MINUTES OF THE MEETING
BUSINESS AND INDUSTRY. COMMITTEE
MONTANA STATE SENATE

February 11, 1981

The meeting of the Business and Industry Committee was called
to order by Chairman Frank W. Hazelbaker on February 11, 1981,
at 10:00 a.m. in Room 404 of the State Capitol.

All Committee members were present.

Senator Hazelbaker called upon Senator Mike Anderson, Chairman
of the Judiciary Committee from District 24. Senator Anderson
introduced Senate Bill 331, which allows insurance companies
to offer variable life insurance policies and variable an-
nuity contracts. A company would be required to establish
separate accounts for these types of contracts. The contracts
issued would be required to meet all pertinent provisions of
the insurance laws. The companies offering these contracts
sould be regulated by the commissioner. The liability policy
would be for a sum certain. Senator Anderson explained the
different types of coverage, and stressed that this Bill would
allow people the option of the type of insurance policy. He
advised that these laws are carefuly reviewed. He said that
interest on variable annuities is:-between four and five percent.
He added that Retirement Policies receive interest on a fixed
basis.

PROPONENTS :

Valencia Lane, representing the Montana State Insurance Department,
explained that she is appearing today to take the place of
Jo Driscoll.

In explaining Senate Bill 331 she said that this Bill was
introduced at the request of the Montana State Insurance Depart-
ment, and that they feel that it is in the best interest of

the public to make this type of insurance available in Montana.
She said that Montana, Hawaii and the District of Columbia are
the only states which do not have this type of insurance coverage.
The Montana Insurance Department would like to have this legis-
lation passed, as they feel that we need it to allow the sale of
variable annuities contracts in Montana. They feel that passage
of this Bill will give the Insurance Department control in the
State of Montana.

Bruce Larson, representing the Montana Securities Department,
said that his office is a division of the State Auditor's Office.
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He advised that the Montana Security Act normally requires
registration of all securities in the State. If this Bill

is not passed, it w .11l leave a guestion as to who will regulate
the sale of variabl-e annuities. They prefer that the Insurance
Commission retain control of a variable annuity industry, as they
are securities peop.e. If control of annuities was placed in

the Securities Depa -tment, they would have to increase their
budget and personne. to handle the additional work.

Lester Loble II., rzapresenting the American Council of Life
Insurance, a trade organization which includes about 509 of the
1800-1900 insurance companies which exist in the United States,
was the next proponant to speak. He stated tat variable life
insurance offers peodple an investment-type option. He said
that it 1is generally true that the stock market tends to rise.
The position of a viriable life insurance policy is optional
with the consumer. (Please see attached handout). He said
that if the Committ:e passes this Bill it would mean that we
would also have the SEC regulations mentioned before which are
extremely detailed. ‘

Mr. Loble stated that he is speaking on behalf of Mr.

In concluding his t2stimony, Mr. Loble stated that John Hancock
and Monarch Life Insurance Companies are interested in the Bill.
In closing Mr. Loblz asked that the Committee give this Bill

a "Do Pass”.

The next proponent was Ed Sheehy, Jr., Attorney, who represented
the Montana Association of Mutual Life Underwriters who support

this Bill. He commented that most of the people are now selling
variable annuity contracts, and unless they get the authority

to sell variable life insurance contracts, they will not be

able to sell variable life insurance.

OPPONENTS:
None.

QUESTIONS FROM THE COMMITTEE:

Senator Goodover asked Miss Lane and Bruce Larsen if their
testimony means that they would be in favor of Montana having a
Sales Tax? He advised that you want to do this because 46 other
states have it; therefore, would you be in favor of a Sales Tax?

Senator Regan stated that a variable life insurance policy, at
face value, 1is the death value, and that does not vary. The
other is the investment, which varies. She asked, if the market
goes up, what kind of return is given to the individual's next-
of-kin?



3--February 11, 1981

Senator Anderson replied that should the market go up.a certain
percentage, you would buy the contract and basically you would
have a cash value on reserve the first day. This value would
go up following a compound interest curve, depending upon your
investments.

Senator Regan asked, when you buy a life insurance policy, you
know what the rate of return is; is this different, and Senator
Anderson replied that you would not with a variable life insurance
contract, which is why you buy it. In response to the guestion

as to how would the premium rate develop, Senator Anderson

replied that you can put any amount you want into a variable an-
nuity amount.

