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Daphne .Bartlett (Calif.) expressed concern about illustrations showing depesits accumulated at the current interest rate for a
long period, but there may be no guarantee in the contract that the company will use the then current annuity purchase rate
at the end of the accumulation phase. Mr. Higgins expressed the opinion that the model on annuity illustrations should apply

to ERISA plans. Commissioner Wilcox asked the group to give some thought to appropriate exclusicns from the model.

The working group and interested parties spent some time discussing the concept of equity indexed annuities, how they
worked and what concerns they might raise for illustrations. Commissioner Wilcox emphasized the task before the 'group is to
come up with a disclosure standard that would cover these type of products plus whatever new products came on the market.
He said the discussion had focused on what companies do now, but that inventive minds would come up with new products
and the model regulation needs to work as well as it can to cover those new products. Mr. Ullstrom said one way to accomplish’
this is to use general requirements instead of getting tow specific; for example, “be clear and not misleading” rather than “use
these columns showing these numbers.” Commissioner Wilcox agreed that soundly based general rules are best. Mr. Foley said
one of the things that had been most helpful to the working group was sample illustrations that use standards of the Life
Insurance Illustrations Model Regulation. He suggested that examples of clear disclosure by use of a narrative such as Ms.
Lanam had eluded to earlier would be very helpful to the working group in deciding what was adequate disclosure. Ms. Lanam
said technical resource advisors would prepare some samples that show what is currently being used in the marketplace and

put together a packet of information for the regulators.
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ATTACHMENT THREE-B1

Report of the Cost Indices Subgroup of the
Life Disclosure (A) Working Group

The Cost Indices Subgroup of the Life Disclosure Working Group met by conference call on Aug. 15, 1996, to discuss the
appropriate use of cost indices in the Life Insurance Buyer's Guide and broader issues regarding the use of cost indices. The
following regulators participated: Tom Foley (N.D.), Chair; Christian Uhlmann and Mae Gabor (Alaska); Frank Dine (Fla.);
Lester Dunlap (La.); John Rink (Neb.); Tony Higgins (N.C.}; Dan Keating (Okla.); and Ted Becker (Texas).

The group first considered a suggestion from Chris Kite (FIPSCO) for a new type of index that would allow consumers to
compare the assumptions in the illustration. The group reviewed comments in favor of and opposed to the method described by
Mr. Kite. Mr. Kite said his index has the advantage of prompting the prospect to question assumptions used. Delmer Borah
(MassMutual) suggested that consumers are more concerned about total cost than assumptions. Brenda Cude (Cooperative
Extension Service) opined that the target audience does not care about assumptions. Tony Higgins (N.C.} said he was
unconvineed about the need for indices, seeing them as an intellectual exercise that would not benefit the public. The
consensus of the group was that none of the indices available are clearly supetior at comparing policies in a meaningful way.
Some are so technical that consumers and maybe agents cannot grasp the nuances. The subgroup decided to include only a
general description in the huyer’s guide and not to get into the technical aspects of the different indices. Lester Dunlap (La.)
asked that further comments on the guide be limited to the description of the use of cost indices (Attachment Three- Bla).

The group then looked beyond the immediate concern about what to put in the buyer’s guide and considered the broader issues
in the charge to the Life Insurance (A) Committee. The group decided a good starting point would be to make a list of indices
that were useful. Tom Foley (N.D.) asked those who felt a certain index should be considered for a list of recommended indices
to forward that information to him. A list of useful indices would serve as a good starting point for discussion at the Fall
National Meeting.

