall be an amount not less than
the present value, on sweh the anniversary, of the future

-21-
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any existing paid-up additions, decreased by any indebtedness
to the company on the policy.

4. Any pald-up nonforfeiture benefit available under the
policy 1n the event of default in a premium payment due on
any policy anniversary shall be such that its present value
as of sueh that anniversary shall be at least equal to the
cash surrender value then provided for by the policy or, 1if
none is provided for, that cash surrender value which would
have been required by this section in the absence of the
condition that premiums shall have been paid for at least
a specified periodg.

S. a. This subsection does not apply to policies issued
on or after the cperative date of subsection 6 as defined

e
W b e O

-
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in paragraph k of that subsection. Except as provided in
the-third paragraph ef-this-subseetion c, the adjusted premiums
for any policy shall be calculated on an annual basis and

shall be such uniform percentage of the respective premiums
specified in the policy for each policy year, excluding any
extra premiums charged because of impairments or special
hazards, that the present value, at the date of issue of the
policy, of all such adjusted premiums shaii-be is equal to

the sum of ¢a3j the following:

(1) The then present value of the future guaranteed
benefits provided for by the policys~¢by-twe.

(2) Two percent of the amount of the insurance, if the
1nsurance be is uniform in amount, or of the equivalent unifoxm
amount, as herexzpafter defined in paragraph b, if the amount
of insurance varies with duration of the policys-¢ej-ferey.

(3) Forty percent of the adjusted premium for the first
policy years-¢dj-twenty-£five.

(4} Twenty-five percent of either the adjusted premium
for the first policy year or the adjusted premium for a whole
11fe policy of the same uniform or eguivalent uniform amount
with uniform premiums for the whole of life issued at the
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same age for the same amount of insurance, whichever is less.
PARAGRAPH DIVIDED. Previded--hawever--that However, 1n

applying the percentages specified 1n led-zrnd-idli-abeve

subparagraphs {3) and (4), no adjusted premium shall be deemed

to exceed four percent of the amount of insurance or an

equivalient uniform amount eguivatert-therete. The date of

issue of a policy for the purpose of this subsection 5-shai:
be 15 the date as of which the rated age of the insured is

determined.
b. In the case of a policy providing an amount of insurance
varying with duration of the policy, the equivaient uniform

amount thereef for the purpose of this subsection % shall

be deemed to be the uniform amount of insurance provided by
an otherwise similar policy, containing the same endowment
benefit or benefits, 1f any, issued at the sawme age and for
the same term, the amount of which does not vary with duration
and the benefits under which have the same present value at
the date of 1ssue as the benefits under the policy, provideds
heweve¥; that in the case of a policy providing a varying
amount of 1insurance issued on the life of a child under age
ten, the equivalent uniform amount may be computed as though
the amount of insurance provided by the policy prior to the
attainment of age ten were the amount provided by sueh the
pelicy at age ten.

c. The adjusted premiums for amy a policy providing term
insurance benefits by rider or supplemental policy provision
shall be egual to ¢e3 (1) the adjusted premiums for an
otherwise similar policy issued at the same age without such
term insurance benefits, increased during the period for which
premiums for such term insurance benefits are payable, by
t£+ (2) the adjusted premiums for such term insurance, the
foregoing items UYel-apd-UfU (1) and (2) being calculated

separately and as specified in the-£irst-twe paragraphs a
and b of this subsection except that, for the purposes of
Lpl,-Lell-and-84U subparagraphs (2), (3) and {(4) of the-first
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guaranteed benefits provided for by the policy, including
ainy exlsting paid-up additions, decreased by any indebtedness
to the company on the policy.

4. Any paid-up nonforfeiture benefit available under the
policy in the event of default in a premium payment due on
any policy anniversary shall be such that its present value
as of sueh that anniversary shall be at least equal to the
cash surrender value then provided for by the policy or, if
none 1s provided for, that cash surrender value which would
have been required by this section in the absence of the
condition that premiums shall have been paid for at least
a specified period.

5. a. This subsection does not appiv to policies issued
on or after the operative date of subsection 6 as defined
in paragraph k of that subsection. Except as provided in
the-third paragraph ef-this-subseetiar ¢, the adjusted premiums
for any policy shall be calculated on an annual basis and
shall be such uniform percentage of the respective premiums
specified in the policy for each pelicy year, excluding any
extra premiums charged because of impairments or special
hazards, that the present value, at the date of issue of the
policy, of all such adjusted premiums shaiiz-be 1s equal to
the sum of ¢a3 the following:

{1) The then present value of the future guaranteed
benefits provided for by the policys-¢by-twe.

(2} Two percent of the amount of the insurance, 1if the
insurance be 1s uniform in amount, or of the equivalent uniform
amount, as herexzraf&e¥ defined in paragraph b, i1f the amount
of insurance varies with duration of the policys~tey-forey.

{3) Forty percent of the adjusted premium for the first
policy years-¢dy-twenty-£five.

{4) Twenty-five percent of either the adjusted premium
for the first policy year or the adjusted premium for a whole
iife policy of the same uniform or eguivalent uniform amount
with uniform premiums for the whole of life issued at the

—22~
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same age for the same amount of insurance, whichever 1s
PARAGRAPH DIVIDED. Previdedr-howevers-that However, 1

appivying the percentages specified in Xed-and-id¥-abeve
subparagraphs {3} and (4), no adjusted premium shall be

to exceed four percent of the amount of insurance or an
equivalent uniform amount equiveirent-therete. The date of
issue of a policy for the purpose of this subsection 5-shaii
be is the date as of which the rated age of the insured is
determined.

b. In the case of a policy providing an amount of insurance
varying with duration of the policy, the eguivalent uniform
amount tkereef for the purpose of this subsection 5 shall
be deemed to be the uniform amount of insurance provided by
an otherwise similar policy, containing the same endowment
benefit or benefits, if any, issued at the same age and for
the same term, the amount of which does not vary with duration
and the benefits under which have the same present value at
the date of issue as the benefits under the policy, provideds
hewever; that in the case of a policy providing a varying
amount of 1nsurance issued on the life of a child under age
ten, the equivalent uniform amount may be computed as though
the amount of insurance provided by the policy prior to the
attainment of age ten were the amount provided by sueh the
policy at age ten.

c. The adjusted premiums for amny a policy providing term
insurance benefits by rider or supplemental policy provision
shall be equal to ¢ted (1) the adjusted premiums for an
otherwise similar policy issued at the same age without such
term insurance benefits, increased during the period for which
premiums for such term insurance benefits are payable, by
t£3 (2) the adjusted premiums for such term insurance, the
foregoing items Yek-and-2f2 {1) and (2) being calculated

separately and as specified in &he-fi¥s&-E&we paragraphs a

and b of this subsection except that, for the purposes of

Upl.—legl-and-u44 subparagraphs (2}, {(3) and (4) of the-first

-23<
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zaragraph sr-thts-subseetsen a, the amount of insurance or
equivalent uniform amount of insurance used in the calculation

of the adjusted premiums referred to in Sfi-ef item {2) 1n

this paragraph shall ke egual to the excess of the
corresponding amcunt determined for the entire policy over
the amount used in the calculation of the adjusted premiums
in Ye¥-ef item (1) in this paragraph.

d. (1) All adjusted premiums and present values referred
to 1n this section shall for ai% policies of orxrdinary insurance

be calculated on the basis of the Commissioners 1958 Standard
Ordinary Mortality Table, provided that for any category of
ordinary insurance issued on female risks, adjusted premiums
and present values may be calculated according to an age not
more than six years younger than the actual age of the insured.
Suweh The calculations for all policies of industrial insurance
lssued before January 1, 1968 shall be made on the basis of
the 1941 Standard Industrial Mortality Tables-previded:
hewever,-that-any, except that a company may file with the

commissioner a written notice of 1its election that sueh the
adjusted premiums and present values shall be calculated on
the basis of the Commissioners 1961 Standard Industrial
Mortality Table, after a specified date before January 1,
1968+ -provrded ;-furthesr~that;-whether. Whether or not any
election has been made, sueh the Commissioners 1961 Standard
Industrial Mortality Table shall be the basis for suekh these
calculations as to all policies of industrial insurance 1issued
on or after January 1, 1968. All calculations shall be made
on the basis of the rate of interest specified in the policy
for calculating cash surrender values and paid-up nonforfeiture
benefits+, provided:r that sueh the rate of interest shall

not exceed three and one-half percent per annum, except that

a rate of interest not exceeding four percent per annum may

be used for policies issued on or after July 1, 1974, and
prior to January 1, 1980, and a rate of interest not exceeding
five and one-half percent per annum may be used for policies

-24-



s.F. A)EQnF.

(T B A o BV I T o A

W W W N R R R R R R b b ke e b R e
N = QO W WUl W RN DWW SN D W O

2
-t

33
35

iscsued on or after January 1, 1980. Previded;-hewever,-that
(2) However, in calculating the present value under
subparagraph (1) of any paid-up term insurance with
accompanying pure endowment, 1f any, offered as a nonforfeiture
benefit, the rates of mortality assumed in the case of policies

of ordinary insurance- may be not more than those shown 1in

the Commissloners 1958 Extended Term Insurance Table, ands

in the case of policies of industrial insurance, may be not
more than one hundred thirty percent of the rates of mortality
according to the 1941 Standard Industrial Mortality Table,
except that when the Commissioners 1961 Standard industrial
Mortality Table becomes applicable;-as-hereimbefere-provideds
guel as specified in this paragraph, the rates of mortality

assumed may be not more than those shown in the Commissioners
1961 Industrial Extended Term Insurance Table;-prevideds;
turther--that. In addition, for insurance issued on a

substandard basis, the calculation under subparagraph (1)

of any-sadweh adjusted premiums and present values nay be based
on suweR any other table of mortality as-may-be that is
specified by the company and approved by the commissioner.

Sec. 4. Section 508.37, Code 1981, 1s amended by adding
the following new subsections as subsections 6 and 7 re-
spectively:

NEW SUBSECTION. 6. a. This subsection applies to all
policies issued on or after the operative date of this

subsection, as defined in paragraph k. ExXcept as provided

in paragraph g, the adjusted premiums for a policy shall be
calculated on an annual basis and shall be such uniform
percentage of the respective premiums specified in the policy
tor each policy year, excluding amounts payable as extra
premiums to cover impairments or special hazards and also
excluding any uniform annual contract charge or policy fee
specified in the policy in a statement of the method to be
used in calculating the cash surrender values and paid-up
nonforfeiture benefits, that the present value, at the date

25~
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of 1ssue of the policy, cf all adjusted premiums is equal

to the sum of the fecllowing:

(1) The then present value of the future guaranteed
benefits provided for by the policy.

(2) One percent of either the amount of insurance, 1f
the 1insurance is uniform in amount, or the average amount
of insurance at the beginning of each of the first ten policy
years.