Senator Blaylock asked, what would be the dividend if you buy
stocks from a stockbroker, and you pay him a fee? If you
bought this variable contract, you are taking some fee, right?
How much is the difference?

Senator Anderson replied that the basis on most of this is

8%. The agent receives 4% and the company receives 4%. After
the first year the money is reinvested. No company which is
licensed in the State of New York, on a fixed annuity, pays

its agents over 4% annuities. The normal rate of return to the
agent is going to keep him from trying to sell this.

Senator Regan said: Show me how much $100,000 worth of Term
Insurance would cost me at age 25 for a 20-year paid-up life and
for a variable. In a variable life, there should be a basic :.
guaranteed rate of return - what is that guarantee?

Senator Anderson replied that he was guessing it.

Senator Boylan_commented that the reserves really don't function
much. !

Senator Anderson said that they do on the plus side, and they
do on the minus side after you get up there.

Senator Hazelbaker then closed the Hearing on Senate Bill 331.

Senator Anderson introduced Senate Bill 333, explaining that

this is an interesting step to require the use of simplified
language in insurance. He said that he believes that life
insurance will be so simplified that a policy will be the

size of a credit card. He explained that this Bill is the

first step in that it only covers life, credit life, disability
and credit disability. He stated that the State could decide
what other types of insurance may be added. He urged a "Do Pass".

PROPONENTS :

Valencia Lane, again representing the Montana Insurance Depart-
ment, and speaking on behalf of Jo Driscoll, explained that
Senate Bill 333 is a model bill, the main part-of which is to
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be found in Secticn 5, beginning on page 4. She said that it
requires that all presentations meet a certain statement of
readability, at wlich time she explains the Flesch Test. She
explained that the effective date of this Act is 1983, but that
the Insurance Dep:rtment would not object to an earlier date.

Lester Loble II., representing the American Council of Life
Insurance, urges ¢ "Do Pass".

OPPONENTS :

~Allen Cain, representing Blue Shield, stated that they are in
the middle of thi:s. He said that in regard to Health Insurance
and Life Insurance, he doesn't recall any policy asking them
about a problem wilich they have had with Life Insurance, but
Health 1is a competitive field, and it is difficult to say what
they contract to (rovide. He explained that frequently another
program is brought in which is similar to what they already
have, and he then stated that the most difficult policy 1is the
automobile policy. He said that he took a careful look at the
Flesch Test, and :f this passes, most of the contracts will have
to be re-structured because most of the language will not meet
the standards of the Bill. He pointed out that the Committee
must recognize thet this is a test of readility; it does not
measure understancability. He said that the Committee can fix
the section so that it will meet the test, but that does not
mean that the lancuage is understood, and he wondered if this
will do anything ior the consumer. He further said that we
will have to have a longer policy, According to Mr. Cain,
Health Insurance is presently group insurance, which means

that the master policy is entered into between the employer

and the company. He has a serious question in his mind as to
whether this will improve the understanding.

Senator Lee asked Valencia if all of the bills will not have
to be re-written, and Valencia said that this applies to any
policy filed or issued after 1982. She said that any policies
filed after 1983 would have to meet the new language.

Senator Regan asked Mr. Cain if he had no objections to the
Life Insurance. She asked if that is correct. She then said
to Senator Anderson that you don't need to know about this if
you are dead.

Senator Anderson said that there are a number of states that
have enacted simplified language into their policies. 1In regard
to a question as to what other states have done this, he said
that on Casualty, there are many, including Arizona and Delaware.

Senator Regan asked if the 401 standard is used by all the rest
of these, or woule you be happy at sixth to eighth grade level?

Senator Goodover commented that he proposed this same type of

a bill in 1975, and I was assured by the insurance people that
there was no need to do this because they were going to do it;
now they want a bill to do this. He asked Senator Anderson if

he had done a readability test on page five, line four.
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Senator Anderson replied that this is intent-income language.

Senator Hazelbaker told Valencia Lane that he 1is in the

Fire and Casualty business. He said that the industry itself

has come down with what they call "plain language" on automobiles,
homeowners and fire insurance policies. He said that this is

a matter of vocabulary. He asked if this is a common thing, and
Valencia Lane replied that some of the companies are doing this.
She said that she doesn't know which of them are doing it, or

if they are doing it because the states ‘that they are in

require it. There is nothing in the Code to prohibit the use

of plain language.

