HOUSE BILL NO, 571

Introduced: 01/29/83

Referred to Committee on Business & Industry: 01/29/83
Hearing: 2/8/83
Report: 02/08/83, Do Pass

2nd Reading: 02/10/83, Do Pass
3rd Reading: 02/12/83, Do Pass

Transmitted to Senate: 02/12/83

Referred to Committee on Business & Industry: 2/12/83
Hearing: 3/11/82
Report: 03/19/83, Be Not Concurred In. Report Adopted.
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INTRDDUCED BY Y arw

A BILL FOR AN ACT ENTITLED: ™AN. ACT TO PROVIDE FOR THE
REGULATION OF INTEREST RATES ON LIFE INSURANCE POLICY LODANS;

AMENDING SECTIDN 33-20-112s KCA."

BE IT ENACTYED BY THE LEGISLATURE OF THE STATE OF MONTANA:Z

MNEH SECTIONs Section le Purposes The purpose of
[sections L through 4] is to permit and set guidelines for
life insurers to include in life insurance policies issued
after Dctober 1y 1983y a provision for periodic adjustment
of policy loan interest ratese

NEW SECTION, Section 2. Exclusions from applicatione
The provisions of {sections 1 through 43 do not apply to:

{1} term policies;

{2) term insurance benafits provided by rider or
supplemental policy provisions; or

{3) industrial Vife insurance policies except as
provided in 33-20-112a«

NEW SECTIQNs Section 3. “Published monthly average®
defineda For “purposes of {[sections 1 through 4]y the
®published monthly average®™ means?

{1) HMoody®s corporate bond yield average—monthly

aver age corporatesy as published by Hoody®s idnvestors
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(2) in the event that MHoody*'s corporate bond vyield
averagé-—nonthir average corporates §s no longer publisheds
a substantially similar averages establishad by rule of the
COMMissiIonere

NEMW _SECYION, Section 4. Interest rates on life
insurance policy loanse (1) Life insurance policies issuad
on or after Octcber ls 1983, may have a provision permi tting
policy loan interest rates as follows:

{a) a3 maximum interest rate of not more than BX a
yeaurj or

(b) an adjustable maximum interest rate established
from time to time by the 1life Insurer as permitted by
[sections 1 through 4]

£2) The rate of interest charged on a policy loan made
under subsection {(1){b) may not exceed the greater of:

(a) the published monthly average for the caleadar
month ending 2 months before the date on which the rate is
determined; or

{b)y the rate used to compute the cash surrender values
under the policy during the applicable period plus 1X a
yeuara

(3) If the wmaximum rate of - interest is determined
pursuant to subsection (1){b)s the policy mnust contain a

provision setting forth the frequency at which the rate is
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to be determined for that policy.

(4) The maximum rate for each policy wmust be
determined at regqular intervals at least once every 12
monthsy but not more frequently than once in any 3-month
periode At the intervals specified in the policyy the rate
being charged:

{a) may be increased whenever an increase as
determined under subsection (2) would increase the rate by
0+5% or more a year;

(b} must be reduced whenever a reduction as deterwmined
under subsdction {(2) would decrease the rate 0.5% or mora a
year.

(5) *The lifé insurer shall:

{3y nutify: a3 policyholder of the initial .rate of
interest on the Ican at the time a cash loan is made;

{b) notify a policyholders with respect to premiun
loansy of the initial rate of interest on the loan as soon
as practical after making the initial loans Notice nead not
be given to the policyholder when a further premium 1oan is
addeds except as provided in subsection (5)(c).

{c) send to policyholders with Joans reasonable
advance notice of any increase Iin the rate; and

{d) include in the notices required by this subsection
the sSubstance of subsection {1) and the frequency of rate

deterwinations as provided in subsection (3).
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{6} The policy may provide that if interest on any'
indebtedness iS5 not paid when duey the interest will be
added to the existing indebtedness and will bear interest at
the same rate as the indebtednesss

{7} The Yoan vatue of the policy must be determined in
accordance with the provisions of 33-20-109y but 0o policy
m2y be tersiinated in a policy year solely as a result of a
change in the interest rate during that policy yeare« The
life insurer shall -maintain coverage during that policy year
until  the time at which the policy would otherwise have
terminatéd if there had been no interest rate change during
that peolicy yeare

{8) For purposas ~ of this sections the follawing
provisions apply:

(a) The term “policy loan™ ¥ncludes any premium loaa
made under a policy to pay one or more premiums that were
not paid to the life insurer as they became dues The rate of
interest on policy loans permitted under this section
includes the iInterest rate charged on reinstatesent of
policy loans for the period during and after the lapse of a
policys.

