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The Life Insurance (A) Committee met In the Canadian Ballroom of the Franklin Plaza in
Philadelphia, Pennsylvania, at 1:30 p.m. on June 10, 1982. A quorum was present,
consisting of: J. Richard Barnes, chairman, Colorado; James R. Montgomery III, vice-
chairman, District of Columiba; Robert C. Quinn, California; Johnnie L. Caldwell, Georgia;
Walter D. Weaver, Nebraska; Albert B. Lewis, New York; and Josephine M. Driscoll, Oregon.
Not represented were Arkansas and Wisconsin,

The chairman reported that on Monday morning, June 7, the chairpersons of certain task
forces reporting to this committee, and of the Securities and Insurance Regulation (EX)
Task Force, met to discuss the problems of overlapping activities, with the objective of
eliminating duplicate effort. As a result of this meeting, new directives will go to each task
force which is continued, specifically outlining its mission. It will establish a reporting date
of September 19 in Nashville with a final report targeted for the week of November 28 in
Dallas. The chairman reported that the (A) Committee met on April 6, 1982 in Oklahoma
City, Oklahoma. (Attachment One) {Editor’s Note — The Executive Committee noted that
the (A) Committee report from Oklaboma City was adopted. See p. 14 ]

1. Report of the Life Cost Disclosure Task Force

The Life Cost Disclosure (A) Task Force reported meeting on June 8. The chairman read a
statement which referred to the historical background of the task force and its progress to
date. They voted to receive a proposed revision of the NAIC Life Insurance Solicitation
Model Regulation submitted by the staff of ACLI with no task force status. This proposal
then begins the study of all pertinent information relative to the subject matter of cost
disclosure which will, hopefully, be concluded by a task force recommendation at the
November meeting in Dallas, Texas. All parties were encouraged to submit to the task force
material which can be considered by it in future deliberations.

It was pointed out that the attachments to the task force report had been erroneously
collated, but would be corrected before inclusion in the printed Proceedings. Pages 8
through about 47 are from a different report.

The committee received the report, and recommended continuation of the task force for
the balance of 1982,

2. Report of the Manipulation, Lapsation, Dividend Practices, and Annuity Disclosure
Task Force

Erma Edwards presented the report on behalf of Commissioner Redmond. Jim Montgomery
of the District of Columbia questioned the recommendations of the American Council of
Life Insurance as reported in the task force report. John Booth of ACLI indicated that they
had a concern with obsolete rates of return which may be shown on annuity presentations.

He also indicated a serious concern that, if the rates of return were required to be shown in
cach instance, the SEC may well interpret that some of the annuity products are securities
and subject to its regulation.

Al Alpert of New York questioned the report on lapsation material being published and
made public. It was indicated that the task force did not intend that the material be used in
sales presentations, but that it should be available to commissioners for their regulatory use.
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The report of the task force was received, and the committee recommended the continua-
tion of the task force through 1982.

3. Report of the Group Life and Health Insurance Task Force

Task Force Chairman, Walter D. Weaver of Nebraska indicated that there was no report
from the task force pertaining to group life insurance. He moved that the task force be dis-
charged only as it pertains to group life insurance functions, but retained for accident and
health, Discussion by Irene Alpert of New York, and members of the ACLI, indicated the
possible need to consider dividends and compensation to group policyholders, which would
include life insurance.

The committee received the report and recommended the continuation of the task force
through 1982, with the hope that any matters relating to life insurance could be promptly
completed.

4. Report of the Home Service Life and Health Insurance Task Force

James Montgomery, vice-chairman of the task force, reported that there was no final report
or recommendation available. He moved, and the committee adopted his motion, that the
task force continue through 1982.

5. Report of the Variable Life Insurance Task Force

Chairman Robert C. Quinn, California, delivered the report which had been previously
printed. The Variable Life Insurance Task Force had met and accepted the report of its
advisory committee as an exposure draft, this being the ACLI draft. The task force asked
that a technical actuarial group be authorized to assist them.

The report was received along with the committee’s recommendation for the continuation
of the task force through 1982.

6. Report of Federal Tax Impact on New Products

Chairman Barnes reported that this subject is being considered by the Securities and Insur-
ance Regulation Task Force which reports to the Executive Committee. Therefore, no
action will be taken by the Life Insurance (A) Committee.

7. Possible Liberalization of Fraternal Life Insurance Laws

The chairman indicated that he had information indicating that the National Fraternal
Congress is considering making a recommendation for possible changes in the model
fraternal law which would permit fraternal insurance organizations to become more com-
petitive with other life insurance companies. Since their report is not yet available, this
subject will be carried forward to a future meeting.
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8. New Product Developments and Resulting Problems

Jim Jackson of Transamerica/Occidental Life gave a brief expression of the background and
concern of the new so-called “Universal Life” products. He reported that several states have
prepared regulations or guidelines, and that the industry feels a strong need for uniformity
between states.

Chairman Barnes proposed a recommendation to the Executive Committee that a task force
with an industry advisory committee be appointed. He presented a written recommenda-
tion, which included the issues to be covered by such task force if approved by the
Executive Committee. The (A) Committe unanimously adopted the recommendation, a
copy of which is attached to this report. (Attachment Two)

9. Related Financial Services by Life Companies and Affiliates

The chairman indicated that Arkansas had asked that this subject be placed on the agenda.
No one was present from Arkansas to make their presentation. However, the chairman
reported that some insurance companies are considering getting into other fields, either
directly or through affiliated companies. Some of these included the marketing of money
market certificates and other types of financial instruments not considered insurance
products. This subject will be carried over to the next meeting with an invitation to all
interested to present written comments to the (A) Commirtee.

10. (_)__t_}_l_er Matrers

Ted Becker, actuary with the Texas State Board of Insurance and speaker for the Life,
Accident and Health Technical Staff Actuarial Group, recommended that the (A)
Commirtze take the following actions:

a.  Adoption of a new actuarial guideline entitled “Interpretation of the Standard
Nonforfeiture Law for Life Insurance with Respect to the Operative Date of
Section 5-¢.”

b. Adoption of certain changes in existing Actuarial Guideline II entitled *“Valuation
of Active Life Funds held Relative to Group Annuity Contracrs.”

¢. Adoption of a new individual annuity mortality table, the 1983 Table “a”, for
use in computing minimum reserves for individual annuities.

These recommendations are explained in more detail in the group’s long report (See Attach-
ment Four) in attachments No. 9 and No. 11. Commissioner Fletcher Bell of Kansas wrote
a letter to Chairman Barnes urging that the (A) Committee adopt the first recommendation.
Commissioner Barnes read the letter into the record, and it is attached to this report.
(Attachment Three)

After considerable discussion, with input from several in the audience, the (A) Committee
adopted a motion to defer action on the first recommendation until December, and to
assign the matter back to the group for further discussion. The committee did adopt the
second and third recommendations. As a follow-up to the adoption of the third recommen-
dation, the (A) Committee adopted a motion requesting the Technical Staff Actuarial
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Group to develop a model regulation which commissioners could use to approve the 1983
Table “2” in therr individual states. The committee also adopted a motion to receive the
long paper and two-page update presented by Mr. Becker. Moreover, the committee adopted
a motion to table discussion of the Life, A & H Technical Staff Actuarial Group’s role in
working on matters related to universal life insurance. Pursuant to the motion of Acting
Superintendent Montgomery, the (A) Committee adopted a motion requesting the group to
study current mortality rates under industrial insurance and to make recommendations as
to the continued use of separate mortality tables. Finally, in response to Mr. Becker’s
request that the (A) Committee take the proper steps to extend the group’s existence
beyond June 1982, Chairman Barnes stated that this matter would be taken up later in the
Exccutive Committee mecting.

Having no further business, the Life Insurance (A) Committee adjourned at 3:00 p.m.

J. Richard Barnes, chairman, Colorado; James R. Montgomery, III vice-chairman, District of
Columbia; William H. L. Woodyard, III, Arkansas; Robert C. Quinn, California; Johnnie L.
Caldwell, Georgia; Walter D. Weaver, Nebraska; Albert B. Lewis, New York; Josephine M.
Driscoll, Oregon; Susan Mitchell, Wisconsin.

ATTACHMENT ONE
LIFE INSURANCE (A) COMMITTEE

Oklahoma City, Oklaboma
April 6, 1982

The Life Insurance (A) Committee met in the 20th Century Room of the Sheraton in Oklahoma City, Oklahoma at 9:00
a.m. on April 6, 1982. A quorum was present. J. Richard Barnes chaired the meeting. The following committee members
or their designees were present: J. Richard Barnes, chairman (Colorado); William H. L. Woodyard, 111 (Arkansas); Johnnie
L. Caldwell (Georgia); Walter D. Weaver (Nebraska); Albert B. Lewis (New York); Josephine M. Driscoll (Oregon); Susan
Mitchell (Wisconsin).

The following committee members were absent: James R. Montgomery, III, vice-chairman (District of Columbia); Robert
C. Quinn (California).

1 Ohjectives of the New (A) Committee

The chairman indicated that he had conducted a survey of the committee members asking for suggestions and the order of
priority of the top five subjects each felt needed ro be handled. He had also asked for the suggested priority to be applied
to the task forces, and for other comments the committee members may have, Without placing the compilation in any
order of priarity, the following were included in the responses:

a. Simple disclosure form for universal type life products, as well as other simplified cost disclosure methods.
b. Review of Replacement Regulation along with discussion of problems of mass replacements.
c Manipulation, Lapsation, Dividend Practices and Annuity Disclosure.

d Prompt completion of the model Group Life and Health Law,
e. Impact of possible [RS Tax Rulings relating to the new universal life type products.
f. Life insurance companies entering into other financial areas and the problems relating as a result.

£ Improved policy form approval system.
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The chairman indicated his philosophy as being one of committee members’ involvement, not just receiving of task force
reports, He expects the committee and its members to perform an active roll and not a passive roll. Each committee
member must become involved and conmribute to the solving of problems and arriving at solutons. He expressed the urgent
need to coordinate the activities of the task forces, establishing field of responsibility of each, eliminating duplication, even
if it means merging of task forces. Full coordination with other task forces must be had where appropriate.

2. Life Cost Disclosure~Emphasis on New '‘Universal Life” Type Products

Michael J. Sabbagh, Massachusetts commissioner and chairman of the Life Cost Disclosure Task Force indicated his
concern and his task force’s concern about overlapping responsibilities and the need for coordination. His task force had
met on April 5, 1982. To date, they had no recommendation for action. Their written report was received to be an attach-
ment to the (A) Comemittee report.

3. Manipulation, Lapsation, Dividend Practices and Annuity Disclosure

Ermna Edwards, Nevada, representng Commissioner Patsy Redmond, reported that this task force will be meeting at 2:00
p-m. today. Thus they had no full report, There had previously been an exposure draft of a Model Annuity Regulation,
an actuarial report, and recommendations relating to the consumer guide prepared. She further indicated that the lapsation
study has been completed and distributed as found in Vol. II of the 1981 Proceedings.

Keith Sloan, Kentucky Department, indicated that the persistency study provides a way of triggering attention to problems
resulting from high lapses. Al Alpert, of the New York Department, reported briefly on New York’s efforts in studying and
applying their findings on the impact of lapsation.

4. Revision of Replacement Regulations

The chairman indicated having received numerous comments of concern from various states indicating the need for up-
dating and revising the Model Replacement Regulatdon. He called on Bob Demichelis of ACLI to give a report on the status
of states having adopted or amended the model regulation.

16 states have adopted the 1978 model

7 additional stares adopted that model, eliminating the comparison illustration

3 states have adopted it with other modifications

13 additional states have the old 1969 model

Florida has a regulation unique unto itself, and 11 jurisdictions have no regulation. South Dakota currently has
legislation addressing the privacy questions brought out by the Colorade Supreme Court decision,

It was pointed out that the Life Cost Disclosure Task Force has the assignment to cover the replacement reguiation and
make recommendations for changes. The ACLI urges the coordination of replacement and cost disclosure regulations.

Keith Sloan stated that the replacement and disclosure regulations have never adequately addressed the needs of the public,
Jay Applebaum of TIAA expressed the concern that none of the disclosure forms to-date had properly or adequately
handled annuity policies.

5. Regulatory Concerns Relating to the Trend Toward Full Financial Service Companies

Commissioner Woodyard expressed the concern of many regulators on how we should approach the treatment of com-
panies moving into the full financial services field. This committee should coordinate with the Securities and Insurance
Regulation Task Force in developing a comprehensive approach. There are problems relating to conflicting and overlapping
responsibility for regulation between different regulatory authorities. Jack Blaine of ACLI indicated that they have a
working task force from among their directors preparing a report on this subject with recommendations. He does not know
when, or if, it will become a public document. He also indicated that New York has a study underway on this subject.
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6. Other Matters
The following additional items were discussed:

It is indicated that the Fraternal Congress is concerned about the need for amending laws relating to their activities in order
to give them the flexibility to better compete in the new product market.

Bill White, chief actuary, New Jersey, reported on their special project pertaining to universal life. Their commissioner, on
June 25, 1982, declared an 81-day moratorium on ‘‘Universal-Flexible Factor” type of policies, His staff was directed to
(1) study the matter and issue a positicn paper on the subject; {2} conduct public hearings on March 10-11; (3) terminate
the moratorium April 16 with the publishing of a set of guidelines, Reports and results have been mailed to each insurance
department.

Some of the questions New Jersey conveyed included: (1) are these policies participting or non-participating; (2) the “‘Bait
and Switch” potential; (3) disclosure; (4) Federal Income Tax aspects; (5) non-forfeiture values; (6) replacement problems.
The concern was not just with the “twisting” replacements, but was the impact of justified replacements on the solvency
of replaced companies.

New York reports that they have determined that Secdon 216 and 208, (a) and (b), and perhaps other sections of their
law, prohibit the issuance of universal life type products. Their law is currently being amended to permit such policies.

Walter Weaver, director of Nebraska, reported that the Group Life and Health Task Force is waiting for a trade associztion
position paper. The task force will meet May 19 ro finalize their report for submission in June.

The chairman reported that an article in roday’s Wall Street Journal announces new products based on money market
rates being introduced by Penn Mutual,

Ted Becker of the Texas Department reported that the technical task force, made up of staff actuarial persons, was pro-
gressing well with their work. He submitted a brief oral summary. A copy of his remarks are included as Attachment One.

The chairman asked for the task force chairmen of the Cost Disclosure, Manipulation, and Variable Life Task Forces 1o
meet immediately following this meeting to arrange a joint work session between now and June. The objective will be to
coordinate all activities and eliminate duplicate efforts, Following this meeting that group did decide on a closed meeting
in San Francisco, at the Cafifornia Department offices, on Tuesday, May 18, 1982. Derails will be distributed. This is not
an open meeting.

Having no further business to come before the committee, the committee adjourned at 10:20 a.m.

J. Richard Barnes, chairman, Colorado; James R. Montgomery, III, vice-chairman, District of Columbia: William H. L.
Woodyard, 111, Arkansas; Robert C. Quinn, California; Johnnie L. Caldwell, Georgia; Walter D, Weaver, Nebraska; Albert B.
Lewis, New York; Josephine M. Driscoll, Oregon; Susan Mitchell, Wisconsin.

TIEIL
ATTACHMENT ONE-A

Repott to the Life Insurance (A) Committee
by Ted Becker

1 am reporting on behalf of the NAIC Life, Accident and Health Technical Staff Actuarial Group. This is an informal group
consisting mainly of state insurance department actuaries. It consists of essentially the same individuals who were members
of the former (C#) group prior 1o the reorganization of the NAIC last June.

In accordance with the decision made at the NAIC meeting in New Orleans last December, our Staff Actuarial Group is
working on six different topics in the life insurance area:
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1. Standard Valuation Law and the Standard Nonforfeiture Law
2. Minimum Surplus

3. Unjversal Life and Related Plans

4. Other Special Plans Including Indeterminate Premium Plans
3. Variable Life Insurance and Variable Annuites

6. Mortality and Morbidity Studies

Qur Staff Actuarial Group is also working on several accident and health topics, as directed by the Accident and Health (B)
Committee.

The Staff Actuarial Group met at the Hyatt Regency Hotel in Houston last Saturday, April 3, and considered all of these
topics. Five states were present.

