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[‘.LQ"_"A BILL NO. _-_S_—Ll s
INTRODUCED BY KlB°\"‘*'s '/34‘ ‘{}fd/f&/f%

Vad

A BILL FOR AN ACT ENTITLED: “AN ACT TO AMEND THE MONTANA
INSURANCE CODE STANDARD VALUATION LANW; AMENDING SECTIDNS

33-2-523 THROUGH 33-2-526s MCA."™

BEF YT ENACTED B8Y THE LEGISLATURE OF THE STATE OF MUNTANA:
Section l. Section 33-2-523y MCAy is amended to reaa:
*331-2-523, Contracts on or after the operative date of

33-26-213 -- vatuationas (1) This section shall apply to only

those policies and contracts issued on or after the

operative date of 33-20-213y except as otherwise provided in

33-2-524 for aroup annuity and pure endowment contracts

issued prior to that date.

(2} Except as otherwise provided in 33-2-524 ang
33-2=-52%9+ the wipimum standard for the valuation of all such
polticias and contracts shall be the commissioner®s reserve
valuation methods aefined in 33-2-52% and 32-2-526(3}« 5%
interest far qraup annuity and pure endowment contracts and
3 1s2% interest for all other such palicies and contracts or
in the case of policies and contracts, other than annuity
ana pure endowment contractsy issued on or after March 17e
1973, &% interest for such policies issued prior to July 1,

1979y and 4 1,2% interest for such policies issued on or
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after July 1y 19279y and the following tables:

{a) for all ordinary policies of life insurance issued
on the standard basise excluding any disability and
accidental death benefits in such policiess the
cammissioner®s 1941 standard ordinary mertality table:

1i) for such policies issued prior to the operative
date of 33-20~206+ as amendeds and the commissioner®s 1958
standard ordinary mortality table for such policies issued
on or after that operative date byt privr.to__the gperative
date.  of [section 81y except that for any category of such
policies issued on female risksy modified net premiums and
present valuesy referred to in 33-2-52% and 33-2-526&6+ may pe
calculatedy 3t the option of the insurer witn the approval
of the commissionery according to an age younger than the
actual age of the insured; or

Liil_for such policies issued on or after the operatjve
date.of [sectjon 8]z

fA)__the_ .  copmissionecls. 1980 .. staodard. ..ordinary
portality _tahles

1B)__at_the election of the company for any ope or more
specified plans of life insurances the compissionsr®s 1260
stangard _ _ordioary__mortality tabple with lU-yecar selecs
mortality factorsi.or

1C) _ony ordinary mortoality table adopted afver 1380 uy
the national association.of insurance coamissjoners that _is
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approved Dy the cemmissiopgr by rule for use in determiniog
the pinimum_staodard of valuation for such_pclicies;

(b) for all ingdustrial tife insurance policies issued
on the standard basise excluding any disability and
accidental death benefits in such pcliciess the 1941
standard industrial mortality table for such policies issued
prior to the operative date of 33-20-207y as amendedy and
the-commiasionerty—ty5i-standard-industriat-mortatlity——tebte
for such policies issued on or after that operative date the
comnissioper®s 1961 standard industrial mortality table or
any_jindustrial mortality table adopted after 1930 by Lpe
natigpnal.. asseciation of insyrance cowmissiopers _tbat is
approved by the commissioner by rule_for use in  deterpining
the_ainioue_standard of waluation for such poligies:

{c) for individual annuity and pure endowment
contractse excluaing any disability and accideatal death
benafits in such policiesy the 1937 standard annuity
mortality table ory at the option of the insurery the

annuity mortality table for 194%s wultimatey or any

modi fication of either of these tables approved by the,

commissioner;

(d) for group annuity and pure endowment contractss
excluding any disability and accidental death benefits in
such peliciesy the group annuity mortality table for 1951,

any modification of such table approved hy the commissioners
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ory 3t the option 6f the insurersy any of the tables or
modi Fications of tables specified for individual annuity and
pure endowment contracts;

{2} {i) for total and permanent disanility benefits in
or supplementary to ordinary policies or contracts:

(A) for policies or contracts issued on or after
January ls 1966+ the tables of period 2 disablement rates
and the 1930 to 1950 termination rates of the 1952
disability study of the society of actuariesy with due
regard to the type of benefita or_aoy tables ¢f disablement
rates_and. termjnation rates _Jdopted after 1980 Ly  tne
ua;inna1_"asﬁﬂnia&lnn__nt_;iniuzansﬂ__spnmiiﬁinngxs_;hnh_ang
approved.by the commissioner by rule for use ia. _detgrmining
the minisuad skandard of valuation for such pelicies;

(B) for policies or contracts issued on or after
January 1y 196ls and prior to January ly 1966y either such
tables ory at the option of the insurery the class 3
disability table (1926); and

(€)Y for policies issued prior to January 1, 196ls the
class 3‘disaai!ity table (1926)%

(ii) any such table shalls for active tivess oe
combined with a mortality table permitted for calculating
the reserves for life insurance palicies;

(fy (i) for accCidental death benefits in Gr

supplementary to policiess

-y -
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(Aa) for policies issued on or after January 1l» 1964,
the 1959 accidental death benefits table or apy accidental
death bepefits table adopted _aftec 1280 by the national
association _of insurance commissioners that is approved DY
the_commissiongr by rule for Wse in detereiniog the minimum
standard of wvaluation for such policies;

{8) for policies issued on or after January le 1961,
and prior to lanuary ly 19664 either such table ory at the
option of the insurery the intercompany double indamnity
mortality tabple; and

(¢) for policies issued prior to January 1ls 1951 the
int2rcompany double indemnity mortality table;

{ii) either table shall be combined with a mortality
table permittad for calculating the reserves for life
insurance policies;

{g) for group life insurancey life insuyrance issuea on
the substandard basis and other special benefitss such
tables as may be approved py the commissioner.”

Section 2., Section 33-2-524y MCAy is amended to reau:s

"33-2-524. Individual and group annuity and pure
endownent contracts -- valuation, (1) Fhe £xcept _as provided
in [ section_ 3]s the minimum standard faor the valuation of
all individual annuity and pure endowment contracts issued
on or after the operative date of this scctions as defined

hereins and for all apndities and pure endowmants purchased
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on or after that operative dates under group annuity and
pure endowment contracts is the commissioner®s reserve
valuation methods defined in 33-2-525 and the " following
tables and interest rates:

(a) for individuat annuity and pure endowment
contracts issued prior to Julty 1y 1979¢ excluding any
Jdisability and accidental death benefits in such contractssy
the 1971 individual annuity mortality table or any
modi fication of this table approved by the commissioner and
6% interest for single premium immediate annuity contracts
and 4% interest for all other individual annuity and pure
endowment contracts;

{by for individual single premium immediate annuity
coptracts issued on or after July L 1979y excluding any
disability and accidental death benefits in such contracts,
che 1971 individual annuity mortality table o _any
individual annujty mortality.table adopted after 1380 Ry the
patienal _association _of insuraonce  commissioners ihak__is
approved Dy the commissicner by rule for use in determiniag
tha_minimum_standard_of yvaluation for such cootracts or any
modi fication of this--tabde Such tables approved by the
commissicner and 7 1/2% interest;

[c) for individual annuity and pure endowment
contracts issued on or after July 1ls 1379y other than sinqgle

premiuan immediate annuity contractss excluding any

-5=-



10
1
12
13
14
15
16
17

18

19

20
21
22
23
24

25

LC 0TBB/UL

disabitity and accidental death benefits in such contractse
the 1571 individual annuity mortality table gQor__d0y
individual aopuity mortality table adopted after 1930 oy the
national assocjation. of _insurdnce_ _Compissioners_..that _is
approved Ly the commissioner_ by rule for use io daterminiog
the miojinum standard of yvaluvatiop for such contracts or any
modi fication of this--tabde such _tables approved by the
commissioner and 5 1/2% interest for single premium deferred
annuity and pure endowment contracts and 4 1/2% interest for
all other such individual! annuity and pure endowment
contracts;

{d) for all annuities and pure endowments purchased
prior to July 1ls 1979 under group annuity and pure
endowment contractss excluding any disability and accidental
death benefits purchased under such contractsy the 1971
group annuity mortality table or any modification of the
table approved by the commissioner and 6% intevest;

{e} for all annuities and pure endowments purchased on
or after July 1y 1973¢ wunder qgroup annuity and pure
endowment contractse excluding any disability and accidental
deatn benefits purchased under such contractse the 1971
group annuity mortaltity table or any group aonyjty mortality
table _adopted after. 1980 by the patioeal association ef
ipsyrance commissienecs that _is_approyed by the copmissipner
by.rule_for usg_ _in__determining _the. minimum__standard. of
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¥aluation . for such aonuities._and_ _pure endowments or any
modi fication of this-—tabte 3ych _tables approved by the
commissioner and T 1/2% interest.

{2y After March 17y 1973y any insurer may file with
the commissioner a written notice of its election to comply
with the provisions of subsection (1) after a specified date
before January le 1979y which shall be the operative date of
subsection (1) for such insurere. AN insurer may elect a
different cperative date for individual anauity and pure
endowment contracts from that elected for group annuity and
pure endowment contractse If an insurer makes no such
electiony the operative date of this section for such
insurer shall be January ly 197%.%

NEW _SECTIONS. Section 3. Interest rates -
determination of minimum standard valuation, {1) The
calendar year statutory wvaluation interest rates as
established in this section must be used in determining the
minimum standard for the valuation of:

(a)} all life insurance policies issued in a particular
calendar year on or after the operative date of [section d];

{b) amnl individual annuity and pure endowment
contracts Jissued in a particular calendar year on or after
January ls 19843

{c) all annuities and pure endowments purchased in a

particular calendar year on or after January ls 1934, under

-8=
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group annuity and pure endowmant contractsi and

{d) the net increasey if anys in a particular calendar
year after January ls 1984+ in amounts held under guarantead
interest contractsa

{2) eExcept as provided in subsection (3)s the calendar
year statutory valuation interest rates are determined as
follows and the results rounded to the nearer l/% of 1%y
when Rl is the lesser of R and 0%y R2 is the greater of R
and «0%¢ R i5 the reference interest rate established in
{section S]s and W is the weighting factor established in
[section 4]:

(a) for life insurance:

Interest rate = 403 + W(R1 - 03} + (Ws2)(R2 — 09};

(by for single—premium immediate annuities and for
annuity benefits involving life contingencies arising from
other annuities with cash settlement options and from
quaranteed interest contracts with cash settlement options:

Interest rate = 403 + W(R = 03}

(c) for other annuities with:

{i) cash settlement options and guaranteed interest
contracts with cash settlement optionse valued on an issue
year basise axcept as stated in subsection (2)(b}s the
formula for 1ife insurance stated in subsection (2)(a)
applies to annuities and guaranteed interest contracts with

guarantee durations in excess of 10 years and the formula
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for single-premium immediate annuities stated in subsection
{2)(p) applies to annuities and guaranteed interest
contracts with guarantee durations of 10 years or less;

{ii) no cash settlement options and for guaranteed
Interest contracts with no cash settlement optionsy the
formula for single-premium immediate annuities stated in
subsection (2)(b) applies; and

(iii) cash settlement options and guaranteed interest
contracts with cash settlement options valued on a
change-in-fund basise the formula for single-premium
immediate annuities stated in subsection (2)(b) applieses

{3) If the calendar year statutory valuation interest
rate for any life insurance policies issued in any calendar
year differs from the corresponding actual rate for similar
policies issued in the immediately preceding calendar year
by less than 1/2 of 1%y the calendar year statutory
valuation interest rate for such life insurance policies is
equal to the corresponding actual rate for the immediately
preceding calendar year. For purposes of this subsections
the calendar year statutory valuation interest rate for life
insurance peoelicies issued in a calendar year must be
determined for 1980 (using the reference interest rate
defined for 1979) and must be determined for each subsequent
calandar year regardless of when [section 8] becomes

operatives.

-10-
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NEW _SECTIQN. Secticon 4. Interest rate weighting 1 valued on an issue year basis:

factor, (1) The weighting Factors referred ta in the 2 Guarantee reighting Factor

formulas stated in [section 3] are as followss 3 Ouration in Far Plan Type
{a) {i) for life insurance: 4 Years A B c
Guarantec ' 5 5 or less «90 o6 30
Duration in Weighting 6 More than 5 but not more than 10 «15 «60 -5U
Years factors T More than 10 but not more than 20 +65 «50 45
10 or less 50 8 More than 20 45 35 «35
Mare than L0 but not more than 20 %5 9 Plan Type
More than 20 «35 10 tii) A B c
{ii) for life insurancey the guarantee duration is the 11 for annuities and quaranteed interest

maximum nuaber of years the life insurance can remain in 12 contracts valued on a change-in-fund

force on a basis guaranteed in the policy or wunder options 13 basisy the factors shown in

to convert to plans of life insurance with premium rates or 14 subsection (1){c){i) increased by: »1l5 25 «05

nonforfeiture valuess or baths that are aquaranteed in the 15 Plan Type

original policy; 1& (1ii) A B C
(L) «8BD for Single premium immediate annuities and for 7 for annuities and guaranteed interest

annuity benefits involving life contingencies arising from 18 contracts valued on an issue year

other annuities with cash settlement aptions and guaranteed 19 basis (other than those with no cash

interest contracts with cash settlement options; 20 settlement aptions) thai do not
(c} for other annuities and for guaranteed interest 21 guarantee interest on considerations

cont.ractsy except as stated in subsectian (l){b)es+ according 22 received more than 1 year after issue

to the guarantee duration established in subsection (2) and 23 or purchase and for annuities and

the type of plan established in subsection (3): 24 quaranteed interest contracts vatued
(i) for annuities and gquaranteed interast contracts 25 on a change-in-fund basis that do not

-11- 12~
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quarantee interest rates on

considerations received more than 12

months beyond the waluation dates the

factors set forth in subsection

{l){c)(i) or derived in subsection

{1){c)(ii) increased by: =05 «0S <05

{2) Ffor oather annuities with cash settlement options
and guaranteed interest contracts with cash settlement
optionsy the guarantee duration is the number aof years for
which the contract guarantees interest rates in excess of
the calendar year statutory valuation interest rate for life
insurance policies with yguarantee duration in excess of 20
yearse For other annuities with no cash settlement options
ang for Juaranteed interest contracts with no cash
settiement optionsy the guarantee duration is the number of
years from the date of issue or date of purchase to the date
annuity benefits are scheduled to commences.