(b} The term "policyholder® includes the owner of the
policy or the person designated to pay premiums as shown on
the records of the life insurers

{c} The term "policy® includes certificates issued by

—t
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a fraternal :benefit society and annuity contracts -+that
provide for policy loanse.

(9) No other provision of law applies to policy loan
interest rates untess it is made specifically applicable to
such rates. -

Section 5. Section 33-20-112y MCAs is amended to read:

*33~-20-112. Reinstatement. There shall be a provision
that the polticy will be reinstated at any time within 3
yearé. or 2 years in the case of industrial life iosurance
policiesy from the date of premium default wupon written
application - therefory the production of evidence of
insurability satisfactory to the insurar, the payment 6f all
premivms in arrearss and the payment or reinstatement of any
other indebtedness to the insurer upon the policys a3t with
inﬁerest nn_ﬁll_p;gllnns_jn_a;;gggs at a rate not exceeding
6% par annum compounded annually and with _ipterest _oa . aay
- | y ided in [ . 1_tt I
43y unlesss

(1) the policy has been surrendered for its cash
surrender value;

{2) its cash surrender value has been exhausted; or

{3) the paid-up term insurances if anys has expirede”

NEM_SECYI0ON. Section 6. Codificatian instructione
Sections 1 through 4 are intended to be codified as an
integral part of TitVe 33y chapter 20.

-End—~
-
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Approved by Committee
on Business and Industry
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INTROWKED BY

A BILL FOR AN ACT ENTITLED: ™AN ACT TO PROVIDE FOR THE
REGULATION OF INTEREST RATES ON LIFE INSURANCE POLICY LOANS;

AMENDING SECTION 33-20-112s MCA."

BE 1T ENACTED BY THE LEGISLATURE DF THE STATE OF MONTANA:

MNEM SECTIONe Section 1. Purposees The purpose of
[sections 1 through 4] is to permit and set guidelines for
1ife insurers to include in life insurance policies issued
aftser October 1y 1983y a provision for periodic adjustment
of policy loan interest ratess

NEM _SELTIONS Section 2« Exclusions  from applicatione
The provisions of {sections i through 4] do not apply to:

(1} term policies;

{2) term insurance bemefits provided by rider or
supplemental poticy provisions; or

{3} industrial 1ife insurance policies except as
provided in 33-20-112.

NEY SECTIQH. Section 3. “published monthly average®
defineds For purposes of [sections 1 through 4]y the
"published wmonthly average® means:

(1) Moody®s corporate bond yield average—monthly

aver age corporatesy as published by HMoody®*s investors
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(2) in the event that Moody®s corporate bond yield
average—mwonthly average corporates is no longer publishede
a substantially similar averages established by rule of the
COMRESELONET » 7

NEM _SECTION, Section 4. Interest rates on life
insurance policy loapnss (1) Life insurance policies issuad
on or after October ly 1983¢ may have a provision permitting
policy loan interest rates as follows:

{a) a maximum Iinterest rate of pot wore than B a
year; or

(D) an adjustable maximum interest vrate established
from time to +time by the life insurer as permitted by
[sections 1 through 4}a

{2y The rate of interest charged on a policy loan made
under subsection (l){b) may not exceed the greater of:

{a) the published amonthly average for the calendar
month ending 2 months before the date on which the rate is
determined; or

{b) the rate used to compute the cash surrender values
under the policy during the applicable period plus 121X a
YCeare

£{3) If the maximum rate of  interest is determined
pursuant to subsection (1){b)+» the policy waust contain a

provision setting forth the frequency at which the rate is
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to be determined for that policy.