{3} One hundred twenty-five percent of the nonforfeiture
net level premium, as defined in paragraph b. However, in
applying this percentage a nonforfeiture net level premiunm
shall not be deemed to exceed four percent of either the
amount of insurance, if the insurance is uniform in amount,
or the average amount of insurance at the beginning of each
of the first ten pollcy years.

The date of issue of a policy for the purpose of this
subsection is the date as of which the rated age of the insured
is determined.

b. The nonforfeiture net level premium shall be equal
to the present value, at the date of issue of the policy,
of the guaranteed benefits provided for by the policy divided
by the present value, at the date of issue of the policy,
of an annuity of one per annum payable on the date of issue
of the policy and on each anniversary of the policy on which
a premium falls due.

¢. In the case of policies which on a basis guaranteed
in the policy cause unscheduled changes in benefits or
premiums, or which provide an option for changes in benefits
or premiums other than a change to a new policy, the adjusted
premiums and present values shall initially be calculated
on the assumption that future benefits and premiums 4o not
change from those stipulated at the date of issue of the
policy. At the time of a change in the benefits or premiums,
the future adjusted premiums, nonforfeiture net level premiums,
and present values shall be recalculated on the assumption

-26-
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that future benefits and premiums do not change from those

stipulated by the policy i1mmediately after the change. .
d. Except as otherwise provided in paragraph g, the

recalculated future adjusted premiums for a policy shall be

such uniform percentage of the respective future premiums

specified in the policy for each policy year, excluding amounts

payable as extra premiums to cover impairments and special

hazards, and also excluding any uniform annual contract charge
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or policy fee specified in the policy in a statement of the

—
(o]

method to be used in calculating the cash surrender values

-
(]

and paid-up nonforfeiture benefits, that the present value,

[
b

at the time of change to the newly defined benefits or

=
(¥

premiums, of all future adjusted premiums is equal to the
excess of the sum of the then present value of the then future
guaranteed benefits provided for by the policy plus the

e
[TV S~

additional expense allowance, if any, over the then cash

=
~J

surrender value, if any, or present value of any paid-up |
nonforfeiture benefit under the policy. . |
e. The additional expense allowance, at the time of the

N
< O

change to the newly defined benefits or premiums, shall be |

38 ]
=

the sum of one percent of the excess, if positive, of the

2%
o

average amount of insurance at the beginning of each of the

8]
w

first ten policy years subsequent to the change over the

8
o

average amount of insurance prior tc the change at the

[S*]
o

beginning of each of the first ten policy years subsequent

B
(=2}

to the time of the most recent previous change, or, if there

[ye
~J

has been no previous change, the date of issue of the policy,

Bt
0]

plus one hundred twenty-five percent of the increase, if

[3*]
ite

positive, in the nonforfeiture net level premium.

[
o

f. The recalculated nonforfeiture net level premium shall
be egual to the result obtained by dividing (1) by (2), where
(1) and (2) are as follows:

W w w
L M

(1) The sum of the nonforfeiture net level premium

93]
>

applicable prior to the change times the present value of
an annuity of one per annum payable on each anniversary of .

(V3]
wn
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a premium wouid have falien due had the change not occusred,
us the present vaiue of the increase in future guaranteed
oenefits provided for by the policy.

{(2) The present value of an annuity of one per annum
payable on each anniversary of the policy on or subseguent
to the date of change on which a premium falls due.

g. Notwithstanding any contrary provision of this
subsection, in the case c¢f a policy issued on a substandard
vasis whicn provides reduced graded amounts oi insurance so
that, 1n each policy yeaxr, the policy has the same tabular
mortaiity cost as an otherwlse similar policy issued on the
standard basls which provides higher uniform amounis of insur-
ance, adiusted premiums and present values for the substandard
policy may be calculated as 1f it were issued to provide those
higher uniform amounts of insurance on the standard basis.

h. Adjusted premiums and present values referred te in
this section shall for all policles of ordinary insurance
be calculated on the basis of either the Commissicners 198C
Standard Ordinary Mortality Table or, at the election of the
company for any one or more specified plans of life 1nsurance,
the Commissioners 1980 Standard Ordinary Mortality Table with
Ten-Year Select Mortality Factors; shall for all policies
of industrial insurance be calculated on the basis of the
Commissioners 1961 Standard Industrial Mortality Table; and
shall for all policies issued in a particular calendar year
be calculated on the basis ¢f a rate of interest not exceeding
the nonforfeiture interest rate as defined in paragraph 1
for policies issued in that calendar year. However:

{1) At the option of the company, calculations for alil
policies issued in a particular calendar year may be made
on the basis of a rate of interest not exceeding the nonfor-
feiture interest rate, as defined in paragraph i, for policies
issued in the immediately preceding calendar year.

{2) Under any paid-up nonforfeiture benefit, including
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any paid-up dividend additions, any c¢ash surrender value
avallable, whether or not required by subsection 1, shall .
be calculated on the basis of the mortality table and rate
of interest used in determining the amount of the paid-up
nonforfeiture benefit and paid-up dividend additions, 1f any.
(3) A company may calculate the amount of any guaranteed
paid-up nonforfeiture benefit including any paid-up additiomns
under the policy on the basis of an interest rate no lower
than that specified in the policy for calculating cash
surrender values.
(4) In calculating the present value of any paid-up term
insurance with accompanying pure endowment, if any, offered
as a nonforfeiture benefit, the rates of mortality assumed
may be not more than those shown in the Commissioners 1980
Extended Term Insurance Table for policies of ordinary
insurance and not more than the Commissioners 1961 Industrial
Extended Term Insurance Table for policies of industrial

insurance.
(5) For insurance issued on a substandard basis, the .
calculation of adjusted premiums and present values may be
based on appropriate modifications of the tables referred
to in this paragraph.
{6) Any ordinary mortality tables adopted after 1980 by
the national association of insurance commissioners and
approved by rule adopted by the commissioner for use in deter-
mining the minimum nonforfeiture standard may be substituted
for the Commissioners 1980 Standard Oxdinary Mortality Table
with or without Ten-Year Select Mortality Factors or for the
Commissioners 1980 Extended Term Insurance Table.
(7) Any industrial mortality tables adopted after 1980
by the national association of insurance commissioners and
approved by rule adopted by the commissioner for use in
determining the minimum nonforfeiture standard may be
substituted for the Commissioners 1961 Standard Industrial
Mortality Table or the Commissioners 1961 Industrial Extended .
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Tarm Insurance Table.

1. The nonforfeiture interesi rate per annum for any
rolicy issued in a particular calendar year shall be egual
to one hundred twenty-five percent of the calendar year
statutory valuation interest rate for the policy as defined
in section 508.36, rounded to the nearest one quarter of one
percent.

3. Notwithstanding any contrary provision of the insurance
iaws of this state, any refiling of nonforfeiture values or
their methods of computation for any previously approved
policy form which involves only a change in the interest rate
or mortality table used to compute nonforfeiture values shall
not require refiling of any other provisions of that policy
form.

k. After the effective date of this subsection, a company
may file with the commissloner a written notice of 1ts election
to comply with this subsection after a specified date before
January 1, 1989, which shall be the operative date of this
subsection for that company. If a company makes no elec-
tion, the operative date of this subsection for the company
is January 1, 1989,

NEW SUBSECTION. 7. In the case of any plan of life
insurance which provides for future premium determination,

the amounts of which are to be determined by the insurance
company based on then estimates of future experience, or in
the case of any plan of life insurance which is of such a
nature that minimum values cannot be determined by the methods
described in subsection 1, 2, 3, &, 5, or 6, then all of the
following conditions must be met:

a. The commissioner must be satisfied that the benefits
provided under the plan are substantially as favorable to
policyholders and insureds as the minimum benefits otherwise
required by subsection 1, 2, 3, 4, 5, ox 6.

b. The commissioner must be satisfied that the benefits
and the pattern of premiums of that plan are not misleading
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to prospective policyholders or insureds.
c. The cash surrender values and paid-up nonforfeiture .
benefits provided by the plan must not be less than the minimum
values and benefits required for the plan computed by a method
consistent with the principles of this section, as determined
by rules adopted by the commissioner.
Sec. 5. Section 508.37, subsection 6, Code 1981, is
renumbered as subsection 8 and amended to read as follows:
e €. Any cash surrender value and any paid-up nonforfeiture
benefit, available under the policy in the event of default
1n a premium payment due at any time other than on the policy
anniversary, shall be calculated with allowance for the lapse
of time and the payment of fractiocnal premiums beyond the
last preceding policy anniversary. All values referred to
in subsections 3, 4-amd-5 4, 5, and & may be calculated upon

the assumption that any death benefit is payable at the end

of the policy year of death. The net value of any paid-up
additions, other than paid-up term additions, shall be not
iess than the dividends amounts used to provide suek the
additions. Notwithstanding &he-previsiens-ef subsection 3
abeve, additional benefits payable ¢a3j in the event of death
or dismemberment by accident or accidental means, ¢b3 or in
the event of total and permanent disability, ¢e} or as
reversionary annuity or deferred reversionary annuity benefits,
€4} or as term insurance benefits provided by a rider or
supplemental policy provision to which, if issued as a separate
policy, this section would not apply, ¢e} or as term insurance
on the life of a child or on the lives of children provided

in a policy on the life of a parent of the child, if suek

the term insurance expires before the child's age is twenty-
six, 1s uniform in amount after the child's age is one, and
has not become paid up by reason of the death of a parent

of the child, amé-¢£3y or as other policy benefits additional

to life insurance and endowment benefits, and the premiums

for all sueh of these additional benefits, shall be disregarded .
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ag in ascertalning cash surrender values and nonforfeiture

additional benefits shall be required to be included in any
paid-up nonforfeiture benefits.