[3) Plan types used in subsection (1)(c) are:

{a) Plan Type A-—No withdrawal is permitted or at any
time policyholder may withdraw funds only:

{i) with an adjustment to reflect changes in interest
rates or asset values since receipt of the funds by the
insurance company;

(ii) without such adjustment but in instaliments over 5

years or more; or

—13-
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(iii) as an iamediate Yife annuitye.

(b) Plan Type B——(i) Before expiration of the interest
rate guarantees no withdrawal is permitted or a pelicyholder
may withdraw funds only:

[A} with an adjustment to reflect changes in interest
rates or asset values since receipt of the funds by the
insurance company;

{B) without such adjustment but in installments over 5
years or moregas

(ii) At the end of the interest rate guarantees funds
may be withdrawn without such adjustment in a Single sum or
instaliments over less than 5 yearses

(c) Plan Type C~~A policyholder may withdraw funds
before expiration of the interest rate guarantee in a singlte
sum or installwerts over Yess than 5 years either:

{i}) without adjustment to reflect changes in interest
rates or asset values since receipt of the funds by the
insurance company; or

{ii) subject only to a fixed surrender charge
stipulated in the contract as a percentage of the fund.

{4) (a) An insurer may elect to value guaranteed
intarest contracts with cash settliement options and
annuities with cash settlement options on either an issue
yrar basis or on a change—-in-fund basise Guaranteed interest

contracts with no cash  settlement optiens and other

-14=
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annuities with no cash settlement options must be valued on
an issue year basiss

(b} As used in subsection (4):

(i) issue year basis of valuation is 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 is the calendar year wvaluation
interest rate for the year of issue or year of purchase of
the annuity or quaranteed interest contract; and

(1) change-in-fund basis of valuation is a wvaluation
basis wunder which the interest rate used to determine the
miniwmum 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 funde

NEW SECTIQNs Section 5« Reference interest ratees (1)
The reference interest rate referred to in the formulas in
[section 3] is:

(a) for all life insurances the lesser of the average
over a period of 36 months and the average over a period of
12 monthsy ending on June 30 of the calendar year next
preceding the year of issues of Moody's corporate bond yield
average--monthly average corparates;

{b} for single-premium immediate annuities and far

annuity benefits involving life contingencies arising froa
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other annuities with cash settlement options ana guaranteed
interest contracts with cash settlement optionss the averaye
aver a period of 12 monthsy ending on June 30 of the
calendar year of issue or purchases of Moody's corporate
bond yield average--monthly average corporates;

(c)y for other annuities with cash settlement options
and dquaranteed interest contracts with cash settlement
options valued on a yecar-of-issue basiss except as stated in
subsection (1){b)ey with guarantee duration in excess of 10
yearsy the lesser of the average over a period of 36 months
and the average over a period of 1Z monthsy ending on June
30 of the calendar vyear of issue or purchases of Moody's
corporate bond yield average--monthly average corporates;

{d)} for other annuities with cash settlement options
and oquaranteed interest contracts with cash settlement
cptions valued on a year-of-issue basiss except as statea in
subsection (L)(b)es with guarantee duration of 10 years or
lessy the average over a period of 12 monthse ending on June
30 of the calendar year of issue or purchases of Moody's
corporate bond yield average——manthly average corporates;

(@) for other annuities with no cash settlement
options and for guaranteed interest contracts with no cash
settlement optionsy the average over a period of 12 monthss
ending on June 30 of the calendar year of issue or purchases

of Moody*s corporate bond yield average—-—monthly average

16—
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corporates; or

(f) for other annuities with cash settlement optioﬁs
and guaranteed interest contracts with cash settlement
cptions valued on a change;in-fund basiss except as stated
in subsection (l)(b)e the average oaver a period of 12
morthsey ending on June 30 of the catendar year of the change

in the funde of #Moody's corporate bond vield

.average——monthly average corporatess

{2y 1f HMoodyr's corporate bond yield average--monthly
aver age corporate; is no longer published by Moody"s
investors servicey incey or if the national association of
insurance commissioners determines that Moody's corporate
bond yield average--monthly average corporates as published
by Moody's investors servicey incey is no longer appropriate
for the determination of the reference interest rates then
an alternative method for- determination of the reference
interest rate adopted by the national association of
insurance commissioners and approved by the commissioner may
be substituted.

Section 6. Section 33-2-5259 MCAy is amended to read:

n33-2-525., L[ommissioner's resarve valuation methode.
(1} Except as otherwise provided in subsection ¢3) [4) and
33-2-526(3)¢ reserves according to the commissioner*®s
reserve valuation methody for the life insurance and

endowment benefits of policies providing for a uniform
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amount of insurance and requiring the payment of uniforwm
premiumss shall be the excessy if anys of the present values
at the date of valuation; of such future guaranteed benefits
provided for by such policiess over the then present value
of any future modified net premiums therefore The modified
net premiums for any such policy shall be such uniform
percentage of the respective contract premiums for such
benefits that the present valuey at the date of issue of the
policys of all sucn modified net premiums shall be equal to
the sum of the then present value of such benefits provided
for by the policy and the excess of (a) over (b)s as
follows:

{a) a net level annual premium equal to the present
vélue- at the date of issuey of such benefits provided for
after the Ffirst policy years &ivided by the present values
at the date of issﬁe of an annuity of one per annﬁm vpajable
on the first and each subsequent anniversary of such policy
on which a premium falls due; providedy howevers that such
nat level annual premium shall not exceed the net level
annual! premium on the 19-Year premium ;hole life plan for
insurance of the same amount at an age 1 year higher than
the age at issue of such policy;

(b} a net 1l-year term premium for such benefits
provided for in the first policy years

{4} _1a) For _every life insurance poljcy issued on or

~18~
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aftexr January ls 1987, for which the coniract premium in the
first policy year exceeds that of the second yedre for which
no_comparable additignal benefit is proyvided io the first
year _for _such _excesss and that. provides an__eodowgent

bena2fits a gash surrender values or a combination of both in-

an_amount _greater ithan  such excess _premiums the reserve
according to the commpissioger®s reserve yaluation methods as
of aay policy anpiversary. occurring on or before the sssumed
goding date as_the first policy anoiversary on which the sup
of _any _endowment benefit and any casb surrender value_then
available_ is greataer than such excess premiuss iss_except as
etherwise provided in_33-2-526. the greater of _the _reserve
as__of _such peolicy anpiversary calculated as described._in
subsection_f13_or the reserye as of such policy _anniversary
calculated as described in subsection (1) with the following
exceptionss ' ‘

{i)__the value defined in subsection {l){a} is reduced
Ly 15k of the amoynt of such excess first-year pregiumi

Lii} all present values of bDenefits. and erepiums..ace
determined _ without _reference to premives or_ bepefits
Rrovided for_in the policy after the assumed ending datej

Liii}.the policy is assumed to pature on  such _assumed
ending date as_an endowmentsi and

Liv) the_cash surrender value provided gn such assumed
endipng._date is considered._ap. endowment bepefit.
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{b}__In making the comparisons__in._subsection (23(a)s
the mortality _aod jnterest _bases _alated in 33-2-243 and
Lsection_3)] must be used.

$+2+{3} Reserves according to the commissioner's
reserve vatuation method for the following shall be
calculated by a method consistent with the principles of
this sections except that any extra premiuans charged because
of impairments or specfal hazards shall be disregarded in
the determination of modified net premiums:

fa) 1life insurance policies providing for a varying
amount of insurance or requiring the payment of varying
premiums;

(b) group annuity and pure endowment contracts
purchased under a retirement plan or plan of deferred
compensations established or maintained by an employer
(including a partnership or sole proprietorship) or by an
employee organizationy or by boths other than a plan
praviding individual retirement accounts or ingividual
retirement anniuities under section %08 of the Internal
Revenue Lodes as now or ﬁereafter amendeds;

{c) disability and  accidental death benefits in all
policies and contracts; and.

{(d) all other benefitsy except life insurance and
endowment benefits in'fife insurance policies and benefits

provided by al) other annuity and pure endowment contractse

-20-~
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+3¥(4) (3a) Subsection +3r {4)(b) applies to any
annuity and pure endowment contracts other than group
annuity and pure endowment contracts purchased under a
retirement plan or plan of deferred compensation established
or maintained by an employer (including a partnership or
sole proprietorship) or by an employee organizations or by
boths other than a plan providing individual retirement
accounts or individgual retire-ent‘annuifies under section
408 of the Internal Revenue Codey as now or hereafter
amended.s

{b) Reserves according to the commissioner®s annuity
reserve method for benefits under annuity or pure endowment
contractsy excluding any disability and accidental death
benefits in such contractsy shall be the greatest of the
respective excesses of the present valuesy at the date of
valuationy of the future guaranteed benefitsy including
guaranteed nonforfeiture benefitss provided for by such
contracts at the end of each respective contract years over
the present wvalues at the date of valuations of any future
valuation cons iderations derived from future gross
considerations required by the terms of such contract that
become payable prior to the end of such respective contract
years. The future guaranteed benefits shall be determined by
using the mortal ity tabtey if anye and the interest rate or

rates specified in such contracts for determining yuaranteed
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benefits. The valuation considerations are the portions of
the respective gross considerations applied under the terms
of such contracts to aetermine nonforfeiture valuesa®

Section Te Section 33-2-526y MCAy is amended to read:

®33-2-526. Limits —— options ~-- minimum reserves. (1}
In no event shall an insurer's‘aggregate reservas for all
life insurance policiess excluding disability and accidental
death benefitsy be less than the aggregate reserves
calculated in accordance with the method$s set forth in
33-2-525 and subsection (3) of this section and the
mortality table or tables and rate or rates of interest used
in calculating nonforfeiture benefits for such policiesa

{2) Reserves for any cateqory of policiess contractse
or benefits as established by the commissioner may be
calculated at the option. of the insurer according to any
standards which produce greater aggrejate reserves for such
category than those calculated according to the minimum
standard herein provideds but the rate or rates of interest
used for policies and cdntractsu other than annuity and pure
endowment contractsy shall not ba higher than the
corresponding rate or rates of interest used in calculating
any nonforfeiture benefits provided for thereine

(3) 1If in any contract year the gross premium charged
by any life insurer on any policy or contract is less than

the wvaluation nest premium for the policy or contract
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calculated by the method used in calculating the reserve
thereons out wusing the wminimum valuation standards of
mortality and rate of interests the minimum reserve required
for such policy or contract shall be tihe greater of either
the reserve calculated according to the mortality tables
rate of interests, and method actually used fFor such pclicy
or contract or the reserve calculated by the metnod actually
used for such policy or contract but using the minimum
standards of mortality and rate of interest ana replacing
the valuation net premium by the actual gross premium in
each contract yea} for which the valyation net premium
exceeds the actual ¢gross premiume The mipisus yaluation
standards of portality aod rate of interest feferred _to__in
this__sectieon adre those standards _stated in 23-2-524 and
Laecticn 3]s

44) . Eor_.every life _insucance policy isswed after
December 3Qe 19862 for which the gross premium_io the first
policy year exceeds that of the second yeafa. for . which__no
comparable. additional bencfit is_provided in. the first year
for_such_excesss and that provides.an endowment__benafite _a
cash__surrender yalues Or_a cogbination of both in.du_amoupt
gcéaLsx_:han_su;h_g;szss_nLemium;,_iunses;1Qn§__L11,_LnLnush
L33__of _this _section _must_ be applied 9s _if the method
actyally used_in calculating the reserve for _such poligy

- were _the. method described _in 33-2-525{1]1s _The ainicous
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reserve at each policy aoniversary of such a_policy must _Dbe
the__greater of the micisus reserve calqulated fo.accordance -
with__33-2-525 and the  minimum. reserye . _gdlculated __in
aceerdance with this sectioge”

NEW_SECTION. Section 8. Undeterminable reserves -~-
rules by commissionere If a plan of tife insurance provides
for future premium determination the amounts of which are ta
be determined hy the insurance company based on current
estimates of future experiences or if a plan of life
insurance or anmnuity is of such a nature that the minimum
reservas cannot bhe determined by the methods described in
33-2-52% and 33-2-5264 the reserves that are held under any
such pilan fusts as determined by requlations promulgated by
the commissioner:

{l) be appropriate in relation to the benefits and the
pattern of premiums for that plani and

(2) be computed by a method which is consistent with
the principles of 33-2-521 through 33-2-526 and 33-2-531
through 33-2-535 and [sections 3 through 5]e

NEW_SECTIONs Section 9. Codification instructione
Sections 3 through S and 8 are intended to be codified as an
integral part of Title 33¢ <chapter 2y part 5¢ and the
provisions of Title 33 apply to sections 3 through 5 and 8.