{4y The maximum rate for each policy must be
determined at regular intervals at 1least once every 12
months, but not more frequaently tham once in any 3-month
periode At the intervals specified in the policys the rate
being charged:

(a) wmay be increased whenever an increase as
determinad under ‘subsection (2} would increase the rate by
0+5% Oor more a year;

{b} wust be reduced whenever a reduction as determined
under subsdction (2) would decrease the rate 0.5% or more 2
yeare

(5) The life insurer shall:

(3) notify a policyholder: of the initial rate of
intevest on the lcan at the time 3 cash loan is made;

(b) notify a policyholders with respect to premsium
Joansy of the iinitial rate of interest on the loan as soon
as practical after making the initial loans Notice need not
be given to the policyholder when a further presmium loan is
addedy except as provided in subsection {(5)(cC)s

{c) send to -policyholders with Toans reasonable
advance notice of any increase in the rate; and

{d) ‘include in tha notices required by this subsection
the substance of subsection (1) and the fraquency of rate

detersinations as provided in subsection (3).
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(6} The poticy may provide that if interest on any
indebtedness is not paid when dues the interest will be
added to the existing indebtedness and will bear interest at
the same rate as the indebtedness.

{7} The loan value of the policy must be determineo in
accordance with the provisions ef 33-20-109y but no policy
way be terminated in a policy year sclely as a result of a
change in the interest rate during that policy years The
1ife insurer shall waintain coverage during that policy year
until the time at which the policy would otherwise have
terminatéd If there had been no interest rate change during
that policy yeare.

{8) For purposes - of thls sections the following
provisions apply:

{a} The term "policy loan®™ includes any premium loan
made under "a policy to pay one or more premiums that were
not paid to the life insurer as they became due. The rate of
interest on policy loans permitted under this section
includes the interest ratdé charged on reinstatement of
policy toans for the period during and after the lapse of a
policye

{b) The term ®policyholder* includes the owner of the
poticy or the person designated to pay preamiums as shown on
the records of the l1ife insurera

{c} The term ®policy® includes certificates issued by

-4
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a frateérnal :benefit society and annuity contracts <that
provide for policy Toans.

(%) No ‘other ‘provision of 1aw applies to policy loan
interest rates untess it is made specifically applicable to
such ratesas

Section 5. Section 33-20-112, MCAs is amended to read:

"33-20-112. Reinstatementa There shall be a provision

that the policy will be reinstated at any time within 3

yearses oFf 2 years in the case of industrial tife insurance
policiesy from the date of premiug default wupon written
application therefaors ° the production of evidence of
insurability satisfactory to the insurery the paywent of all
premiuas in arvearse and the payment -or reinstatement of any
other indebtedness to the insurer upon the policys a¥#¥ with
interest on all premiums jo arrears at a rate not exceeding
6% pa¢ annum compounded annually gnd with _ipterest on  any
indet ) " . l id in [ Li 1 gt !
%3y unlesss:

{1}y the policy has been surrendered for its cash
surrender value;

{2) its cash surrender value has been exhausted; or

{3} the paid-up term insurancey if anyy hos expirede™

NEHW _SECYTIONe Section 6. Codification instructione.
Sections 1 through 4 are intended to be codlfied as an
integral part of Yitle 33y chapter 20.

-End-
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INTRODULED BY

A BILL FOR AN ACT ENTITLED: “AN. ACY TO PROVIDE. FOR THE
REGULATION OF INTEREST RATES DN LIFE INSURANLE POLICY LOANS:

AMENDING SECTION 33-20-112y MCAL™

BE 1T ENACYED BY THE LEGISLATURE OF THE STATE OF HONTANA:

NEM SECTIONy Section l. Purposes The purpase of
[sections 1 through 4] is to permit and set guidelines for
Yife insurers ‘to include in life insurance policies issued
aftar pctober 1ls 1983, a provision for periodic adjustsent
of policy loan interest ratese.

NEH SECTION, Section 2.  Exclusions - from applicatione
The provisions of [sections 1 through 4] do not apply to:

{1) terwm policies;

(2) term ‘insurance benefits provided by Trider or
suppliemental policy provisions; or

{3) industriat life iInsurance policies except as
provided In 33-20~112.