We have the following specific recommendations for adoption by the (A) Committee at your June 1982 meeting in
Philadelphia:

1. A new Actuarial Guideline in the Financial Condition Examiners Handbook which would specifically permit “‘plan-
by-plan” election of an operative date under the 1980 amendments to the Standard Nonforfeiture Law. This opera-
tive date refers to the 1980 CSO Mortality Table, and would also tigger a dynamic interest rate and a new formula
for calculation of the adjusted premiums.

2. Amending the manner of calculating the interest rate for the existing Actuarial Guideline 1I, dealing with reserves
for active funds under group annuity contracts.

3. Adopting a new mortality table for individual annuities, the 1983 Table “a™. This table was recently developed by a
Society of Actuaries Committee,

The two actuarial guidelines are considered under the topic heading, “Srandard Valuation Law and the Standard Nonfor-
feiture Law.” The new mortality tabile was considered under the topic “Mortality and Morbidity Studies,” There was
discussion and progress on the other topics ar our Houston mecting, but these are the only specific recommendations
for the (A) Commitzee at your June 1982 meeting.

Our Staff Actuarial Group plans to meet again in Philadelphia on the weekend prior to the regular NAIC meeting. This
waould probably be Saturday, June 5, and Sunday, June 6,

Our Staff Actuarial Group would also like to request that we be specifically listed in the agenda for the Life Insurance (A)
Committee meeting in June 1982.

BEEBEXX R ERKEE XX R FEREET R R kSR N &b

ATTACHMENT TWO

The, Life Insurance (A) Committee recommends to the Executive Committee that a task force with an indusury advisory
committee be appointed to be known as the “Universal Life Insurance Task Force.”

The Universal Life Insurance (A) Task Force would be composed of five to seven members of the NAIC or their designees,
with the advisory committee having a like number of individuals from the insurance industry who are knowledgeable of
universal life products. The task force would be charged with gathering appropriate information and recommendatons,
holding hearings and developing a Model Universal Life Insurance Regulation. The regulation should address zppropriate
issues of regulatory concerns, including the following:
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1 The manner in which ‘‘unjversal life insurance” plans, as defined, may comply with the standard nonforfeiture and
standard valuation laws or the equivalent thereof.

2, The manner in which “‘universal life insurance™ plans and the companies issuing such plans may appropriately antici-
pate future liabilities to assure the financial integrity of such companies to the extent such anticipation differs from
number one above.

3. Any mandatory or prohibited policy design features of such policies.

4. The manner in which prospective purchasers of such plans are fairly and accurately appraised of the nature of such
plans and the manner in which existing policyholders under such plans are informed of the nature and status of their
purchase.

5. Any other legitimate regulatory concerns affecting the fair and accurate development, marketing and distribution

(including replacement) of such life insurance plans; the administration of such life insurance plans; and the reason-
able assurance of the financial integrity of those companies issuing such plans.

The task force would be charged to begin its deliberations at the earliest practicable date, to proceed with all due reason-
able and prudent speed, and to report back on its progress to the parent Life Insurance (A) Commirttee at the September
19-22 Quarterly Meeting of the NAIC in Nashville, Tennessee,

PEENAEREPEE R X ER RN R RN REPERI RN
ATTACHMENT THREE
May 28, 1982
The Honorable J. Richard Barnes
Commissioner of Insurance
106 State Office Building
Denver, CO 80203
Re: Recommendations of the NAIC Life, A&H Technical Staff Actuarial Group June, 1982 Meeting of the NAIC
Dear Commissioner Barnes:
I urge the Life Insurance (A) Committee of the NAIC to adopt recommendation number one of the Life, A&H Technical
Staff Actuarial Group at its meeting in Philadelphia in June. This recommendation calls for inclusion of a new actuarial

guideline in the Financial Condition Examiners Handbaok which would specifically permit “plan-by-plan” election of an
operative date under Section 5-c of the Standard Nonforfeiture Law for Life Insurance (as amended in December, 1980),

The long and the short of this recommendation is that it will allow consumers to reap the benefits of the 1980 amend-
ments, in the form of lower life insurance premiums, several years sooner than would be the case if the recommendation
were not adopted, Some companies are ready to start writing insurance on the new basis as of right now. I think consumers
have a right to start buying those new contracts right now.

I believe thar adoption of this recommendation would be consistent with interpretatons of earlier amendments to the
Standard Nonforfeiture Law. It certainly would be consistent with the promises that were made by the industry when the
current amendments were discussed at the NAIC and in the Kansas legislature. The NAIC should do everything in its power
to assure that this promise to consumers is not broken.

I ask that this letter be induded in the formal record of the Philadelphia meeting of the NAIC in June of 1982,
Very truly yours,

Fletcher Bell
Commissioner of Insurance

(I TN RSN IR LRI E RS R 2] L]
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ATTACHMENT FOUR
LIFE, ACCIDENT AND HEALTH INSURANCE TECHNICAL STAFF ACTUARIAL GROUP

SEMFANNUAL REPORT

June 1682
Table of Contents and Synopsis:
Preliminary Notes Description of Life, Accident and Health Technical Staff Actuarial Group.

Synopsis of the semi-annual report to the Life Insurance (A) Committee.

Format Descriptions and titles of the sections of the life report:  “Proceedings,”
“‘Recommendations,”” and “Attachments,"

Proceedings Items 1 through 8 contain information concerning topics of the report. Special
attention has been given to listing the uncompleted projects and commenting
on their current status. Where possible, a target date is specified for comple-
tion of work in progress.

Item 1. Standard Valuation Law and Standard Nonforfeiture Laws

Item 2. Minjmum Surplus

Item 3. Universal Life and Related Plans of Life Insurance and Annuities

Item 4, Other Special Plans - indeterminate premium plans, single premium plans with

specified minimum death benefits, and other plans which can not be readily
handled under traditional actuarial procedures.

Item 5. Variable Life and Variable Annuities - proposed revision for the NAIC model
variable life insurance regulation. Topic heading is to be changed to “Variable
Life Insurance” in the future. The group requests advice on how to proceed
under this topic.

Ttem 6. Mortality and Morbidity Studies. Progress reports on four studies which have
been authorized by the Life Insurance (A) Committee,

a. Super Select Mortality, Smoker and Non-Smoker
b. Individual Annuities
c. Group Annuities
d Credit Life and Credit Disability
Item 7. Reorganization of the Life, A&H Technical Staff Actuarial Group. Discussions

of projects and possible Subgroups for various projects.

Itemn 8. Other topics. Cessation of work on a project relatng to creation of a Society of
Government Actuaries.

Recommendations

(1} Adoption of a new actuarial guideline entitled “Interpretation of the Standard
Nonforfeiture Law for Life Insurance with Respect to the Operative Date of
Section 5-¢."
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(2) Adoption of certain changes in existing Actuarial Guideline II entitled
“Valuation of Active Life Funds Held Relative to Group Annuity Contracts.”

(3) Adoption of a new individual annuity mortality table, the 1983 Table “a,” for
use in computing minimum reserves for individual annuities,

Attachments
No. 1 Agenda for the June 1982 meeting of the group (Se¢ Artachment Four-A).

No. 2 Draft copy of the minutes for the December 1981 meeting of the group (See
Attachment Four-B).

No. 3 Draft copy of the minutes for the April 1982 meeting of the group (See
Attachment Four-C).

No. 4 A brief report which was presented on behalf of the group to the Life Insur-
ance (A) Committee at its April meeting (See Attachment Four-D).

No. 5 Package of papers relating to the work of the Technical Advisory Committee
on Dynamic Interest and Related Marters. (Minutes for its December 3, 1981
meeting and five brief reports to the Group.) (See Attachment Four-E).

No. 6 Two instruments prepared by Harold B. Leff and dated April 19, 1982, which

also relate to the work of this Technical Advisory Committee (See Attachment
Four-F).

No. 7 “Actuarial Opinions of Reserve Adequacy and Tests of Minimum Surplus” -
a brief report by the same Technical Advisory Committee to the Group, dated
April 3, 1982 (See Attachment FourG).

No. 8 Robert M. Chmely's memorandum dated December 10, 1981, and a supple-
mentary memorandum, relating to progress on the srudy of mortality under
group annuites (See Attachment Four-H).

No. ¢ A letter from Ted Becker to Commissioner J. Richard Barnes dated May 10,
1982, with all attachments, relating to three matters which the Group is
recommending to the Life Insurance (A) Committee for adoption in June
1982 (See Attachment Four-]),

No. 10 A letter from J. Alan Lauer to Ted Becker dated May 20, 1982, relating to an
alternate proposal for one of the three recommendations to the Life Insurance
(A) Committee (Se¢ Attachment Four-J).

No. 11 Another letter from Ted Becker to Commissioner Barnes dated May 21, 1982,
which corrects one of the attachments to this previous letter (See Attachment
Four-K).

Preliminary Notes

The Life, Accident and Health Technical Staff Actuarial Group is an informal group of state insurance department
employees, most of whom are actuaries. The group is not considered as a task force, and no individuals are designated as
“members.” The group began to function in June 1981, when the National Association of Insurance Commissioners
{NAIC} was reorganized and the former Life, Accident and Health Insurance (C4) Technical Subcommittee was discon-
tinued. Most of the individuals who are active with the group had been members of the (C4) Technical Subcommittee.

The group is working on 2 number of actuarial projects relating to life insurance. These projects were specifically assigned
to the group by the Life Insurance (A) Committee at its meeting on December 17, 1981. This report contains comments
on each of the assigned projeets.
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The group is also working on certain other actuarial projects relating to accident and health insurance, as assigned by the
Accident and Health (B) Committee. Comments on these projects are contained in a separate report prepared for the
Accident and Health (B) Committee.

There have been two meetings of the group since similar reports were prepared for December 1981, The group met on
December 12, 13, and 14, 1981, in New Orleans, Louisiana, in connection with the 1981 Winter Annual Meeting of the
NAIC. Subsequently, the group met on April 3, 1982, in Houston, Texas, immediately following the Society of Actuaries
meeting in that city.

The next meeting of the group is schedule for June 5 and 6, 1982, in Philadelphia, Pennsylvania, in connection with the
1982 Summer Annuall Meetding of the NAIC. It is expected that two other meetings will be held later in 1982, Assuming
that proper permission can be obtained from the NAIC, the group would meet in October 1982 in Washingron, D.C.,
immediately before or immediately following the Society of Actuaries meeting scheduled for Ocrober 18, 19, and 20,
1982, in that city. The group would then meet again in connection with the 1982 Winter Annual Meeting of the NAIC in
Dallas, Texas. Probably this meeting of the group would be held on November 27 and 28, 1982, these dates would be
immediately before the 1982 Winter Annual Meeting of the NAIC.

Format of the Report

The remainder of this report consists of sections entitled “Proceedings,” “Recommendations,” and “Attachments.”
P g5

The “"Proceedings™ section is arranged by topic headings, corresponding to the agenda for the June 1982 meeting of the
Life, A&H Technical Staff Acwarial Group (Artachment Four-A). In each case, these topic headings are reconciled with
the projects which the Life Insurance (A) Committee assigned to the group on December 17, 1981. This report also
identifies other committees and groups which have been working on the topics. When possible, a target date for completion
of the work currenty in progress has been given.

The “‘Recommendations” section identifies three matters on which the group has recommendations for the Life Insurance
(A) Committee at its June 1982 meeting.

The *“Artachments’ section includes several other attachments in addition to the agenda for the June 1982 meeting of the
group (Artachment Four-A). There are draft copies of the minutes for the December 1981 and April 1982 meetings of the
group {Attachments Four-B and Four-C respectively). There is a brief report which was presented on behalf of the group to
the Life Insurance (A) Committee at its meeting on April 6, 1982 (Artachment Four-D). There is a package of papers
relating to the work of the Technical Advisory Committee on Dynamic Interest and Related Matters, consisting of minutes
for its December 3, 1981, meeting and five brief reports to the group on behalf of this technical advisory commirtree dated
December 12, 1981 (Attachment Four-E). There is a package of two instruments prepared by Harold B. Leff and dated
April 19, 1982, which also relates to the work of this technical advisory committee (Attachment Four-F). There is a brief
report from this same technical advisory committee to the group dated April 3, 1982, relating to the subject “Actuarial
Opinions of Reserve Adequacy and Tests of Minimum Surplus” (Attachment Four-G). There is a2 memorandum from
Robert M. Chmely dated December 10, 1981, and a supplementary memorandum, relating to progress on the study of
mortality under group annuities (Attachment Four-H). There is a letter from Ted Becker to Commissioner J. Richard
Barnes dated May 10, 1982, with all attachments, relating to three matters which the group is recommending to the Life
Insurance (A) Committee for adoption in June 1982 (Attachment Four-1). There is a letter from J. Alan Lauer to Ted
Becker dared May 20, 1982, relating to an alternate proposal for one of the three recommendations to the Life Insurance
(A} Comunitiee (Attachment Four-J). There is another letter from Ted Becker to Commissioner Barnes dated May 21,
1982, which corrects one of the attachments to his previous letter (Attachment Four-K),

Proceedings

Items one through eight below contain informarion concerning life insurance topics, along with comments on the current
progress of the Life, A&H Technical Staff Actuarial Group on projects related to these topics.

Additional information on some of these topics can be found in the minutes for the December 1981 and April 1982
meetings of the group. (Please see Attachments Four-B and Four-C to this report.)

Thete may also be useful information in a brief report which was presented on behalf of the group to the Life Insurance
(A) Committee at its meeting on April 6, 1982, (Please see Attachment Four-D 1o this report.)
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There are references under some of the topic headings to the Technical Advisory Committee on Dynamic Interest and
Related Mattexs, This technical advisory committee reports directly to the group and works on cerrain projects which have
been specifically assigned by the group., Charles Greeley, of Metropolitan Life Insurance Company, in New York, New
York, is the chairman of this technical advisory committee. This technical advisory committee met on December 3, 1981,
and on April 2, 1982; but the next meeting is not scheduled until October 1982, Some of the attachments to this report
are concerned with the work of this technical advisory committee. (Please see Artachments Four-E, Four-F and Four-G to
this report.}

Also, there is an American Academy of Actuaries Subcommittee for Liaison (Life Insurance) which is invited to comment
on any life insurance topic is the agenda for the group. Ardian Gill, of Tillinghast, Nelson and Warren, in New York, New

York, is the chairman of this American Academy of Actuaries Subcommittee,

1. Standard Valuation Law and Standard Nonforfeiture Laws

On December 17, 1981, the Life Insurance (A) Committee authorized the group to continue working on this topic. It
corresponds to the project “A continued review of the standard valuavion and nonforfeiture laws including the annual
updadng of interest assumptions generated by those laws.” This topic heading includes mattexs relating to the Standard
Valuation Law, the Standard Nonforfeiture Law for Life Insurance, and the Standard Nonforfeiture Law for Individual
Deferred Annuities,

These model laws define minimum reserves and minimum nonforfeiture benefits for life insurance policies and annuity
contracts. A comprehensive revision of the Standard Valuation Law and the Standard Nonforfeiture Law for Life
Insurance was adopted by the NAIC in December 1980. According to information recendy furnished by Anthony T.
Spano, of the American Council of Life Insurance, in Washington, D.C., the December 1980 model laws have now been
enacted in 33 states. This legislation has passed in two houses of the legislature in two other states, and in one house of the
legislature in one more state.

No additional interest rates generated under these laws can be furnished at this time, beyond those which were included in
Atrtachment four of the December 1981 report of the group to the Life Insurance (A} Committee, Later in the year 1982,
additional interest rates can be determined. The group plans te include a table showing the additional interest rates as part
of its December 1982 reporr to the Life Insurance (A) Committee.

The Society of Actuaries has a committee which is working on specifications for the preparadon of actuarial tables needed
for the December 1980 model laws. Godfrey J. Perrott, of M and R Services, Inc., in Seattle, Washington, serves as
chairman of this Society of Actuaries Committee, In a recent telephone conversation with Mr. Perrott, he reported that
this Society of Actuaries Commirtee was making good progress and that an exposure draft relating to its work was
expected to be ready later in the year 1982,

While the group believes that the December 1980 madel laws are a great improvement in adapting the laws to current con-
ditions, these laws are complex and certain problems in interpretation remain, In some cases, the group needs to develop
actuarial guidelines which interpret the model laws. The actuarial guidelines are included in the NAIC Financial Condition
Examiners Handbook after they have been properly considered and adopted within the NAIC. Elsewhere in this report,

under “Recommendations,” the group is proposing adoption of one new actuarial guideline and adoption of revised
wording for an existing actuarial guideline by the Life Insurance (A} Committee in June 1982, The group is still studying
other problems in interpretation to see if additional actuarial guidelines should be developed for these laws.