-2 4=
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Approved by Committee

on Buginess and Industry

HOUSE BILL NDs 572

INTRODUCED BY KITSELMANy HARPERs YARDLEY

A BILL FOR AN ACT ENTITLED:z ®AN ACT TO AMEND THE MONTANA

INSURANCE CODE STANDARD VALUATION LAW; AMENDING SECTIONS
33-2-523 THROUGH 33-2-5256y MCA™

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section ke Section 33-~2-523¢ MCAy is amended to read:
»33~2~523, Contracts on or after the operative date of

33-20-213 -- valuationa. {1) This section shall apply to only

those policies and contratts issued on or after the

operative date of 33-20-2134 except as otherwise provided in

33-2-524 for qroup apnuity and pure endowment contracts

issued prior to that dateas
(2) Except as otherwise provided in 33-2-524 and

ilzlziéio the minimum standard for the valuation of all such
policies and contracts shall be the commissioner®s reserve

valuation methods defined in 33-2-525 and 32-2-526(3)y 5%

interest for group annuity and pure endowment contracts and

3 1/2% interest for all other such policies and contracts ofr

in the case of policies and contractsy other than annuity

and pure endowment cantractss issued on or after March 17»

1973, 4% interest for such policies issued prior to July 1y

1979y and 4 172% interest for such policies issued on or
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after July 1, 1979+ and the following tables:

(a) for all ordinary policies of Jife insurance issued
on the standard basiss excluding any disability and
accidental death henefits in such policies, the
commissionar®s 1941 standard ordinary mortality table;

Li} for such policies issued prior to the operativa
date of 33-20-206y as amendeds and the commissioner®s 1958
standard ordinary mortality table for such policies issued
on or after that operative date byt prior.to. _the _gperatixe
date of {sectiop & & OFE_HDUSE_BILL_592])s except that for any
category of swuch policies issued on female riskss modified
net premiums and present valuess referred to in 33-2-525 and
33-2-526¢ may be calculatedy at the option of the insurer
with the approval of the commissioners according to an age
younger than the actual age of the insured; oc

{il)_for such policies issued oo.oc.after the operative
date.of [section 8 & OF HOUSE BILL _532]:

{A)__the _ _commissiopner®’s. _ 19680.__standard _ _ . qrdicacy
eoctality_tables

{B)__at_the_elecrion.of the_ceomeany for any ope or_more
speglfied. _plans_ of.lifg ipnsuraoces_ the _commissioner®s 1%80
astandard. _ordinary _mortality _table .with_ _lO-year _ _select
mprtality_factors:_or

{Cl__aony_ ordinary.meriality table_adogted after 1960 Ly

the__natiopal_assoclation of_ insurance commissippgrs_that is

-2- HB 572
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qaoproved by _the commissioner by rule for use. in__deterwining
the oigiwump.standard.of valyation for such pelicies:

(b) for all industrial life insurance policies issued
on the standard basise excluding any disability and
accidental death benefits in such policiess the 1941
standard industrial mortality table for such policies issued
prior to the operative date of 33-20-20T7y as amendedy and
the—tommissionerts-196i-standard-industriat-mortatity-tabte
for such policies issued on or after that operative date the
commissioner2s 1261 stondard industrial sortality. table oc
any__industrial_ mortality.. table._.adgpted after 1980 by the
oational _association._of__insucaonce _copmlsgiopners _that _is
aperoyed by the commissioner by rule for use_in.detarainiag
the_plpimuk_stangard of .yaluarioa for.such policies;

(¢) for individual annuity and pure endowment
contractse excluding any disability and accidental death
benefits in such policiesy the 1937 standard annuity
mortality table ore at the option of the insurers the

annuity mortality table for 1949y ultimatey or any

‘modIfication of either of these tables approved by the

commissioner;

{(d) for group annuity and pure endowment contractsy
excluding any disability and accidental death benafits in
such 2>oliciess the group annuity mortality table for 1951y

any modification of such table approved by the commissionery

-3- HB 572
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ore at the option of the insurery any of the tables or
modifications of tables specified for individual annuity and
pure sendowment contracts;

{e) (i) for total and permanent disability benefits in
or supplementary to ordinary policles or contracts:

{A) for pelicies or contracts issued on or after
January 1ls 1966+ the tables of period 2 disabiement rates
and the 1930 to 1950 termination rates of the 1952
disability study of the society of actuariesy with due
regard to the type of benefltx;nt-anz_:ahlas.nf__dlsahlenan:
rates. _2od__termination. rates. Jdopted. _affer . 1980.. by the
oational _association_of  _insurance cosmissicoers _that _ace
appraved__by the coemissiopner by rule for use.ip_detecmipning
the_minipue.standard.of yvaluation for-such_policies:

(B) for policies or contracts Iissued on or after
January 1y 1961y and prior to January 1ly 19669 either such
tables ors ot the option of the insurery the class 3
disabllity table (1926); and

{C) for policies issued priocr to January lsy 1961y the
class 3 disability table (1926)3

{ii) any such table shalls for active livesy be
combined with a wmortality table permitted for calculating
the reserves for life insurance policies;

{f} (i) for accidental death benefits in or

supplementary to policies:

—b=~ HB 572
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(Ay for policies issued on or after January ls 19669
the 1959 accidental death benefits table pr__aony..accidental
death_ _benefits__table _adoptied. _after _1280 by the pational
association of jinsurance commissioners that is _approved by
tne-;cnmnissinue;-hx-:nlg_tn:_uss_ln_dgteznlninn_:he_nlnlnul
standacd of yaluation for.such pelicies;

{B) for policles issued on or after January 1y 1961y
and 2rior to January ly 1966+ €ither such table orsy at the
option of the insurers the intercoipany double indemnity
mortality tablej and '

(Cl for poticies issved prior to January le 1961le the
intercompany double indemnity mortality table;

(ii) either table shall he combined with a wmortality
table permitted for calculating the reserves for life
insurance policies;

tg) for group life insurances life insurance issued on
the substandard basis and other special benefitsy such
tables as may be approved by the commissioners®

Section 2« Section 33-2-524¢ MCAs+ is amended to read:

n33-2-524, Individual and group annuity and pure
endownent contracts -- valuations (1) ¥he Exgept_as _provided
in_.(secticn..3lse._the minimum standard for the valuation of
all individua) annuity and pure endowment contracts issued
on or after the operative date of this sections, as defined

hereins and for all annuities and pure endowments purchased

-5~ HB 572
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on or after that operative datey under group annuity and
pure endowmaent contracts is the commissioner®s reserve
valuation wmetnods defined In 33-2-$25 and the following
tables and interast rates:

{a} for individual annuity and pure endowment
contracts issued prior to July 1les 1979¢ excluding any
disability and accidental death benefits In such contractse
the 1971 individual annuity mortality table or any
modification of this table approved by the commissioner and
6% interest for single premium immediate annuity contracts
and 4% interest for all other individual annuity and pure
endowment contracts;

(b) Ffor individual single premium immediate annuity
contracts issued on or after July 1ls 1979y excluding any
disability and accidental death benefits in such contractsy
the 1971 individual annuity mortality table or___aagy
ingividual annulty mortality table adopted_after 1380 by the
onational._asseciation. of _insurance _commissioners thag jis
approved by the commissionsr. by.rule for use in _determiniog
the_ _winimum_staodard of yaluatico for_such.ccatracis or any
modi fication of th+s--tmsbte such.__tables approved by the
commissioner and 7 1/2% interest;

{cy for individua? annuity and pure endowment
contracts issued on or after July lsy 19794 other than single

premium i mmedi ate annuity contractse excluding any

~6= HB 572
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disabiiity and accidental death benefits in such contractsse
the 1971 individual annuity mortality table or___any
individual_anpuity_martalliy_table_ adopted. after. 1380 by.the
national__association. _of_.losuraoce_ .commissionecs. tbat .is
apncoved_by_the commissiener_by cule for use.io. . detecmloing
the__minivum_standacd of _valuation for such cookracts or any
modiflcation of this-~teb}e such__tables approved by the
commissioner and 5 1/2% interest for single premium deferred
annuity and pure endowment contracts and 4 1/2% interest for

all other such individual annuity and pure endowment

contracts;

(d) for all annuities and pure endowments puerchased
prior to July }s 1979y wunder group anauity and pure
endownent contractsy excluding any disability and accidental
death benefits purchased under such contractse the 1971
group annulty mortality table or any modification of the
table approved by the commissioner and 6X interest;

{ej for all annuities and pure endowments purchased on
or after July 1y 1979+ under group annuity and pure
endowment contractss excluding any disability and accidental
death benefits purchased under such contractsy the 1971
group annuity mortality table Qpr any group annuity wortality
table adopted aftec L198Q__by _ftbs_ _pational _associatioo._of
losucance_coamisslopecs that. is_ appraoved by the.commisslonec

by_.rule  _for _use _ip _determining _the minieum_standard of

-7- HB 572
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yaluation foc such_aonuities_ _and. puyre.  endqumeats or  any
modiFfication of ehts--eab¥e such_.tables approved by the
commissioner and 7 1/2% interest.

{2) After March 1Ts 1973y any insurer may fite with
the commissioner a written notice of its election to comply
with the provisions of subsectjon (1) after a specified date
before January 1ls 1979s which shall be the operative date of
subsection (1) for such insurers. An insurer may elect a
different operative date for individual annuity and pure
endowment contracts from that elected for group annuity and
pure andowment contractse If an insurer makes no such
electi ony the operative date of this section for such
insurer shall be January 1y 1979."

NEW_SECIIONas Section 3. Interest rates -
determination of minimum standard valuatione. {1) The
calendar year statutory valtuation interest rates as
established in this section must be used in determining the
minimum standard for the valuation of:

{a) all life insurance policies issued in a particular
calendar year on or after the operative date of [section & §
QE_HQJSE BILL 52213

(b) alNl individual annuity and pure endowment
contracts issuwed in a particular calendar year on or after
January ly 19843

{(c) all annuities and pure endowments purchased in a

T HB 572
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particular calendar year on or after January le 1984y under
group annuity and pure endowment contracts; and

{d) the net increasey if anys in a particular calendar
year after January Ly 1984, in amounts held under guaranteed
inter2st contractse.

{2) Except as provided in subsection (3)s the calendar
year statutory valuation interest rates are determined as
follows and the results rounded to the nearer 174 of 1%y
when Rl is tne Jesser of R and «09y R2 Is the greater of R
and «39+ R is the reference interest rate established in
[section 51y and #W is the weighting factor aestablished in
[section 47

{a) for life insurance:

Interest rate = «03 + W{R1 — +03) + (W/2)(RZ = +09);

{b) for single-premium immediate annuities and for
annuity benefits involving life contingencies arising from
other apnuities wWwith cash settlement options and from
guaranteed interest contracts with ¢ash settlement options:?

Interest rate = «03 + W(R - -032)3

(c} for other annuities with:?

(i) cash settlement coptions and guaranteed interest
contracts wWwith cash settliement options, valued on an lssue
year basiss except as stated in  subsection ({2){b)s the
formula for Jife insurance stated iJin subsection {2){a)

applies to annuities and gquaranteed interest contracts with

-9~ HB 572
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quarantee durations in excess of 10 years and the formula
for single-prenium immediate annuities stated in subsection
(2)(e) applies to annuities and guaranteed Iinterest
contracts with guarantee durations of 10 years or less;

{ii) no cash settlement options and for guaranteed
interest contracts with no cash settlement optionses the
formula for single-premium Immedlate annuitles stated in
subsection (2)(b) applies; and

(if#i) cash settlement options and quaranteed interest
contracts with cash settlement options vatued on a
change-in-fund basis. the formula for single-premium
immedi ate annuities stated In subsection {2){(b) applies.

(3) If the calendar year statutory valuation interest
rate for any life insurance policies issued in any calendar
year differs from the corresponding actual rate for similar
policies issued in the immediately preceding calendar year
by 1less than 1/2 of 1% the calendar year statutory
valuation interest rate for such life insurance poticies is
equal to the corresponding act.2] rate for the immediately
preceding calendar year. For purposes of this subsections
the calendar year statutory valuation interest rate for life
insurance policies 1issued in a calendar year must be
determined for 1980 {using the reference interest rate
defined for 1979} and must be determined for each sSubsequent

calendar year regardliess of when [section 8] becomes

-10-~ HB 572
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operatives 1 (i} for annuities and guaranteed interest contracts
MEW_SECIIUNe Section 4. Interest rate weighting z valued on an issue year basis:

factors (1) The weighting factors referred tg in the 3 Suarantee neighting Factor

formulas stated in [section 3] are as follows: 4 Dyration in for Plan Type
{a) (i) for life insurance: 5 Years A B C
Guarantee 6 5 or less 80 .60 50
Suration in Wei ghting T More than 5 but not more than 10 «75 +60 «50
Years Factors 8 More than 10 but not more than 20 65 «50 45
10 or less .50 9 More than 20 45 «35 =35
¥ore than 10 but not more than 20 45 1o Plan Type
More than 20 35 i tii) A 2] C
{il) for 1life insurancey the guarantee duration is the i2 for annuities and quaranteed interest

maximum number of years the life insurance can remain in 13 contracts valued on a change-in-fund

force on a basis guaranteed in the policy or under options 14 basise the factors  shown in

to colvert to plans of life insurance with premium rates or 15 subsection (1){c)(l} increased by: oL5 25 =05

nonfor feiture valuesy or bothy that are guaranteed in the 16 Plan Type

original policys 17 Giti) A B c
{b) 80 for single prewmium immediate annuities and for 18 for annulties and guaranteed interest

annuity benefits involving life contingencies arising from 19 contracts valued on an issue vyear

other annuities with cash settlement options and guaranteed 20 basis (other than thase with no cash

interest contracts with cash settlement options; 21 settlement options} that do rnot
(c) for other annuities and for guaranteed interest 22 guarantee interest on considerations

contractsy except as stated in subsection (1)(b)» accoraing 23 received more than 1 year after Issue

to the guarantee duration established in subsection (Z) andg 24 or purchase and for annulties and

the type of ptan established in subsection (3): 25 quaranteed interest contracts valued

-11- HB 572
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an a change-in-fund hasis that do not
Quarantee interest rates on
considerations received more than 12
nonths beyond the valuation datesy the
factors set forth in subsection
(11{c)({i) or derived in subsection
(11{ec)({i¥; increased by: «05 «05 «05

{2) For other annuities with cash settlement options
and Juaranteed interest contracts with cash settlesent
optionse the guarantee duration is tne number of years for
which the contract gquarantees interest rates in excess of
the calendar year statutery valuation interest rate for life
insurance policies with guarantee duration in excess of 20
years. For other apnuities with no cash settlement optiens
and for guaranteed interest contracts with no cash
settlement optionss the guarantee duration is the number of
years from the date of Issue or date of purchase to the date
annuity benefits are scheduled to commences.

{3} Plan types used in subsection {1}{c) are:

{a) Plan Type A--No withdrawal is permitted or at any
time nolicyholder may withdraw funds only:

{i) with an adjustment to reflect changes in interest
rates or asset values since receipt of the funds by the
insurance company;

(ii) without such adjustment but in installments over 5

~13- HB 572
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years or morei or

(iii) as an immediate life annuity.