2]

ATTACHMENT THREE-Bla

LIFE INSURANCE BUYER'S GUIDE
Draft: 8/15/96

the Life Disclosure Working Group on Sept. 28, 1996, with further revision to a

[Editor’s Note: This draft was adopted by
language on page 918 of this volume of the NAIC Proceedings.f

puragraph on cost indices. See the amendatory

limited to that contained in the following pages of this Appendix, or to
} - : :

tivenessef-the—Buyer's—Guide: Companies may

o reproduce the Buyer's Guide in their own type
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[The face page of the Buyer's Guide shall read as follows:]

Life Insurance Buyer’s Guide

This guide can help you get-the-most-for-yourtmeney-when you shop for life insurance. It eanhelp-yoranswer-guestions-abont
discusses how to:
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¢  Buvinghife-lrsurance ] i Your N
¢  DeeidinsDecide How Much Insurance You Need
Findi o GostPali
¢  Thingsto-Hemember Make Informed Decisions When You Buy a Policy

Prepared by the National Association of Insurance Commissioners

The National Association of Insurance Commissioners is an association of state insurance regulatory officials. This assoeiation
helps the various insurance departments to coordinate insurance laws for the benefit of all consumers.

This guide does not endorse any company or policy.

Reprinted by. . .

IMPORTANT THINGS TO-REMEMBER CONSIDER

1. Review your partiewdarowp insurance needs and circumstances. Choose the kind of policy with-that has
benefits that most closely fit your needs. Ask an agent or company to help you.

II 2, Be sure that mu_gan_han_dle_bhe—premmms pﬁymgntgﬁe—m&hﬂ-ﬂ—yﬂiﬂ—&b&&y—t&pﬁy Ben—t—l-eek—oﬁ-ly—at—t—he

N n fford the initial pr ?
ium iner i i n an you stl]l fford it?

£4. Don’t buy life insurance unless you intend to stick with # your plan. It ean_may be very costly if you quit
during the early years of the policy.

[ op_One po and buy a
W i r insuran 1
46. Read your policy carefully. Ask your agent or company about anything that is not clear to you.

87. Review your life insurance program with your agent or company every few years to keep up with changes
in your income and your needs.

Buying Life Insurance

When you buy life insurance, you want coverage that {its your needs-and-deesr’t-eost-teerrueh.
First, declde how much you need—and for how long and what you can afford to pay. Kggp_ln_mlnd_ﬂ]_e_majﬁmw
ifé e i e fi effe ] ath :

wWays yg;; plgn fbr the fu];m‘_ﬁ
Next, find-eut-learn what kinds of policies are-avaitablete will meet your needs and pick the one that best suits you.

nefits in life_or ; ination of both.

It makes good sense to ask a life insurance agent or company to help you. An agent can be-partienlarlyusefalin help you
reviewing your insurance needs and im-givinggive you information about the kinds-of-available policies—thet-are-available. If
one kind of policy doesn't seem to fit your needs, ask about others.

This guide provides only basic information. You can get more facts from a life insurance agent or company or—at_from your
public library.

What About ¥eur-Present-the Policy You Have Now?
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* Tt earrmay be costly ,Lg_r_ep_lag_e_a_pohcy Much of what you paid in the early years of the policy you new-have now, was
used-paid _for the company’s expense-cost of selling and issuing the policy. Fhiv-expense—wi-be-ineurred-apainvfor You
may pay this type of cost again if yvou buy a new policy.

L] i if dr in, r_poli id a

e If you are older or your health has changed, premiums for the new policy will often be higher. You will not be able to
buy a new policy if you are not ingurable.

w_policy i ingur
#»  You may have valuable rights and benefits in yeus-present-the policy vou now have that are not in the new one.
e Ifthe policy you have now no longer meets your needs, ¥you may not have te replace it. ¥You might be able to change
your presest-policy or even-add to it to get the coverage or benefits you now want.

Infeuring-As you figure out what you have_to meet these needs, count your-present-the life insurance_ you have now, including
Mﬁmﬂ@&mﬂm&mﬂaﬂmnmm

any group insurance where you work or veteran’s insurance.
Add other assets you have; savings, investments, real estate and personal property. Which assets would your family sgli or
cash in to pay expenses after vour death?

fter

What Is the Right Kind_of Life Insurance?