The Technical Advisory Committee on Dynamic Interest and Related Marters has been assisting the group in its work on
actuarial guidelines and other aspects of this topic, Attachments Four-E and Four-F to this report contain material relating
to the work of this Technical Advisory Committee under this topic heading. For example, Attachment Four-E includes
two brief reports prepared by the technical advisory committee entitled “‘Reserve Requirements for Policies Issued on
Preferred Underwriting Basis™ and “Cash Value Guarantees.” These reports relate to subjects which are of grear interest
to the group,

The report entided “Reserve Requirements for Policies Issued on Preferred Underwriting Basis” i5 concerned with a
proposed change in existing Actuarial Guideline IV. The group is currently considering this proposed change.

The report entitled *‘Cash Value Guarantees™ explains why this technical advisory committee believes that life insurance
policies without cash value guarantees should be permitted, under certain circumstances. [n response to this suggestion, the

group has now authorized the technical advisory committee to further investigate the possibility of allowing such policies. It
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is recognized that such policies could not be issued under the present Standard Nonforfeiture Law for Life Insurance, and
the study by the technical advisory committee would include the development of proposed wording for a statute that
would accommodate such policies. The group understands that the technical advisory committee would require such
policies to have a rather large face amount, possibly a minimum of $100,000.

The group’s agenda for this topic includes the study of “updating or replacing existing products.” This refers to changes
which an insurance company proposes to make in its existing life insurance policies or annuity contracts to improve the
benefits or bring the contract provisions up-to-date, There has been discussion of this study, but no significant progress has
s yet been made. The group may develop one or more actuarial guidelines later, arising from this study.

Because of the broad encompassing nature of this topic heading, it is expected that new questions will arise from time to
time. New interest rates will be generated each year, Also further revision of the model laws may be needed later.
Therefore no target date for completion of work on this topic can be furnished.

2. Minimum Surplus

On December 17, 1981, the Life Insurance (A) Committee also authorized the group to continue working on this topic. It
corresponds to the project “A continued study of the components conwibuting to the development of surplus and the
setting of standards for Minimum Surplus.”

This project will eventually require the development of new legislation to supplement or replace the present Standard
Valuation Law.

At the present tme, the Technical Advisory committee on Dynamic Interest and Related Marters is working on this
project. The technical advisory committee is also assisting the group by monitoring several studies pertinent to this topic
that are now being made within the Society of Actuaries. Three different major types of risk have been identified.
Probably, the most difficult problem stems from the so-called “C-3 risk,” the risk to the insurance company from changes
in the interest rate environment.

Attachments Four-E, Four-F and Four-G to this report all contain information about the work of the technical advisory
committee on this topic. Attachment Four-E includes a brief report prepared by the technical advisory committee entitled
“Actuarial Opinion of Reserve Adequacy and Tests of Minimum Surplus™ dared December 12, 1981, Attachment Four-G
is a similar brief report prepared by the technical advisory commirtee on April 3, 1982,

It now appears that no recommendations growing out of this project can be made untl December 1983, at the very
carliest. It is hoped that an exposure draft containing model legislation will be ready at that time. Under that timetabie, the
group could then recommend model legislation for adoption by the Life Insurance {A) Committee in the year 1984,

It should be noted that the work on this project is expected to be pertinent to accident and health insurance as well as to
life insurance, even though such a project has not been specifically assigned to the group by the Accident and Health (B}
Committee,

Please note also that the December 1981 report of the group to the Life Insurance (A) Committee mentioned the projects
*Revision of Analysis of Increase in Reserves™ {Page 6 of the present annual statement blank for life insurance companies)
and “Reserve Strengthening for Insurers Earning Less on Their Investments Than Guaranteed in Their Reserve Accumula-
tions and Deposit Fund Guarantees™ under the topic heading “Other Matters.” The group now perceives that these two
projects are aspects of a study of the topic “Minimum Surplus,” as assigned by the Life Insurance (A) Gommittee.

3. Universal Life and Related Plans of Life Insurance and Annuities

This is another topic which the Life Insurance (A) Committee assigned to the group on December 17, 1981. It corresponds
to the specific instruction that “A review of special plans with unusual characteristics should be continued.” The group
feels that this review of special plans would also authorize work on “Other Special Plans,” which is listed separately as the
next topic heading in this report.

The December 1980 version of the model Standard Valuation Law and the Standard Nonforfeiture Law for Life Insurance
contemplates that regulations will be issued pertaining to minimum reserves and minimum nonforfeiture values for
universal life plans and related plans, Such regulations would be issued by the commissioner of insurance in each state, but
it is hoped that there will be considerable uniformity among the different states.
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A particularly difficult question relates to the definition of proper minimum reserves for some of the new universal life
praducts, in which the benefits are guaranteed to be at east as high as those determined from a formula which depends on
the subsequent performance of an outside index. These plans are commonly described as “indexed products.” In some
cases, the contract language promises that the benefits will be determined from the larger of two distrinct indices,

The group hopes to develop a model regulation just as soon as this is feasible, It may also be necessary to develop actuarial
guidelines for these plans.

At the present time, the group is studying guidelines and regulations on such plans which are being developed by certain
state insurance departments. For example, the group is monitoring studies which are now in progress in the New Jersey
Department of Insurance and the California Department of Insurance. These two states have already prepared documents
arising from their studies. The group understands that other state insurance departments, such as the Texas State Board
of Insurance, also have studies in progress. Additonal documents may, therefore, be available to the group from other state
insurance departments later in 1982,

In addition, the American Council of Life Insurance (ACLI) has recenty furnished the group with a draft position paper
entitled “Suggested Valuation and Nenforfeiture Standards for Cerrain Life Insurance Plans with Adjustable Features.”
This draft position paper was developed by the ACLI’s Task Force on Valuation and Nonforfeiture Regulation for New
Products, but it has not yet been reviewed by the ACLI's Actuarial Committee. The ACLI is working on the subject of
reserves for “indexed products,” but this draft position paper does not specifically address such plans.

The group intends to give all of these documents careful consideration.
Work on this ropic has not proceeded as rapidly as the group had originally hoped. It is possible that an exposure draft for
a mode!l regulation will be ready by December 1982, but some work on this topic will probably have to continue into

1983. If any actuarial guidelines are nceded, they could probably not be developed until 1983 or 1984.

4. Other Special Plans

This topic heading is concerned with indeterminate premium life insurance plans, single premium life insurance plans with
minimum death benefits, and other life insurance or annuity plans which can not be handled under traditional actuarial
procedures. As stated under the previous topic heading “Universal Life and Related Plans of Life Insurance and Annuities,”
the Life Insurance (A) Committee has instructed the group that “A revicw of special plans with unusual characteristics
should be continued.” The group feels that this review of special plans would authorize work under both of these topic
headings.

Model tegulations need to be developed for these other types of plans also, and actuarial guidelines may also be needed.

Several state insurance departments have already promulgated regulations or guidelines on indeterminate premium policies,
and the group hopes to make a detailed teview of these documents in the near furure.

Probably, there is a more urgent need for the group to work on the plans included under the previous topic heading
“Universal Life and Related Plans of Life Insurance and Annuities,” than on the plans under this topic hcading.

A model regulation on indeterminate premium life insurance plans will probably not be ready until 1983. A model regula-
tion on other types of plans contemplated by this topic heading and any actuarial guidelines related to this topic heading
would be developed later in 1983 or early in 1984,

5. Varable Life and Variable Annuities]

On December 17, 1981, the Life Insurance (A) Cominittee also authorized the group to work on the project “Continue the
work of redrafting of the model variable life regulations,” That project corresponds to this topic heading.

1. This section on Topic 5 was written prior to receipt of the letter from Gary E. Hughes, of the American Council of
Life Insurance, to Commissioner Robert C. Quinn, chairman of the Variable Life Insurance (A) Task Force, Any
future activity by the group on this topic will be in accordance with instructions from the Life Insurance (A)
Committee, taking into account the needs of the Variable Life Insurance (A) Task Force,
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The group has not done any work on variable annuities since December 17, 1981 ; but the group’s agenda for its meetings
has continued to use the original topic heading. The agenda for furure meetings of the group, and subsequent reports for
the group, will use the corrected topic heading “Variable Life Insurance.”

There is a Variable Products Advisory Committee which reports directly te the group. Jerome 8. Golden, of Monarch
Resources Inc., in New York, New York, is the chairman of this Variable Products Advisory Committee.

This Variable Products Advisory Committee has now prepared a definite proposal for a comprehensive revision of the
present NAIC model variable life insurance regulation. This proposal was furnished on March 22, 1982, along with a letter
from Mr. Golden to Ted Becker. The proposal was not attached to this report because of its length ~ approximately 85
pages. However, the proposal was recently mailed to all persons included on the group’s current mailing list. This proposal
would allow insurance companies to write additional plans of variable life insurance, including a product similar to
universal life insurance which would be funded in a separate account. Other changes are also proposed.

The group is aware that the Life Insurance (A) Committee now has a special Variable Life Insurance Task Force, which is
also very inrerested in revision of the model variable life insurance regulation. The group is most anxious to cooperate with
this Variable Life Insurance Task Force on this project,

Assuming that this would not conflict with the desite of the Life Insurance (A) Committee or its Variable Life Insurance
Task Force, the group could probably review the Variable Products Advisory Committee proposal and develop it into a
recommendation in tme for the December 1982 NAIC meeting. The group respectfully requests the advice of the Life
Insurance (A) Committee on this matter.

As a separate project, the Variable Products Advisory Committee has also begun to study certain long term considerations
which would be reflected in a subsequent revision of the variable life insurance regulation, but not in the current proposal.
These long term considerations are: (a) deduction of charges for incidental insurance benefits, (b) liquidity of investments,
{¢) group permanent variable life insurance and (d) standards for iliustrations. It is not feasible at this time to set a zarget
date for completion of work on this study of long term considerations.

6. Mortality and Morbidity Studies

Another profect which the Life Insurance (A) Committee assigned to the group on December 17, 1981, was ‘“The develop-
ment of experience tables for the valuation of (a) life insurance for smokers vs non-smokers, (b} individual annuities, (c}
group annuities, and (d) credit life and credit disability insurance.” That project corresponds to this topic heading. Each of
the four studies in this list is described below under a separate subheading,

The December 1981 report of the group to the Life Insurance (A) Committee also mentioned other experience studies
which were under consideradion such as “disability experience for disability benefits attached to life insurance policies,”
“substandard insurance,” “guaranteed issue plans,” ‘‘renewable term life insurance,” and *‘industrial life insurance,” Work
was never commenced on any of these experience studies. Since these studies were not specifically authorized by the Life
Insurance (A) Committee on December 17, 1982, all reference to them has been deleted from the group’s agenda,

a Super Select Mortality, Smoker vs. Non-Smoker

This study is of great interest for two reasons. Insurance companies which sell certain life insurance plans only to
non-siokers should be able to offer these plans at a low competitive gross ptemium rate, and the questions of
whether the reserve for such plans needs to be increased on account of the low gross premium rate should be deter-
mined by taking into account the beiter mortality rates which non-smokers enjoy. It would be desirable for the
basic reserve for such plans to also be based on non-smoker mortality rates. On the other hand, some companies also
have plans under which most or all of the insureds are smokets. Reserve and net premium calculations for such plans
should be based on appropriate mortalicy rates for smokers.,

The Technical Advisory Committee on Dynamic Interest and Related Matters has done some valuable preliminary
work on this study. Attachment Four-E to this report contains a relevant brief report prepared by the rechnical
advisory committee entitled “Reserve Requirements for Policies Issued on the Preferred Underwriting Basis,” which
includes some comments on smoker and non-smoker mortality.
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Subsequent to the April 3, 1982, meeting of the group, Charles Greeley, the chairman of this technical advisory
committee, contacted D. K. Bartlett III, of National Health and Welfare Mutual Life Insurance Association, in New
York, New York, about possible assistance from the Society of Acruaries on this particular study. Mr. Bartlett is
chairman of the Society of Actuaries Research Policy Committee.

The Society of Actuaries has now agreed to appoint a Task Force to Study Mortality under Non-Smoker Plans. In a
recent telephone conversation with Mr. Bartlett, he advised that Peter A. Marion, of State Mutual Life Assurance
Company of America, in Worcester, Massachusetts, had been named chairman of this new Society of Actuaries task
force. This Society of Actuaries task force has been asked to have a report prepared for the technical advisory com-
mittee by December 31, 1982,

Presumably, the technical advisory committee will review this report and make its recommendations to the group in
the early part of 1983. Under this timetable, the group could then make a recommendation to the Life Insurance

(A) Committee for adoption later in 1983,

b. individual Annuities

The group has a recommendation for the Life Insurance (A) Committee at its June 1982 meeting. Please see the
“Recommendations” section in this report.

¢ Group Annuities

The Society of Actuaries has a Committee on Annuities which is studying mortality under group annuities. Robert
M. Chmely, of Preduential Life Insurance Company of America, in Florham Park, New Jersey, is chairman of this
Society of Actuaries committee.

Attachment Four-H to this report contains information about the progress on this study as of December 10, 1981.

In a recent telephone conversation with Mr. Chmely, he reported that this Societ of Actuaries commirtee had held
a meeting eatly in May 1982. The Society of Actuaries committee evaluated the projection scales and determined
that some modifications were necessary, A new set of projection factors is now being prepared, and it should be
ready shordy. A paper relating to the work of this Seciety of Actuaries committee is expected to be reviewed by
its members by the end of June 1982. The paper should then be ready for outside review and exposure after six to
ten more weeks.

Mr. Chmely noted that his study is unusual in thar it does not depend on current staristics, but there is
overwhelming evidence that a more conservative table than the 1971 Group Annuity Mortality Table is needed.

The Technical Advisory Committee on Dynamic Interest and Related Matters has expressed an interest in this study,
and the group may ask this technical advisory committee for its comments about the new table after the Society of

Actuaries committee has prepared its report.

If no problems with the new table are noted, the group feels that June 1983 is a reasonable target date for recom-
mending this table to the Life Insurance (A} Committee.

d Credit Life and Credit Disability

‘The Society of Actuaries also has a Special Study Committee - Credit Insurance which is making a pilot study of
experience on the consumer finance segment of the credit insurance business written by five insurance companies.
This study would involve both life insurance and disability insurance. Harvey S. Galloway, of Nationwide
Corporation, in Columbus, Ohio, is chairman of this Society of Actuaries committee.

In a recent telephone conversation, Mr. Galloway reported that some preliminary results may be ready in November
1982. These preliminary results would probably be limited to claim continuance numbers. All claim information for
the study is now in. The Society of Actuaries committee is now waiting for Alexander Hamilton Life Insurance
Company to finish compiling its exposure reports, The pilot study will not be completed until some time in 1983,



NAIC Proceedings - 1982 Vol. II 369

The Society of Acruaries committee is also working on a statement on credibility of credit insurance data, and the
target date for completion is November 1982. The group will probably need to review this statement in order to be
able to properly interpret the results of the pilot study, as they become available.

No work has been done on making an experience study under any types of credit insurance business, other than the
consumet finance segment.

7. General Matiers Relating to the Life, A&H Technical Staff Actuarial Group

This topic has appeared on the agenda for recent meetings of the group. It corresponds rather closely to the topic heading
“Reorganization of the Life, A&H Technical Staff Actuarial Group,” which appeared in the December 1981 report of the
group to the Life Insurance (A} Committee,

Under this topic heading, the group hopes o determine how it can perform its assigned duties in the most efficient, rapid
and economical manner possible, The group recognizes that it should not work on any new projects, unless and until it
receives a specific charge to do so from either the Life Insurance {A) Committee or the Accident and Health (B)
Committee.

No substantial progress has been made on this topic as yet. The group plans to discuss the topic further and to possibly
implement some new procedures later in 1982.