{b)} Plan Type B-—(i) Before expiration of the interest
rate guarantee, no withdrawal is permitted or a policyholder
Mmay withdraw funds only:

(A) with an adjustment to reflect changes in interest
rates or asset values since receipt of the funds by the
insurance company;

{8) without such adjustment but in installments over 5
years or morees

{ii) At the end of the interest rate guarantee, funds
ma3y be withdrawn without such adjustment In a single sum or
installments over less than 5 yearse

(c) Plan Type C--A policyholder may withdraw funds
before expiration of the interest rate guarantee in a single
sum or instaliments over less than 5 years either:

(i} without adjustment to reflect changes in interest
rates or asset values since receipt of the funds by the
tnsurance company; or

{(ii) subject only to a fixed surrender charge
stioulated in the contract as a percentage of the fund.

[#) (3) An insurer may elect to value guaranteed
interest contracts with cash settlement options and
annuities with cash settlement options on either an issue

year hasis or on a change-in-fund basis. Guaranteed interest

“14- HB 572
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contracts with no cash settlement options and other
annuities wWith no cash settliement options must be valuyed on
an issue yeadr basise

(D) As used in subsection (4):

(i) issue year basis of valuation is a valuation basis
under which the interest rate used to determine the winimum
valuation standard for the entire duration of the annuity or
quaranteed interest contract is the calendar year valuation
interest rate for the year of issue or year of purchase of
the annuity or guaranteed Interest contract; and

(ii) change-in—-fund basis of valuation is a valuation
basis under which the interest rate used to determine the
minimm valuation standard applicable to each change in the
fund held under the annuity or quaranteed interest contract
is the calendar year valuation Interest rate for the year of
the change in the fund.

NEW. SECIIQNs Section Se Reference interest ratee. (1)
The reference interest rate referved to in the formulas in
[section 3] is:

fa) for all life insurances the Jesser of the average
over 31 period of 36 months and the average over a period of
1?2 monthsy ending on June 30 of the calendar year next
preceding the year of issuey of Moody®s corporate bond yield
average-~-manthly averaye corposates;

{b} for single-premium immediate apnuities and for
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annuity benefits involving 1ife contingencies arising from
other annuities with cash settliement options and guaranteed
interest contracts with cash settlement optionss the average
over a period of 12 wmonthsy endinag on June 3G of the
calendar year of issue or purchasee of Moody's corporate
bond yield average--monthly average corporates;

(c) for other annuities with cash settlement options
and guaranteed interest contracts with cash settlement
options valued on a year-of—issue basissy except as stated in
subszction {1){b)s with guarantee dguration in excess of 10
yearse the lesser of the average over a period of 36 months
and the average over 3 period of L2 monthss ending on June
30 of the calendar year of issue or purchases of Moody's
corporate band yield average~~monthly average corporates;

{d) for other annuities with cash settlement options
and guaranteed interest contracts with cash settlement
options valued on a year-of-issue basiss except as stated in
subsection (1)(b)s with guarantee duration of 10 years or
lessy the averaqe over a period of 12 months, ending on June
30 of the calendar year of issue or purchasesy of Hoody:s
corpor ate bond yield average- -monthly average corporates;

(e) for ather annuities with no cash settlement
options and for guaranteed interest contracts with no cash
settlement optionsy the average over a period of 12 monthse

endina on June 30 of the calendar year of issue or purchasey

~16- HB i
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of Moody®s carporate bond yield average--monthly average
corporates; or

(fy for other annuities with cash settlement options
and 3Juaranteed interest contracts with cash settiement
options valued on a change~in-fund basis, except as stated
in subsection (1)({b)e the average over a period of 12
monthsy ending on June 30 of the calendar year of the change
in the funde of Moody*s corporate bond yield
average--monthly average corporatesa

(2} If Moody's corporate bond yield average-—-monthly
average corporates is npo Jlonger published by Moody's
investors servicee Incey or if the national association of
insurance commissioners determines that Moody®"s corporate
bond yield average--monthly average corporates as published
by Moody's investors servicey Incey is nc longer appropriate
for the determination of the referance Interest rates then
an alternative method for determination of the reference
interest rate adopted by the national association of
insurance commissioners and approved by the commissioner may
be substituted.

Section 6s Section 33-2-%25y MCAy is amended to read:

"33-2-525. Commissioner®s resarve valuation method.
(1} Except as otherwise provided in subsection 3% (4) ana
13-2=526(3) ¢ reserves according to the commissioner®s

reserve valuation methody for the 1life insurance and
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endowment benefits of policies providing for a uniform
amount of insurance and requiring the payment of uniform
premiumss shal) be the excasss if any, of the present value,
at the date of valuationy of such future guaranteed benefits
providad for by such policiess over the then present value
of any future modifiaed net premiums therefors The modified
net premiums for any such policy shall be such uniform
percentage of the respective contract premiums for such
benefits that the present values at the date of issue of the
pelicyy of all such modified net premiums shall be equal to
the sum of the then present value of such penefits provided
for by the policy and the excess of (a) over (b)s as
folloas:

{a) a net level annual premium equal to the present
valuey at the date of issues of such benefits provided for
after the first policy years divided by the present values
at tha date of issue of an annuity of one per annum payable
on the first and each subsequent anniversary of such policy
on which a premium falls due; provided, howevers that such
net lavel annual premium shall not axceed the net level
annual premiuam on the 19-year oremium whole Vife plan for
insurance of the same amount at an age 1 year higher than
the age at issue of such policy;

(b} a net 1l~year term premium for such benefits

provided for in the first policy yeare.

-18- HB 572



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

25

HB 3572/02

{2)__fa}. Eor_every life jnsurance.policy issued__on..or
after Jaouary ls=_19287s_ for which the contraci_presium in the
first_pelicy year exceeds.that_of_the second.years for wbich
no._semearable additiopal _bepefit_ is provided in the first
year._for__such._excesss _and _that _pravides _ac _codowment
bepefirs_a_cash_sucrepder_wyalugs 0r_a_cosbipation of both. in
an__amoupi__gceater. ithan. such_ . excess_premiums.ibe.reserve
according Lo the commigsioner’s reserve valuation methods as
of _any.policy anniversary. ocgurring. on or before the assumad
goding date as_the first colicy anniversary on which the sum
of _aoy_endowrept_ benefit and any cash_sucrreader value_  theo
axailable_is greater than such excess.premiuls:_iss.exccpl as
atherwise_ _provided _In_33=2=526s_the greater_of_the_resarve
as_of such policy anniversary _calculated _as__described  in
subsection . (1) of the reserve_as.of such.policy aoniversary
calcul ated_as_desaribed in_subsection_ (1) witt the following
gxceptionss

Li). ~-the value defiped_in_subsection fl)ifal.is_.ceduced
by.15%_of the amount of such excess. firstzyear premiumi

{ii).all__present _yalues _of heoefits_and premiums are
datermined__wlibout _reference _to. _prepiums___or .. heoefits
provided for.in the poligy.after the assumed ending datei

Llii)_the__policy . is_assused. to matuce.op.such_assumed
egoding_date_as_an_endowwenki.and

(iv¥) the gash surrender value proyided oo _such_ _dssumed
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ending. date_is.considered. qo_eondowment tepnefifa

{b)__In_ _makiug _the _comparisons_in-subsection_ izZltajls
the_mortality and_jnterest .bases _stated _in .33-2-523_.and
Lsectipn_2) oust he_useds

t24(3) Reserves according to the commissioner's
reserve valuation method for the following shall be
calcylated by a method consistent with the principles of
this sections except that any extra premiums charged because
aof imopairments or special hazards shall be disregarded in
tha determination of modified net premiums:

(a) life insurance policies providing for a varying
amount of insurance or reguiring the payment of varying
premiums;

{b) group annuity and pure endowment contracts
purchased under a retirement plan or plan of deferred
compensations established or maintained by an employer
(including a partnership or sole proprietorship}) or by an
employee organizations or by ‘boths other than a plan
providing individual retirement accounts or indivigual
retirement annuities under section 408 of the Internal
Revense Codes as now of hereafter amended;

(c) disability and accidental death benefits in all
pelicies and contracts; and

{(d} all other benefitsy except life insurance and

endownent benefits in life Insurance policies and benefits
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provided by all other annuity and pure endowment contractse

t3114)  (a) Subsection 3% (4)1(b) applies to any
annuity and pure endowment contracts other than group
annuity and pure endowment contracts purchased under a
ret?rement plan or plan of deferred compensation estabiished
or maintained by an emplover (including a partnership or
sole aroprietorship) or by an employee organizationy or by
bothy other than & plan providing individual retirement
accounts or irdividual retirement annuities wunder section
408 nf the Internal Revenue Codes as now or hereafter
amendedes l

{b) Reserves according to the commissioner®s annuity
reserve mwmethod for benefits under annuity or pure endowsent
contractse excluding any disability and accidental death
benefits in such contractssy shall be the greatest of the
respactive excesses of the present valuesy at the date of
valuations of the future guaranteed benefits: Including
guaranteed nonforfeiture benefitsy provided for by such
contracts at the end of each respective contract years over
the present values at the date of wvaluationy of any future
valuation considerations derived from future gross
considerations required by the terms of such contract that
become payable prior tu the end of such respective contract
years The future gusaranteed benefits shall be determined by

using the mortality table, if anys and the interest rate or

21~ HB 572
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rates specified in such contracts for determining guaranteed
benefitss The valuation considerations are the portions of
the respective gross considerations applied under the terms
of such contracts to determine nonforfeiture valuese®

Section Te Sectlon 33-2-526¢ MCAs is amended to read:

%33-2-526s. Liwmits ~- options -- minimum reservesa. (i)
In no event shall an insurer®s agqgregate reserves for altl
Vife insurance policiess excluding disabillity and accidental
death benefitsy be 1less than the aggregate reserves
calculated in accordance with the methods set forth in
33-2-525 and subsection (3) of this section and the
mortality table or tables and rate or rates of interest used
in calculating nonforfeiture benefits for such policiess

{2) Reserves for any category of policiess <contractss

.or bhenefits as established by the coamissioner may be

caltcul ated at the option of the Iinsurer according to any
standards which produce greater aggregate reserves for such
category than those calculated according to the minimum
standard herein providedsy bu! the rate or rates of interest
used for policies and contractsy other than annuity and pure
endowmsnt contractss shall not be higher than the
corresponding rate or”rates of interest used in calculating
any nonforfeiture benefits provided for thereines

{3) If in any contract year the gross premium charged

by any 1Vife insurer on any polity or contract is less than
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the valuation net premium for the pelicy or contract
calculated by the method wsed in calculating the reserve
thereons bDut using the minimum valuation standards of
mortality and rate of interest, the minimum reserve required
for such opolicy or contract shall be the greater of either
the reserve calculated according to the mortality tables
rate of interesty and method actually used for such policy
or contract or the reserve calculated by the method actualiy
used for such policy or contract but wusing the minimum
standards of mortality and rate of interest and replacing
the valuation net premium by the actual gross preaium in
each contract year for which the valuation net premium
exceeds the actual gross premiume. The —mipigum__valuation
standards. . of _mortality.and.rate of igterest_referred.to_ig

this_section are those. . staondards _stated. jn. 33=2:324% _and
[section 3]s

14)__For__every _life _insurance_.pelicy _lssued .aftec
December _30e 1986 for _which the gross premiuwm.in she. first
policy__year exceeds _that of the _second.years for which.ne
comgarable_additlonal bepefit is.nravided jo_the first._yeac
for _such_ . excesss_and that_proyvides ao.endowment.beaefits a
cash_surrender._yvalugs or. a_corwbioation_of_both_in_an._amount
greater. . than. _suycb__excess presmiums_subsections.il) through
£3)_of this__section__must_  be_ _applied . as_.if..the .gethad

actually_-used__in__calculating _the reserve for such policy
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were_ _the _method _described  in_ 33=22525(1)a-.Ihg._minioum
ceserye.._at_sach pelicy apniversary of such_a_policy _must be
Lthe_greatec_of_ the minimum reserve ¢alculated in._accordance
with._ _33-2=525___.aod. theg _mipimup _reserye..calgulated. in
accordance with this_sections”

NEW. SECTION. Section 8. Undeterminable reserves -
rules by commissioner. If a plan of life insurance provides
for future premium determination the amounts of which are to
be determined by the insurance company based on current
estimates of future experiences or if a plan of life
insurance or annuity is of such a nature that the minimum
reserves cannot be determined by the methods described in
33-2-525 and 33-2-526¢ the reserves that are held unaer any
such plan musty as determined by regutations promulgated by
the commissioner:

{1) be appropriate in relation to the benefits and the
pattern of premiums for that pilani and

{2) be computed by a method which is consistent with
the orinciples of 33-2-521 through 33-2-526 and 33~2-531
through 33-2-535 and [sections 3 through 5]

MEH_SECII0ON. Section 9« Codification instructions
Sections 3 through 5 and B8 are intended to be codified as an
integral part of Title 33, chapter 2y part 5y and the
provisions of Title 33 apply to sections 3 through 5 and 8.

-End-
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HOUSE BILL ND. 572

INTRODUCED BY KITSELMANy HARPERy YARDLEY

A BILL FOR AN ACT ENTITLED: ®AMN ACT TO AMEND THE MONTANA

INSURANCE CODE STANDARD VYALUATION LAN; AMEMDING SECTIONS
33-2+523 THROUGH 33~2-«528s MCA"

BE IT ENACTED 8Y FTHE LEGISLATURE OF THE STATE OF MONTANA:
Section la 5Saction 33-2-5234 MCAs is amended to read:
®33-2-5234 Lontracts on or after the operative date of

33-20~213 -~ valuatione (1) This section shall apply to only

those policies and contracts issued on or after the
operative date of 33-20-213, except as otherwise provided in

33-2-524 for gQroup annuity and pure endowment contracts

issued priocr to that date.