Sec. 6. Section 508.37, Code 1981, is amended by adding
the following new subsection as subsection 9:

NEW SUBSECTION. 9. a. This subsection, in addition to
all other applicable subsections of this section, applies

to all policies issued on or after January 1, 1¢85. Any cash
surrender value available under the policy in the event of
default in a premium payment due on any policy anniversary
snall be i1in an amount which does not differ by more than two-
tentnhs of one percent of either the amcunt of insurance, 1if
the insurance is uniform in amount, o¢r the average amount

of insurance at the beginning of each of the first ten policy
years, from the sum of the greater of zero and the basic cash
value specified in paragraph b plus the present value of any
existing paid-up additlons less the amount of any indebtedness
to the company under the policy.

b. The basic cash value shall be equal to the present
value, on the anniversary, of the future guaranteed benefits
which would have been provided for by the policy, excluding
any existing paid-up additions and before deduction of any
indebtedness to the company, if there had been no default,
less the then present value of the nonforfeiture factors,
as defined in paragraph ¢, corresponding to premiums which
would have fallen due on and after the anniversary. However,
the effects on the basic cash value of supplemental life
insurance or annulity benefits or of family coverage, as
described in subsection 3 or 5, whichever is applicable, shall
be the same as the effects specified in subsection 3 or 5,
whichever is applicable, on the cash surrender values defined
in that subsection.

c. (1) The nonforfeiture factor for each policy year
shall be an amount egual to a percentage of the adjusted
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premium for the policy year, as defined in subsection 5 or
6, whichever is applicable. Except as is required by .
subparagraph (2} of this paragraph, this percentage must
satisfy both of the following requirements:
{a) It must be the same percentage for each policy year
between the second policy anniversary and the later of the
fifth policy anniversary or the first policy anniversary at
which there is available under the policy a cash surrender
value 1n an amount, before including any paid-up additions
and before deducting any indebtedness, of at least two-tenths
of one percent of either the amount of insurance, 1f the
insurance 1is uniform in amount, or the average amount of
insurance at the beginning of each of the first ten policy
years.
(b) It must be such that no percentage after the later
of the two policy anniversaries specified in subdivision (a)
of this subparagraph may apply to fewer than five consecutive

policy vears.
{2) A basic cash value shall not be less than the value .
which would be obtained if the adjusted premiums for the
policy, as defined in subsection 5 or 6, whichever is
applicable, were substituted for the nonforfeiture factors
in the calculation of the basic cash value.
d. Adjusted premiums and present values referred to in
this subsection shall for a particular policy be calculated
on the same mortality and interest bases as are used in
demonstrating the policy's compliance with the othex
subsections of this section. The cash surrender values
referred to 1n this subsection shall include any endowment
benefits provided for by the policy.
e. Any cash surrender value available other than in the
event of default in a premium payment due on a policy anni-
versary, and the amount of any paid-up nonforfeiture benefit
available under the policy in the event of default in a pre-
mium payment, shall be determined in manners consistent with .
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) the manners specified for determin
. amounts in subsections 1, 2, 3, 4, , and 8. The amounts

of any cash surrender values and of any paid-up nonforfeiture

B L

benefits granted in connection with additional benefits such
as those described in subsection 8 shall conform with the

wn

6 principles of this subsection.

7 Sec. 7. Section 508.37, subsections 7 and 8, Code 1981,
8 are renumbered as subsections 10 and 11 and are amended to
9 read as follows:

0 ¥ 10. a. Thkils section shat: does not apply to any

1 rernsyfaicer-grovp-iNourance -pure-cRdownentr-aRRRrEY-6F
12 revers:ssary-anRurEy-eenrtrack,;-Re¥-to-anv-Lerm-peliey-of
13 uR:ferm-amebnés-er-renewatr-thereef--of-f:xfteen-years-ex~-1ess
4 exprring-befere-age-sinEy-sinr-for-whieh-uniform-vrem:ums
15 are-payabie-durrnrg-the-entire-term-of-the-peotiey,-no¥-te-any
16 term-pelzey-of-deecreasing-amount-oR-whieh~each-adjusted
17 premzums-eareniated-as-specified-in-snbseetion-S-abover-is
. 18 less-than-tRe-adiusted-premrum-So-ealtentated;-en-sueh-£xfteen
. 15 year-term-potiey-issded-ak-the-same-age-and-£fer-the-same
20 inp:trai-ameunti-of-iRSuranee;-rer-te-any-poliey-whieh-shati
21 be-deiivered-ontside-this-state-through-an-agent-or-ether
22 representative-ef-the-company-issurng-the-petiey- of the

23 following:

24 (1) Reinsurance.

25 {(2) Group insurance.

26 (3) Pure endowment contracts.

27 (4) Annulty or reversionary annuity contracts.

28 {(5) A term policy of uniform amount which provides no

29 guaranteed nonforfeiture or endowment benefits, or a renewal

30 thereof of twenty years or less expiring before age seventy-

31 one, for which uniform premiums are payable during the entire

32 term of the policy.

33 {6) A term pclicy of decreasing amount, which provides

34 no guaranteed nonforfeiture or endowment penefits, cn which

35 each adjusted premium, calculated as specified in subsections
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5 and 6, is less than the adjusted piemium so calculated,

on a term policy of uniform amount, or renewal thereof, which

provides no guaranteed nonforfeiture or endowment benefits,

issued at the same age and for the same initial amount of

insurance and for a term of twenty Yvears or less expiring

pefore age seventy-cne, for which uniferm premiums are payable

during the entire term of the policy.

{7) A policy, which provides no guaranteed nonforfeiture

or endowment benefits, for which no cash surrendex value,

1f any, or present value of any paid-up nonfocrfeiture benefit,

at the beginning ¢f any policy year, calculated as specified

in subsections 3, 4, 5 and 6, exceeds two and one-half percent

cf the amount of insurance at the beginning of the saie policy

ear.
(8) A policy delivered outside this state through an agent
or other representative of the company issuing the policy.
b. For purposes of determining the applicability of this

section, the age at expiry for a joint term life insurance

policy shall be the age at expiry of the oldest life.
8 11. After July 4, 1963, ary a company may file with
the commissicner a written notice of its election to comply

with the-previsieas-ef this section after a specified date
before January 1, 1966. After-the-£2ring-of-sueh-retieger
then-upen-sueh-gpeeified-date-{whier The date specified by

tne company in the notice shall be the operative cdate of this

section for sueh the company}, and this section shall keeeme
eperative-with-respeet apply to &he policies thereafter issued
after that date by suekh the company. I1f a company makes no

sueh election, the operative date of this section for sueh
the company shati-be is January 1, 1966.
EXPLANATION
This bill contains amendments to the standard valuation
law for life insurance policies and annuity contracts, and
to the standard nonforfeiture law for life insurance policies.
This bill also makes changes in the drafting style used in
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the existing law.

The amendments were adopted by the national assoclation
cof insurance commissioners in December, 19890.

According to information dictributed by the NAIC, the pur-
poses of the amendments are as follows:

"1. Update the minimum standards for reserves and nonior-
feiture benefits and provide for future automatic updating
of these standards in order to permit company operations and
the products offered to the consumer to keep pace with changes
1n the economy and in longevity.

2. Accommodate more effectively products that have been
introduced since the laws were first enacted.

3. Accommodate new products that may be developed in the
future, thereby lncreasing company flexibility to offer, and
insurance department flexibility to regulate, products that
meet new public needs and expectations."

The NAIC summarizes the principal features of the amend-
ments as follows:

1. A system for the automatic annual updating of the
statutory valuation and nonforfeiture interest rate standards
applicable to new business.

2. New mortality tables for ordinary life insurance and
authority for the insurance commissioner to promulgate more
modern life insurance, annuity, and disability tables.

3. Changes in the allowance for company excess initial
expenses that is used in calculating minimum nonforfeiture
benefits for life insurance.

4. Provisions to require appropriate patterns c¢f non-
forfeiture benefits.

5. Provisions that take account of speclal features of
products not contempiated in the original versions of these
laws, such as family policies, policies that provide for
changes in benefits and premiums after issue at the option
of the policyholder, and policies that provide for the pay-
ment of an additional premium in the first policy year.
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5. Provisions to authorize the insurance commissioner
to promulgate valuation and nonforfeiture regulations to
accommodate life insurance plans providing for future pre-
mium determination by the company and plans for which mini-
mum reserves or nonforfeiture values cannct be determined
by the other provisions of the laws."

The bill would take effect July 1 following enactment,
altheough certain provisions would apply to peolicies issued
on or after January 1, 1985.

LSB 30005.1 69
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SENATE FILE 2182

AN ACT
RELATENG TO RESERVE VALUATION STANDARDS FOR LIFE INSURANCE
FOLICEIES AND ANNUITY CONTRACTS, AN[D NONFORFEITURE BENE-
FITS OF LIFE INSURANCE POLICIES.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF [OWA:

Section 1. Section 508.36, subsections 2 and 3, Code 1981,
are amended to read as follows:

2. This subsection ekaeii-appiy-te-eniy~these applies only

to policies and contracts issued prior to the operative date
of section 508.37, ¢the Standard MNonforfeiture Law for Life
Insurance?.

Except as otherwise provided in subsection 3, paragraphs
“g¥ and "h" and subsection 4 for group annuity and pure
sndowment contracts, the minimum standard of valuation for
all policies of domestic life insurance companies shall be
the Gemwniepieners-Regerva-valuatien~-Ketheod commissioners
reserve valuation method defined in paragraph-dbé-gf subsection
3, paragraph b, and the American Experience Table of Mortality
and four and one-half percent interest or the Actuaries' [or
Corbhined) Experience Table of Mortality and four petcent
interest, cxcept that the oinimun standard for the valuation

of snnuities and pure endowments purchased under group annuity
and pure endownent contracts shall be that provided by this
subsection but replacing the interest rates specified in this
subsection by an interest rate of five percent per annum.

Recerves for a¥i-eueh policies and contracts may be
caleulated, at the option of the company., according te any
standards which preduce greater aggregate reserves for all
suel policies and <¢ontracts than the minimum reserves reguired
by this subsection.

Senate File 2182, P. 2

3. This subsection shail-appiy-te-saiy-Ehose and
subsections 4 and 5 apply only to policies and contracts
issued on or after the operative date of gection 508.37, ¢the
standard Nonforfeiture Law for Life Insuranced, except as
otherwise provided in paragraphs "g9" and "h" and subsection
4 for group annuity and pure endowment contracts issued prior
to sueh the operative date of section 508.37.

a. Except as otherwise provided in paragraphs ''g" and
"h* and subsection 4, the ninimum standard standards for the
valuation of all swek policies and contracts shall be the
Commisniopero-Reserve-Valuation-Metheds compigsioners reserve
valuation methods defined in paragraphs "b", “c", and "({"
of-thia-subsesktron-3, five percent interest for group.annuity
and pure endowment contracts and three and one-half percent
interest for all other eweh policies and contracts, or in
the case of policies and contracts, other than annuity and
pure endowment contracts, lssued on or after July 1, 1974,
four percent interest for esueh policies issued prior to January
1, 1980, and four and one-half percent interest for sweh
policies issued on or after January 1, 1980, and the following
tables:

(1) For all ordinary policies of life insurance issued
on the standard basis, excludinhg any disability and accidental
death benefits in eweh the policies,--the Comnissioners 1958
Standard Ordinary Mortality Table for policies issued prior
to the operative date of section $08.37, subsection 6, provided
that for any category of such policies issued on female risks
all modified net premiums and present values referred to in
this subsection 3 may be calculated according to an age not
more than six years younger than the actual age of the insured;
and for policies issuved on or after the operative date of
section 508.37, subsection €, the Commiesioners 1980 Standard
ordinary Mortality Table, or at the election of the company
for any one or more specified plans of life insurance, the
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table that 15 adopted after 1980 by the national association

of ingurance cownissioneres and approved by rule adopted by

the commissioner for use in determining the minimum standard

of valuation for these policies.