Senator Dover asked Valencia how many policies they will have to
review to apply this Flesch Test.

At this time Senator Hazelbaker closed the Hearing on Senate
Bill 333.

Senator Ryan then presented an Amendment to the Bill. (Please
see attached copy.)

Senator Lee moved "Do Pass". Motion carried. (At this time

Senators Regan, Dover and Boylan had had to leave to attend
another Committee meeting. Therefore, the Committee members
remaining were: Senator Hazelbaker, Senator Goodover, Senator
Lee, Senator Blaylock and Senator Kolstad.)

On Senate Bill 249 Senators Kolstad, Goodover, Hazelbaker and
Lee voted "aye". Senator Blaylock voted "no". The Motion
carried.

There being no further business, Senator Hazelbaker adjourned
the meeting.

{//’/// A/J»/

FRANK W. HAZELBAKER
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COMMITTEE

BUSINESS and INDUSTRY
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NAME PRESENT ABSENT EXCUSED
Goodover, Pat - Vice Chairman X
Hazelbaker, Frank - Chairman X
Blaylock, Chet X
Boylan, Paul X
bover, BHarold X
Kolstad, Allen X
Lee, Gary b ¢
Regan, Pat X

Each day attach to minutes.
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SB 331 is a model bill drafted by the N.A.I.C. The act is to provide for
the issuance of variable life and annuity contracts and enable the Insurance
Commissioner to establish certain guidelines for the regulation of such
products.

Similar legislation was defeated in the last session. However, since that
time, the Department has taken a different view of variable products. We
fecl that because of the circumstances such as inflation and higher interest
rates, that we should not deprive people who are interested in this product
ot the opportunity to purchase it.

It is my understanding that Montana, Hawail and the District of Columbia

.are the only jurisdictions that have not approved these products. SB 331

is similar to the legislation enacted in other states. In addition, to

this legislation, the Insurance Department intends to enact extensive
regulations, based on NAIC models to give us the ability to effectively

control all aspects of the insurance product in order to protect the -
interests of Montana residents.

There are other reasons why the Insurance Department is interested in
having this legislation passed. Since 1967, under the direction of a
former Chief Deputy, the Insurance Department has allowed the sale of
variable annuities in Montana. This was allowed under the general insur-
ance laws that‘a life insurer to sell life insurance and annuities. It has
since come to our attention that our approval of such sales may not have
actually been permissable under present law.

In the last year or so, the Insurance Commissioner has been involved in a
joint study commission made up of insurance commissioners and securities
commissioners which has been studying the problem o6 variable products.

The general consensus is that variable products are securities and subject
to the regulation by the state securities commissioners. However, the
study commission recognizes the expertise of the 1nsuranceﬂproducts and
recommends that the regulation of variable products be undertaken by the
state insurance commissioners. This bill, plus a bill introduced by the
securities department exempting variable annuities from the state securities
code, will permit the insurance department to take effective control over
these products in Montana.

rz/w‘u “

In the future, any agent selling variable products will have to be licensed
as an insurance agent, a variable annuity agent, and as a securities dealer —-
they will have to take exams in both fields.

In conclusion, we feel that we should allow the use of iﬂhovative products
in Montana; 1if the public wants to buy these products, they should have
that opportunity. This bill and regulations adopted pursuant to it will
allow the Insurance Commissioner to take effective control over the sale of
these products in Montana. We urge you to give this bill a Do Pass
Recommendation.

Thank you.
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SB 333 is a molel bill drafted by the NAIC. The purpose of this act is
to require the use of simplified language in the life and disability
insurance poli:ies and forms,

It applies to 1ll insurance companies and organizations selling life and
disability insirance in Montana.

The main part 5f the bill is Found in Section 5, starting on Page 4. It
requires that 31l policies meet a certain level of readibility based on
a "score" dete-mined by the application of a Flesch reading ease test.

The practical »oints of a Flesch test is explained beginning on Page 5,
Line 4. The wirds, sentences, and number of syllables are counted and
multiplied by 1 certain factor to obtain a score. A policy must achieve
a minimm scor: of 40 to be used in Montana.