All-ife—insuranee-policiesagree—topay-an—am sunt-of-me y But—al policies are not the same. Some previde
lifetime and othez‘s cover yg_u Q[ a specific number of years

permarent-coverage- —temporary-coverage.
Some build up cash values and others do not. Some policies combine different kinds of insurance, and others let you change

from one kind of insurance to another, Some policies may offer other benefits while you are still living. Your choice should be

based on your needs and what you can afford.

Term Insurance covers you for a term of one or more years. It pays a death benefit only if you die in that term. Term insurance
generally prevides-offers the largest immediate-deathrinsurance protection for your premium dollar. It generally does not build

up cash value

You can renew midost term insurance policies ave-rerewsable-for one or more ﬂé&ﬁt&nﬂ{-terms even 1f your health has changed

Each time you renew the policy for a new term, premmms—WfH may be higher, Shee
sk il if ntin ren th i i w'l
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Kaumy_b_e_ahlitmde_mMany term insurance policies ean-b : B wwholedife-cash
value poliey_durin ng a conversion peri riod—even if you are not in good health Prermums for the new pnhcy will be higher than
vou have been paying for the term insurance.

15 alue sed i wa You may borrow agamst %he—a_mlm §_cash values
by takmg a pollcy loan A:ny— ygy. dgnt_pMLLh_e_]oan and th_mterest on thetean-it, -
dedueted-the amount vou owe will be subtracted |

from the beneﬁts when you dle or from the cash value if you stop paymg

Whole Life Insurance covers you for as long as you live_if your premiums are paid.

The-common-type-isealed-straight Hfeor
erdinary-hfe-tnsuranee—yYou generaily pay the same amount in premiums for as long as you live. These-ﬂﬂwm.lj_s_t_take
out the policy, premiums can be several times higher than you would pay initially for the same amount of term insurance. But
they are smaller than the premiums you would eventually pay if you were to keep renewing a term policy until your later

vears.

Some whole life policies let you pay premiums for a shorter period such as 20 years, or until age 65, Premiums for these

policies are higher thanfor-erdinarylife—insuranee-since the premium payments are sgueezed—inte—made during a shorter

period.

One-Universal Life Insurance is a kind of flexible preminm-policy often-ealled—universattife—thal lets you vary your

prennum payments mry—ye&rreﬁd—eveﬂ—skrpra—pa-ymeﬂ-t:rﬁyfm—msh— moun
i efit, The premiums you pay (less expense charges) go into a
Hereinsuranee—continues

1 HE
pohcy account. that earns 1nterest—&nd,_eﬂharges—fbr—the—ms&r&ﬁee are deducted from the account.

Variable Life Insurance is a speeisl-Lkind of insurance where the death benefits and cash values depend upon the
investment performance of one or more separate accounts

. which may be invested in mutual funds or other investments
allowed under the policy. Be sure to get the prospectus pr&ﬁ&ed—by—fanthe company when buy:lng thlS k.lnd af pohcy and
" g . e - - You will

Life Insurance Committee
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Finding a Lew-Gest Botteyr-Good Value in Life Insurance

After you have decided which kind of life insurance is best for you, compare similar policies from different companies to find
which one is likely to give you the best value for your money. A simple comparison of the premiums is not enough. There are
other things to consider. For example:

Do premiums or benefits vary from year to year?

How much esshvelue-do the benefits builds up-under in the policy?

What part of the premiums or benefits is not guaranteed?

What is the effect of interest on money paid and received at different times on the policy?

[Editor’s Note: The Life Disclosure Working Group further amended the following paragreph and adopted this draft at its Sept.
28, 1996, meeting. See the amendatory language on page 918 of this volume of the NAIC Proceedings.]

You should also consider other factors:

¢  Thepatternof potieyberefitsHow quickly does the cash value grow?: Some policies have low cash values in the early
years that build rapidty-quickly later on. Other policies have a more level eash value build-up. A year-by-year display of

values and benefits can be very helpful. {The agent or company will give you a Ppolicy Ssummary_or an illustration that
will show benefits and premiums for selected years.)