{2) For all 1ndustrial life insurance policiee issued

on the standard basis, excluding any disabllity and accidental
death berefits in suwek the policice,~--the 1941 Standard
Industrral Mortaliitiy Tables-provided:-nowevar--that-the
Cemmiopivnern-196i-Gtandard-induptrial-Nortajsty-Tabie-vshaid
be-the-tabie-for-the-mipamun-otandard-when-said-cabie-becoman
appiicapie~-under-the-seondnrd-Nonforferkure-havw-rn-acesrdance
with-seetron-5A6r37,-subpaetaen~-5 for policies issued prior

Lo the operative date on wnich the Commisgioners 19€1 Standard
Indugtrial Mortality Table becowes applicable under the

standard Monforfeiture Law for Life Insurance in accordance

with section %98.37. subsectilon 5, and for poiicles issued
on or after that d¢ate the Commissioners 1961 standard
Industrial Mortailty Table, or any industrial rmortality tabie
that ie adopted after 1980 by the nationai assocaation of

insurance commsgioners and approved by ruie adcpted by the

commisgioner for use in determaning the minimum standard of

valuation for these policies.

(3) For individual annuity and pure endowment cofhtlracts,
excluding any disability and accidental deatl, menefits in
or, at the option ot the company, the Annuizy Mortalily Table
for 1949, Ultirate, or any modificat:on of sither of these
tables approved ny the <ormissioner.

(&) For group annulty and pure eéndo=ment contracts.
excluding any disability and accidental death bencfitie in
sweh the policies,--the Group knnulty Mortalaty Table for
1951, any reditication of suek this table agproved by the
commigcsioner, or, at “he option of the company, any of the
tables or modificat.one of tables specified for individual
sanauIty and pure endowment contracts.

(5) For tota! and permanent disabiiity renefits in or
suppiementary to ordinary policies or contracts,--the tables
of "Period 2Y disablement rates and the 1%3C to 1950
terrinaticn rates of the 1952 Disability Study of the Society
of Actuaries, with due regard to the type of benefit, or any
tables of disablemeént _rates and termination rates that are

adopted after 1980 by the national asgociation of insurance
cowmissioners and approved by rule sdopted by the commissicner

these policies. Sueh Any such table shall, for active lives,
be combined with a mortality table permitted for calculating
the raserves for 1ife 1nsurxance policies.

(5) For accidental death penefits in or supplementary
to policies,--the 1959 Accidental Ueath Benefits Table, or
any accidental death benefit table that is adopted after 1960
by the national association of 1nsurance commissionexs_and
approved by rule adopted by the commissioner for use in

policies. Any such table shall be combined with a mortalaty
table permitted for calculating the reserves for life ilnsurance
Folicies,

(?) Foi greoup life insurance, life insurance issued on
the substandard basis and other special benefits,--euweh any
tables as-may-be approved by the corwmissioner.

. (1) Except as otherwise provided i1n paragiaphs 'cV
and "f" ef-thsn-Aubseetron, reserves according to the
Commisniomers-Hesarve-Valuatron-Hothed copmissioners reserve

vaivation method, for the life insurance and endowrent benefits

ot policies providing for a uniform amount of insurance and
requiring the payment of uniform eremiums, shall be the excess,
1f any, of the present value, at the date of valuation, of
suek Lhe future guaranteed benefits provided for by sweh the
rpolicies, over the then present value of any future modified
neT premiums therefor. The modified net premiwas for any

sueh o pelicy ghall be such um form percentage of the
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respective contract premiums for sueh the benefits that the
present value, at the date of issue of the policy, of all
sweh modified net premiums ehati-be is equal to the sum of
the then present value of suweh the benefits provided for by
the pelicy and the excess of ¢n3 {(a) over ¢y} (b), where (a)
and (k) are as follows:

end (a) A net level annual premium equal to the present
value, at the date of issue, of sweh the 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 aweh the
policy on which a premium falls due; providedr-hReweverr that
sueh the net level annual premium shall not exceed the net
level annual premium on the nineteen-year premium whole life
plan for insurance of the same amount at an age one year
higher than the age at issue of eswenh the policy.

¢ty¥ (b) A net one-year term premium for sueh the benefite
provided for in the first policy year.

(2) Provided that for any life insurance policy issued
on or after January 1, 1985 for which the contract premium
in the first policy year exceeds that of the second year and
for which no _comparable additional benefit is provided 1in

the first year for the excess and which provides an endowment
benefit or a cash gurrender value or a combination thereof
in an amount greater than the excess premium, the reserve

according to the commissioners reserve valuation method as
of any policy anniversary occurring on or before the assumed
ending date, which ig defined as the first policy anniversary
on which the sur of any endowment benefit and any cash
surrender value then available is greater than the excess

preoium shall, except as otherwise provided in pavagraph
f, be the greater of the regerve as of the policy anniversacy
calculated as described in subparagraph (1) and the reserve

as of the policy anniversary calculated as described in
subparagraph (!). but with the value of (a) ae defined in

Senate File 2182, P. &

subparagraph (1) being reduced by fifteen percent of the
amount of the excess first year premium, and with all present
values of benefits and premiums being determined without
reference to premiums or benefits provided for by the policy
after the assumed ending date, and with the policy Being
assumed to mature on the assumed ending date as an _endowment,
and with the cash surrender value provided on the assumed

ending date being considered as an endowment benefit. In
making the above comparison the mortality and interest bases
stated in pavagraph a and subsection 4 shall be used.

{3) Resecrves according to the Cemmiopienecrs-Reserve
Watuation-Methed commissioners reserve valuation method for
¢33 life insurance policies providing for a varying amount
of insurance or requiring the payrent of varying premiums,
¢23 and for group annuity and pure endowrent contracts
purchased under a retirement plan or plan of deferred
compensation, established or maintained by an employer
{including a parthership or &ole proprietorship) or by an
employee organization, or by bath, other than a plan providing
individual retirement accounts or individual retirement
annuities under section 408 of the United States Internal
Revenue Code of 1954, as wew-er-hereafker amended, ¢34 and
for disability and accidental death benefits in all policies
and contracts, and ¢43 for all other benefits, except life
insurance and endownment benefits in life insurance policies
and benefits provided by all other annuity and pure endowment
contracts, shall be calculated by a method consistent with
the principles of this-paragraph-ib& subparagraphs (1) and
{2]). except that any extra premiums charged because of
impairments or special hazards shall be disregarded in the
deterrination of rmodified net premiums.

¢. This seetisn-shali-upphy paragraph applies to all
annuity and pure endowment contracts otner than group annuity

and pure endowment contracts putchased under a retirement
plan or plan of deferrod sompensation, established or

281C '4'S
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maintained by an employer (including a partrership or sole
proprietorship) or by an employees organization. or by both,
other than a plan providing individuezl retirement accounts
or individual retirement annuitlies under section 408 of the
United States Internal Revenue Code of 1954, as mew-ar
herecafter amended.

Reserves according to the commissioner's annuity reserve
method for benefits under annuity or pure endowment contiracts,
excluding any disability and accidental death benefits in
aweh the contracts, shall be the greatest of the respective
excesses of the pregsent values, at the date of valuation,
of the future guaranteed benhefits, 1ncluding quaranteed
nonforfeiture benefits, provided for by wweh the contracts
at the end of each respective contract year, aver the present
value, at the date of valuation, of any future valuation
consicerations derived from future gross considerations,
required by the terms of ewsh the contract, that become payable
prior to the end of eweh the respective contract year. The
future guaranteed benefits shall be determined by using the
mortality table, 1f any, and the 1nterest rate, oOr vates,
specified in suweh the contracts for determining guaranteed
benefits. The valuation considerations are the portions of
the respective grogs considerations applied under the terms
of suweh the contracte to determine nonforfelture values.

d. dn-ne-avert-shali-a A company's aggregate reserves
for all life insurance policies, excluding disability and
accidental death benetits, shall not be less than the aggregate
reserves calculated in accordance with the methods set forth
in paraqgraphs “b", "cv, and "{" ef-whin-aubseation and
subsection 5 and the mortality tabie-ey tables and rate-or
ratea of interest used in calculating nonforfeiture benefits
for esweh the policies,

e. Reserves for any category of policles, contracts or
benefits, as the categories are éestablished by the

commissioner, may be calculated at the option of the company
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according to any standards which produce greater aggregate
reserves for suweh the category than those calculated according
to the minimum standard herern provided in this subsection.

f. If in any contract year the gross premium charged by

amy a life insurance company on any a policy or contract is
lese than the valuation net premium for the policy or contract
according to the mortality table, rate of interest and method
used in calculating the reserve theween on the policy or

contract, according to the minimum standard prescribed in
thig section, then the minimum reserve required for swek that
policy or contract shall be the greater of either the roscrve
calculated according to the mortality table, rate of interest
and method actually used for eweh the policy or contract,

or the reserve calculated according to the mortality table,
rate of interest and method used in calculating the reserve
theresn on the policy or contract according to the minimum

the valuation net premium by the actual gross premiud in each
contract year for which the wvaluation net premium exceads
the actual gross premium. Thée mihimum valuation standards

are those standards stated in paragraph a and subsection 4.
EFrovided that for any life insurance policy issued on or
after January 1, 1985 for which the gross premium in the first

policy year exceeds that of the gsecond year and for which

no corparable additional benefit is provided in the first
year for the excess and which provides an endowment benefit
or_a cash surrender value or a combination thereof in an
amount greater than the excess premium, this paragraph shall
be applied as if the method actually used in calculating the
reserve for the policy were the method described in paragraph
b, ilgnoring subparaqraph {(2) of paragraph b. The minimum
reserve at each policy anniversary of the policy shall be

the greater of the minimum reserve calculated in accordance

with paragraph p, including subparaqraph (2} of that paragraph,
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and the minicum reserve calculated in accordance with this
paragraph.

g. The Except as provided in subsection 4, the minimunm
standard for the valuation of all individual annuity and pure
endowment contracts issued on or after the operative date
of this paragraph, and for all annuities and pure endowments
purchased on or after sweh that operative date under group
annuity and pure endowment contracts, shall be the
Gemmipaianera-Heseyve-Valuatien-Metheds comniseioncts regserve
valuation methods defined in paragraphs "b" and “"c¢" of this
subsection and the following tables and interest rates:

{l) Por individual annuity and pure endowment contracts
issued prior to January 1. 1980, excluding any disability
and accidental death benefits in sweh the contracts,--the
1971 Individual Annuity Mortality Table, or any modification
of this table approvad by the commissioner, and six percent
interest for single premium immediate annuity contracte, and
four percent interest for all other individual annuity and
pure endowment contracts.