(2) €Except as otherwise provided in 33~2-524 apd
33-2-525, the miniwum standard for the valuation of all such
policies and contracts shall be the commissioner®s reserve
valuation methods defined in 33-2-525 and 32-2-526(3)s+ 5%
interest for group annuity and pure endowment contracts and
3 1/2% interest for all other such policies and contracts or
in tie case of policies and contractsy other than annuity
and pure endowment contractss issued on or after March 17«
1973, 4% interest for such policies issued prior to July Ly

1979+ and 4 1/2% interest for such policies issued on or
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after July 1ls 1979y and the following tables:

(a) for all ordinary policies of }ife insurance issued
on the standard basise excluding any disability and
accidental death benefits in such policiesy the
commissioner®s 1941 standard ordinary mortality tablej

ti} for such policies issued prior to the operative
date of 33-20-206s as amendedy and the coamissioner®s 1958
standard ordinary mortality table for such policies issuead
on or after that operative date hut prior to__the__gperative
date of [section & & OF HOUSE BILL 5921, except that for any
category of such policies issued on femala risksy modified
net premiums and present valtuesy referred to in 33-2-525 and
33-2-525y may be calculateds at the option of the insurer
wWwith the approval of the commissioners according to an age
younger than the actual age of the Insured; gr

Lill_for. such policies_issusd on or after the operative
date_of_[section 8 6_0FE HOUSE_BILL 339232

{A)__the . commissiooer’s_ ..1980 standard _ ordinary
mortality.table:

{B}_.at_the_election of the company for aoy one aor_more
specified__plans__of life_ ipsurances. the.compmissionectls. l2a0
standacd__ordipacy. _mortality_ _table _with._ _ l0=year. __sslect
mpctal ity factorsi or

{C)__any ordinary. martality_table adopted affer_ 1220 Gy

the _pational_association of ipsurance commlssicpers that is
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apnproved by the commissionec_by. rule for.use_in..deterwmiolng
the minimup_standard of yaluatioo_ for such policiesi

{b) for 2all industrial l1ife insurance policies issued
on the standard basisy exciuding any disability and
accidental death benefits in such policiess the 1941
standard Industrial mortality table for such policies issued
prior to the operative date of 33-20-20T, as amended, and
the——c omnivsioneris-196i-standard-induseriat-nortnlity-tabie
for such policies issued on or after that operative date the
cosmissigoer’s 1961l_standard.iondustrial moctality .table or
apy_-industrial _mortality . table _adopted.after 1280 by.the
payional _association _of _insucpoce compissiongrs..that . is
approved__by the commissioner by rule for use in detersining

tha_pipisum_stangard of yaluatioca.for.such policies:
{c} for individual annuity and pure endowment

contractss oxcluding any disability and accidental death
benefits in such policless the 1937 standard annuity
mortality table ory at the option of the insurers the
annuity mortallity table for 1949, ultimatey or any
modification of either of these tables approved by the
commissioner}

{d) for group annuity and pure endowsent contractse
excluding any disability and accidental death benefits in
such 2o0liciess the group annuity mortality table for 1951e

any modification of such table approved by the commissionery
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ore at the option of the insurer, any of the tables or
modifications of tables specified for individual annuity and
pure epdowment contracts;

{2) (i) for total and permanent disability benefits in
or supplementary to ordinary policies or contractst

{A) for policies or contracts (ssued on or after
January 1ls 1966y the tables of period 2 disablement rates
and the 1930 to 1950 termination rates of the 1952
disability study of the society of actuariesy with due
regard to the type of benefits_gr_any tables of _disahlement
cates. and__termination _rates_ _adopted affer_ 198Q__bLy the
oational_associatiov. of _insurance.  copmissicners..that. . are
approved__hy _the comwissioner by rule for use_io detecminiog
tbe. sinisup standacd _of yaluation for such poljcies:

(B) for poticies or contracts Iissued on or after
January 1le¢ 1961y and prior to January ls 1966y either such
tables ors at the option of the insurers the class 3
disabitity table (1926); and

(C) for policies issued prior to January 1ls 196ls the
class 3 disability table (1926);

(ii) any such table shalle far active livesy be
combined with 2a wmortality table permitted for calculating
the reserves for life insurance policies;

(f) (i) for accidental death benefits in or

supplementary to policies?

—dy HB 572
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(A} for policies issued on or after January le 1966y
the 1959 accidental death benefits table gr__any.__accideontal
death _benefits_._table__adopted _after _ 1980 by the national
associatino_of lpsuraonce commissionars that is__appraved .by
the _comaissioner by _rule for use jo _determining.the sivinue
skandacd_of valuation. for such policiess

{B) for policies issued on or after January 1ls 1961,
and orior to January le 1966y elther such table ore at the
ontion of the insurers the Iintarcompany double indemnity
mortality table; and

(Cy for opolicies issued prior to January ls 196le the
intercompany double indemnity mortality table;

{ii) either table shall be combined with a wortality
table permitted for calculating the reserves for life
insurance policies;

(g) for group life insurancey life insurance issued an
the substandard basis and other special benefitsy such
tables as may be approved by the commissioner.®

Section 2« Section 33-2-524¢ MCAy is amended to read:

®33-2-524s Individual and group annuity and pure
ardownent contracts ~- valuation. (1) ¥me Except as _proyided
in__[section.. 3])s__the minimum standard for the valuation of
all individual annuity and pure endowment contracts issued
on or after the operative date of this sectiony as defined

hereiny and for all annuities and pure endowments purchased
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on or after that operative dates under group annuity and
pure endowment contracts is the commissioner®s reserve
valuation methods defined in 33-2-525 and the following
tables and Intarest ratess

{a) for individual annuity and pure endowment
contracts issued prior to July 1y 1979+ excluding any
disability and accidental death benefits in such contractse
the 1971 _ indiwvidual annuity mortality table or any
modification of this table approved by the commissioner and
6% interest for single premium immediate annuity contracts
and 4% interast for all other individual annuity and pure
endowment contracts;

{b) for individual single premium immediate annuity
contracts issued on or after July 1, 1979y excluding any
disability ana accidental death benefits in such contractsy
the 1971 individual annuity mortality table Qr._.._any
individual .apouity_mortality table adopted after 1380 by the
natignal __associotion _of _insucance commissiooers _thax.is
approved by the commissionsc.hy_tule for.use in _detecminiog
the _minimum _standard of waluation for such.coptracts or any
modification of thrs--veble sugh__tahbles approved by the
commissioner and T 1/2X% interest;

(cy for individuatl annuity and pure andowment
contracts issued on or after July ls 1979y other than single

premium immedi ate annuity contractss excluding any

-6- HB 572
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disabllity and accidental death bengfits in such contractsy
the 197t individual annulty mortality tahle or.  _any
Individual _aoouity mortality table adopted after. 1980 by the
pational _associatioo..of._insurance__commisslopecs . thak is
appcaved_by._ihe coamissioner by rule for uie. in. determining
the__minimum_staodacd. of valuation. for_sych.coptragts or any
modification of this-~tabde such _tahles approved by the
commissfioner and 5 1/2X interest for single pramlum deferred
annuity and pure endowment contracts and & 1/2% interest for

EY R other such Individual annuity and pure endowment

contractss;

(d)} for a'? annuwities and pure endowments purchasad
prior to July 1l¢ 1979s undér group annuity and pure
endownent contractses excluding any disability and accidental
death benefits purchased wuader such contractsy the 1971
group annuity mortality table or any modification of the
table approved by the cosmissioner and 6X interest;

(e} for all annuities and pure endowments purchased on
or after July 1, 1979+ under group annuity and pure
endowment contractss excluding any disability and accidental
death benefits purchasad wunder such contractsy the 1971
group annuity mortality table gr.any.group anoulty workality
table_adopted aftec 1280 Oy __the. oaticoal..associatiaon _of
insurance.coswissioners_that.is.approved by the_commissioper
by__rula_.fof..uiR..ib.. determiniog.. the minisum.standard of
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yaluation_for. such.appuities._and _pure _sendowseats orf any
modification of this--tab¥e 3sych _tables approved by the
commissioner and 7 1/2% interests

(2) After March 17 1973y any insurer may file with
the commissioner a written notice of its election to comply
with the provisions of subsection (1) after 3 specified date
before January Le L979s which shall be the operative date of
subsection {11 for such insurere An insurer may elect a
different operative date for individual annuity and pure
endowment contracts from that elected for group annuity and
pure andowment contractse. If an insurer makes no such
electiony the operative gate of this section for such
insurer shall be January 1y 1979."

NEW_SECIIQNs Section 3. Interest rates -
determination of minimum standard valuatione (1) The
calepndar year statutory valuation Interest rates as
established in this section must be used in detarmining the
minimum standard for the valuation of:

{a) all life insurance policies issued in a particular
calendar year on or after the operative date of [section & §
QE_HOJSE_BILL_222);

{b) all individual annui ty and pure endowment
contracts issued in a particular calendar year on or after

January 1le 198%;

(c) all annuities and pure endowments purchased in a
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particular calendar year on or after Janudry ls 1984y under
group annuity and pure endowment contracts; and

{d} the net increases if anyy in a particular calendar
year after January 1s 1984, in amounts held under guaranteed
interast contractse

{2} Except as provided in subsection (3)s the calendar
year statutory valuation interest rates are determined as
follows and the results rounded to the nearer 1/4 of 1%
when Rl is the lesser of R and <09+ R2 Is the greater of R
and «)9y R is the reference interest rate established in
[section 5]y and W is the weighting factor established in
[section &)=

(a) for life insurance:

Interest rate = +03 + W(RL — <03) ¢+ {(W/2)(R2 - .09);

{b) for single-premium immediate annuities and for
annuity benefits involving 1ife contingencies arising from
other annuities with cash settlement options and from
guaranteed iﬂtérest contracts with cash settlement options:

Interest rate = <03 + HW(R = o03)3

(c} for other annuities with?

(1) cash settlement options and guaranteed interest
contracts with cash settlement optionss valued on an issue
year basise except as stated in subsection (2)(b)y the
formula for 11fe insurance stated in subsection (2)(a)

applias to annuities and guaranteed interest contracts with
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guarantee durations in excess of 10 years and the formula
for single-premium immediate annuities stated in subsection
(2)(b) applies to annuities and guaranteed interest
contracts with guarantee durations of 10 years or less;

(ii) no cash settlement options and for guaranteed

interest contracts with no cash settlement options, the

formula for single-premium immediate annuities stated In

subsection (2)(b) applies; and

(ifi) cash settlement options and quaranteed interest
contracts with cash settlement options valued on a
change-in-fund basise the formula for single-premium
immedi ate annuities stated in subsection (2)(b) applies.

[3) 1f the calendar ye#r statutory valuation interest
rate for any life insurance policies issued in any calendar
year differs from the corresponding actual rate for similar
policies issued in the immediately preceding catendar year
by Jess than 1/2 of 1%s the calendar vyear statutory
valuation interest rate for such life insurance policies is
equal to the corresponding actual rate for the immediately
preceding calendar vyearas For purposas of this subsections
the calendar year statutory valuation interest rate for life
insurance policies issued in a calendar year wmust be
determined for 1980 {using the reference interest rate
defined for 1979) and must be determined for each subsequent

calendar year regardless of when [section 8} becomes

-10- HB 572
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operative. 1 (i¥) for annuities and guaranteed interest contracts
MEW_SECIIONa Section 4. .Interest rate weighting 2 valued on an issue year basis:

factors (1) The weighting factors referred to in the 3 Guarantee wWeighting Factor

formulas stated in (section 3] are as follows: 4 Duration in for Plan Type
ta) (i) for life insurance: Years A B C
Guarantee 6 S or less «80 =60 50
fSuration in Welghting T More than S but not more than 10 15 «60 «50
Years Facters 8 More than 10 but not more than 20 65 «50 45
10 or less «50 9 More than 20 %5 e35 o35
More than 10 but not more than 20 45 10 Plan Type
More than 20 «35 11 (i) A B c
(i) for tife insurancey the guarantee duration is the 12 for annuities and guaranteed interest

maximua number of years the life insurance can remain in 12 contracts valued on a change~in-fund

force on @ basis guaranteed in the policy or under options bad dasisy the factars  shawn in

to convert to plans of life Insurance with premium rates or 15 subsection (1){c)(i) increased by: «l5 225 .05

nonforfeiture valuesy or bothe that are Quarantned in the 16 Plan Type

oriainal policy; 17 (iis) A 8 c
{b) +80 for single premium immediate annuities and for 18 for annuities and quaranteed jnterest

annuity benefits involving life contingencies arising from 19 contracts valued on an {ssue year

other annuities with cash settlement options and guarantead 20 basis (other than those with no cash

interest contracts with cash settlement options; - 21 settlement options} that do not
fc) for other annuities and for guaranteed interest 22 guarantee interest on considerations

contractss except as stated In subsection (1)}(b)s according 23 recalvad more than 1 year after Issue

to the guarantee duration establighed in subsection {2) and 24 of purchase and for annuities and

the type of plan esFﬂb'ishgﬂ,ln Ssubsection (3): 25 quaranteed interest contracts valued

-i1=- HB 572
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on a change-in-fund basis that do not

quarantee interest rates on

considerations recelived more than 12

months beyond the valuation dates the

factors set forth in subsection

{L){(c}(i) or derived in subsection

{li{c}(if) increased by: «05 «05 =05

(2) For other apnuities with cash settlement options
and guaranteed Interest contracts with cash settlement
optionss the guarantee duration is tne number of years for
which the contract guarantees interest rates in excess of
the cilendar year statutory valuation interest rate for life
insurance policies with guarantee duration in excess of 20

yearse For other annuities with no cash settlement options
and for guaranteed interest contracts with ne cash
settlement optionss the gquarantee duration is the number of
years from the date of issue or date of purchase to the date
annuity benefits are scheduled to commences.

(3) ¥Plan types wsed in subsection (1)(c) are:

{a) Plan Type A--No wlthdrawal is permitted or at any
tiae volicyholder may withdraw funds only:

(i) with an adjustment to reflect changes in interest
rates or asset values since receipt of the funds by the
insurance company;

(ii) without such adjustment but in installments over 5
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years or morei or

(ili) as an immediate life annuity.