®  AmeAre there special policy features that mey-be-particularly suited-te your needs:?

¢  The-methodsby-whieh-How are nonguaranteed values are-calculated:? For example, interest rates are amimportant
facter—in determining policy—dividerds_returns. In some companies dividends—increases reflect the average interest
earnings on all of that company's policies regardless of whenever issued. In others, the dividendareturn for policies issued

1996 NAIC Life Insurance Buyer's Guide Draft 1996-3B 931 6p bonknote.pdf
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in a recent year, or a group of years, reflects the interest earnings on these-that group of policies; in this case, dividends
amounts paid are likely to change more rapidly when interest rates change.

ATTACHMENT THREE-B2

QUESTIONS & ANSWERS
LIFE ILLUSTRATIONS MODEL REGULATION
As of July 24, 1996
{Consensus on These Answers)

Intreduction:

In December 1995 the Life Insurance Tlustrations Model Regulation was adeopted by the NAIC. Since then a number of
questions have arisen regarding its application and interpretation. For 1996 the Life Disclosure Working Group was charged
te provide guidance in interpreting provisions of the modei regulation. This charge is being met through the completion of this
Questions and Answers document,

This document is not an official pronouncement of the NAIC but rather an unofficial statement of the working group alone
that is offered as assistance to any state that chooses to use it. It is not intended to expand the content of the model regulation
but gives some insight into the intent of the original drafters of the model regulation and provides interpretive guidance
regarding certain of its provisions.

The working group will provide amended and expanded versions of this document from time to time as additional questions
are identified and answered.

Section numbers in the questions and answers refer to the NAIC model regulation.
Section 3. Applicability and Scope

3.1 We sell a policy that is a combination of life insurance with a flexible premium annuity rider. The life policy is modified
whole life with all guaranteed values. The annuity rider has a guaranteed interest rate, but also an interest sensitive element.
It would appear that neither of these elements would presently come under the illustrations regulation, but since this policy is
always sold with both elements present, the complete policy could be construed as an interest sensitive policy. Should we
illustrate such a product to comply with the NAIC model? Should the life policy and annuity rider be illustrated separately or
as one combined product?

If the insurer wishes to illustrate the non-guaranteed elements of the policy being sold with the annuity rider, the life policy
and annuity rider must be illustrated as one combined product.

3.2 If a traditional (nonparticipating) product hag an annuity rider (fixed premium) attached and the annuity rider has excess
(non-guaranteed) interest credited, is it subject to the regulation?

Yes, if it is illustrated, the product with the rider is combined under the requirements of the regulation.
Section 4. Definitions

4.1 Are there exceptions to the requirement that the disciplined current scale be “reasonably based” on actual recent
histericai experience?

Yes. To gain an adequate understanding of what the disciplined eurrent scale is, a thorough reading of both the regulation and
standard of practice is necessary. One example of where the disciplined current scale may not be based on actual recent
historical experience is where a change in practice has occurred. Section 5.4 of the Actuarial Standard of Practice describes the
way in which the disciplined current scale may be modified to reflect changes in: practice which have not yet had time to result
in actual changes in experience.

4.2 Suppose your current credited interest rate is 6.5%. If an agent submits an illustration using 6% {or any lower rate), is a
“revised illustration” necessary?

Section 4G defines “illustrated scale” as a scale of non-guaranteed elements that is “not more favorable to the policy owner”
than the lesser of the disciplined current scale or the currently payable scale. Assuming all of the requirements of the model
regulation are met, use of an interest rate lower than 6.5% is permissible.

4.3  Are cost disclosures “illustrations” or “basic illustrations™? Do state cost disclosure regulations still apply?

The possibility for overlap with existing NAIC models and state regulations was discussed by the working group and the
recommendations of the group are contained in a report attached to the March 1996 minutes. A letter was sent to each
commissioner from the working group chair recommending that an illustration could take the place of a required policy
summary. If a state chooses not to change such a rule, a policy summary and an illustration meeting the requirements of the
illustrations regulation could both be required.
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