{2) For individual single premium irmediate annuity
contracts issuad on or after Janhuary 1, 1980, excluding any
disability and accidental death benefits in eweh the
contracts, --the 1971 Individual Annuity Mortality Table, or
any individual annuity mortality table that is adopted after
1980 by the national asgociation of 1nsurance commissloners

contracts, or any modification of &hia-keble these tables
apptoved by the comrnissioner, and seven and one-half percent
interest .

(3) For individuwal annuity and pure endowment contracts
i1ssued on or after January 1, 1980 other than single premium
irnediate snnulty <ontracts, excluding any disability and
accidental death benefits in eweh the contracts,--the 1971

9
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mortality table that ie adopted after 1980 by the national
association of insurance commissioners and approved by rule
adopted by the commissioner for use in determining the oipimum
standard of valuation for the contracts, or any modification
of this-sable thegse tables approved by the commiseioner. and
five and one-half percent interest for single premium deferred
annuity and pure endowment contracts and four and one-half
percent interest for all other eweh individual annuity and
pure epndowment contracts.

{4) For all annuities and pure endowments purchased prior
to January 1. 1980, under group annuity and pure endowment
contracts, excluding any disability and accidental death
benctits purchased under sueh the contracts,--the 1971 Group
Annuity Mortality Table, or any modification of this table
approved by the commissioner, and six percent interest.

{5) ¥or all anmuities and pure endowments purchased on
or after January 1, 1980 under group annuity and pure endowment
contracts. excluding any disability and accidental death
benefits purchased under sweh the contracts,--the 1971 Group
Annuity Mortality Table, or any group anhuity mortality table
that is adopted after 1980 by the national acsociation of
insurance commissioners and approved by rule adopted by the
comnissioner for use in determining the mininum standard of

valuation for the annuities and pure endowments, or any
vodification of &hie-tkebie these tables approved by the
cormiseloner and seven and one-half percent interest.

h. After July 1, (974, any company may file with the
commissioner a written notice of its election to comply with
the-prevassens-of paragraph "g" after a specified date before
January 1, 1979, which shall be the operative date of paragrapn

"g" for wweh that company; provided, a company may elect a
different operative date for individual annuity and pure
endowment contracts from that elected for group annuity and
pure endowment contracts, If a company makes nod eueh election,
the operative date of paragraph “g" for sueR the company shali
he 1s January 1, 197¢.

Z8iZ '4'S
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Sec, . Section 508.36, Code 1981, is armended by adding
the following new subgsections as subsections 4 and 5
respecrively:

NEW SUBSECTICN. 4. a. Applicability ¢f This Subsection.
The interest rates used in determining the minimum standard
for the valuation of all life insurance policies issued in
a particular calendar year, on or after the operative date
of section 508.37, subsection 6, and of all 1ndividual annuity
and pure endowment contracts issued in a particular calendar
year on or after January 1, 1982, and of all annuities and
pure endowments purchased in a particular calendar year on
or after January 1, 1982 under group annuity and pure endowment
contracts, and of the net increase, if any, 1n a particular
calendar year after January 1, 1%82, in amounts held under
guaranteed interest contracts. shall be the calendar year
statutory valuation interest rates as defined in paragraph
b.

b. <Calendar Year Statutory Valuation Interest Rates,

The calendar year statutory valuation interest rates, retferred
to in this paragraph as "I", shall be determined as follows
and the results rounded to the nearest one-guarter of one
percent:

(1) For life insurance,

W

1 equals .03 + W(Rl - .03) + 2Z(R2 - .09),
where Rl is the iesser of % and .09, RZ is the greater of
R and 0%, R is the reference interest rate defined 1in
paragraph 4. and W is the weighting factor defined in paragrapn
c.

{2) For single premium immediate annuities and for annuity
benefits involving life contingencies arising from other an-
nuities with cash settlement options and from guaranteed
interest contracts with cash settlement options,

1 equals .03 + W(R - .03),
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where Rl ie the lesser of R and .09, R2 is the greater of

R and .09, R is the reference interest rate defined in
paragraph d, and W is thec weighting factor defined in paragraph
c.

(3] For other annuities with cash settlement options and
guaranteed interest contracts with cash settlement options,
valued on an issue year basis, except as stated in subpara-
graph (2}, the formula for life insurance stated in subpara-
graph (1)} applies to annuities and quaranteed interest
contracts with guarantee durations in excess of ten years,
and the formula for single premium immediate annuities stated
in subparagraph {2) applies to annuities and guaranteed
interest contracts with guarantee durations of ten years or
less.

(4} For other annuities with no cash settlement options
and for guaranteed interest contracts with no cash settlement
options, the formula for single premium immediate annuities
stated in subparagraph (2) applies.

{S) For other annuities with cash settlement options and
gquaranteed interest contracts with cash settlement options,
valued on a change in fund basis, the formula for single pre-
mium immediate annuitieg stated in subparagraph (2) applies.

However, 1f the calendar year statutory valuation interest
rate for any life insurance policies issued in any calendar
year determined under subparagraph (1) without reference to
this sentence difters from the corresponding actual rate for
similar policies issued in the immediately preceding calendar
year by lLess than one-half of one percent, the calendar year
statutory valuation interest rate for the life insurance
policies shall be equal to the corresponding actual rate for
the immediately preceding calendar year. For purposes of
applying the immediately preceding sentence, the calendar
year statutory wvaluation interest rate for life insurance
policies issued in a calendar year shall be determined for
1980, weing the reference interest rate defined for 1979,
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and shall be determined for each subsequent calendar year
regardless of when section $08.37, subsection 6 becomes
operative.

c. Weighting Factors. The Weighting factors referred
to in paragraph b are given in the following tables:

(1) Wweighting Factors for Life Insurance:

Guarantee Duration (Years} weighting Factors

10 or less .50
More than 10, but not more than 20 45
More than 20 .35

For life ipgsurance, the guarantee duration is the maximum
number of years the life insurance can remain in force on
a basls guaranteed in the pelicy or under options to convert
to plane of life insurance with premium rates or nonforfeiture
values or both which are guaranteed in the original policy.

(2) The weighting factor for single premium immediate
annuities and for annuity benefits involving life contingencies
arising from other annuities with cash settlement options
and guaranteed interest contractsé with cash settlenent options
is .80.

(3} Weighting factors for other amnuities and for
guaranteed interest contracto, except as stated in subparagraph
(2), shall be as specified in subdivisions i, ii, and i1
of this subparagraph, according to the rules and definitions
in subdivisions iv, v, and vi of this subparagraph:

1. For annuities and guaranteed interest contracts valued
oh an issue year basis:

Welghting Factor
for Plan Type

Guarantee Duration (Years) A B C
5 or tess .80 .60 .50
More than 5, but not more than L0 .15 .69 .50
More than 10, but not wore than 20 .65 Nt .45
More than ZO .45 .35 .35
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1i. For annujities and guaranteed interest contracts valued
on a change in fund basis, the factors shown in subdivision
i ¢of this subparagraph increased by:
Plan Type
A B C
.15 .25 .05
iii. Ffor annuities and guaranteed interest contracts
valued on an issue year basis (other than those with no cash
settlement options) which do not guarantees intarest on
considerations received more than one year after issue or
purchase and for annujties and guaranteed interest contracts
valued on a change in fund basis which do not guarantee
interest rates on considerations received more than twelve
months beyond the valuation date, the factors shown in
subdivision i of this subparagraph or derived in subdivision
ii of this subparagraph increased by:
Plan Type
A B o
.05 .05 .05
iv. For otner annuities with cash settlement options and
guaranteed interest contracts with cash settlement options,
the guarantee duraticn is the number of years for which the
contract guarantees interest rates in excess of the calendar
year statutory valuation interest rate for life insurance
pelicies with guarantee duration in excess of twenty years.
For other annuities with no cash settlement options and for
guaranteed intcrest contracts with no cash settlement options,
the guarantee duration is the number of years from the date
of 1saue or date of purchase to the date annuity benefits
are scheduled to commence.
v. “Plan type", as used in subdivisions 1, i1 and iii
of this subparagraph, is defined as follows:
"Plan Type A": At any time, the policyholder may withdraw
tunds only with an adjustment to reflect changes 1n interest
rates or asset values since receipt of the funds by the

&Lz 4'S
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LNSUrance company, or may «ithdtaw funds without that
adjustment but in wnstallments over five years Or more, or
may withdraw funds as an 1emediate life apnuity: or no
withdrawal is permitted.

"Plan Type B": Before expiration of the interest rate
quarantee, the policyholder may withdraw funds only with an
adjyustment to retlect changes in interest rates or asset
values since receipt of the funds by the insurance company,
or may withdraw funds «withoat tha*t ad3iustment out in
installrents over five years or more; or no withdrawal is
permitted. At the end of interest rate guarantee, funds may
be withdrawn without. adjustment 1n a single sum or installments
over less than five years.

“Plan Type <": I'he pelicyhoider ray withdraw funds before
expiration of the interest rate guarantee it 4 sihgle sum
or installments over less than five years either without
adjustment to reflect changes in ‘aterest rates or asset
values since recelpt of the funds by the insurance company,
or subject only to a fixed surrender cherge stipulated in
the contract as a percentage of the fund.

Vi. A conpany may elect to value quaranteed intecest con-
tracts witn cash settlerment options and annuaities with cash
settlement options ch erther an lssue-year basis or on a
change-in-fund basis. Guaranteed interest contracts with
no cash settlement optionsg and other annuities with no cash
settlement options must be valued on ah 1scue-year basis.

A8 used in thisz subsection, an lssue-yecar basis of valuation
refers Lo a valuation basis under which the interest rate

used Lo determine the minipum veluation standard for the
entire duration of the annulty or guaranteed interest contract
15 the calendair year valuation interest rate tor the year

of issue or year of purchase of the annuity or guaranteed
1nterest contract, and the change-in-fund basis of valuation
refers to a valuation basis under which the interest rate

usaed to determine the minimum valuation standard applicable
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to each change in the fund held under the annuity or guaranteed
interest contract i:s the calendar year valuation interest
rate for tne year ¢f the change in the fund.

d. Refercnce Interest Rate. The reference interest rate
referyed to in paragraph © .s defined as follows:

(1) PFor all life insurance, the rate as determined by
any method that 1s adopted ty the national association of
insurance comnissioners and approved by rule adopted by the
comraissioner, includinbg but not limited to the lesser of the
average over a period of thirty-six months and the average
over a gerlod of twelve months, ending on June 30 of the
calendar year next preceding the year of issue. of Moody's
Corporate Bond Yield Average-tontnly Average Corporates, as
published by Moody's Investors Service, [nC. Or &ny BUCCESSOr
to that corporation,

{4) fFor single preminm ‘mrediate annuities and for annuity
benefits invoiving life contingencies arising from other
antiities with cash settlement options and guaranteed interest
contracts with cash settiement options. the rate ag determined
by any method that is adopted by the national association
of lnsurance commissioners and approved by rule adopted by
the commissioner, including but not limited to the average
over a period of twelve months, ending on June 3¢ of the
calendar year of iseue or year of purchase, of Moody's
Corgorate 8ond Yield Average-Monthly Average Corporates, as
published by Moody's Investors Service, Inc. or any successor
te that corporatlion.