{(b) Plan Type B~-{i) Before expiration of the interest
rate guarantees no withdrawal is permitted or a poalicyholder
may withdraw funds only:

(A) with an adjustment to reflect changes in interest
rates or asset values since receipt of the funds by the
insurance company;

(B) without such adjustment but in installments over S
years or moreoe

{ii) At the end of the interest rate guaranteesy funds
may be withdrawn without such adjustment in a single sum or
installments over less than 5 years.s

fc} Plan Type C(--A policyholder may withdraw funds
pefore expiration of the Interest rate guarantee in a single
sum or installments over less than S years ejther:z

(i} without adjustment to reflect changes in interest
rates or asset values since receipt of the funds by the
insurance companyj or

(it) subject only to a fixed surrender charge
stipulated in the contract as a percentage of the fund.

{4) (3) An insurer may elect to value guaranteed
interest contracts 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

=14 H& 572
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contracts: with no cash settlement options and other
annuities with no cash settlement options must be valued on

an issue year basise

{b) As used in subsection (4):

(i} issue year basis of valuation is a2 valuation basis
under which the interest rate used to deterwine the winimum
valuation standard for the entire duration of the annuity or
guaranteed interest contract is the catendar year valuation
interqest rate for the year of issue or year of purchase of
the annuity or guaranteed interest contract; and

{ii)} change~in-fund basls of valuation is a valuation
basis under which the interest rate used to determine the
minimam 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 funde

NEW_SECIIONs Section 5. -Reference interast ratee {1}
The reference interest rate referred to in the formulas in
[section 3] is:

(al} for all life insurancey the lesser of the average
over a period of 36 months and the average ovear a period of
12 wmonthses ending on June 30 of the calendar year next
preceding the year .of issuey of Moody"s corporate bond yield
average--monthly average corporates;

-{b) .for single~pramium immediate annuities and for

=15~ HB 572
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annuity benefits involving 1ife contingencies arising from
other annuities with cash settlument options and guaranteed
interest contracts with cash settlement optionss the average
over a period of 12 wmonthse ending on June 30 of the
calendar year of issue or purchasey of Moody's corporate
bond yield average-—monthiy average corporates;

{c) for other annuities with cash settlement options
and quaranteed interest contracts with cash settiement
options valued on a year=-of-issue basise except as stated in
subsaction (l){b}y with guarantee duration in excess of 10
yearss the lesser of the average over -3 period of 36 months
ang the average over a period of 12 monthss ending on June
30 of the calendar year of issue or purchasey of Moody's
corporate bond yield average-~monthly average corporates;

{d) for other annuities with cash settlement options
and qguaranteed interest contracts with cash settlement
options valued on a year-of-issue basise except as stated in
subsection (l)(b}s with guarantee duration of 10 years or
Tesss the average over a period of 1Z months, ending on June
30 of the calendar year of issue or purchases of Moody's
corpor ate bond yield average-—monthly average corporates;

{e) for other annuities with no cash settliement
options and for guaranteed interest contracts with no cash
settiement optionse the average over a period of 12 manthse

ending on June 30 of the calendar year of issue or purchases

=16~ HB -572
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of Moody's corporate bond yield average--monthly average
corporates; or

(f) for other annuities with cash settlement options
and Juaranteed Interest contracts with cash settlement
options valued on a change-in-fund basiss except as stated
in subsection (1)(h)s the average over a period of 12
monthsy endina on June 30 of the calendar year of tha change
in the funds of Moody*"s corporate bond yield
average--monthly average corporatese

(2) If Moody's corporate bond yield average--monthly
average corporates iS no longer published by Moody's
investors services iInCesy or if the national association of
insurance commissioners determines that Moody®s carporate
bend yield average--monthly average corporates as published
by Moody®s investors Services inces is no longer appropriate
for the determination of the reference interest rates then
an alternative method for determination of the reference
interest rate adopted by the national association of
insurance commissioners and approved by the commissioner may
be substituted.

Section S« Section 33-2-525¢ MCAy is amended to read:

"33-2-525« Commissioner*s vreserve valuation wethods
{1} Except as otherwise provided in subsection ¢3¢ (&)1 and
33-2-526({3) reserves according to the commissioner’s

reserve valuation methody for the 1life insurance and

-i7- HB 572
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endowment benefits of policies providing for a uniform
amount of insurance and requiring the payment of uniform
premiums, shall be the excesss if anys of the present vailuae,
at the date of valuationy of such future guaranteed benefits
provided for by such policiesy over the then present value
of any future modified net premliums therefars The wmodified
net premiums for any such policy shall be such uniform
percentage of the respective contract premiums for such
benefits that the prasent values at the date of issue of the
pelicys of all such modified net premiums shall be equal to
the sum of the then present valua of such penefits provided
for by the policy and the excess of (2) over (b)s as
follows:

[3) a net level annual premium equal to the present
values at the date of issues of such benefits provided for
after the first policy yeares divided by the present valuay
at the date of issue of an annuity of one per annum payable
on the first and each subsequent anniversary of such policy
on which a premium falls due; provideds howevers that such
net level anmual premium shall not exceed the net level
annual  premium on the 19-year oremium whole life plan for
insurance of the same amount at an age 1 year higher than
the age at issue of such policys

(h) a net l-year term premium for such benefits

provided for in the first policy yeare.

-18- HB 572
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{2} __(a) FEor evecy life_insurcance. policy issugd oo, or
after_Jaouary ls.1387s for which the coptract premium ion_.the
first pelicy. ygar exceeds that_of _the second.years: for which
go__comparable. additignal bepefit is orovided in_the first
year__for.__such _excesss _and. .that . provides. .an..endoumsot
kepefits _a_casb_surcender.values or.a coshination of both in
a0__amount __greater. than. such _excess presiuss the rgsecye
according to the comeissioper!s resarve valuation sethods as
of any_policy appixersary. occuccing on. or.hefore_the assused
endiog.date as-the_ first_pelicy_gunivecsary. gn_which the sup
of any._godowment benefit_and aoy casb surceaoder _walus._then
available. is_greater thap.such excess.prempiups iss.gacent as
ethecwise _provided.  in 33:-2-526s the grsater_of the_reserye
as_of such pelicy anniversary _calculated as_ _desqribed _io
subsection_ _fll or. the reserve_as of such._policy anniversacy
calgulated as described in_subsection (i) with_ the_following
exceptions:

Li}__the value_defined_in_syhsectino (lial_is reduced
by _15% _of the aseunt of Sucb. excess first-year gpresiuss

Lil)._al)l_ _present__yalues _of bepngfits. aod.premiupgs_ ace
deterpined _wjthout _refegregce. Lo prediuas.__or _ begefits
provided for_in_the_peolicy.after the assumed endiag dakei

Liiid_the golicy _is assumed Lo _sature on such.azsumed
endiog._date_as_an.godowmenti_and

tiv)i.tbe cash sucrender xyalue. proyided gn _such_-pssused
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ending. date_is.coosidered _ap _endowment _bepefits
ib)__In. making _the_ _cgomparisqos_in_subsectiop (2){als

the mortality and_interest _bases _stated _jo__33=-2-523 _and
[section 2]} _must_be_useda

+2344{3) Reserves according to the commissioner's
reserve valuation method for the following shall be
calculated by a method consistent with the principles of
this sections except that any extra premiums charged because
of impairments or special hazards shall be disregarded in
the determination of modified net premiums:

{a) 1life insurance policies providing for a varying
amount of insurance or requiring the payment of varying
premiums;

{b) group annuity and pure endowment contracts
purchased under a retirement plan or plan of deferred
compensationy established or maintained by an employer
{including a partnership or sole proprietorship) or by an
employee organizations or by bothy other than a plan
providing individual retirement accounts or individuatl
retirement annuities under section 408 of the Internal
Revenue Codey as now or hereafter amended;

{c) disability and accidental death benefits iIn all
policies and contracts; and

{(d) all other benefits, except life insurance and

endownent benefits in 1ife Insurance policies and benefits

-20= HB S72
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provided by all other annuity and pure endowment contractss

304} (a) Subsection +3F (a4)l(b) applies to any
annuity 2and pure endowment contracts other than gqroup
annuity and pure endowment contracts purchased under a
retirement plan or plan of deferred compensation established
or maintained by an employer (including a partnership or
sole proprietorship) or by an employee organizations or by
bothy other than a plan providing individual retirement
acgounts or individual retirement annuities under section
408 »f the Internal Revenue Codes as now or hereafter
amendeds

{b) Reserves according to the commissioner®s annuity
reserve method for benefits under annuity or pure endowment
contractse exciuding any disablility and accidental death
benefits in such contractsy shall be the greatest of the
respactive excesses of the present values, at the date of
valuations of the future qgquaranteed benefitsy including
guaranteed nonforfeiture benefitss provided for by such
contracts at the end of each respective contract years over
the present values at the date of valuationy of any future
valuation considerations derived from future gross
considerations required by the terms of such contract that
become payable prior ta the end of such respective contract
year., The future guaranteed benefits shall be deterwmined by

using the mortality tabley if anyy and the interest rate or
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rates specified in such contracts for detaermining guaranteed
benefits. The valuation considerations are the portions of
the respective gross considerations applied under the terms
of such contracts to determine nonforfelture valuesa™

Sectlon 7« Section 33-2-526+ MCAy is amended to read:

433-2-526. Limits =-- optlons =~ minimum reservess (1)
in no event shall an insurer®s aggregate reserves for all
i1ife insurance policiesy excluding disability and accidental
death benefitsy be 1less than the agqregate reserves
calculated In accordance with the methods set forth in
33-2-525 and subsection (3) of ¢this section and the
mortality table or tables and rate or rates of interest used
in calculating nonforfeiture benefits for such policies.

{2) Reserves for any category of policiess contractsy
or benefits as established by the commissioner may be
caleul ated at the option of the Insurer according toc any
standards which produce greater aggregate reserves far such
category than those calculated according to the minimum
standard herein providedsy but the rate or rates of interest
used for poticies and contractss other than annuity and pure
endowmant contractses shall not be higher than the
corresponding rate or rates of interest used in calculating
any nonforfeiture penafits provided for thereins

{3) If in any contract year the gross premium charged

by any Jlife insurer on any policy or contract is less than

-22= HB 572
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the wvaluation net premium for the policy or contract
calculated by the method used in calculating the reserve
thereons but using the wminimum valuation standards of
mortality and rate of interests the minimum reserve regquired
for such policy or contract shall be the greater of elther
the reserve calculated according to the mortality tables
rate of interesty, and method actually used for such policy
or contract or the reserve calculated by the method actually
used for such polticy or contract but using the minimum
standards of mortality and rate of interest and replacing
the valuation net premium by the actual gross presfum in

each contract year for which the valuation net premium
exceeds the actual gross premium. Ihe _mioimum . yvaluatioo
sStagdards _of _sortality.asod cate of intarest. ceferrad to_io

this_section are those.  standards .stased. in._ 33:=2:-524&. 204
{secticn 3]a

1%) __For__every  life _insurance _policy _issued _after
Qeceaber_30s 1986+ _for_ which the gross premive_in the  First
policy _year _exceeds  that of the sacond.years for which no
cowparable_additiona) benefit is.provided in_the ficst_ year
for. _such_ excesss.and that.prevides .an eodowseot beoefits a
cash_surcender_yalues oC A _cogbioation of both in an_ amguot
greatec. . than__such _excess presiums_subsections.fl) thraugh
L3).of this _sectlon. eust__be. applied._as if_.the..eetbod
actually _used__in..calculating toe reserve for such pglicy
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were__the_ _method _described. _in. . _33-2-925{]la-_The__minigumn
rgserye. . .at_each policy aonivecsary of sugh_a_policy oust be
Lhe.grceater_of the minisye_resgrye_calgulated.ia..accacdagee

with___33-22525___and-_the minisua__reserve _calculated _io
accordance with this_sectippa®

NMEW_SECTION. Section 8+ Undeterminable reserves -
rules by cosmissioner. If a plan of life Insurance provides
for future premium determination the amounts of which are to
be determined by the insurance company based on current
estimates of future experiences or if a plan of life
insurance or annuity is of such a pature that the minimum
reserves cannot be determined by the methods described in
33-2-525 and 33-2-526y the reserves that are held under any
such plan musty as determined by regulations promulgated by
the cammissioner:

(1} be appropriate in relation to the benefits and the
pattern of premiums for that plani and

(2) be computed by & method which is consistent with
the principles of 33-2-521F through 33-2-526 and 33-2-531
through 33-2-535 and [sec<tions 3 through 5]

NEM_SECTIGN, Section 9+ Codification instructions.
Sections 3 through 5 and 8 are intended to be codified as an
integral part of Title 33s chapter 2+ part 5s and the
provislons of Title 33 apply to sections 3 through 5 and 8.

-End-
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March 19, 1983

SENATE STANDING COMMITTEE REPORT
(Business & Industry)

Statement of Intent House Bill No. 572

A statement of intent is required for this bill in that
it delegates rulemaking authority to the commissioner of insur=-
ance 1n section 1, 2 and 6.

Although 33-1-313, MCA, delegates to the commissioner of
insurance rulemaking authority to effectuate any provisions of
the Code, as this bill substantially increases this power, a
statement of intent is required.

Section 1 empowers the commissioner of insurance to approve
new tables as the minimum standard for reserve calculations for
life insurance policies and annuity contracts,

Section 2 empowers the commissioner of insurance to approve
new tables as the minimum standard for reserve calculations for
annuity and pure endowment contracts.

Section 6 allows the insurance commissioner to promulgate
regulations pertaining to the calculation of reserves for insur-
ance policies and annuity contracts not included in the original
Valuation Law.
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STATEMENT OF INTENT

HOUSE 8ILL 572

A statement of intent is requived for this bill in that
it delegates rulemaking authority to the commissioner of
insurance in sections 1y 2y and be

Al though 33-1-313, MCAs delegates to the commissioner
of insurance vulemaking authority o effectuate any
provisions of the Codey as this bill substantially increases
this powery a statement of intent is requirede

Section 1 empowers the commissioner of iInsurance to
approve new tables as the minimum standard for reserve
calculations for life insurance policies and annuity
contractse.