The bill also rovides that the Commissioner can approve other, comparable
tests, and can approve forms with a lower score in certain circumsrzsnces.

The effective (date of the act is 1983, which is based on the model act.
The Insurance Nepartment would not object to an earlier effective date.
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February 11, 1981

SENATE STANDING COMMITTEE REPORT
(Business and Industry)

That Senate Bill No. 333 be amended as follows:

l. Page 8, line 6.
Following: "“approved"
Insert: "by the commissioner”




STANDING COMMITTEE REPCRT

Pebruary 11 21
.................................................................... 19. .
PRESIDEN
MR, s B TOEET
We, your committee on ﬁusmessandmauStry ..........................................................................................
o
having had under consideration Senate ......................... B U U UORRRPINt Bill NoZ42. ...
c IS 2
Respectfully report as follows: That.......... O e e Bill No=t ..

se amanded as follows:

1. Page 1, line 12.
rollowing: Tthe"
Strike: Ykeg or"

2. Page 1, line 18.
Focllowing: *of the®
Strire: "keg or”®

3. Page 1, line 13.
Following: "If a*
Strike: remainder of line 19

4. Paye l, lines 20 and 21.
Following Ymay,®
Strike: remainder of line 20 through "keg,” in line 21.

DO PASS

TATE PUB. CO. Chairman.

Hejena, Mont.,



- Businzes and In

5. Page 1, lin
Pollowing: “pe

Strike: "1 yea:

-Ingert: "30 da

6. Page 2, 1lin:

Following: “pe

ustry Comnraittee--SB £245 Page 2

25.
‘104 of*"

'8

4.
‘sonnel?

Insert: “and m.nors are present”

And, as so anended, DO _PASS,

STATE PUB. CO.
Heiena, Mont,

R e

Chairman.



STANDING COMMITTEE REPORT .. = .-

o :::w"‘.t*;'m E .

Febhruary 1Y ... 198Y

MR, oo s B LDENT i

We, your committee on........... ovsbon .

BUSINE 38 AND INDUSTRY

having had under consideration .......

Respectfully report as follows: That

DO PASS

;/@

STATE PUB. CO.
Helena, Mont.




STANDING COMMITT=E REPORT

FPabruary 11 ,E1

Y = Sivbvaniutoutestoste s OTUSV U O

BUSINEES AND ILIDUSTRY

We, your committee on

bt F Lash
having had under consideration s i T Bill Ne333...........
SENATT
AT Bill No23 3.

Respectfully report as foliows: That
b2 amended as follows:

1. Page 3, line <.
Follewing: "approvegd”®
Inscrt: "by the coamissioner

it

And, as so amended,

DO PASS s
~DOPASS

Chairman.

STATE PUB. CO.
Helena, Mont,



SENATE COMMITTEE Business and Industry

Date 2"11_

81

Bill No. 249

Time 11:20 a.m.

Senator

Goocdover

Senator

Hazelbaker

Senator

Kolstad

Senator

Blaylock

Senator

Lee

Secretary

Chaiman

Motion: Senator Lee moved the Amendments.

Senator Kolstad moved the Bill as amended.

Senate Bill 249 - DO PASS AS AMENDED

(include enough information on motion——put with yellow copy of
camittee report.)



SENATE COMMITTEE Busines : and Industry

Date 2-11-81 Bill No. 299 Time 11:30 a.m.
NAME YES NO
Senator Goodover X
Senator Hazelbaker X
Senator Blaylock b 4
Senator Lee X
Senator Kolstad X
Secretary Chairman

Motion: Senate Bill 299.

"Do Pass" moved by Senator Lee.

Senate Bill 299 - DO PASS - unanimous.

(include enough information on motion—put with yellow copy of
camittee report.)



SENATE COMMITTEE BUSINESS AND INDUSTRY

Date 2-11-81 Bill No. 331 Time 11:35 a.m.
NAME YES NO
Senator Goodover X
Senator Hazelbaker X
Senator Lee X
Senator Blaylock X
Senator Kolstad X
Secretary Chairman

Motion: Senator Lee moved the Amendments.

Senator Kolstad moved the Bill as amended.

Senate Bill 331 - DO PASS AS AMENDED.

(include enough information on motion—put with yellow copy of
comittee report.)