(3) For other annuities with casgh settlement options and
guaranteed interest contracts with cash gettlement options,
valued on an issue-year basis, except as stated in subpara-
graph (2). with guarantee duration 1n excess of ten years,
the rate as determined by any method that i1s adopted by the
national aseociation of insurance commissioners and approved

by rule adopted by the cormissioner, inciwding but not limited
te the lesser of the averayge over a period of thirty-six
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monhths and the average over a period of twelve months, ending
on June 30 of the calendar year of issue or purchase of Moody's
Corporate Bond Yield Average-Monthly Average Corporates, as
published by Moody's Investors Service, Inc. or any successor
to that corporation.

(4) For other annuities with cash settlement options and
gquaranteed interest contracts with cash settlement options,
valued on an issue-year basis, except as stated in subpara-
graph (2), with guarantee duration of ten years or less, the
rate as determined by any method that 1s adopted by the
national association of insurance commissioners and approved
by rule adopted by the commissioner, including but not limited
to the average over a periocd of twelve months, ending cn June
30 of the calendar year of issue or purchase, of Moody's
Corporate Bond Yield Average-Monthly Average Corporates, as
published by Moody's Investors Service, Inc. or any successor
to that corporation.

(5) For other anmnuities with no cash settlement coptions
and for guaranteed interest contracts with no cash settlement
options, the rate as determined by any method that is adopted
by the paticnal association of insurance commissioners and
approved by rule adopted by the commiegioner, including but
not limited to the average cover a period of twelve months,
ending on June 30 ¢of the calendar year of issue or purchase.
of Moocdy's Corporate Bond Yield Average-Monthly Average
Corporates, as published by Mocdy's Investors Service, Inc.
or any successor to that corporation.

(6) For other annuities with cash settlement options anrd
gquaranteed interest contracts with cash saettlement options,
valued on a change-in-fund basis, except as stated 1in subpara-
graph (2), the rate as determihed by any method that is adopted
by the national association of insurance commissioners and
approved by rule adopted by the commissioner, including but
not limited to the average over a period of twelve months,
ending on June 30 of the calendar year of the change in the
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fund, of Moody's Corporate Bond Yield Average-dMonthly Average
Corporates, as published by Moody's Investors Service, Inc.
or any successor to that corporation.

NEW SUBSECTION. S. In the case of a plan of life insurance
which provides for future premium determination, the amounts
of which are to he determined by the insurance cozpany based
onh then eatimates of future experience, or in the case of
4 plan of life insurance or annuity which is of such & hature
that the minimum reserves cannot he determined by the methods
degcribed in subsection 3. paragraphs b, ¢ and f. the xeserves
which are held under the plan must be appropriate in relation
to the benefits and the pattern of premiumse for that plan,
and must be computed by a method which is consistent with
the principles of this section, as determined by rule adopted
by the coemissioner.

Sec. 3. Section $08.37, subsections 1, 2, 3, 4 and 5,

Code 1981, are amended to read as follows:

1. 1n the case of policies issued on or after the operative
date of this section as defined in subsection @ 11, ns a
policy of life insurance shall not, except as stated in
subsection 3 10, sheii-be-:8nued-or be delivered or issued
for delivery in this state unless it shail-eontaszn containe
in substance the following provisions, or corresponding
provisions which in the opinicn of the commissioner are at
least ag favorable to the defaulting or surrendering
pelicyholder as the following provisions and are essentially
in compliance with subsection 9:

a. That, in the event of default in any premium payment,
the company will agrant, upon proper request not later than
sixty days after the due date of the premiwn in default. a
paid-up nonforfeiture benefit on a plan stipuiated in the
policy. effective as of eweh the due date of the premium in

specified in this section. In lieu of the stipulated paid-
up nonforfeiture benefit, the company may substitute, upon
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pProper request not later than sixty days after the due date
of the premium in default, an actuarially equivalent
alternative paid-up nonforfeiture benefit which provides a
greater amount or longer period of death benefits or, if
applicable, a greater amount or earlier payment of endowment
benefits.

b. That, upon surrender of the policy within sixty days
after the due date of any premium payment in default after
premiums have been paid for at least three full years in the
cage of ordinary insurance or five full years in the case
of industrial insurance, the company will pay. in lieu of
any paid-up nonforfeiture benefit, a cash surrendexr value
of suweh an amount as may be heveinafter specified in this
section.

¢. That a specified paid-up ncnforfeiture benefit shall
become effective as specified in the policy unless the person
entitled to make sweh an election elects another available
option not later than sixty days after the due date of the
premiun in default.

d., That, if the policy ehaii-have-beseme hae become paid
up by completion of all premium payments or if it is continued
under any paid-up nonforfeiture benefit which became effective
on or after the third policy anniversary in the case of
ordinary insurance or the fifth policy anniversary in the
case of industrial insurance, the company will pay, upen
surrender of the policy within thirty days after any policy
anniversary, a cash surrender value of sueh an amount as may
be-hereinafeer specified in this section.

e. A In the case of pelicies which cauge on a basis
guaranteed in the policy unscheduled changes in benefite or
premiums, or which provide sn cption for changes inp renefits
or premiums other than a change to a new policy, a statement

of the mortality table, interest rate, and method used in
calculating cash surrender values and the paid-up nonforfeiture
benefits available undexr the policy. In the case of all other

eSS
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policies, a statement of the mortality table and interest
rate used in calculating the cash surrender values and the
paid-up nonforfeiture benefits available under the policy.
together with a table showing the cash surrender value, if
any, and paid-up nonforfeiture benefit, if any, available
under the policy on each policy anniversary, either during
the first twenty policy years or during the term of the policy,
whichever is shorter, eweh the values and benefits to be
calculated upon the assumption that there are no dividends
or paid-up additions credited te the policy and that there
is no indebtedness to the company on the policy.

f. A statement that the cash surrender values and the
paid-up nonferfeiture benefits available under the policy
are not less than the minimum values and bonefits required
by or pursuant te the insurance law of the state in which
the policy is delivered; an explanation of the manner in which
the cash surrender values and the paid-up nonforfeiture
benefits are altered by the existence of any paid-up additions
credited to the policy or any indebtedness to the company
on the policy:; 1f a detajiled statement of the method of
computation of the values and benefits shown in the policy
is not stated thereim in the policy, a statement that sueh
the wethod of computation has been filed with the insurance
supervisory official of the state in which the pelicy 1s
delivered: and a staterent of the method to be used in
calculating the cash surrender value and paid-up nonforfeiture
benefit available under the pelicy on any policy anniversary
beyond the last anniversary for which such values and benefits
are consecutively shown in the pelicy.

2. Any of the provisicns or portions thereef of provisions
set forth in subsection 1 which are not applicable by reason
of the plan of insurance may, to the extent inapplicable,
be omitted from the policy. The company shall reserve the
right to defer the payment of any cash surrender value for
a period of six months after demand therefer with surrender
of the policy.
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3. a. Any cash surrender value available under the policy
in the event of default in a premium payment due on any policy
anniversary, whether or not reguired by subsection 1, shall
be an amount not less than the excess, if any, of the present
value, on sush that anniversary, of the future guaranteed
benefits which would have been provided for by the policy,
including any existing paid-up additions, if there had peen
no default, over the sum of {8} the then present value of
the adjusted premiuwns as defined in pubeectisn-5 Bubsections
5 and 6. corresponding to premiums which would have fallen
due on and after ewsh that anniversary, ard-+¢b3 plus the
amount of any indehtedness to the company on the policy.

b. However, for a policy issued on or after the operative
date of subscction 6 as defined in paragraph k of that
subsection, which provides supplemental life insurance or
annuity benefits at the option of the insured and for an
identifiable additional premium by rider or supplemental
policy provision, the cash surrender value referred to in
paragraph a shall be an amount not less than the sum of the
cash surrender value as defined in that paragraph for an
otherwise similar policy issued at the same age without such
rider or supplemental policy provision and the cash surrender
value as defined in that paragraph for & poli¢y which provides
only the benefits otherwise provided by such rider or sup-
plemental policy provision.

¢, Provided further that for a family policy issued on
or after the cperative date of subsection & as defined in
paragraph k of that subsection, which defines a primary insured

and provides term insurance on the life of the spouse of the
primary insured expiring before the spouse's age seventy-one,
the cash surrender value referred to in paragraph a shall

be an _amount net less than the sum of the cash surrender value
as defined in paragraph a for an otherwise similar policy

of the spouse and the cash surrender value as defined in para-
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graph a for a pelicy which provides only the benefits ctherwise
provided by the term insurance on the life of the spouse.

d. Any cash surrender value available withiu thirty days
after any policy anniversary under any policy paid up by
completion of all prenium payments or any pelicy continued
under any paid-up nonforfeiture benefit, whether or not
required by subsection 1, ghall be an amount not less than
the present value, on euwek the anniversary, of the future
guaranteed benefits provided for by the policy, including
any existing paid-up additiona, decreased by any indebtedness
to the company on the policy.

4. Any paid~up nonforfeiture benefit available under the
policy in the event of default in a premium payment due on
any policy anniversary shall be such that its present value
as of eueh that anniversary shall be at least equal to the
cash surrender value then provided for by the policy or, if
none is provided for, that cash surrender value which would
have been reguired by this section in the absence of the
condition that premiums shall have been paid for at least
a specified period.

$. a._ This subsection does not apply te policies issued
on_or after the operative date of subsection & as defined
in paragraph k of that subsection. Except as provided in
the-third paragraph ef-this-subseskion ¢, the adjusted premiumg
for any policy shall be calculated on an annual bagis and
shall be such uniform percentage of the respective premiums
specified in the policy for each pelicy yearxr, excluding any
extra premiums charged because of impairments or special
hazards, that the present value, at the date of issue of the
policy, of all such adjusted premiums sheid-be is eqgual to
the sum of ta} the following:

‘(1) The then present value of the future guaranteed
benefits provided for by the policys-¢tbi-twe.

(2) Two percent of the amount of the insurance, if the
insurance be ig uniforn in amcunt, or of the equivalent uniferm
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amount, as khereipafter defined in paragraph b, 1f the amount
of insurance varies with duration of the policyr-tej-ferkey.
{3) Foruvy percent of the adjusted premium for the first
policy years~{d¥-ewenky~five.
(4]} Twenty-five percent of e¢ither the adjusted premium

for the first policy year or the adjusted premium for a whole
life policy of the same uniform or equivalent uniform amount
with uniform premiuns for the whole of life issued at the
same age for the same amount of insurance, vhichever ie less.