Section 2 empowers the commissioner of insurance to
approve new tadbles as tha minimum standﬁrd for reserve
catculations for annuity and pure endowment contracts.

Section 6 allows the insurance commissioner to
promul gate requ}ations pertaining to the calculation of
reserves for insurance policies and annuity contracts not

included In the original ¥Yaluation Lawe.
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HOUSE BIty NOe 572

INTRODUCED BY KITSELMAMs HARPERs YARDLEY

A BILL FDR AN ACT ENTITLED: "AN ACT TGO AMEND THE MONTANA
INSURANCE CODE STANDARD VALUATION LAW; AMENDING SECTIONS

33-2-523 THROUGH 33-2-5264 MCA."™

BE 1T ENACTED BY THE LESISLATURE OF THE STATE OF MONTANA:
Saction ls Section 33-2-523y MCA» is amended to read:
n33-2-523. Contracts on or after the operative date of

33-20~213 -- valuatione (1) This section shall apply to only

those policies and contracts issuad on or after the
operdtive date of 33-20~213, except as otherwise provided in

33-2-524 for group AaAnnuity and pure endowment contracts

issued prior to that dates
(2) Except as otherwise provided In 33-2-524 and

23-2-525+ the minimum standard for the vatuation of all such
polticies and contracts shall be the commissioner?'s reserve

valuation wmetheds defined in 33-2-525 and 32~2-526(3)+ 5%

interest for group annuity and pure endowment contracts and

3 172% interest for all other such policies and contracts or

in tha case of peolicies and contractsy other than annuity

and pure endowment contractsy issued on or after HMarch 17,

1973+ 4X Interest for such policies issued drior to July 1,

19794 3nd 4% 1/2% interest for such policies issued on or

n
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after July 14 19794 and the following tables:

(a) for alY ordinary pelicles of life insurance issued
on the standard basisy excluding any disability and
accidental death benefits in such policiesy the
commissioner*s 1941 standard ordinary mortality tablej

iy fors suych policies Issued prior to the operative
date of 33-20-2064+ as amendedy and the commissioner®s 1958
standard ordinary mortality table for such policies issued
on or after that operative date hut_aripr-to..-the _operative
date of (sectipn & & OF HOUSE BILL_532])+ except that for any
category of such policies issued on féma]e risksy modified
net premiums and present valuesy referred to in 33-2-525 and
33-2-526y may be calculateds at the option of the insurer
with the approvel of the commissioper; according to an age
younger than the actual age of the insured; or

(Li) for such policies issusd on or after the opegative
date of [section 8 &.0F HOUSE BILL.522])i

{a4)__the.  commissiecpgr®s.. 1980 __standard __ordinary
moctality. tables

Li)__at tne election of the company for_any pne or gore
specified plaps__of life insurances tbe_ sompissigney’s.1380
standard__ordioary _mortalizy _table _with _l0-year _ select
mortatity.factors: or

1C1__any_ordioary cortality table_ adopted_after X280 by

tbhe__patiopal._association_of insurance commissioners that._is

-2= HB 572
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approved-by-the coawissiooer Dy ruls_for use in _determioiog
the_minioun standacd_of wyaluation for such_policies:

(b) for all industriat 1ife insurance policies jssued
on the standard basisey excluding any disability and
accidental death benefits In such policieses the 1941
standard industrial mortallity table for such policies issued
prior to the operative date of 33-20-20T7, as amendedy and
the--commissionerts—196t-standard-industrint-mortetiey-tahie
for such policies issued on or after that operative date the
commissionert's 196l standard industrial mortality _table or
agy_-iodustrial .mortality _table _adogted after 1980 by the
natlonai _asseciatioo of insurance _coppissigners_shat _is
appeayed. by tbe commissioner by rule for use ip determioing
the_mloinub_staondacd of xaluakion for_such.policies:

{c) Ffor individual annulity  and pure  endowment
contractss excluding any disability and accidental death
benefits in such policiesy the 1937 standard annuity
mortality table ory at the option of the insurery the
annuity wmortality table for 1949y ultimatey or any
modification of' either of these tables approved by the
commissioner;

(dy for éroup annuity and pure endowment contractss
excluding any disablility and accidental death benefits in
such policiess the group annuity mortality table for 1951,

any modiflcation of such table approved by the commissionery

-3- HB 572
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ore at the option of the insurery ar of the tables or
modifications of tables specified for individual annuicy and

pure endowment contracts;

(e} (1) for total and permanent disability benefits in
or supplementary to ordinary policies or contracts:

(A} for poticies or contracts Issued on or after
January 1y 1965s the tables of period 2 disablement rates
and tne 193G to 1950 termination rates of the 1952
disability study of the society of actuariess with due
regard to the type of beneflits_or any.tables gf. . disablemsnt
catds__and. .tecmination .cates _adopied _after 1980 bv.the
natignal association of _insurance commissioners thar ace
approved by the comasissicoer by rule for use.io detccmining
the oioieun_staodacd of .waluation for such_pelicies;

t8) for policies or contracts issued on or after
January 1ly 19&le and prior to January iy 1965+ either such
tables ory at the option of the insureres the class 3
disabil 1ty table (1226); and

{C) for opolicies issued prior to January ly 19614 the
tlass 3 disabiltity table (1926)3

(i) any such table shalls for active 1lives, be
combined with a mortality table permitted for calculating
the reserves for Tife insurance policies;

(fy (i) for accidental death  benefits in or

supplementary to policies:

—4= HB 572
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(A) for policlies iIssued on or after January le 1966y
the 1959 accidental death beneflits table gr__any .accidental
death _bepefits _table adopted _aftec 1200 by the natiocnal
aasocistion.of insurance commlssioners that_ is _aporgved by
the _comsissioner.hy rule for use in detecsining the mininue
standard.of yaluation for such_policiess

{B) for pollicles issuad on or after January 1s 1961,
and prior to January ly 19664 elther such table ore+ at the
aption of the insurery the Iintercompany double indeanity
mortality table; and

(Cy for policies issued prior to January ls 1961, the
intercompany double indemnity mortality tabte;

[i¥) either table shall be combined with a3 mortality
table permitted for calculating the reserves for iife
insurance policies;

{9) for group 1ifa Insurances life insurance issued on
the substandard basis and other special benefitss such
tables as may be approved by the commissioner.®

Section 2. Section 33-2-574y MCAy is amended to reads:

®33-2~524« Individual and group annuity and pure
andowment contracts =-- valuation. (1) ¥he Except as . provided
in__{sz¢siogn_.33a__the minimum standard for the valuation of
all individual annuity and pure endowment contracts issued
on or after the operative date of this sections as defined

hereity and for atl annuities and pure endowments purchased

- HB8 S72
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on or after that operative datey under group annuity and
pure 2ndowment contracts is the commissioner®s reserve
valuation methods defined in 33-2-525 and the following
tables and interest rates:

{a) for individual annuity and pure endowsent
contracts Issued prior to July 1y 1979y excluding any
disability and accidental death benefits in such contractse
the 1971 individual annuity mortality table or any
modification of this table approved by the commissioner and
6% interest for single premium immediate annuity contracts
and 4% interest for all other iIndividwal annuity and pure
endowment contracts;

{b) for individual single premium immediate annuity
coptracts issyed on or after July 1, 1979y excluding any
disability and accidental death benefits in such contractss
the 1971 Individual annuity mortality table or_ _any
ingividual _aoouity soriallisy. table adopted afier 1980 by _the
patienal _assoclation _of  lpsurance  coomissjopnecs . that is
approved by the coxmissloper by rule for use in . _detecplning
the__zipimum_siandard of valuation for such.roptracts or any
modification of ehia--tmbte sych _tables approved by the
commissioner and 7 1/2% interast;

{(c) for indlvidual annuity and pure endowment
contracts issued on or after July le 1979+ other than single

premium immediate annuity cantractse excluding any

-5= H3 ST2
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disabiltity and accidental death benefits in such contractsy
the 1971 individual eannuity mortality table QL. __30y
lodividual aoouity_morcality fable adepted.2fter 1980 py the
Datienal..asseciation of ipsyrance..commissioners._that_jis
aoproved by the commissioner.by ruls_for use in _determining
the__minimue standard.of valuation. foE such.cootracts or any
modification of this—eable such__xables approved by the
commissioner and 5 1/2% interest for single premiva deferred
annuity and pure endowment contracts and & 1/2% interest for
alt other such individual aanvity and pure endowment
contracts;

(d) for all amsnuities and pure endowments purchased
prior ta July 1+ 1979, under group annuity and pure
endownznt contractss excluding any disability and accidental
death benefits purchased under such contracts, the 1971
group aanuity mortality table or any modification of the
table approved by the commissioner and 6% interest;

{e) for all annuities and pure endowments purchased on
or after July 1s 1979s under group annuity and pure
endosment contractss excluding any disability and accidental
death benefits purchased under such contractse the 1971
group annuity mortality table or agy_group annuity morfality
table adopted after 1980 by the npational..asseciatino__of
insucance caweissionecs that Is Joproved by the caomsissioner
by._rmle _for _use_ in. determiniog _the pinimum_standard of
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[C I U )

10
11
12
13
14
15
1s
17
i8
19
20
21
22
23
24

25

HE 0572/02

v3luation for such aoguisies _and_ pure cu.awmEgnls or  any
modification of <¢his-—teb¥e syuch_ _tables approved by the
commissioner and 7 1/2% intereste

(2) after March 17s 1973+ any insurer wmay file with
the commissioner a written notlce of its election to comply
with the provisions of subsection (1) after a specified date
before January ly 1979 which shall be the operative date of
subsection (L) for such insurer. An insurer wmay elect a
different operative date for Individual annuity and pure
endowmznt contracts from that elected for group annuity Jand
pure endowment contractss If an Insurer wmakes no such

electiony the operative date of this section for such

‘insurer shall be January 1ls 1979

SEWM_SECTIONS. Section 3. Interest rates -
determination of minimum standard valuation. (1} The
calendar year statutory valuation interest rates as
established in this section wust be used in determining the
minimum standard for the valuation of:

{a) all life insurance policies issued In a particular
calendar year on or after the operative date of [section 8 §
QE_HOUSE RILL 59213

(b) all individual annuity and pure endowment
copntracts issued in a particular calendar year on or after
January ly 19B4;

{c) all annuities and pure endowments purchased in a
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particular calendar year on or after January 1y 1984, undar
group annuity and pure endowment contractsi and

{d) the net increase, if anyy in a particular calendar
year after January l¢ 1984, in amounts held under guaranteed
intersst contractse

(2) Except as provided in subsection (3)e the calandar
yesr statutory wvaluation interest rates are determined as
follows and the results rounded to the nearer 1/4 of 1%e
when Rt is the lesser of R and «09y RZ is the greater of R
and «39y R is the reference Interest rate established in
[section 5)s and MW is the weighting factor established in
[section &]:

(a) for life insurance:

Interest rate = 403 + H{RL = <03} + (W/2)(R2 ~ +09);

§b) for single-premium immediate annuities and for
annuity beneflts involving Yife contingencies arising from
other annuities with cash settlement options and from
guaranteed Interest contracts with cash settlement options:

Interest rate = 403 + H(R - .03);

(c) for other annuities withs

{i) cash settlement options and guaranteed Interest
contracts with cash settlement optionsy valtued on an issue
year basise except as stated in subsection (2}(b)s the
fFormula for 1life insuranca stated in subsection (2}){2)

applies to apnuities and guaranteed interest contracts with
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guarantee durations in excess of 10 years and the formula
for single-premium impediate annuities stated in subsection
{2) (b} applies to annyities and guaranteed iInterest
contracts with guarantee durations of 10 years or less;

(ii) no cash settlement options and for guaranteed
interest contracts with no <cash settliement options, the
formul a for single-premium immediata annuities stated in
subsection (2)(b) applies; and

(iii) cash settlemant options and guaranteed interest
contracts with cash settlement options valued on a
change=-in-fund basise the formula for single-premium
immediate annuities stated in subsection (2){(b) applies.

{3} If the calendar yasar statutory valuation interest
rate for any life insurance policies kissued in any calendar
year differs from the corresponding actual) rate for simitar
policies issued in the immediately preceding calendar year
by 1less than 1/2 of 1%, the calendar year statutory
valuation interest rate for such life insurance policies is
equal to the corresponding actual rate for the immediately
preceding calendar vyears For purposes of this subsections
the calendar year statutory valuation interest rate for life
insurince policies dssued in & calendar year must be
determined for 1980 (using the reference Interest rate
definad for 1979) and must be determinad for each subsequent

calendar year regardiess of when [section 8] becomes
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operatives

NEW_SECTIDNG Section 4« Interest rate welghting
factore. {1} The weighting factors referred to in the
formulas stated in [section 3] are as follows:

(a) (1) for life insurance:

Guarantee

Duration in Weighting
Years Factors
L9 or less a50
More than 10 but not more than 20 ad5
More than 20 35

{ii} for 1life insurancey the guarantee duration is the
waximum 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 1ife insurance with premium rates or
nonforfeiture valuaesy or bothy that are guaranteed in the
original policy;

{b} «BO for single premium immediate annuities and for
anpnuity beneflts favolving life contingencies arising from
other annuifties with cash settlement options and guaranteed
interest contracts with cash settlement options;

(¢} for other annuities and for gquaranteed interest
contractse axcept as stated in subsection {(1)(b)s according
to the gquarantee duration established in subsection (2) and

the type of plan established in subsection (3}:
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(i) for annuities and gquaranteed

valued on an issue year basis:

Guarantee

Duration in

Yzars

5 or less

More than 5 but not more than 10
dore than 10 but not more than 20

More than 20

(i)

for annuities and guarantaed interest
contracts valued on a change-in-fund
basise the factors shown in

subsection {l){c} (i) increased by:

{iiv)

for annuities and guaranteed interest
contracts valued on an IsSue year
basis (other than those with no cash
sattlement options) that do not
quarantee interest on considerations
received more than 1 year after issue
or purchase and for annuities and

guaranteed interest contracts valued

-] -
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terest contracts

Helghting Factor

for Plan Type

A B C
«80 «60 «50
15 «60 +50
65 50 %5
45 -35 «35

Plan Type
A B C
«15 25 05
Plan Type
A B C
HB 572
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on a change—in—fund basis that do not
guarantee interest rates on
considerations veceived more than 12
months beyond the valustion datey the
factors set forth in subsection
{1L}{c} (i) or derlved In subsection .