8. Other Topics

The December 1981 report of the group to the Life Insurance {A} Committee referred to one additional project which has
not been mentioned in the present report. This project was “Creation of a Society of Government Actuaries, or a special
interest session in the Society of Actuaries.” it was mentioned under the topic heading **Other Matters,” in the December
1981 report,

Work on this project has been discontinued 2nd it no longer appears on the group’s agenda.
Recommendations

The Life, A&H Technical Staff Actuarial Group has three recommendations to the Life Insurance (A) Committee for
adoption in June 1982. Attachment FourI to this report discusses all of these recommendations. This report uses the same
numbering system for the recommendations as that used in Attachment Four-1 (1) The group is recommending adoption
of a new actuarial guideline entitled “Interpretation of the Standard Nonforfeiture Law for Life Insurance with Respect
to the Operative Date of Section 5-c.” Please see Attachment Four-l to this report. Attachment Four-K to this report
contains some alternate language which could be used for this proposed actuarial guideline, corresponding to the current
interpretation of this Section by the Pennsylvania Insurance Department. At its meeting on June 6, 1982, the group plans
to discuss this alvernate language and consider whether or not to modify the wording of the recommended actuarial guide-
line. (2) The group is recommending adoption of certain changes in existing Actuarial Guideline 11 entitled ‘“Valuation of
Active Life Funds Held Relative to Group Annuity Contracts,” Please see Attachments Four-I and Four-K to this report.
Aitachment Four-K to this report corrects an error in Attachment Four-1 by properly illuserating the current wording for
Actuarial Guideline 1I. {3) The group is recommending adoption of 2 new individual annuity mortality table, the 1983
Table *3,” for use in computng reserves for individual annuities, Please sce Attachment Four- o this report. Attachment
Four-E to this report contains a brief report entitled “Annuity Valuation Mortality Tables,” This brief report was prepared
by the Technical Advisory Committee on Dynamic Interest and Related Matters, and ir may also be of interest in
furnishing additional information about the recommended table.

Ted Becker, Texas State Board of Insurznce

John O. Montgomery, California Department of Insurance

PEREEDES
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ATTACHMENT FOUR-A

Agenda for Meeting of the
Life, A&H Technical Staff Actuarial Group

Philadelphia, Pennsylvania

Notes: The comments of the American Academy of Actuaries Subcommittee on Health Insurance are welcomed for any
agenda item,

The topics “Minimuwm Surplus” and “Generval Matters Relating to the Life, A&KH Tecbnical Staff Actuarial Group”
are listed under “Topics Pertaining to the Life Insurance (A) Committee,”” However, these two topics pertain to the

Accident and Health (B) Committee also,

Saturday, June 5, 1982

2:00 p.m. to 6:00 p,m., Parlor A, Franklin Plaza Hotel, Philadelphia, Pennsylvania

1. NAIC Premium Rate Filing Guidelines
a Proposal for revision
b. Problems related to this topic

(1}  Generic group of plans experience vs. single plan experience
(2}  Good experience in early policy years should result in funds being set aside for anticipated deteriora-
tion, (Washington Proposal)
(3}  Major medical policies with indexed benefits and premiums
(4)  Other
c Other matters

2 Experience Tables

a. Disability - Society of Actuaries study
b. Cancer and dread disease
c. Other matters

3. Valuation

a Society of Actuaries study
b. Other matters

4, Hospital and Medical Corporations

a. Report of Technical Advisory Committee on Hospital and Medical Corporations
b, Other matzers

Sunday, June 6, 1982

9:00 a.m. to 5:00 p.m., Parlor A, Franklin Plaza Hotel, Philadelphia, Pennsylvania

Topics Pertaining to the Life Insurance (A) Committee

1. Standard Valuation Law and Standard Nonforfeiture Laws

The 1980 model, status of enactment, interest rates for 1982

Specifications for the preparation of actuarial tables

c. Problems in interpretation

(1)  Cash values based on interest assumptions lower than interest assumed in statutory reserves, and other
high cash value plans

oop
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{2)  Reserving of annuities with surrender charges

(3)  Valuation - nonforfeiture interest rate differendals

(4) Proposed revision of guideline on joint life insurance {Actuarial Guideline VI)

(5)  Other problems

Updating or replacing existing products

Proposal for allowing life insurance policies without cash value guarantees

Other matters, including comments on the work of the committee on Dynamic Interest and Related Matters

Minimum Surplus

en oo R

Discussion of the Wisconsin legislation and regulation

Elements of aa law defining minimum surplus according to the structure of the risks assumed by an insurer
Revision of analysis of increase In reserves

Reserve sirengthening for insurers earning less on their investments than guaranteed in their reserve accumu-
lations, and other guarantees

Other matters, including comments on the work of the Committee on Dynamic Interest and Related Matters

Universal Life and Related Plans of Life Insurance and Annuities

Regulation

(1)  Ionrerest and indexed plans

{2}  Rescrves and nonforfeiture values

(3)  Surrender charges

(4)  Reporting requirements

(5)  Disclosure to policyholders

Distinguishing features as compared to variable life insurance and variable annuities
Other matters

Other Special Plans

a.
b.
c.

Indeterminate premium plans
Single premium, specified minimum death benefit life insurance plans
Other plans

Variable Life and Variable Annuities

P
b.

Revision of variable life insurance regulation
Other matters

Mortality and Morbidity Studies

a

b,

Super select mortality, smoker vs. nonsmoker
Society of Actuaries

(1) Individual annuities

(2) Group annuities

(3)  Credit life and credit disabilicy

(4)  Other matters

General Matters Relating to The Life, A&H Technical Staff Actuarial Group

- =

Establishment of priorities

Division into subgroups

Possible need for work on additional topics
Revision of mailing list

Other matters

LEE R L LR
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ATTACHMENT FOUR-B

Minutes of the Meeting of the
Life, A&H Technical Staff Actuarial Group

New Orleans, Louisiana
December 12, 13 and 14, 1981

The NAIC Life, A&H Technical Staff Actuarial Group met frem 9:00 a.m. until 1:30 p.m, on December 12, 1981 in the
Magnolia Room of the New Orleans Hilton Hotel, New Orleans, Louisiana, to consider certain topics pertaining to the
NAIC Life (A) Committee.

The NAIC Technical Group met again from 9:00 am. untl 11:30 a.m, on December 13, 1981 in the same hotel room to
consider topics pertaining to the NAIC Accident and Health (B} Committee.

On December 14, 1981 the NAIC Technical Group met in the Eglinton Room of the New Orleans Hilton Hotel to consider
an additional topic pertaining to the NAIC Life (A) Commitree, “Variable Life and Variable Annuities,”

The following persons from state insurance departments were present December 12: Ted Becker, Texas State Board of
Insurance; Douglas A. Broome, South Carolina Department of Insurance; Erma Edwards, Nevada Department of Insurance,
John O. Montgomery, California Department of Insurance; and David H. Rodgers, Washington Department of Insurance.

The following persons from insurance companies, insurance associations, and consulting actuaries were also present
December 12: Jack Adams, Executive Life Insurance Company; James F. Alien, Federal Kemper Life Insurance Company;
Nora Beattie, New York Life Insurance Company; John K. Booth, American Council of Life Insurance; William Carroll,
American Council of Life Insurance; Daniel F. Case, American Council of Life Insutance; Gabe Cillie, Prudential Insurance
Company; Doug Close, Transamerica Occidental Life Insurance Company; Alan Cunningham, Transamerica Occidental Life
Insurance Company; Carroll Dietle, Anchor Natdonal Life Insurance Company; Ann Enarson, Federal Kemper Life
Insurance Company; Charles Greeley, Metrepolitan Life Insurance Company; Burnett Halstead, Federal Kemper Life
Insurance Company; Robert |. Johansen, Metropolitan Life Insurzance Company: Howard Kayton, Security First Group;
Harold Leff, Metropolitan Life Insurance Company; Carl Ohman, Equitable Life Assurance Society; William N. Snell,
Northwestern Mutual Life Insurance Company; Anthony T. Spano, American Council of Life Insurance; James L.
Sweeney, Munich American Reassurance Company; and Peter Thexton, Health Insurance Assn. of America.

December 13, 1981 - NAIC Accident & Health Insurance (B) Committee

The following persons from state insurance deparument were present December 13: Ted Becker, Texas Srate Board of
Insurance; Douglas A. Broome, South Carolina Department of Insurance; Erma Edwards, Nevada Department of Insurance;
Larry Gorski, Illinois Department of Insurance; John O. Montgomery, California Department of Insurance; David H.
Rodgers, Washington Department of Insurance; and William A. White, New Jersey Department of Insurance.

The following persons from insurance companies, insurance associations, and consulting actuaries were also present
Decemnber 13: John K. Booth, American Council of Life Insurance; William Carroll, American Council of Life Insurance;
Daniel F. Case, American Council of Life Insurance; Gabe Cillie, Prudental Insurance Company; John Hurley, Health
Insurance Association of America (Legal Dept}; Robert J. Johansen, Metropolitan Life Insurance Company; F. L.
Kimbrough, American Family Life Assurance Company; David Robbins, Health [nsurance Association of America; Robert
Shapland, Mutual of Omaha Insurance Company; William M. Snell, Northwestern Muiual Life Insurance Company;
Anthony T. Spano, American Council of Life Insurance; James L. Sweeney, Munich American Reassurance Company;
Peter Thexton, Health Insurance Association of America: and William E. Timmons, Blue Cross/Blue Shield Association.

December 14, 1981 - NAIC Life Insurance (A} Committee - “*Variable Life and Variable Annuities™
The following persons from State Insurance Deparuments were present December 14: Ted Becker, Texas State Board of

Insurance; Douglas A. Broome, South Carolina Department of Insurance; Erma Edwards, Nevada Department of Insurance;
Charles D. Gatson, Montana Insurance Department; John O. Montgomery, California Department of Insurance.
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The following persons from insurance companies, insurance associations, and consulting actuaries were also present
December 14: James F. Allen, Federal Kemper Life Insurance Company; John K. Booth, American Council of Life Insur-
ance; William Carroll, American Council of Life Insurance; Daniel F. Case, American Council of Life Insurance; Gabe Cillie,
Prudential Insurance Company; Doug Close, Transamerica Occidental Life Insurance Company; Ann Enarson, Federal
Kemper Life Insurance Company; William Feeney, Equitable Life Assurance Society; Jerome Golden, Monarch Resources,
Inc.; Burnect Haistead, Federal Kemper Life Insurance Company: Ross Hanson, J. Ross Hanson, Inc.; Robert J. Johansen,
Merropolitan Life Insurance Company; Jack A. Marshall, John Hancock Mutual Life Insurance Company; Richard J. Millez,
Monarch Life Insurance Company; Joe Mintz, NROCA Press; Roland L Panneton, National Association of Life
Underwriters; David Phipps, Underwriters Nadonal Assurance Company; Anthony T, Spano, American Counci of Life
Insurance: Gordon N. Tafr, Lutheran Brotherhood Insurance; and E. David Yossem, California Association of Life Under-
writers.

Life Insurance Committee Report

L. STANDARD VALUATION LAW AND STANDARD NONFORFEITURE LAW FOR LIFE INSURANCE

A. Report of the Committee on Dynamic Interest and Related Matrers

Mr. Charles Greeley, chairman of the technical advisory committee, ptesented a report from the committee, dated
December 12, 1981, advocating the elimination of cash value and policy loan requirements on permanent insurance
policies for face amounts of $100,000 and over. In his report, Mr. Greeley described the recent experiences of the insur-
ance industry with individual life insurance policies based on book value surrender guarantees. Since 1970, there have been
frequent abrupt increases and decreases in both short- and long-term rates of interest, accompanied by dramatic changes in
the demand for policy loans as well as cash surrender benefits. The demands for cash had tended to peak at the same time
as interest rates. This had resulted in terminating policyholders securing termination values greatly in excess of the then
value of the assers which they had conributed to the insurer. Mr. Greeley said that the advisory committee had concluded
that some relief was needed from the relatively rigid surrender value requirements now being imposed and was therefore
recommending the elimination of cash value and policy loan requirements on permanent insurance policies for face
amounts of $100,000 and over.

In response to a question from Mr. Ted Becker, Mr. Greeley explained that undet the proposal some form of paid-up insur-
ance, such as reduced paid-up insurance or extended term insurance, would continue to be required,

The Technical Staff Actuarial Group decided to discuss the matter on an informal basis with members of the NAIC Life
Insurance (A) Committee to determine whether the recommendation should be developed in greater detail.

Mr. Greeley also presented another report from the technical advisory committee on the subject of the operative date
section of the Standard Nonforfeiture Law for Life Insurance advocating the adoption of a guideline interpreting the 1980
model law as permitting a company to elect separate operative dates by plan of insurance, Mr. Greeley pointed out that it
would be in the public interest to give companies this flexibility since one of the principal purposes of the new nonfor-
feiture requirements is to enable companies to offer more competitively-priced products.

Mr. Gabriel G. Cillie said that the law enacting the 1980 amendments in New Jersey specifically permitted separate opera-
tive dates for different categories of insurance. He said that his company supported the recommendation of the technical

advisory committee.

The Technical Staff Actuarial Group agreed to receive the recommendation and planned to expose it with the idea that it
might possibly be considered for adoption by the NAIC in June, 1982,

B. The 1980 Model, Status of Enactments and Interest Rates

It was reported that 17 states had enacted the 1980 NAIC amendments during 1981 and that continued success was
expected in 1982,

Mr. John O. Montgomery reported that the statutory valuation interest rates for 1981 and the standard nonforfeiture
interest rates for life insurance for 1981 and 1982, would be attached to the minutes of the October 1981 meeting of the
Technical Staff Actuarial Group and that he expected that they would be published in the NAIC proceedings. He also
mendoned that an abridged table of these rates would be shown in a series of articles which he was writing for The
Actuary.
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C. Specifications for the Preparation of Actuarial Tables

Mr. Montgomery reported that he and Mr. Alan Lauer of the Pennsylvania Insurance Department were members of the
Society of Actuarics Committee on Specifications for Monetary Values - 1980 CSO Tables. The Committee had been
formed in response to a request from the former NAIC (C4) Technical Subcommittee (predecessor of the Technical Staff
Actuatial Group) to develop specifications for the calculation of reserves and values associated with the 1980 CSO
Mortality Tables. Mr. Montgomery said that the committee planned to address calculations specifications, reporting of
results, use of select factors, and joing life functions,

D. Problems in Interpretation

1. Cash values based on interest assumptions lower than interest assumed in starutory reserves, and other high cash
value plans. Mr. Montgamery said that he would prepare a draft guideline for reserve requirements for life insurance
policies with cash values at future durations higher than reserves at those durations.

2. Other problems. There were no other problems in interpretation discussed by the Technical Staff Actuarial Group.

E. Updating or Replacing Existing Products

The Technical Staff Actuarial Group discussed the subject of unilateral policy updating programs. Mr. Becker reported that
Texas had approved some unilateral programs, but that one state had questioned the practice.

Mr. Anthony T. Spano suggested that a unilateral approach should be permicted when the policyholder is better off after
the change.

Mr. Montgomery asked about the status of this agenda item.

Mr. Becker Said that the Technical Staff Actuarial Group did not have any formal assignment which fell under this agenda
item.

F. Other Matters
No items were discussed under this subtopic.
[I. MINIMUM SURFLUS

A. Report of the Committee on Dynamic Interest and Related Matrers

Mr. Carl Ghman, a member of the technical advisory committee, presented a report from the committee on the subject of
the Actuarial Opinion of Reserve Adequacy and Tests of Minimum Surplus. Mr. Ohman reminded the members of the
Technical Staff Actuarial Group that the technical advisory committee, in its 1980 report on the proposed amendments to
the NAIC Model Standard Valuaton and Nonforfeiture Laws, had concluded that the minimum reserve standards under
the then proposed amendments would make good and sufficient provision for payments guaranteed under a company’s
policies and contracts provided that “there is an appropriate degree of matching of marurities of the company’s assets and
liabilities, together with appropriate safeguards in the company’s investments and its insurance and annuity contracts so as
to limit the company’s (C3) risk (i.e., risk of loss to the company from changes in the interesz rate environment).”

Mr. Ohman said that this would seem to indicate that the actuary would need to make specific projections of the
company's liabilities and supporting investments under various future scenarios to judge whether the company’s reserves
really are adequate to fund its obligations.

Mr. Ohman, who is also chairman of the Society of Actuaries {C3) Risk Task Force, reported on a number of important
efforts that have been undertaken by the Saciety of Actuaries and the American Academy of Actuaries in the areas of
research, education, qualification standards and standards of practice.