PARAGRAPH DIVIDED. Providedr-heweverr-that However, in
applying the percentages specified in Yes-and-Udi-ubove
subparagraphs {(3) and (4), no adjusted premium shall be deemed
to exceed four percent of the arount of insurance or an
equivalent uniform amount equivaient-therete. The date of
issue of a policy for the purpose of this subsection 5-ohali
Be is the date as of which the rated age of the insured is
determined.

b. In the case of a policy providing an amount of insurance
varying with duration of the peolicy, the equivalent uniform
amour.t thereef for the purpose of this subsection & shail

be deemed to be the uniform amount of insurance provided by
an otherwise eimilar policy, containing the same endownent
benefit or benefits, if any, issued at the same age and for
the same tern, the amount of which does not vary with duration
and the benefits under which have tho same present value at
the date of issue as the benefits under the policy., providedy
hewaverrs that in the case of a policy providing a varying
arount of insurance iseued on the life of a cnild under age
ten, the equivalent uniform amount may be computed as though
the amount of insurance provided by the policy prior to ths
attainrent of age ten weie the amount provided by sueh the
policy at age ten.

¢, The adjusted premiums for amy a policy providing term
insurance benefits by rider or supplemental policy provision
shall be aequal to ¢ed (1) the adjusted premiums for an
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othervise similar poilcy issued at the same age without such
term insurance benefits, increased during the perieod for which
premiums for such term insurance bencefits are payable, by

#£3 [2) the adjusted premiums for such term insurance, the
foregoing items Sel-amd-“£Y (1} and (2) being calculated
separately and as specified 1n the-first-tws paragraphs a
and b of this subsection except that, for the purposes of
Upus-Ual-and-sd4 gubparagraphs (2), {3} and (4) of sthe-fsree
parvagraph ef-thie-subaestion a, the amount of insurance or
equivalent uniform amount of insurance used in the calculation
of the adjusted premiume referced to in uUfl-ef item (2) in
this paragraph shall be equal to the excese of the
corresponding amount. determined for the entire policy over

the amount used in the calculation of the adjusted premiums

in ued-of item (1) in this paragraph.

d. (1) All adjusted preniums and present values referred
to in this section shall for e policies of ordinary insurance
be calculated on the basis of the Commissioners 1958 Standard
Ordinary Mortality Table, provided that for any category of
ordinary insurance issued on female risks, adjusted preniunms
and present values may be calculated according to an age not
more than six years younger than the actual age of the insured.
6ush The calculations for all policies of industrial insurance
issued before January i, 1968 shall be made on the basis of
the 1911 Standard Industrial Mortality Tables-previdedy
hewevery-that-amy, except that a company may file with the

adjusted premiums and present values shall be calculated on
the basis of the Commissiconers 1961 Standard Industrial
Mortality Table, ufter a specified date befoxe January 1,

1968 r-providedr-furtherr-thaktr-whethay  _ Whether or not any
clection has been made, wueh the Cowmiseioners 1961 Standard
Industrial Mortality Table shall be the basis for sueh these
calculations as te all policies of industrial insurance issued
on or after January 1, 1968. All calculations shall be made
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on the basis of the rate of interest specified in the policy
for calculating cash surrender values and paid-up nonforfeiture
benefites, providedr that sush the rate of interest shall
not exceed three and one-half percent per annum, except that
a rate of interest not exceeding four percent per annus may
be used for policies issued on or after July 1, 1974, and
prior to January 1, 1980, and a rate of interest not exceeding
five and one-half percent per annum may be used for policies
issued on or after January 1, 1980. Previdedr-heweverr-that
(2)__However in calculating the present value under
subparagraph (1) of any paid-up term insurance with
accompanying pure endowment, if any, offered as a nonforfeiture
benetit, the rates of mortality assumed in the case of policies
of ordinary insurancer may be not more than those shown in
the Commissioners 1958 Extended Term Insurance Table, andy
in the case of policies of industrial insurance, may be not
more than one hundred thirty percent of the rates of mortalicy
according to the 1941 Standard Industrial Mortality Table,
except that when the Commissioners 1961 Standard Industrial
Mortality Table becones applicabler-ae-hersinbefore-provided:
suah as specified in this paragraph, the rates of mortality
assumed may be not more than those showm in the Comnissioners
1961 Industrial Extended Term [nsurance Tabler-prevideds

§urtheyy-ehae. In addition, for insurance issued on a
substandard basis, the calculation under subparagraph (1)
of any-eueh adjusted premiume and present values may be based
on aweh any other table of mortality as-may-ke that is
specified by the company and approved by the commissioner.

Sec. 4., Section S08.37, Code 1981, is amended by adding
the following new subsections as subsections & and 7 re-
spectively:

NEW SUBSECTION. 6. a. This subsection applies to all
policies issued on or after the operative date of this
subsection, as defined in paragraph k. Except as provided
in paragraph g, the adjusted premiums for a policy shall be
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calculated on an annual basis and shall be such uniform
percentage of the respective premiums specified in the policy
for each policy yvear, excluding amounts payable as extra
premiums to cover impairments or special hazards and also
excluding any uniform annual contract charge or policy fee
specified in the policy in a statement of the method to be
used in calculating the cash surrender values and paid-up
nonforfeiture benefits, that the present value, at the date
of isaue of the policy, of all adjusted premiums is equal

to the sum of the following:

(1) The then present value of the future guaranteed
benefits provided for by the policy.

(2) One percent of either the amount of insurance, if
the insurance ie uniform in amount, or the average amount
of insurance at the beginning of cach of the first ten policy
years.

(3) oOne hundred twenty-five percent of the nonforfeiture
net level premium, as defined in paragraph b, However, in
applying this percentage a nonforfeiture net level premium
shall not be deemed to exceed four percent of either the
amount of insurance, if the insurance is uniform in amount,
or the average amount of insurance at the beginning of each
of the first ten policy years.

The date of issue of a policy for the purpose of this
subsection is the date as of which the rated age of the insured
is determined.

b. The nonforfeiture net level premium shall be equal
to the present value, at the date of issue of the policy,
of the guaranteed benefits provided for by the policy divided
by the present value, at the date of issue of the policy,
of an annuity of one per annum payable on the date of issue
of the policy and on each anniversary of the policy on which
a premium falls due.

¢. In the case of policies which on a basis guaranteed

28 1S

in the policy cause unscheduled changes in benefits or
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premiums, or which provide an option for changes in benefits
or premiums other than a change to a new pelicy, the adjusted
premiums and present values shall initially be calculated

on the assumption that future benefits and premiunms do not
change from those stipulated at the date of igssue of the
policy. At the time of a change in the penefits or premiums,

the future adjusted premiums, nonforfeiture net level premiums,
and present values shall be recalculated on the assunption
that future benefits and premiums do not change from those
stipulated by the policy imrediately after the change.

d. Except as otherwise provided in paragraph g, the
recalculated future adjusted premiums for a policy shall be
such uniform percentage of the respective future premiums
specified in the policy for each policy year, excluding anounts
payable as extra premiums to cover impairments and gpecial
hazards, and alse excluding any uniform annual contract charge
or poelicy fee specified in the policy in a statement of the
method to be used in caleculating the cash surrender values
and paid-up nonforfeiture benefits, that the present value,
at the time of change to the newly defined benefits or
premiums, of all future adjusted premiunms 1s equal to the
excess of the sum of the then present value of the then future
guaranteed bepefits provided for by the policy plus the
additional expense ailowance, Lf any. over the then cash
surrender value, if any, or present value of any paid-up
nonforfeiture benefit under the policy.

¢. The additional expense allowance, at the time of the
change to the newly defined benefits or premiums, thall be
the sum of one percent of the excess, if positive, of the
average amount of insurance at the beginning of each of the
first ten policy years subseguent to the change over the
average amount of insurance prior to the change at the
beginning of each of the first ten policy years subscguent
to the time of the most recent previous change, or, if there
has been no previous change, the date of issue of the golicy,
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plus one hundred twenty-five percent of the increase, if
positive, in the nonforfeiture net level premium.

f. The recalculated nonforfeiture net level premium shall
be equal to the result obtained by dividing {1) by (2), where
{1) and {(2) are as follows:

{1) The sum of the pnonforfeiture net level premium
applicable prior to the change times the present value of
an annuity of one per annut payable on each anniversary of
the policy on or subsequent to the date of the change on which
a premium would have fallen due had the change not occurred,
plus the present value of the increase in future guaranteed
benefits provided for by the policy.

{2) The present value of an annuity of one per annum
payable on each anniversary of the golicy on or subsequent
to the date of change on which a premium falls due.

g. MNotwithstanding any contrary gprovisioen of this
subsection., in the case of a policy issued on a substandarxd
basis which provides reduced graded amounts of ingurance #o
that. in each policy year, the policy has the same tabular
mortality coet as an otherwise similar policy issued on the
standard basis which provides higher uniform amounts of insur-
ance, adjusted premiums and present values for the substandard
policy may be calculated as if it Were issued to provide those
higher uniform amounts ©f 1nsurance on the standard basis.

k. Adjusted premiums and present values referted to 1n
this section shall for all policies of ordinary insurance
be calculated on the basis of either the Commissioners 19£0
standard Ordinary Mortality Table or, at the election of the
company for any one or more gpecified plans of life insurance,
the Commissioners 1980 Standard Ordinary Mortality Table with
Ten-Year Select Mortality Factors: shall for all policies
of industrial insurance be calculated on the basis of the
Commissioners 1961 Standard Industrial Mortality Table: and
shall for all policies issued in a particular calendar year
be calculated on the basis of a rate of interest not exceeding
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the nonforfeiture interest rate as defined in paragraph i
for policies issued in that calendar ycar. Howaver:

{1) At the option of the company, calculations for all
policies issued in a particular calendar year may be made
on the bacis of a rate of interest not exceading the nonfor-
feiture interest rate, as defined in paragraph i, for policies
issued in the immediately preceding calendar year.

{2) Under any paid-up nonforfeiture benefit, including
any paid-up dividend additions, any cash surrender value
available, whether or not reguired by subsection 1, shall
be calculated on the bagis of the mortality table and rate
of interest used in deternining the amount of the paid-up
nonforfeiture benefit and paid-up dividend additions, if any.

{3) A company may calculate the amount of any guaranteed
paid-up nonforfeiture benefit including any paid-up additions
under the policy on the basis of an interest rate no lower
than that specified in the policy for calculating cash
surrender values.

{4} In calculating the present value of any paid-up term
insurance with accompanying pure endowment, if any, offered
as a nonforfeiture benefit, the rates of mortality assumed
may be not more than those shown in the Comnissioners 1980
Extended Term Insurance Table for policies of ovdinary
insurance and not more than the Commissioners 1961 [ndustrial
Extended Term Insurance Table for policies of industrial
insurance,

(5) For insurance issued on a substandard basls, the
calculation of adjusted premiums and present values cay be
based on appropriate modifications of the tables referred
to inh this paragraph.