NEW SELTIONS Section 3. "“published monthly average®™
defined« For Ppurposes of ([sections 1 through 4]+ the
"publishaed monthly average® means:

{1} Moody's corporate bond yield aver age—monthly

aver age corporatess as published by Moody®s investors
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servicey incCe; or

(2) in the event that Moody*s corporate bond yield
average—monthly average corporates is no longer publisheds
a substantially similar averagaee established by rula of the
commissioners

MNEM SECTIONe Section 4s Interest rates on life
insurance policy loanse (1) Life insurance policies issuad
on or after October 1ls 1983y may have a provision permitting
policy loan interest ratas as follows:

{a) a maximum ‘interest rate of not wore than 8% a
yeari or

{b) an adjustable maximum interest rate established
from time to time by the 1life Iasurer as permitted by
[sections 1 throuwgh 4].

{2) The rate of interest charged on a policy loan made
under subsection (1)(b) way not axceed the greater of:

(a) the published monthly average for tha calendar
month ending 2 months before the date on which the rate is
determined; or

{b) the rate used t0 compute the cash surrender values
under the pelicy during the applicable period plus 1X a
yeare

(3) If the maximum rate of interest is determined
pursuant to subsection (1)(b)y the policy must contain 2a

provision setting forth the frequency at which the rate is
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to be determined for that pelicy.
{4) The maximum rate for each policy musSt be
determined at regular intervals at least once every 12

monthsy but not more frequently than once in any 3-ponth

period, At the intervals specified in the policysy the rate

being charged:

{a) may be increased whenever an increase as
determined under 'subsection {2) would increase the rate by
05X or mare a year;

{b)} must be vreduced whenever a reduction as determined
under subsection (2) would decrease the rate 0.5 or more a3
year.

{5) The life insurer shall:

{(3) notify a policyholder: of the initial .rate of
interest on the loan at the time a cash loan is made;

{b) notify a policyholdery with respect to preaium
loansy of the dnitial rate of interest on the loan as soon
as practical after making the initial loan. Notice need not
be given to the policyholder when a further premium loan is
addeds except as provided in subsection (5)(cC)e

{c} send to policyholders with loans reasonable
advance notice of any Increase in the rate; and

(dy include in tha notices’ raguired by this subsection
the substance of subsection (1) and the frequency of rate

determinations ‘as provided in subsection (3).
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{6) The policy may provide that &f interest on any
indebtedness Is not paid when dues the interest will be
added to the existing indebtedness and will bear interest at
the same rate as the indebtedness.

(T) The loan value of the policy must be determined in
accordance with the provisions ‘of 33-20-109y but no policy
may be terwinated in a policy year solely as a result of a
change in the -interest rate during that policy year. The
life insurer sha)l maintain coverage during that policy year
until the time at which the policy would otherwise have
terminatdd If there had been no interest rate change during
that policy years

(83) For purposes . of this sections the following
provisions apply:

fa) The term "policy loan® -fncludes any premium 1locan
made under "8 policy to pay onhe or more premiuas that were
not paid to the life insurer as they becamse dues The rate of
interest on peolicy loans ‘permitted under this section
includes the interest vate charged on reinstatement of
policy loans for the period during and after the lapse of @
policy.

tb} The term "policyholder* includes the owner of the
policy or the person designated tv pay promiums as shown on
the records of the Tife insurers

{c) Tha term "policy® includes certificates issued by

—4m



- o w £ W N e

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

LC 0790701

a fratdrnal :benefit society and anmuity contracts that
provide for policy loanse

(9} No -other provision of ‘1aw applies to policy loan
interest rates untess It ‘is made specifically applicable to
such rates.

Section 5. Section 33-20-112+ MCAs is amended tO read:

"33-20-112. Reinstatements There shall ‘be a provision
that the policy wilY be reinstated at any time within 3
yearsy or 2 years in the case of industria¥ life fasurance
policiess from the date of premium default upon wuwritten
appglication therefors the production of evidence of
insurapility satisfactory to the insurery the payment of all
preniums in arrearsy and the payment -or reinstatement of any
other indebtedness to the insurer upon the policyy sl with
interest gpn 2ll premiums jo arrgars at a rate not exceeding
6% par annum compounded annuvally apd with _interest o agy
ind ; ¢ . : ided in [aections I through
%)y unlesss

{1y the peolicy has been surrendered for its cash
survrender value;

(2) its cash surrende; value has been exhaustedi or

{(3) the paid-up term inswrances if anys hos expired.™

NEM SECI10Ne Sectiaon 8, Codification - instructione
Sections 1 through 4 are intended to be codified as an
integral part of Title 333 chapter 20e

-End~
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