(1)(c)(il) increased by: «05 205 «05

{2) For ovther annuities with cash settlement options
and guaranteed Iinterest contracts with cash settlement
optionss the guarantee duration 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 policies with guarantee duration In axcess of 20
yearse For other annulties with no cash settlement options
and for guaranteed interest contracts with no cash
settlement optionse the guarantee duration is the number of
years from the date of issue or date of purchase to the date
annuity beneflits are scheduled to commences

(3) Plan types used in subsection {l)(c) are:

{a) Plan Type A--No withdrawal is permitted or at any
time policyholder may withdraw funds only:

{i}) with an adjustment to reflect changes in interest
rates or asset values since receipt of the funds by the
insurance companyi

{ii) without such adjustment but in installments over 5
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years or wmorei or

(iii) as an immediate Vife annuitys

(b) Plan Type B~-{1) Before expiration of the interest
rate guaranteey no withdrawal is permitted or a policyholder
may withdraw funds only:

(A) with an adjustment to reflect changes in interest
rates or asset values since receipt of the funds by the
insurance>co.pany:

{8) without such adjustment but in installments over 5
years or morees

{ii) At the end of the interest rate guaranteay funds
may be withdrawn without such adjustment in a single sum or
installments over less than 5 years.

{c} Plan Type C--A policyholder may withdraw funds
before expiration of the interest rate guarantee in a single
sum or installments over less than 5 years either:

{i] without adjustment to reflect changes in interest
rates or asset values since rveceipt of the funds by the
insurance company; or

{il) subject only teo a fixed surrender charge
stipulated in the contract as a percentage of the fund.

{(4) (2@) An insurer may elect to value guaranteed
interrst conptracts with cash settlement options and
anhuities with cash settlement options on either an lissue

year basis or on a change-in~-fund basise Guaranteed interest

-1 4= HB 572
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contracts with no cash settlement options and ather
annuities with no cash settlement options must be valuyed on
an issuye year basise

{b) As used in subsection (4%):

(i} issue year basls of valuation is a valuation basis
undaer which the interest rate used to determine the minimum
valuation standard for the entire duration of the annuity or
guaranteed jinterest contract is the calendar year valuation
interest rate for the year of issue or year of purchase of
the annuity or guaranteed Interest contract; and

(ii) change-in-fund basis of valuation is a valuation
basis under which the interest rate used to determine the
minimue 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 fundas

MEM_SECIION. Section S. Reference interest rate. (1}
The reference interest rate referred to in the formulas in
[section 3] is:

(a) for all life insurances the lesser of the average
over a perlod of 36 months and the average over a period of
12 monthses ending on June 30 of the calendar year next
preceding the year of issues of Moody"s corporate bond yield
average~—monthly average corporates;

{b} for single-premium imnediate annuities and for
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annuity benefits Involving life contingeun.ies arising from
other annuities with cash settlement options and quaranteed
inter2st contracts with cash settlement optionsy the average
over a period of 12 monthsy ending on Jdune 30 of the
calentar year of Issue or purchasey of Moody's corporate
bond yield average--monthly average corporates;

{c) for other annuities wWwith cash settliement options
ang guaranteed interest contracts with cash settlement
options valued on a year-of-~issue basissy except as stated in
subsection (l)(b)y with guarantee duration in excess of 10
yearse the tesser of the average over a period of 36 g inths
and the averaje over a period of 12 monthss ending on June
30 of the calendar year of Issue or purchasey of HNoody's
corporate bond yield average—aonthly average corpoeratesj

(d) tor other annuities with cash settlament options
and guaranteed interest contracts with cash settlement
options valued on a year-of-issue basisy except as stated in
subsection (1){b): with guarantee duration of 10 years or
Tesss the average over a period of 12 monthsy ending on June
30 of the calendar year of issue or purchase, of Moody's
corpor ate bond yield average--monthty average corporates;

(e} for other annuities with no cash settlement
options and for guaranteed interest contracts with no cash
settlement optionse the average over a period of 12 months,

ending on June 30 of the calendar year of issue or purchases

—-f o= HB 572
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of Moody®s corporate bond yleld average--monthly average
corporates; or

(fF) for other annuities with cash settliement options
and Juaranteed interest contracts with cash settlement
options wvalued on a change-in-fund basiss except as stated
in subsection (1}{b)s the average over a period of 12
monthsy ending on June 30 of the calendar year of the change
in the fundy of Moady*s corporate bond yiela
averaje-—-monthly average corporatese

(2) 1I1f Moody's corporate bond yield average--monthly
avearage corporates s no Jonger published by Moody®s
investors servicasy inCey or if the national association of
insurance commissioners determines that Moody®s corporate
bond yield average--monthly average corporates as published
by Moody®s investors services inces is no longer appropriate
for the determination of the reference interest rates then
an alternative method for determination of the reference
interest rate adopted by the national association of
Insurance commissioners and approved by the commissioner may
be subtstituteds

Section 6. Section 33-2-525» MCAy is amended to read:

#33-2-525, Commissioner's reserve valuation method.
(1) Except as otherwise provided In subsection +3% (4] and
33-2-526(3})s reserves according to the commissioner”s

reservz valuation methode for the 1ife insurance and
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endowment benefits of pelicies providing for a uniform
amount of Insurance and requiring the payment of uniform
premiumnsy shall be the excesss If anys of the present values
at the date of valuations of such future guaranteed benefits
provided for by such peoliciese over the then present value
of any future modified net premiums thevefor. The wodified
net premiums for any such policy shall be such uniform
percentage of the respective contract premiums for such
benefits that the present valuesy at the date of issue of the
policys of 311 such modified net premiums shall be aqual to
the sum of the then present value of such benefits provided
for by the policy and the excess of (a) over (b)s as
follows:

(a) a net level annual premium equal to the present
value+r at the date of Issuey of such benefits provided for
after the first policy year, divided by the present value,
at the date of issue of an annuity of one per annum payable
ot the first and each subsequent anniversary of such policy
on which a premium Falls due; provided, howevers that such
net level annual premium shall npot exceed the net level
annual premiunm on the 19-year premium whole life plan for
insurance of the same amount at an age 1 year highar than
the aqe at Issue of such policy;

{b}) a net 1-year term premium for such benefits

providend for in the first policy year.
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l2)__ia) For_every life. josurance peolicy issued on ox
aftec. Japuary 1: 1287, for which the contract premium_in. the
first policy year_exceeds. that of the. sacond years for which
oo .cosparahle _additional _benefit is prowided in the first
year_.faor_ . such._excesss._ . and _that provides. an_ _endowment
bepefita_a_cash_surrender yalues oc a compicatigo of hoth in
ao..gnount__greater .. tban. _such. excess premiums the reserve
accordiog.to the commissioner’s.resecve yaluation ethods. as
of any_policy anniversary occurring oo or pefore the assumed
ending_date_as_the first_policy anoiversary_on which the sum
af _any._eodowsant becefif and any casb surreodec. _value _theo
a¥allable is greater than._such excess premiugis iss BXCept as
otherwise _peovidegd _In 33-2-826e khe greater.of lhe reserxa
as.of such _policy anniversary .calculated _as  dascribed  in
subsection._{1) or the reserve as of such policy apniversary
salculated as_described in subsegtion (1) with the following
saceptions:

Li}__the value.defined in_subsection (13fa} is reduced
by 153 _of .the asougt of such excess first-year presiums

{ill-all_.present _values__of bepefits and presiums are
detecpined. _without .refergpnce__to arepiums __er  beosfits
acgyided for_in_the.policy after the assused _ending datei

fiiid_the _policy is assumed to.pature on suych 3ssussd
ending.date._as_an_endowseoii.aod

Lixd_the cash.succender xalus provided on such _assused

~-19- HB 572

1n
11
12
13
1%
15
16
17
18
19
20
21
22
23
2%

25

HE 0572/0G2

ending . date_ls cocsigdeced an_endowpent bepn~~ita

fhl._ln_.makiog. the comparisons_in_subsection {2){a)s
the_portality and interest  boses. stated. io. 33:2-523. _aond
Lsection 3] must_be. useds

t2¥443) Reserves according to the commissioner'"s
reserve valuation method for the Ffollowing shall be
calculated by a method consistent with the principles of
this sections axcept that any extra presmiums charged pecause
of impairments or special hazards shall be disregarded in
the determination of modified net premiums:

(a) 1Vlife insurance policies providing for a var ing
amount of insurance or requiring the paysent of varying
premiums;

{(2) group annuity and pure endowment contracts
purchased Lnder a vetirement plan or plan of deferred
compensations established or wmaintained by an employer
{including a partnership or sole proprietorship) or by an
employea organizations or by boths other than a plan
providing Individual retirement accounts or individual
retirement annuities under section 408 of the Internal
Revenue Cadey as now or hereafter amended;

{c) disability and accidental death benefits in ali
policies and contracts; and

(d) all other benefitsy except 1I1fe insurance and

endowment beneflts in 1ife insurance policies and benefits

~-20~ HB 5T2
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provided by all other annuity and pure endowment contractse

3914} (3a) Subsection +3% (&)(b) applies to any
annuity and pure endowment contracts other than group
annuity and pure endowment contracts purchased under a
ratirenent plan or plan of deferred compensation established
or wmalntained by an employer {including a partnership or
sole oroprietorship) or by an employee organizations or by
bothes other than a plan providing individual retirement
accounts or individua) retirement annuities under section
408 of the Internal Revepue Codes as now or hereafter
amendede.

(b} Reservas according to the commissioner's annuity
reserve method for benefits under annuity or pure endowmsent
contractsy excluding any disability and accidental death
benefits in such contractse shall be the greatest of the
respactive excesses of the present values, at the date of
valuations of the Ffuture guaranteed benefitsy including
guararteed nonforfeiture Ddenefitse provided for by such
contracts at the end of each respective contract years over
the present values at the date of valuationy of any future
valuation considerations derived from future gross
considerations required by the terms of such contract that
become payable prior to the end of such respective contract
year. The future guaranteed benefits shall be determined by

using the mortality tables if anys and the interest rate or
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rates specified in such contracts for determining guaranteed
penefi ts. The valuation considerations are the portions of
the respective gross considerations applied under the terms
of such contracts to determine nonforfeiture valuess®

Section 7« Sectlon 33-2-526y MCAy is amended to read:

#33-2-526. Limits =-- options =— minimum resarves. (1)
In no avent shall an insurer?®s aggregate reserves for all
1ife insurance policies, excluding disability and accidental
death benefitssy be 1less than the aggregate reserves
calculated In accordance with the methods set Fforth in
33-2-525% and subsection (3) of this section and the
mortality table or tables and rate or rates of interest used
in calculating nonforfelture benefits for such policiess

(2) Reserves for any category of policiess contractsy
or benefits as established by the commissioner wmay be
calculated at the option of the Iinsurer according to any
standards which produce greater aggregate reserves for such
categiry than those calculoted according to the minimum
standard herein provideds but the rate or rates of interest
used for policies and centractsy other than annuity and pure
endowment contractse shall not be  higher than the
corressonding rate or rates of interest used in calculating
any nonforfeiture benefits provided for thereine

(3) If in any contract year the gross premium charged

by any 1life insurer on any policy or contract is less than
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the valuation net premium for the policy or contract
calculated by the method wused in calcutating the reserve
thereons but using the wminimum valuation standards of
mortality and rate of interests the minimum reserve required
for such policy or contract shall be the greater of either
the reserve calculated according to the mortality tables
rate of interest, and method actually used for such policy
or toatract or the reserve calculated by the method actually
used for such policy or contract but wusing the minimum
standards of wortality and rate of interast and replacing
the valuation net premium by the actual gross premium in
each contract year for which the valuya2tion net premiua
exceeds the actual gross premium. Ibe__pioleum__valuation
Standards_ _of _portality angd rate of interest referred to in
this section are those stapdards _stated _ia 33-2-32% and
Lsection.3ds

18). ter _avery _dife insurance. palicy lIssued. after
Recember _30s 1986. for which the. gross._presiue jo.the . first
gollcy.__year gxceeds.  that of the second yeacs for which po
comparable _additiogal beneflt is orovided. io the first _year
for__such__excesss_and.that_proxides an epdowespt bepefits 2
casb_surrender yaluee.or_a comblpnation of boib in.ac..asount
grearer. thao _Such  extess premiugs_subgections (l).-through
L3)_of this. section. must _be _aoplied. as-_ 1f. the pethod
actualiy__used . ig_.calculating. the reserve for such pollcy
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ware _the  metbed described..in  3322:-323511)s The minisum
ceserva__at.-each policy anniversacy of such.a.policy musi be
the_greater_of the minjgus_ceserve calculated in__pocordance
with___33-2x525___and__the sinimus__reserve .calculated _ip
accerdance_with this sections®

NEW_SECTIONe Section 8« Undeterminable reserves -
rules by commissioners If a plan of life insurance provides
for future premium determination the amounts of which are to
be determined py the Insurance company based on current
aestimates of future experiences or if a plan of life
insurance or annuity Is of such a nature that the minimum
regserves cannot be determiméd by the methods described in
33-2-525 and 33-2-5264 the re¢serves that are held wnder any
such plan muste as determined by regulations promulgated by
the commissioners:

{1) be appropriate in relation to the benefits and the
pattern of premiums for that plan; and

{2) be computed by a method which is consistent with
the principles of 33-2-521 through 33-2-526 and 33-2-531
through 33-2-53% and [sections 3 through 5].

NEW SECTIONs Section 9« Codification instructione.
Sections 3 through 5 and 8 are intended to be codified as an
integral part of Title 33y chapter 2y part S5y and the
provisions of Title 33 apply to sections 3 through 5 and 8.

~End—-
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