In the research area the Society’s (C3) Risk Task Force and its parent Committee on Valuation and Related Problems have
been very active developing tools for identifying and quantifying (C3) risk. Meetings of the Society of Actuaries and local
actuarial clubs had given important attention to this subject. Plans had been made to continue this educational effort
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during 1982, The academy had recently adopted qualification standards for practice in the valuation of life insurance
company annual statement liabilities. The academy’s Committee on Life Insurance Financial Reporting Principles would be
considering the need for modification in the academy’s recommendations and inrerpretations governing actuarial opinions.

Mr. Ohman said that all of these efforts were receiving priority attention and appeared to be progressing at a reasonable
pace. He suggested that the NAIC Technical Staff Actuarial Group might encourage these efforts and continue to urge the
society and academy to move forward.

He said that there appeared to be little need for immediate specific action on actuarial opinions by the NAIC itself, thac
the technical advisory committee believed that it would be prematute for the NAIC to attempt to issue guidelines
governing actuarial opinions, and that the technical advisory committee strongly recommended against such action at this
ame.

He concluded by reporting that the technical advisory committee believed that it would be highly undesirable to attempt to
shortcut this approach with an arbitrary or “simple’” formula defining minimum surplus requitements for each insurance
company. Such a shorteut would pose a potential danger by implying that a company can he deemed to be 'sound” so
long as surplus equals x% of premiums, without regard to other relevant factors such as marching of assets and liabilities.
He said that the technical advisory committee was deeply concerned that arbitrary tests of this type would divert attention
from the critical need to adequately provide for risks such as the (C3) risk, and that the technical advisory committee
strongly urged the Technical Swaff Actarial Group to reject such short-term proposals in order to concentrate maximum
energy toward the more critical issues which the various professional groups were currently investigating.

Mr. Becker thanked Mr. Ohman for his report which was received by the Technical $taff Actuarial Group.

B._Discussion of the Wisconsin Legislation and Regulation

Mr. William M. Snell gave a bricf update on the status of a regulation being considered in Wisconsin, The proposed regula-
tion which would establish some criteria for minimum surplus had been developed in response to 2 special Wisconsin
statute which apparently required the commissioner to promulgate such rules. It was reported that there was a possibility
that that statute might be reconsidered by the Wisconsin legislature.

C. Discussion of the Definitions of the Elements of a Law Defining Minimum Surplus According to the
Structure of the Risk Assumed by An Insurer and

D. Other Matters
There was no further discussion of minimum surplus under these subtopics.
III. UNIVERSAL LIFE AND RELATED PLANS OF LIFE INSURANCE AND ANNUITIES
There was no separate discussion of each subtopic under this agenda item.

It was agreed to change the name of this agenda jtem to the above so that the words “funded plans,” to which there had
been some objection, would be eliminated.

Mr. Montgomery distribured copies of the most recent draft of a proposed bulletin on this subject which was being
developed by the California Department.

He reported on a recent meeting of the Los Angeles Actuarial Club at which there was a panel discussion on universal life,
The panelists were David Carpenter, Lynn Miller, and Alan Cunningham, Mr. Montgomery said that the discussion had
been very helpful. He mentioned that there had been some comments on the document that the ACLI had circulated at
the October 1281 meeting of the Technical Staff Actuarial Group.

Mr. Doug Close said that his company was preparing written comments on the ACLI document.

In response to an invitation from Mr. Daniel F. Case, Mr. Close said that he would provide the ACLI with a copy of his
company’s comments.

Mr. Montgomery noted that the California document was being developed as a bulletin, rather than as a regulation, so that
it could be more easily changed,
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Mr. Montgomery mentioned that the matching of assets and liabilities was important for universal life and that the draft
bulletin contained some repordng requirements.

Mr, Becker read a letter from Keith Sloan on this subject, dated December 7, 1981, The letter expressed agreement with
Doug Paine’s paper on retrospective development of cash values and expressed concern about possible misrepresentation of
mortality rates.

It was noted that the California draft bullerin dealt with misrepresentation,

IV. MORTALITY AND MORBIDITY STUDIES

A, Super Select Mortality, Smoker vs Non-Smoker

Mr, Greeley presented a report from the technical advisory committee recommending that (i) Actuarial Guideline IV be
modified to replace the table based on the Modern CSO with the 1980 CSO with Select Mortality Factors; and {ii} the
NAIC Technical Staff Actuarial Group ask the Society of Actuaries to study the subject of smoker vs non-smoker
mortality. In support of these recommendations, Mr. Greeley cited the general improvement in mortality and the con-
siderably increased use of preferred-risk underwriting (e.g. smoker vs non-smoker distinctions). He said that companies
were in a position to offer life insurance plans at substantally reduced premium rates, especially in the term insurance
market. The ability of companies to make these plans available has been affected by reserve standards based on mortality
standards which have been becoming more burdensome because of the increasing conservatism of the standards relative to
actual mortality,

Mr. Greeley pointed out that the problem would be somewhat alleviated as companies were able to utilize the 1980 CSO
Table with Ten-Year Select Mortality Factors that had been inttoduced into the Standard Valuation Law by the 1980
amendments, However, he noted, that many companies will be precluded from using this table untl a substantial number
of states have enacted the 1980 amendments.

He said that the first recommendation of the technical advisory committee, that the table in Actuarial Guideline IV be
replaced by the 1980 CSO Table with Ten-Year Select Mortality Factors, was intended to provide some means of
temporary relief so that companies could offer lower-cost products more broadly. The second recommendation, thar the
NAIC Technical Staff Actuarial Group ask the Society of Actuaries to study the subject of smoker vs non-smoker
mortality was intended as a more permanent solution to some of the pricing and valuation problems associated with
preferred-risk policies.

The Technical Staff Actuarial Group indicated general support for the recommendations. The report was received and the
group planned to take some action on it at its next meeting, tentatively scheduled for Houston on April 3.

Mr. Becker mentioned that Texas would be issuing a new directive on the valuation of renewable term insurance, The new

directive, scheduled for issue on December 15, 1981 would permit special mortality rates for some plans sold only to nen-
smokers, It would update the 1977 directive which was the Texas version of NAIC Actuarial Guideline IV.

B. Society of Actuaries

1. Individual Annuities

Mr. Robert J. Johansen, chairman of the Committee to Recommend a New Mortality Basis for Individual Annuity
Valuation, distributed copies of the final report of the commitee along with his letter of December 11, 1981 to
Commissioner Lyndon L. Olson, Jr., chairman of the NAIC Life Insurance (A) Committee, Mr, Johansen said that the final
report reflected some comments which had been received as a result of exposure to the members of the society and to the
NAIC Technical Staff Actuarial Group.

Mr, Ohman distributed a report from the technical advisory committee recommending that the NAIC adopt 1983 Table A
as a mortality rable suitable for the valuation of annuity benefits under individual annuities and supplementary contracts
issued in 1983 and subsequent years.

He noted, in particular, the technical advisory committee’s support of the recommendations in the sociery’s committee
report as to the propriety of gender-distinct mortality rates for the valuation of annuity benefits and in any minimum
valuation standard mortality table.

Mr. Montgomery said that if this new mortality table were adopted by the NAIC it could be handled in the various states
which had passed the 1980 amendments to the Standard Valuation Law by the New wording which gives the commis-
sioners authority to permit tables adopted by the NAIC. He said that this would be the first opportunity to use this new
procedure and that the Technical Staff Actuarial Group should prepare a guideline,
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It was agreed that this procedure could not be used in states which had not yet passed the 1980 amendments.

Mr. Cillie pointed out that the wording of the 1980 amendments authorized commissioners to permit zlternative mortality
tables adopted by the NAIC, but that they were not given the authority to require them.

Mr. Johansen pointed out that an actuary would have to consider the opinion of the society’s committee that the 1983
Table A was an appropriate standard for issues of 1983, but that would not preclude earlier use.

Mr. Montgemery said that an actuarial guideline should take all of this into account,

2. Group Annuities

There was no report from the society’s committee,

Mr. Ohman continued with his presentation of the report of the technical advisory committee, which also touched on
group annuities.

Mr. Ohman said that he understood that the society’s Committee on Group Annuity Mortality, chaired by Robert Chmely,
was developing projections of the 1971 GAM Table that would be suitable for the valuation of annuities purchased under
group annuity contracts, and that it would be submitting its recommendations in the spring of 1982, He said that the
technical advisary committee planned to review the results and make its recommendations at that time. He mentioned that
it was possible that the committee might recommend that use of the projected 1971 GAM Table as a minimum standard
should be limited to annuities under group annuity contracts where there is no cash settlement option available at the time
of retirement, and that the same basis applicable to individual annuities be used for other group annuity contracts. He added
that the technical advisory committee did not plan to make any recommendation until the Chmely Committee reported.

3. Disability Experience for Disability Benefits Attached to Life Insurance Palicies

Mr. Becker mentioned that Mr. William Taylor was not eager to accept this assignment when his society committee
completes its study of disability experience under accident and health policies.

The Technical Staff Actuarial Group agreed to postpone this project untl that commircee finished its curcent assignment.

4, Substandard Insurance

Mr. Becker reported that there was no activity under this subtopic. It was agreed to delete this subtopic from the agenda. It
would no longer be carried a5 a specific item, but any discussion or reports of any activity could be taken up under sub-
topic six, “Other Marters,”

5. Credit Life and Credit Disabilicy

It was reported that the pilot study would probably be completed during 1982,
6. Others Matters
There was no discussion under this subtapic,

C. Credibility of Experience Data

Mr. Montgomery said that he had attended a meeting of the society’s committee in October, 1981 in Atlanta. He
mentioned that the committee had developed an excellent statement on credibility which would soon be published.

V. OTHER SPECIAL PLANS

A. Indeterminate Premium Plans

Mr. Becker mentioned that Texas was developing a new proposed regulation under which the minimum reserves and
minimum cash values for an indeterminate premium plan would depend on the expected premiums used in the sale,

There was a discussion of the differences between this approach and an approach that had been suggested during 1980 by
the ACLI. Mr. Becker said that he would send a copy of the draft regulation to the ACLI for comments.

B. Single Premium, Specified Minimum Death Benefit Life Insurance Plans

It was noted that model regulations would eventually be needed for this type of policy as well as the one cavered under
the previous subtopic.
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VI REQRGANIZATION OF THE LIFE, A&H TECHNICAL STAFF ACTUARIAL GROUP
Discussion of this agenda item was deferred.
VII. OTHER MATTERS

A. Revision of Analysis of Increase in Reserves and

B. Reserve Strengthening for Insurers Earning Less on Their Investments Than Guaranteed in
Their Reserve Accumulations and Deposit Fund Guarantees

It was agreed that future discussion of these subtopics would be under the agenda item “Minimum Surplus.”

C. Special Interest Section in Society of Actuaries and Formation of a Society of Government Actuaries

Mr. Montgomery reported that some progress was being made in the initial stages of the process for the formation of 2
special interest section of the Society of Actuaries.

He suggested that this subtopic need not appear in the group’s agenda,
D. Other Matters

Mr. Becker asked if anything was being done to provide specifications for jaint life and last surviver type functions under
the 1980 CSO Table,

Mr. Montgomery said that the society’s committee which had been covered under agenda item L C. was addressing the
question.

The Technical Staff Actuarial Group also discussed several matters relating to actuarial guidelines for the NAIC Financial
Condition Examiners Handbook,

Mr. Montgomery said that changes in these guidelines will still need approval of a second NAIC Group after adoption by
the Life Insurance (A) Committee.

Mr. Becker said that the pending changes in Actuarial Guideline II had been recommended for adoption to the Life
Insurance {A)} Committee in Ted Becker’s letter of November 23 to Lyndon L. Olson, Jr.

The problem of determining the appropriate interest rate for Actuarial Guideline II, in the future, was also discussed. (The
Technical Staff Actuarial Group had previously based its recommendation on the interest rate developed by the New York
Insurance Department. The adoption of the 1980 NAIC amendments in New York would remove the need for the New
York Department to develop a rate.) It was agreed that Mr. Becker would draft a letter to the ACLI bringing the problem
of determining this interest rate to their atrention, and asking for their views. It was suggested that an appropriate interest
rate could be derived from the standard valuation interest rates based on the 1980 amendments to the standard valuation
law,

1t was also reported that the Technical Staff Actuarial Group's statement on sex discrimination had been submitred to the
Life Insurance (A) Committee for adoption, as well as to the Accident and Health (B) Committee.

VIIl, VARIABLE LIFE AND VARIABLE ANNUITIES

Mr. Jetry Golden distributed a draft of a proposed model regulation with cover letter dated October 19, 1981. He also
distributed his letter to Ted Becker of December 4, 1981 and the “Qutine of Proposed Variable Life Regulation™ which
was attached to it.

Mr. Golden read aloud the list of principies in Attachment A, “Framework of VLI Regulation,” to his letter dated
December 4, 1981,

After a brief discussion of the principtes involved, the group conducted a lengthy word-by-word review of the draft of the
proposed regulation and the “‘Outline.” During the discussion Mr, Golden agreed to make a number of changes which were
suggested by the group.

Following this drafting session, Mr. John Booth stated that the ACLI felt that this subject was a very broad one, involving
laws and regulations which deal with securities as well as insurance and actuarial matters.

He said that the ACLI had written to Lyndon L. Olson, Jr., chaitman of the Life Insurance (A) Committee, asking that
that committee appoint a task force of commissioners to study the jssues involved.

Mr. Becker thanked Mr. Golden for excellent work and asked thar Mr. Golden recognize the members of his technical
advisory committee.

Mr. Golden identified the following individuals as members of his committee: Neal Gordon, Ross Hanson, Abraham
Hazelcorn, Howard Kayton, Harold Leff, Jack Marshall, and Sam Schlesinger.
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Accident and Health Insurance Committee Report

I. NAIC PREMIUM RATE FILING GUIDELINES

Mr. Peter Thexton distributed copies of proposed changes to the NAIC Guidelines for Filing of Rates for Individual Health
Insurance Forms. He said that the proposal, dated April 1981, which was intended to modify the retroactive effect of
the guidelines as originally approved and to make other editorial corrections, was essentially the same 2s the proposal he
had presented last year. But now the entire proposal had been consolidated into one package.

Mr. John O. Montgomery asked if the proposal had been modified to take account of major medical policies with benefits
and premiums related to the Consumer Price Index. (At the Technical Staff Actuarial Group meeting in Octaber, 1981,
William Hazzelwood had discussed the rationale behind such a product. He had noted that a change in the NAIC's rate
filing guideline might be necessary to accommodate the products.)

Mr. Thexton said that no changes had been made in this regard since no wording had been suggested.

Mr. Douglas Broome reminded the group of the comments made by Paul Barnhart in his letter of Qctober 16, 1981, Mr.
Broome urged the Technical Staff Actuarial Group to modify the opening paragraph of the proposed footnote to section
1I B to eliminare what Mr. Barnhart had called “‘double and potendally cenflicting standards.”

In response to Mr. Broome’s comments, the group discussed the sentence from this section which read: “With respect to
filings of rate revisions for a previously approved form, benefits shall be deemed reasonable in relation to premiums
pravided both the following loss ratios meet the standards in IIA and in the predecessor regulation as applicable for the
period in which the premium is earned.” The group decided to change the last part of this sentence to read: *.. .. meet
the standards as applicable either in UA or in the predecessor regulation for the period in which the premium is earned.”

The Technical Staff Actuarial Group decided to submirt the proposal, as amended, to the Accident and Health Insurance
(B) Committee for exposure,

In response to a question from Mr. Montgomery, Mr. Thexton said that approximately ten states had adopted these guide-
lines, and that a number of others were using them on an informal basis,

Mr. Montgomery introduced the question of whether, for re-rating purposes, experience should be studied separately for 2
single plan or in aggregate for a generic group of plans. He said that a number of complaints had been received at the
California Department which could be traced to this. He said that the problems are caused when the “healthy” lives under
a closed plan are rewritten on & new plan causing experience under the original plan to deteriorate.

Mr. Robert B. Shapland pointed out that there were circumstances in which the practice was justified,

Mr. William A. White mentioned that the problem was not confined to closed blocks and predicted thar the problem would
spill over into life insurance in this decade.

Mr. Becker reminded the group that they had not been given any specific assignment in this regard.

Mr. Becker changed the subject to the "Washington Regulation.” At its previous two meetings, the Technical Staff
Acruarial Group had heard reports from Mr. Storm Johnsen and had discussed whether there should be a model regulation
of guideline which would require companies to set aside funds from good experience in early policy years for andcipated
deterioration of experience.