{6) ADy ordinary mortality tables adopted after 1980 by
the national association of insurance cormissionsrs and
approved by rule adopted by the commissioner for use in deter-
mining the minimum nonforfeiture standard may be substituted
for the Commissioners 1980 Standard Ordinary Mortality Table
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with or without Ten-Ysar Select Mortality Factors or for the
Compissioners 1980 Extended Term Insurance Table.

(7) Any industrial mortality tables adopted after 1980
by the national association of insurance commissioners and
approved by rule adopted by the commissioner for use in
determining the minimum nonforfeiture standard may be
substituted for the Coswissioners 1961 Standard Industrial
Mortality Table or the Commissioners 1961 Industrial Extended
Term Insurance Table.

i. The nonforfeiture interest rate per annum for any
policy issued in a particular calendar year shall be equal
to one hundred twenty-five percent of the calendar year
statutory valuation interest rate for the policy as defined
in section 508.36, rounded to the nearest one quarter of one
percent.

j. MNotwithstanding any contrary provision of the insurance
laws of this state, any refiling of nonforfeiture values or
their methods of computation for any previously approved
policy form which involves only a change in the interest rate
or mortality table uscd to compute nonforfeiture values shall
not require refiling of any other provisions of that policy
form.

k. Aafter the effective date of this subsection, a company
may file with the commissioner a written notice of its election
to comply with this subsection after a specified date before
January 1, 1989, which shall be the operative date of this
subsection for that company. If a company makes no elec-
tion, the operative date of this subsection for the company
is January 1, 1989.

NEwW SUBSECTION. 7. In the case of any plan of life
insurance which provides for future premium determination.
the amounts of which are to be determined by the insurance
company based on then estimates of future experience, or in
the case of any plan of life insurance which 1s of such a
pature that minimum values cannot be determined by the oethods

a8lz 4S8
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described in supsection 1. 2, 3, 4, 5, or &, ihen all of the
following conditions must be met:

a. The comnmissioner must be satisfied that the benefits
provided under the plan are substantially as favorable te
pelicyholders and insureds as the minimum benefits otherwise
required by subsection 1, 2, 3, &, 5, or 6.

b. The commissioner must be satisfied that the bencfits
and tne pattern of premiums of that plan are not misleading
to prospective policyholders or insureds.

¢. The cash surrender values and paid-up nonforfeiture
benefits provided by the plan must not be less than the minimum
values and benefits required for the plan computed by a method
consistent with the principles of this section, as determined
by rules adopted by the commissioner.

Sec. 5. Section 508.37, subsection &, Code 1981, is
renumbered as subsection 8 and amended to read as follows:

& 8. Any cash surrender value and any paid-up nonforfeiture
benefit, availaple under the policy in the event of default
in a premium payment duc at any time other than on the pelicy
anniversary, shall be calculated with 2llowance for tne lapse
of time and the payment of fractional premiums beyond the
last preceding policy anniversary. All values referred to
in subsections 3, +-4md-5 4, 5. and 6 may be <alculated upon
the assumption that any death benefit is payable at the end
of the policy year of death. The net value of any paid-up
additions, other than paid-up term additions, shall be not
less than the divsdends apounts used to provide sueh the
additions. Hotwithstanding the-previwiens-ef subsection 3
abeve, additional benefits payable ¢a3 1n the event of death
or dismemberment by accident or accidental means, +b3 or in
the event of total and permanent disabality. te3d or as
reversionary annuity or deferred reversionavy annuity benefite,
¢43 or as term insurance benetits provided by a rider or
supplerental policy provision to which, if issued as & separate
policy, thie section would rot apply, ¢e3) or as term lnsurance
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or: the !ife of a child or on the lives of children provided
in a policy on the life of a parent of the child, if eueh
the term insurance expires before the child's age is twenty-
six, 1% uniform in amount after the child's age ie one, and
has no* become paid up by reason of the death of & parent

of the chiid, #nré~¢£3 o1 as other policy benefits additional
to life i1nsurance and ondowment benefits, and the premiwns
for all suen of these additional benefits, shall be disregarded
a8 1n ascertaining cash surrender values and nonforfeiture
benefits reqguired by this section., and me-sueh none of theee
additional benefits shall be required to be included in any
paid-up nonforfeiture benefits.

Sec. &. Section 508.37, Code 1981, 1s amended by adding
the following new subsection as subsection 9:

NEW SUBSECTION. 9. a. This subsection, in addition to
all other applicable subsections of this section, applies
to all policies issued on or after January 1, 1285. Any cash
surrender value available under the policy in the event of
default in a premium payment due on any policy anniversary
shall be 1n an amount wnich dees not differ by more than two-
tenths of one percent of either the amount of ineurance, if
rhe i1nsurance 1s uniform it amount, or the average amount
of insurance at the beginning of each of the first ten policy
vears, from the sum of the greater of zerc and the basic cash
value specified in paragraph b plus the present value of any
existing paid-up additions less the amount of any indebtedness
to the company under the policy.

b. The basic cash value shall be equal to the present
value, on the anniversary, ¢of the future guaranteed benefits
which would have been provided for by the policy, excluding
any existiag paid-up additions and before deduction of any
indebtedness to the ccmpany, 1f there had been no default,
iess the then present value of the nonforfeiture factors,
as defined in paragraph <, corresponding to premiuns which
would have fallen due on and after the anniversary. However,
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the effects on the basic cash value of supplemental life
insurance or annuity benefits or of family coverage, as
described in subsection 3 or 5, whichever is applicable, shall
be the same as the effects spacified in subsection 3 or 5,
whichever is applicable, on the cash surrendsr values defined
in that subsection.

¢. (1) The nonforfeiture factor for each policy year
shall be an amount equal to a percentage of the adjusted
premium for the policy year, as defined in subsection 5 or
6, whichever is applicable. Except as is required by
subparagraph (2) of this paragraph, this percentage must
satisfy both of the following requirements:

(a) It must be the same percentage for each policy year
between the second pelicy anniversary and the later of the
fifth policy anniversary or the first policy anniversary at
which there is available under the policy a cash surrender
value in an amount, before including any paid-up additions
and before deducting any indsbtedness, of at least two-tenths
of one percent of ejther the amount of insurance, if the
insurance is uniform in amount, or the average amount of
insurance at the beginning of each of the first ten policy
years.

{(b) It must be such that no percentage after the later
of the two policy anniversaries specified in subdivieion (a)
of this subparagraph may apply to fewer than Live consecutive
policy years.

{2) A basic cash value shall not be less than the value
which would be obtained if the adjusted premiums for the
pelicy, as defined in subsection $ or 6, whichever is
applicable, were substituted for the nonforfeiture factors
in the calculation of the basic cash value.

d. Adjusted premiums and present values referred to in
this suybsection shall for a particular policy be calculated
on the same mortality and interest bases as are used 1in
demonstrating the policy's compliance with the other
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subsections of this section. The cash surrender values
referred to in this subsection shall include any endowment
benefits provided for by the policy.

e. Any cash surrender value available other than in tha
event of default in a premium payment due oh a policy anni-
versary, and the amount of any paid-up nonforfeiture benefit
available under the policy in the event of default in a pre-
mium payment, shall be determined in mannere consistent with
the manners specified for determining the analogous mindmum
amounts in subsections 1, 2, 3, 4, &, and 8. The amounts
of any cash surrender values and of any paid-up nonforfeiture
benefits granted in connection with additional benefits such
as those described in subsection 8 shall conform with the
principles of this subsection.

sec. 7. Section 508.37, subsections 7 and 8, Code 1981,
are renumbered as subsections 10 and 11 and are amended to
read as follows:

7 10. a. This section shail does not apply to any
FoinsUraneey ~qrOUP - tABUFARGR 7 -pUFe-ERdOVEEntr - ARANLEY ~OY
FaVEroiERALY-ARAREEY-0ORBYALEy -nOF-EO-aNY-Carm-poliey-of
dRtEarm-ameuntr-ar-y¥onewal-shesnofr-of-fifLean-years-er-ens
euyi!ing-befo!e-age—uinty-aiur-ier-whieh-ani[orn-p!e-iuns
nre-payabie—duriag-the-annire-term-af—!he-poi&eyr-no!-na-any
term-poliiey-ef-desranning-amount-on-whioh-eack-adjueted
p!ea&uny-saleuialed-aa—apee&iied-sn-aubsee&ion-s-ubovey-éa
ienp-than-the-adjuoted-premium-ese-cateviateds-on-suah-fifteen
yoar-tearm-potiey-rasued-at-the-oare-age-and-for-the-seme
imittal-ameunt-of-inouranger -nezr~to-any-peirey-whieh-~ohati
pa-delivered-ovtoide-thin-sktate-Lhraugh-an-agent-or-okher

reprosentative-sf-the-campany-isnuing-tho-poisreyr of the

following:
{l1) Reinsurance.

{2} Group insurance.

{3) Pure endowment contracts.

(4) _Annuity or reversionary annuity contracts.
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(5) A term policy of unifoxm amount which provides no
quaranteed nonforfeiture or endownent benefits, or a renewal
thezeof of twenty years or less expiring before age seventy-
one, for vwhich uniform premiums are payable during the entire
term of the policy.

{6) A term policy of decreasing amount, which provides
no guaranteed nonforfeiture or endowment benefits, on which
each adjusted premium, calculated ae specified in subsections
5 and 6, is less than the adjusted premium so calculated,
oh & term policy of uniform amount, or renewal thereof, which
provides no guaranteed nonforfeiture or endowment benefits,
iggued at the same age and for the same ipitial amount of
insurance and for a term of twenty years or less expiring
before age seventy-one, for which uniform premiuma are pavable
during the entire term of the policy.

(7) A policy, which provides no gquaranteed nonfoxfeiture
or endowment benefits, for which no cash surrender value,

if any, or present value cof any paid-up nonforfeiture beanefit,

at the beginning of any policy year, calculated as specified
in subsections 3, 4, 5 and &, exceeds twoc and cne-half percent
of the amount of insurance at the beqginning of the same policy
YEAr.

{(8) A policy delivered outside this state thxough an agent
or other representative of the company issuing the policy.

b. For purposes of daternining the applicability of this
section, the age at expiry for a joint term life insurance
policy shall be the age st expiry of the oldest life.

8 11. After July 4, 1963, any a company may file with
the ¢ormissicner a written notice of its election to comply
with Ehe-previeions-of thig section after a specified date
before January 1, 1966, Afeer-the-fiisng-of-sush-notiser
then-upan-pueh-specxrfied-date-{whioh The date specified by
the company in the notice shall be the operative date of this
section for ewsh the company+, and this section shall beoeme
sperative-with-respest apply to ®he policies whereafrer issued

Senate File 2182, P. 26

after that date by ewsh the company. If a company makes ho

sueh election,

the operative date of this section for suweh

the company shati-be 15 January 1., 1966.
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