It was suggested that the Society of Actuaries Committee For Accident and Health Valuation Principles might be an appro-
priate commirtee to consider this since rating principles were closely related to valuation principles. The group agreed to
discuss this with the (B) Committee.

1L EXPERIENCE TABLES

A. Disability - Society of Actuaries Study

Mr. Becker reported on 2 telphone conversation he had with William Taylor, chairman of the society’s Commirtee to
Recommend New Disability Tables for Valuation. Mr. Becker said that the working group of this committee had met
December 7, 1981. Good progress had been made on the texmination rates, but the incidence rates were a bit off schedule.
The committee hoped to finish preparation of the tables in the spring of 1982,
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B. Cancer and Dread Disease

Mr. Becker reported that William Odell, chairman of the Technical Advisory Committee, planned to report to the Accident
and Health Insurance (B) Committee at its December 17 meeting, Mr. Becker summarized a letter dated December 7, 1981,
from Mr. Odell to Director Low, chairman of the Accident and Health (B} Committee. The study includes data from 17
companies which represent between 80 and 90 percent of the cancer insurance sold in the United States. The study
involved 6% million exposure records and 2 million claim records. Yet to be done are: a complete editing of the data,
compiling crude data, graduating of erude data, and preparing claim cost tables. It is hoped thar the project will be com-
pleted or nearly completed by late spring or summer 1982,

Since there was no study in progress under this subtopic, the group decided to delete it from the agenda.
D. Other Matters

There was no other business to discuss.
1II. VALUATION

A. Society of Actuaries Study

Mr. Shapland, chairman of the society’s Committee For Accident and Health Valuation Principles, reported that an
exposure draft of that committee’s report had been completed and would shortdy be distributed by the society to its
members.

B. Major Medical

There was no specific business to discuss. It was suggested that this subtopic be relegated to the “Other Matters’* category
for future agenda.

C. Other Matters
There was no other business to discuss.
IV. NONFORFEITURE BENEFITS

It was noted that the Techniczl Staff Actuarial Group had intended to appoint an advisory committee with Mr. Ernie
Frankovich as chairman, bur that the appointment had been delayed because of the reorganization of the group. The group
decided to discuss the matter with the Accident and Health Insurance (B) Committee.

V. HOSPITAL AND MEDICAL CORPORATIONS

Mr. Becker reported that he had written a letter to Director Low, dated November 17, 1981, asking that the Accident and
Health Insurance (B) Committee adopt the advisory committee report at its December 1981 meeting. He noted that the
report itself had not been included with his letter, but that it was included as Attachment Four to the June 1981 Semi-
Annuzl Report of the former (C4) Technical Subcommittee.

Mr. William Timmons said that Robert Dobson, chairman of the Technical Advisory Committee on Hospital and Medical
Corporations, had asked him to be available to discuss the Report. He said that he would be available for the December
meeting of the (B) Committee.

Mr. Becker also mentioned that the group had previously asked Mr. Dobson to continue work on the project of advising
how the report might be implemented at the state level. The Technical Staff Actuarial Group decided to discuss the con-
tinuation of this project with the (B} Committee.
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Finally, Mr. Becker said that Paul Barnhart’s memorandum dated October 16, 1981, regarding ‘‘Proposed Actuarial
Opinion Instructions for Health Service Corporations and Health Maintenance Organizations™ had been forwarded to the
(B) Committee for consideraton. The final report of the advisory committee had called for the opinion of a qualified
actuary and the American Academy of Actuaries had been asked to develop wording for such an opinion. Mr. Barnhart’s
letter had been in response to that request.

VI SEX DISCRIMINATION
Mr. Becker reported that the Technical Staff Actuarial Group's statement on sex discrimination had been submitted to
Director Low in a letter dated November 18 for adoption by the Accident and Health Insurance (B) Committee. A similar
letter had been sent to the Life Insurance (A} Committee,

VII. OTHER MATTERS

A. Analysis of Increase in Reserve and

B. Reserve Strengthening for Insurers Earning Less on Their Investments Than Guaranteed in Their Reserves

It was noted that the Technical Staff Actuarial Group had decided to delete the corresponding two subtopics from the life
insurance agenda and to consider these matters under the “Minimum Surplus” agenda item, It was decided to do likewise
with the accident and health agenda. This would require the inclusion of a new agenda item, “Minimum Surplus.”

C. Special Interest Section in Society of Actuaries and Formation of Society of Government Actuaries

Mr. Montgomery reported that some progress was being made in the initial stages of the process for formation of a special
interest section of the Society of Actuaries.

D. Other Matters

There was no further business to discuss,

ATTACHMENT FOUR-C

Minutes of the Meeting of the
Life, A&H Technical Staff Actuarial Group

Houston, Texas
April 3, 1982

The NAIC Life, A&H Technical Staff Actuarial Group met from 9:00 a.m. untl 6:00 p.m. on April 3, 1982, in the
Sandalwood Room of the Hyart Regency Hotel, Houston, Texas, to consider certain topics pertaining to the NAIC Life
{A) Committee and the NAIC Accident and Health Insurance (B) Commirtee.

The following persons from state insurance departments were present: Erma Edwards, Nevada Department of Insurance;
Ted Becker, Texas State Board of Insurance; Bill White, New Jersey Department of Insurance; Larry Gorski, Illinois
Department of Insurance; and Keith Sloan, Kentucky Department of Insurance,

The following persons from insurance companies, insurance associations, and consulting actuaries were also present: James
F. Allen, Federal Kemper Life Insurance Company; Paul Barnhart, American Academy of Actuaries; Ray Bierschbach,
Transamerica-Occidental Life Insurance Company; Bill Bolton, Transamerica-Occidental Life Insurznce Company; John K.
Booth, American Council of Life Insurance; Gordon Boronow, Equitabie Life Assurance Society; Rick Boswell, National
Western Life Insurance Company; Jack Bragg, John M. Bragg and Associates, Inc.; Shane Chatke, Transamerica-Occidental
Life Insurance Company; Bill Carroll, American Council of Life Insurance; Warren Certer, Teachers Insurance & Annuiry
Association; Dan Case, American Council of Life Insurance; Donald D. Cody, Consulting Actuary; Jerome Golden,
Monarch Resources, Inc.; Charles Greeley, Metropolitan Life Insurance Company; Ann Enarson Halstead, Federal Kemper
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Life Insurance Company; Burnett Halstead, Federal Kemper Life Insurance Company; J. Ross Hanson, J. Ross Hanson,
Inc.; Rex Hemme, Milliman & Robertson, Inc.; Dave Holland, Munich American Reassurance Company; Peyton Huffman,
ITT Life Insurance Company: Harold Ingraham, New England Life Insurance Company; Paul Janus, Bankers Life &
Casualty Company; Howard Kayton, Security First Life Insurance Company; Harold Leff, Metropolitan Life Insurance
Company; Robert Lowden, John Hancock Murual Life Insurance Company; Joel Magyar, New York Life Insurance
Company; Richard S Miller, Southwestern Life Insurance Company; Robert A. Miller III, Aetna Life & Casualty Insurance
Company; Lew MNathan, CNA Insurance Companies; Carl Ohman, Equitable Life Assurance Society; Walt Rugland,
Milliman & Robertson, Inc.; Paul Sarnoff, Prudendal Insurance Company; Robert Shapland, Mutual of Omaha Insurance
Company; Walter Shur, New Yotk Life Insurance Company; William Snell, Northwestern Murual Life Insurance Company;
Anthony T. Spano, American Council of Life Insurance; Peter Thexton, Health Insurance Association of America; Bill
Tozer, Kentucky Central Life Insurance Company; and Virgil Wagner, American Council of Life Insurance.

Life Insurance Committee Report

L STANDARD VALUATION LAW AND STANDARD NONFORFEITURE LAW FOR LIFE INSURANCE

A. Report of the Committee on Dynamic Interest and Related Matters

Mr. Charles Greeley, chairman of the Technical Advisory Committee on Dynamic Interest and Related Matters, said thar
reports and recommendations of the technical advisory committee would be presented as the relared agenda items were
discussed, He commented on two subjects which he said deserved special attention.

First, he mentioned the Society of Actuaries (C3) Risk Task Force that had been studying the risks associated with fluctu-
ations in the level of prevailing interest rates. At the Society of Actuaries meeting, held earlier in the week, a report had
been given iflustrating the application of techniques to measure the (C3) risk associated with traditional non-participating
life insutance. (See Agenda Item IL.C.)

Second, Mr. Grecley mentioned a recent telephone conversation he had had with John 0. Montgomery, who had been
unable to attend the mecting of the Technical Staff Actuarial Group. He said that both he and Mr. Montgomery agreed
that the most important agenda item for the Technical Staff Actuarial Group was the December 1981 recommendation
of the Technical Advisory Committee that cash value and loan value requirements on certain life insurance policies be
eliminated. (Sce Agenda Jiern LF.)

In response to a question from William A. White, Mr. Greeley said thar the 1980 NAIC amendments to the standard valu-
ation and nonforfejture laws were a good and necessary step, but that study to improve these important laws should

continue.

B. The 1980 Model, Starus of Enactments and Interest Rates

Mr. Anthony T. Spano reported that 19 states had enacted the 1980 NAIC amendments and that they had passed at least
one house of the legislature in 14 other states. He said that this rate of progress was faster than the experience under the
NAIC’s 1972 and 1976 amendments.

C. Specifications for the Preparation of Actuarial Tables

Mr. William Bolton, a member of the Society of Actuaries Commitiee on Specifications for Monetary Values - 1980 CSO
Tables, reported that the committee was making good progress and expected a draft of the first part of the committee’s
report to be completed by June 1, 1982,

D. Problems in Interpretation

1. Cash Values Based on Interest Assumptions Lower Than Interest Assumed in Statutory Reserves and Other Higher
Cash Value Plans

Mr. Greeley explained that this item was on the agenda becausc of a specific problem John Montgomery had in California.
In particular, Mr. Montgomery was concerned over reserves in early policy years that did not recognize future durations
where cash values would exceed the reserves on the basis used. He said that the Technical Advisory Committes on Dynamic
Interest and Related Matters had formed an ad hoc group which would wy to develop a solution satisfactory to Mr.
Montgomery.
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Mr, White asked if other states had experienced similar problems and if an NAIC guideline were needed.

Mr. Richard 8. Miller said thar some states, including Texas, could handle this as part of the policy form approval process,
but that California could not since it did not require policy form approval prior to use.

Mr. Greeley said that the ad hoc group would work to find a soludon for California, and he suggested that any solution
should first be tried there and only later, if successful and if the need existed, should it be considered as a possible NAIC

guideline.

2. Reserving of Annuities With Surrender Charges

Mr. Ted Becker said thar chis item had been placed on the agenda as a result of a discussion between Mr. Montgomery and
Mr. Rick Boswell. Mr. Boswell had encountered some difficuley with one of the states over a proposed reserve method and
he had suggested that the Technical Staff Actuarial Group develop a guideline on the subject,

The group asked Mr. Boswell to draft a proposed guideline, and he agreed.

3. Valuation - Nonforfeiture Interest Rate Differendals

Mr. William Carroll reviewed the history of this agenda item. The ACLI had prepared a report, dated October 15, 1981, in
response to a request for an opinion on certain questions that arise when reserves and cash values are calculated at dif-
ferent interest rates. The report had described its findings as straightforward interpretations of the current standard laws,
intended as a short summary of the main thrust of the law and not intended as a substitute for a careful reading of the law.
The report had concluded that the standard laws were clear with regaed to the use of interest rates for reserves and non-
forfeiture values and that no additional amendments or interpretive guidelines were needed.

Mr. White said that an actuarial guideline was needed and he asked Mr. Carroll if 2 guideline based on the October 15
report could be developed for the June meeting of the Technical Staff Actuarial Group.

Mr. Carroll said that a draft could be written and distributed for comment to the ACLI task force which had studied the
subject, and that he would give a progress report at the June meeting of the group,

4. Operative Date for 1980 CSO Mortality Table

Mr. Greeley urged the Technical Staff Actuarial Group to adopt a guideline interpreting the 1980 model law as permitting
a company to clect separate operative dates by plan of insurance. He reminded the group that he had made this recom-
mendation for the technical edvisory committee at the December, 1981 meeting. At that meeting he had said that it would
be in the public interest to give companies this flexibility since one of the principal purposes of the new valuation and non-
forfeiture requirements was to enable companies to offer more competitively priced products.

Mr. Becker read the proposed guideline which was attached to the December 12, 1981 report of the technical advisory
committee. He noted that Mr. Montgomery supported the proposal in his March 25, 1982 letter to the group.

The Technical Staff Actuarial Group voted to adopt the proposal and recommend it to the Life Insurance (A) Comritree.

Mr. White said that the recommended guideline would not override the obligation of companies to not discriminate
unfairly in the products offered for sale.

5. Valuation of Active Life Funds Held Under Group Annuity Contracts (Actuarizl Guideline 11}

Mr. Carroll presented a recommendation of the ACLI for a new method for determining the interest rates in Actuarial
Guideline Il for contributzions received in 1982 and subsequent years, The proposal, described in Mr. Carroll’s letter of
February 24 to Mr. Becker, had been distributed to the Technical Staff Actuarial Group with Mr. Becker’s mailing dated
March, 1982. Under the proposal, the value of 'my for calendar years y+1 through y+10, which applies to contributions
received in 1982 and subsequent years, would be set equal to the calendar year statutory valuation interest rate in section
three-b of the 1980 NAIC Amendments to the Standard Valuation Law applicable to the change in funds in calendar year
y for guaranteed interest contracts with cash settlement options of Plan Type B with guarantee durations of more than 5
years, but not more than 10 years, and which do not guarantee interest on considerations to be received more than 12
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months beyond the valuation date, Mr. Carroll said that in the past the valuation standard interest rates in Actuarial
Guideline II had followed those developed by the New York Insurance Department for its Circular Letter. Because of the
likelihood that the 1980 amendments would be enacted this year in New York and the circular letters discontinued, a new
source for the current interest rate for Actuarial Guideline II was needed. Mr. Carroll said that the proposed method of
determining an interest rate was consitent with the current guideline.

Mr. Carl Ohman reminded the group that Actuarial Guideline IT would not apply to new contributions in states which had
enacted the 1980 amendments, Thercfore, although new rates would be needed yearly for Actuarial Guideline II, their

importance was declining.

It was noted that no change was necessary in the text of the guideline, but that the footnote describing the source of the
rates should be changed.

The Technical Staff Actuarial Group adopted the recommended method for determining the interest rates in Actuarial
Guideline II for contributions received in 1982 and subsequent years.

6. Proposed Revision of Guideline on Joint Life Insurance (Actuarial Guideline VI)

The Technical Staff Actuarial Group had received a letter, dated December 21, 1982, from Virgil D. Wagner, 2 member of
the American Academy of Actuaries Committee on Life Insurance Financial Reporting Principles. Mr. Wagner had pointed
out that the text of the guideline applied correctly to joint life insurance payable on the first death of a covered life, but
that the background material could be read to imply a more broad and incorrect application. He suggested that this be
corrected.

The Technical Staff Actuarial Group agreed to defer the matter as suggested by Mr. Montgomery in his March 25 letter.
Mr. Wagner was asked to take up the matter with Mr. Montgomery.

7. Other Matters

Mr. Becker mentioned that he had received a lerter from Heinz Briegel, dated March 17, 1982, concerning the Standard
Nonforfeiture Law for Individual Deferred Annuities, Mr. Becker said that he would send the letter to the members of the

group.

The group agreed to ask the Technical Advisory Committee on Dynamic Interest and Related Matters for its comments on
the letter.

E. Updating or Replacing Existing Products

Mr. Paul Sarnoff explained that the Standard Valuation Law in New Jersey had been amended to specifically permit the
use of valuation standards current at the time a policy is updated.

Mr. Carrall said that this deviation from the NAIC model had not been included in any of the ather states that had passed
the 1980 amendments.

Mr. William M. Snell said that his company had not found any legal impediments to its update program.
The group took no action on the subject and agreed to continue to carry it on the agenda.

E. Proposal for Allowing Life Insurance Policies Without Cash Values

Mr. Greeley reviewed the proposal which had been made by the technical advisory committee in its December 12, 1981
report. That report had advocated the elimination of cash value and policy loan requirements on permanent life insurance
policies for face amounts of $100,000 and over. Mr. Greeley gave the following four reasons for the adoption of this
recommendation which he had previously characterized as the most important item on the group’s agenda:

1. Risk of financial anti-selection would be reduced
2, Insurance protection aspect of whole life insurance would be reasserted
3. Insurance company funds could be more safely invested in long-term assets, contributing to needed capital

formation within the economy
4. Cost of insurance could be reduced
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In support of the fourth reason, Mr, Greeley distributed a supplement to the December report, dated April 3, 1982, that
showed the reductions in premiums which were available in Canada where such products were permitted.

Mr. White suggested that the technical advisory committee had taken an extreme approach 1o solve the problem. He asked
if they had considered any alternatives such as providing for cash values at 60 or 80 percent of the current level or

providing that cash values couid be adjusted to reflect market values,

Mr. Greeley said the technical advisory committee had a Subcommittee that had presented a number of alternatives, and
that the proposal was a combination of those alternatives chosen for its simplicity.

Mr. Sloan questioned the need for the $100,000 size requiremnent. He said that no-cash-value policies with much smaller
face amounts could be sold as burial insurance.

Mr. R. S. Miller said that the $100,000 limit had been included as a proxy for a suitability test.
Mr. Larry Gorski reported that there had been a mixed reaction ro the report at the Illinois Insurance Department.

Mr. Greeley sazid that the rechnical advisory committee was willing to contnue its work on the subject if the Technical
Staff Actuarial Group wished them to do so.

The group asked Mr. Greeley to continue with the project and to provide draft legislation so that the proposal could be
discussed in greater detail.

Mr. White suggested thar there might be two separate agenda topics, one for *Life Insurance Policies Without Cash Values”
and one for " Life Insurance Policies Without Guaranteed Cash Values.”

G. Other Matters
There was no other business to discuss.
II. MINIMUM SURPLUS

A. Report of the Committee on Dynamic Interest and Related Matters

Mr. Walter Rugland, chairman of the Technical Advisory Committee's Subcommittee on Surplus and Solvency, reported
for the committee. He distributed the committee’s report dated April 3, 1982, and gave an oral summary of it. He outlined
the various projects which were underway (see Agenda Item ILC. for details); he stressed the importance of taking a long
range view toward the solution; he warned of the dangers of an arbitrary short-term solution; and he szid that future
analysis of a company’s finzncial position would require that the balance sheet be looked at as an integral whole.

B. Biscussion of the Wisconsin Legislation and Regulation

Reporting for the technical advisory committee, Mr. Rugland said that the approach being taken by the Wisconsin
Insurance Department was seriously flawed and caused great concern. He suggested that the Technical Seaff Actuarial
Group should comment to Wisconsin on the subject.

Mr, Robert A. Miller, III swnmarized the Wisconsin regulation and criticized it for oversimplifying the problem by
establishing rules of thumb.

The Technical Staff Actuarial Group decided to take no action on this subject.

C. Elements of a Law Defining Minimum Surplus According 1o the Structure of the Risks Assumed by an Insurer

Mr. Ohman reported on the progress of the Society of Actuaries {C3) Risk Task Force that had been studying the risks
associated with fluctations in the level of prevailing interest rates. The task force had presented reports iflustrating the
techniques for measuring the (C3) risk associated with guaranteed interest contracts and waditional non-participating
life insurance. Plans had been made to present reports on deferred annuities and participating life insurance at the society’s
fall 1982 mecting The task force then hoped to complete the first phase of its work with a paper to be published in spring,
1983. After that, work would be needed on the {Cl1) risk of asset defaulr and the (C2) risk of inadequate premiums,
Finally, the means of combining the results for each separate risk for each category of praducts sold by & company had to
be develaped.
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D. Revision of Analysis of Increase in Reserves

Mr. Becker said that this topic dealt with Mr. Montgomery’s ongoing project for revisions to page six of the NAIC’s annual
statement blank.

Mr. Samoff pointed out that Mr. Montgomery’s most recent proposal would require companies to provide information for
annuities currenty not available to most companies,

The group suggested that Mr. Sarnoff make his comments dircetly to Mr. Montgomery.

E. Reserve Strengthening for Insurers Earning Less on Their Investments Than Guaranteed in Their Reserve
Accomulations and Other Guarantees

1t was noted that this topic, which had been on the agenda for over two years, was the result of a letter from one of the
states asking for advice. Mr. Carroll was asked to draft a response for the group’s consideration,

F. Other Matters
There was no other business to discuss.
III. UNIVERSAL LIFE AND RELATED PLANS OF LIFE INSURANCE AND ANNUITIES
There was no separate discussion of each subropic under this agenda item.

Mr. Daniel F. Case distributed a draft position paper, dated March 25, 1982, and tded “Suggested Valuation and Nonfor-
feiture Standards for Certain Life Insurance Plans with Adjustable Features.,” Mr. Case explained that the paper reflected
the studies made by the ACLI's Task Force on Valuarion and Nonforfeiture Regulation for New Products. He said that the
paper had not yet been reviewed by the Council’s Actuarial Committee or Legislative Commitree,

Mr. William Tozer, chairman of the task force that developed the paper, described the contents and condusions of the
paper.

The paper suggested approaches to minimum reserve and nonforfeiture requirements for certain life insurance plans which
permit the insurer to adjust premiums or benefits.

For single-premium adjustable-benefit life insurance the paper concluded that such policies could be handled direcdy under
the Standard Laws since at any time the policy provides specified paid-up, guaranteed future benefits,

For scheduled-premium adjustable-interest-credit policies, which require the payment of srate periodic premiums and
provide a guaranteed death benefit that reduces on a specified future date, the paper concluded that such policies could be
covered under portions of the 1980 Standard Nonforfeiture Law for Life Insurance applicable to *‘policies which cause on
a basis guaranteed in the policy unscheduled changes in benefits or premiums, or which provide an option for changes in
benefits or premiums other than a change to a new policy.”

For flexible-premijum adjustable-interest-credit policies, commonly called universal life, the paper concluded that the
Standard Laws do not directly address these policies, except that the 1980 Laws contain a provision for policies not
directly addressed by the other provisions of those laws. The paper then suggested temporary valuation and nonforfeiture
standards for universal life policies.

The valuation standard suggested was analogous to the commissioners reserve valuation method for traditional life insur-
ance.

A minimum cash surrender value was expressed on a retrospective basis, actual surrender values provided by the policy
were required to be at least equal to the minimum value and would be made subject to a grading requirement similar to the
one in the 1980 law for traditional products, any paid-up nonforfeiture benefits provided by the policy would be
regulated, and certain disclosure requirements were suggested.

In reply to a question from Mr. Becker, Mr. Tozer stated that his task force had no present timetable for commenting on
indexed policies.
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Mr. Shane Chalke said that the suggested guidelines were in some respects inconsistent with current law,
Mr. White asked how the suggestions conrained in the paper might be used by the regulators.
Mr. Tozer said that the mazerial might be used as policy approval guidelines under the authority granted by the 1980 Law.

Mr. Becker indicated his preference that model regulations be developed and stressed the need to include indexed policies,
He also mentioned that Texas had formed an Advisory Commitiee on Universal Life which had met on March 30 and 31.

IV. OTHER SPECIAL PLANS

A. Indeterminate Premium Plans

Mr. Becker reported on indeterminate premium plans held in Texas on April 1. Under existing Texas regulation, minimum
reserves and nonforfeiture values would be based on maximum premiums stipulated in the policy. Under the new proposal,
reserves and nonforfeiture values would also have to exceed values obtained when illustrated premiums were used in the
calculations instead of the maximum premiums stated in the policy.

Mr. Becker explained that this applied only to the basic reserve and not to the additional minimum reserve requirements,
For example, if the maximum premiums were increasing with duration, but the illustrated premiums were level, whole life

reserves and nonforfeiture values would be required.

B. Single Premiuim, Specified Minimum Death Benefit Life Insurance

It was noted that the position paper of the ACLI task force had concluded that single-premium adjustable-benefit life
insurance policies could be handled directly under the Standard Laws.

C. Other Plans
There was no other business to discuss.
V. VARIABLE LIFE AND VARIABLE ANNUITIES

A, Revision of Variable Life Insurance Regulation

Mr. Jerome & Golden distributed a lerter, dated March 22, 1982, which he had written at John Montgomery’s suggestion,
The letter described the NAIC Model VLI Regulation as modified through the New Orleans meeting of the Technical Staff

Actuarial Group and gave status teports on several longterm projects assigned to the Variable Products Advisory
Committee. Mr. Golden reviewed the changes agreed to in New Orleans and commented on four long-term projects dealing
with deduction of charges for incidental insurance benefits form the separate account, requirements as to liquidity for
permissible investments, group permanent universal variable life insurance, and standards for illustrations.

Mr. Golden mentioned that in addition to his advisory committee there were two other groups working on the subject,
an ad hoc group and an ACLI group. He said that the three groups were working well together.

Mr. John K. Booth mentioned the urgency of the proposal to permit flexible-premium variable life insurance,

There was some discussion of whether this topic had sufficient actuarial content to continue it on the sgenda of the
Technical Staff Actuarial Group. [t was noted that the topic had been assigned by the Life Insurance (A) Committee.

The group encouraged Mr. Golden to continue work on the long-term projects.

B. Other Matters

There was no other business to discuss.
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VI. MORTALITY AND MORBIDITY STUDIES

A. Super Select Mortality, Smoker vs Nonsmoker

Mr. David Holland, a member of the Technical Advisory Committee on Dynamic Interest and Related Matters, reported
for the committee. He reminded the group that the committee had previously recommended that (i) Actuarial Guideline
IV be modified to replace the table based on the Modern CSO with the 1980 CSO with Select Mortality Factors and (ii)
the NAIC Technical Staff Actuarial Group ask the Society of Actuaries to study the subject of smoker vs nonsmoker
mortality. At its December meeting the group had indicated general support for the recommendations, With regard to the
second recommendation, Mr. Holland said that the technical advisory committee wished to expand it to include both a
compiete study of the subject leading to a permanent solution as recommended in December and also a request that the
Society of Actuaries be asked to rapidly produce a temporary solution on the basis of mortality statistics already available.

On the question of smoker vs nonsmoker mortality, the Technical Staff Actuarial Group voted to contact the Society of
Actuaries as recommended.

On the question of modifying Actuarial Guideline II to permit the 1980 CSO Table with 10-year select factors, the group
voted to defer the question to its June 1982 meeting.

B. Society of Actuaries

1. Individual Annuities

The Technical Staff Actuarial Group voted to recommend to the Life Insurance (A} Committee that the NAIC adopt 1983
Table A as a mortality table suitable for the valuation of annuity benefits under individual annuities and supplementary
contracts issued in 1983 and subsequent years, The group had previously discussed this subject at its December, 1981
meeting.

2. Group Annuities
There was no report on this item,

3. Credit Life and Credit Disability

Mr. Becker read a brief note from Harry Galloway, chairman of the society’s committee that is making this study. The
study was nearly complete and plans were being made to publish it.

4. Qther Maiters
There was no other business to discuss.

VIi. GENERAL MATTERS RELATING TO THE LIFE, A&H TECHNICAL STAFF ACTUARIAL GROUP
This subject was deferred until the June, 1982 meeting.

Accident and Health Insurance Committee Reports

i. NAIC PREMIUM RATE FILING GUIDELINES

Mr. Paul Barnhart, chaitman of the American Academy of Actuaries Subcommittee on Liaison with NAIC Accident and
Health {B) Committee, distributed copies of a proposed revision of the NAIC Individual Rate Filing Guideline, prepared by
the academy subcommittee. Mr. Barnhart said that the proposed changes addressed three important subjects whick had
been discussed by the Technical Staff Actuarial Group at its recent meetings - retroactive application under forms with
similar risk exposure, and consideration of experience during select policy years. Mr. Barnhart urged the group to act on
the proposal.

Mr. Rabert B. Shapland repeated his concerns over certain retroactive aspects of the guideline, He said that the guideline
could create liabilities where none had previously existed.
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Mr. Peter M. Thexton said that he had not personally reviewed the proposal, nor had the HIAA developed 2 position, but
that he saw no reason not to expose the proposal.

The Technical Staff Actuarial Group agreed 1o adopt the proposal as an exposure draft,
1. EXPERIENCE TABLES

A. Disability - Society of Actuaries Study

Mr. Becker said that he would contact William Taylor, chairman of the Society’s Committee t¢ Recommend New Disability
Tables for Valuation, and ask him for a status report to include in the June, 1982 Semi-annual Report of the Technical
Staff Acmarial Group.

B. Cancer and Dread Disease

Mr, Ted Becker distributed a brief status report, dated March 29, 1982, from William Odell, chairman of the technical
advisory committee,

C. Other Matters

There was no other business to discuss.

IlI. VALUATION

A. Society of Actuaries Study

Mr. Becker thanked Mr. Shapland for the work he and the members of the society’s Committee for Accident and Health
Valuation Principles, which Mr. Shapland chairs, had done in preparing the exposure draft of that committee’s report
which had been distributed to the society’s members.

Mr. Becker asked if there were any plans for a second report dealing with the practical implementation of the valuation
principles expounded in the first report,

Mr. Shapland said that the first report completed the assignment which the committee had been given by the society, and
that the Technical Staff Actuarial Group should contact the Society of Actuaries if it wished a second report.

Mr. Barnhert reminded the group that the exposure draft would be discussed by the society at the fall 1982 meeting of the
Society of Actuaries in Washington,

The group agreed to defer consideration of the need for a second report until after the society’s fall meeting,
B. Otcher Martters
There was no other business te discuss.
IV. HOSPITAL AND MEDICAL CORPORATIONS

A. Report of Technical Advisory Committee on Hospital and Medical Corporations

Mr. Becker disttibuted a letter, dated March 29, 1982, from Robert Dobson, chairman of the technical advisory committee
that had preparcd the report which the technical advisory committee had adopted at its October 1981 meeting.

Mr. Larry Gorski suggested that the group discharge the technical advisory committee and ask the NAIC Accident and
Health (B) Committee what further action, if any, it desires the Technical Staff Actuarial Group to take on this subject.

B. Proposal for Actuarial Opinion

Mr. Becker mentioned that Paul Barnhart's memorandum, dated October 16, 1981, regarding “Proposed Actuarial Opinion
Instructions for Health Service Organizations,” had been adopted by the group at its October, 1981 meeting and had been
forwarded to the (B) Committee for its consideration. No one present knew of any unfavorable comments resulting from
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the exposure of this proposal for an actuarial opinion made by Mr. Barnhart on behalf of the American Academy of

Actuaries Subcommittee on Liaison with NAIC Accident and Health (B) Committee. Accordingly, the Technical Staff

Actuarial Group voted to recommend the proposal to the Accident and Health (B) Committee for adoption in June, 1982.
C. Other Matters

There was no other business to discuss,
tersenne
ATTACHMENT FQUR-D
Report to the Life Insurance (A} Committee
by Ted Becker
I am reporting on behalf of the NAIC Life, A&H Technical Staff Actuarial Group. This is an informal group consisting
mainly of state insurance department actuaries. It consists of essentially the same individuals who were members of the

former (C4) group prior to reorganization of the NAIC last June.

In accordance with the decision made at the NAIC meeting in New Orleans last December, our Staff Actuarial Group is
working on six different topics in the life insurance area:

1. Standard Valuadon Iaw and the Standard Nonforfeiture Law
2 Minimum Surplus

3. Universal Life and Related Plans

4, Other Special Plans including Indeterminate Premium Plans
5. Variable Life Insurance and Variable Annuities

6. Moartality and Morbidity Studies

Our Staff Actuarial Group is also working on several accident and health topics, as directed by the Accident and Health
(B) Committee,

The Staff Actuarial Group met at the Hyatt Regency Hotel in Houston last Saturday, April 3, and considered all of these
topics. Five states were present.

We have the following specific recommendations for adoption by the (A) Committee at your June 1982 meeting in
Philadelphia,

a Including a new Actuarial Guideline in the Finandial Condition Examiners Handbook which would specifically
permit “plan-by-plan’ election of an operative date under the 1980 Amendments to the Standard Nonforfeiture
Law. This operative date refers to the 1980 CSO Mortality Table, and would also trigger 2 dynamic interest rate and
anew formula for calenlaton of the adjusted premiums.

b. Amending the manner of calculating the interest rate for the existng Actuarial Guideline 1, dealing with reserves
for Active Funds under Group Annnity Contracts.

o Adopting a new mortality table for individual annuities, the 1983 Table A", This table was recently developed by
a Saciety of Actuaries Committee,

The two actuarial guidelines are considered under the topic heading, “Standard Valuation Law and the Standard Nonfor-
feiture Law.” The new mortality table was considered under the topic “‘Mortality and Morbidity Studies.” There was dis-
cussion and progress on the other topics at our Houston meeting, but these are the only specific recommendations for the
(A) Committee at your June 1982 meeting.
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Our Staff Actuarial Group plans to meet agzin in Philadelphia on the weekend prior to the regular NAIC meeting. This
would probably be Saturday, June 5, and Sunday, June 6,

Our Staff Actuarial Group would also like to request that we be specifically listed in the agenda for the Life Insurance
(A) Committee meeting in June 1982,

LTI
ATTACHMENT FOUR-E

Technical Advisory Committee on
Dynamic Interest and Related Matters

December 3, 1981
All members of the committee were present except for Mesers. Hill, R. A. Miller, and Rugland Also attending were Messrs.
Allen, Carroll, Launer, Leff, and Spano. The chairman thanked Mr. Carney for this hospitality in making arrangements for
the meeting,
It was decided to disband the '‘Missceilaneous Subcommittee” since there did not appear to be any remaining work for
that particular group. Messrs. Hill, R. A. Miller, and Rugland are invited to join any of the other three subcommittees in
which they express interest,

Reports were given with respect to other subjects as foliows:

Subcommittee on Mortality

Al Minimum Reserves

The NAIC Actuarial Advisory Group had requested that we study the question of minimuin reserves, especially for renew-
able term insurance and specifically as it is impacted by preferred risk or nonsmoker underwriting designations. Messrs.
Thomthwaite and Welch described current approaches in several states for addressing this question, and a new proposal
suggested in another state, Concern was expressed about the growing lack of uniformity and the seeming arbitrariness of
some of the approaches. The lack of precise language in the 1980 bills as to the operative date for the new table was also
cized as conibuting to the problem.

The apinion of the advisory commirtee is that this problem would most appropriately be handled in the long-run by
development of more-refined valuation mortality rables and greater reliance on the valuation actuary to use appropriate
mortality standards in valuing liabilities, However, it was recognized that any such new standards would not be available
for several years, and that a practical approach would be appropriate in the meantime. Accordingly, it was agreed that the
chairman would present a statement to the NAIC Actuarial Advisory Group recommending:

(i) Modification of Actuarial Guideline IV to substiture the 1980 CSO Table with Select Mertality Factors for the
mortality table contained therein, which was based on the modern CS0 developed by the Unrubh Committee

(ii) Adoption of a new guideline interpreting the 1980 model bills as permitting a company to elect an operative date
separately for each plan of insurance

(iii)  That the Society of Actuaries be asked to analyze experience for smoker vs. nonsmoker mortality

B. Proposed 1983 1AM Valuation Mortality Table

We had been asked by the NAIC Actuarial Advisory Group to review the propased new valuation mortality table for indi-
vidual immediate annuities, and consider its adaptation for group annuities. The review of the proposed table produced
general support for the Johansen Commirttee’s report and the proposed table. The committee strongly recommends the
adoption by the NAIC of the new table for valuing individual annuities, We expect to make further recommendadons on
group annuity mortality following receipt of the report from the Chmely Committee in the spring of 1982, We are tenta-
tively leaning towards an approach which would value certain group annuities, where a cash setdement option is available,
on the same basis as individual annuities,
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As part of our recommendation to the NAIC Acwarial Advisory Group endorsing the use of the new table, we should
strongly suggest that the 1983 Table A should be reviewed in a few years to judge its continued suitability for valuation
purpases. One possible approach at that ime might be to update the table using Projection Scale G.

Subcommittee on Cash_Value Guarantees

The initial and supplementary reports from the subcommitiee listed and analyzed nine possible approaches to alleviating
the financial burden associated with book value guarantees during times of severe fluctuations in interest rates. The focus
of the committee’s discussion centered on a combination of two of the alternatives - climinating the requirement for a
cash value on policies of a specified size or larger, such as $100,000. It was the consensus of the committee that such an
“experiment” would be valuable to gauge the receptivity of the insurance-buying public to the new approach. Adequate
and suitable disclosure is especially necessary, and there should be a demonstrable savings accuring to the policyholder.

It was agreed that the chairman would approach the NAIC Actuarial Advisory Group with this concept and obtain their
reaction before proceeding further.

Subcommittee on Surplus and Solvency

Mr, Ohman reported on the excellent progress being made by the Society of Actuaries Task Force on (C3) Risk, and their
timerable for completing their part of the research, The advisory committee then entered into a discussion of the role of
the Actuarial opinion. While it is expected the actuaries will ultimately need to perform specific tests under various interest
rate scenarios to determine whether .or not the reserves make good and sufficient provision for the liabilities, it would
be premature to set rigid guidelines on what tests should be made. Even greater concern was expressed over the use of
arbitrary or simple formulas to determine minimum surplus requirements for a given company.

Next Mecting

Our next meeting will be held on Friday, April 2 at 1:30 p.m. at the Hyatt Regency Hotel in Housten, following the close
of the Society of Actuuries meeting. Friday’s meeting will run from 1:30 p.m. to 6:00 p.m. and we will reconvene, if
necessary, on Saturday, April 3 from 9:00 am. to 12:00 noon, {The NAIC Actuarial Advisory Group has tentatively
scheduled their next meeting on April 3 in Housten.)
Actuarial Advisory Group
December 12, 1981

Following is a brief summary of the NAIC Actuarial Advisory Group’s December 12, 1981 meeting of partcular relevance
to our committee’s work.

Cash Value Guarantees

Mr, Greeley presented 2 report from the technical advisory committee (Attachment Four-E1) advocating the elimination
of cash value and policy loan requirements on permanent insurance policies for a face amount of $100,000 and over. The
NAIC Actuarial Advisory Group reacted favorably to the idea and will expose it to the commissioners to get their pre-
liminary reaction.

Operative Date for 1980 Nonforfeiture Law

Mr. Greeley presented a report from the technical advisory committee (Attachment Four-E2) advocating adoption of a
guideline interpreting the 1980 model law as permitting a company to clect separate operative dates by plan of insurance.
The NAIC Actuarial Advisory Group was supportive of our proposal. It was mentioned that the Washington Insurance
Department is already interpreting the law in such manner,

Reserve Requirements for Policies Issued on a Preferred Underwriting Basis

Mr. Greeley presented a report (Attachment Four-E3) recommending that (i) Actuarial Guideline IV be modified to
replace the table based on the Modern €SO with the 1980 CSO with Select Mortality Factors; and (i) the NAIC Acruatial
Group ask the Society of Actuaries to study the subject of smoker vs. nonsmoker mortality. The NAIC Actuarial Advisory
Group indicated general support for our proposal.
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Mipimum Surplus and Actuarial Opinions as to Reserve Adequacy

Mr, Greeley presented a report {Attachment Four-E4) and Mr. Ohman discussed orally the use of the 1983 Table A for
Individual Annuity valuation. The NAIC Actuarial Advisory Group decided to recormmend adoption by the NAIC of the
new tables as a valuation standard (Attachment Four-E5).

Policies with a Nonforfeiture Interest Rate Lower than the Valuation Interest Rate

Mr. Montgomery will work on preparation of a guideline dealing with proper reserve methods when the nonforfeiture
interest rare is less than the valuation interest rate,

Policy Updartes
It was reported that Arkansas may be objecting to unilateral updates,

Harold B. Leff

Actuary
eras
ATTACHMENT FOUR-E1
To: The NAIC Actuarial Advisory Group
Subject: Cash Value Guarantees
Date: December 12, 1981

Arv the June 1981 meeting of the (C4} Technical Subcommitee I reported briefly on the activities of the advisory
committee’s Subcommittee on Cash Value Guarantees and indicated that a preliminary report would be availzble at this
time.

The following preliminary report first states the problem as we see it; then lists the possible alternative solutions that were
considered; and concludes with a specific recommendation for your consideration,

Statement of the Problem

Individual life insurance policies currently issued in the United States are generally required to include the following policy
provisions:

Cash Surrender Value - This provision makes available a cash surrender value benefit which is fixed in advance at the
time the policy is issued. The amount depends upon che number of premium payments which have been completed
when the policy is surrendered,

Policy Loan - This provision requires an advance of all ot a portion of the cash value specified by the policy upon
the request of the policyholder. It permits the charging of interest, although there may be restrictions on the rate of
interest that can be charged.

Nonforfeiture Paid-Up - This is a benefit required whenever a premium is in default, Ordinarily, the benefit is either
extended term insurance or reduced paid-up insurance,

Basis of Computation - Amounts of cash surrender values and nonforfeiture paid-up benefits are determined
according to a formula which specifies the minimum nonforfeiture amount that must be provided, and requires the
paid-up benefits to be the actuarial equivalent of the cash values computed as of the same date,

While the Nonforfeiture Laws have been revised on occasion, the basic requirement for a predetermined scale of cash
surrender values has been a feature of the United States individual lif¢ insurance product for substandally all of the 20th
Century to date. As a result of this requirement, most insurers have followed the practice of distributing investment results
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to all generations of individual life insurance policies using portfolio average interest rates, because this is consistent with
the availability of predetermined, or “book value™ guaranteed cash values. At the time these practices began and during the
ensuing first six or so decades of this century, it was the intention and actual result that these requirements and actuarial
methods brought about reasonable equity as between terminating and continuing policyholders. Experience since 1970 has
been different. There have been frequent abrupt increases and decreases in both short- and long-term rates of interest,
accompanied by dramatic changes in the demand for policy loans as well as cash surrender benefits. Demands for cash
tend to peak at the same time as the interest rates peak. The result is that terminating policyholders secure termination
values greatly in excess of the then value of the assets which they have contributed to the insurer.

As described above, the current structure based on book value surrender guarantees and portfolio average investment
results is vulnerable to disintermediation when market interest rates are high. In order for the insurer to protect the contin-
uing policyholders, it needs some relief from the relatively rigid surrender value requirements that are now being imposed.
Policyholders withdraw cash from the insurer because they can earn a higher return elsewhere; but the insurer cannot
afford to pay the new money rate on old money. Nor canwe really afford to pay surrender values at “book™ when they
are gready in excess of the current value of the underlying assets. Nor can the insurer credit new money rates to new
policies at a rate significanty greater than that used for old policies, or incentives to replace would become too great.

In evaluating proposed solutions, it should be kept in mind that the primary focus of the Nonforfeiture Laws is to provide
reasonable equity hetween terminating and continuing policyholders. While this matter of equity is of the greatest conicern
in the case of participating life insurance, it is also a matter of concern for nonparticipating insurance, If the rigidity of the
eurrent law forces insurers to provide for benefits that may lead to great windfalls for some categories of policyholders,
the premiums that the insurers charge are going to have to be increased.

Summary of Alternatives Considered

1. Provide no specified cash surrender values, but provide for paid-up nonforfeiture benefits.

2. Provide cash sumrender values which vary by formula to reflect market value adjustment.

3. Permit payment of cash surrender and loan values only in installments over a minimum period of years, such as five
years.

4. Vary the length of time specified in the six months deferral of payment provision.

5. Permirt a level of guaranceed surrender values significanty below the level of policy assets, with an adjustment in the

from of a terminal dividend {participating business)} or a persistency bonus (nonparticipating business) to reflect the
amount of additional assets that can be paid terminating policyholders under conditions of normalcy,

6. Provide a fixed scale of cash surrender values, but subject to a special adjustment only under conditions of economic
stringency as determined by an external index.

7. Provide no specified nonforfeiture benefits at all, either for a stated period, or for the entre duration of the policy.
8. Permit waiver of the nonforfeiture law in the case of special jumbo size policies sold to sophisticated purchasers,
9. Develop adjustments to the model variable fife insurance regulation which would accommodate life insurance based

on a large percentage of fixed income type investments.
Recommendation

The Subcommittee on Cash Value Guarantees analyzed the pros and cons of each of the alternatives, both from 2
theoretical and practical point of view. The advisory committee as a whole then held intensive discussions at several of its
meetings. The sclution that seemed to us in the best Jong-run interest of the insuranee public was a variation and combina-
tion of alternatives A&H listed above,

Specifically, we recommend that policies meeting an appropriate suitability test be exempt from the provisions thar require
guaranteed cash surrender values and loan values. Guaranteed paid-up nonforfeiture benefits would continue to be
required. Suitability would be defined as all policies for $100,000 and greater, On such policies insurance companies could
make whatever guarantces — or no guarantees - with regard to cash and loan values that they deem appropriate for the
market place, This would permit healthy experimentation and a true market place test. However, it would be restricted
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to the most sophisticated market,through the $100,000 limit. Adequare disclosure would need to be mandated to avoid
later misunderstanding. Finally, it would be required that nonavailability of guaranreed cash would result in a pricing
advanrage (either thorugh premiums or dividends) to such policyholders.

The advisory committee would appreciate your committee’s reaction to this preliminary report so that we may know on
whar basis to finalize it.

Submitted for the Technical Advisory Committee

Chatles Greeley, FSA, MAAA

Chairman
L2 R
ATTACHMENT FOUR-E2
To: The NAIC Acrtuarial Advisory Group
Subject: Standard Nonforfeiture Law for Life Insurance—Qperative Date of Section 5-¢
Date: December 12, 1981

As part of the 1980 amendments to the Standard Nonforfejture Law for Life insurance, a new section 5-¢ was introduced
to incorporate a number of significant changes in thebasis for determining minimum nonforfeiture benefits. Subsection
(11) of this section reads as follows:

“After the effective date of this secton five-c, any company may file with the commissioner a written notice
of its clection to comply with the provisions of this section after a specified date before January first,
nineteen hundred and eighty-nine, which shall be the operative date of this section for such company, If a
company makes no such election, the operative date of this section for such company shall be January first,
nineteen hundred and eighty-nine.”

As you have indicated, questions have been raised as to whether a company must elect one operative date for all of its
plans of life insurance, or whether a company can make the clection on a plan-by-plan basis. Under the latter approach,
the company could elect different operative dates for different parts of its portfolio, subject to the January 1, 1989
overall deadline.

The law is not precise in this regard and, to our knowledge, the subject was not discussed during the numerous phases of
the development of the 1980 amendments, On the other hand, these amendments to provide for a plan-by-plan option
with respect to the use of cither the Commissioners 1980 Standard Ordinary Mortality Table or, as an alternative, the same
table with Ten-Year Select Morrality Facrors. This is certainly a more significant option than one under which companies
could, within a specified time period defined in the 1aw, use some latitude in electing when different parts of their port-
folio would become subject to the new provisions. The former could result in substantial and permanent differences in
required reserves and nonforfeiture benefits, while the latter would merely give companies some additional fiexibility for a
temporary period. Thus, we feel there is a strong implication that a plan-by-plan election of operative dates may be
intended.

We also feel there is a public interest consideration that supports giving companies this flexibility. It is widely recognized
that one of the principal purposes of the new nonforfeiture requirements is to enable companies to offer more competi-
tively-priced products. To the extent that companies would have to delay introducing any products based on the new
requirements untl they could develop an entire portfolio on that basis, the consumer would be denied the opportunity to
purchase insurance more economically. With the law being silent on the point at issue, there is strong argument for using
the interpretation that would produce the more favorable results for the consumer.

In summary, we feel that an interpretation of the law to permit 2 plan-by-plan election of operative dates would be consis-
tent with the general philosophy and intent of the 1980 amendmenrs and with the best interests of the insurance-buying
public. We urge that you recommend adoption by the NAIC of an interpreative guideline to this effect. Attached is a
proposal in the form of an Actuarial Guideline to the Financial Condition Examiners Handbook.

Submitted for the Technical Advisory Committee

Charles Greeley, FSA, MAAA
Chairman
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ACTUARIAL GUIDELINE

Interpretation of the Standard Nanforfeiture Law
for Life Insurance with Respect to the
Operative Date of Section §-¢

Section 5-¢{11) of the Standard Nenforfeiture Law for Life Insurance shall be interpreted to permit a company to elect an
aperative date separately for each plan of insurance. For any plan for which the company has not elected an earlier opera-
tive.date, the operative date shall be January 1, 1985.

ke
ATTACHMENT FOUR-E3

To: The NAIC Actuarial Advisory Group

Subject: Reserve Requirements for Policies Issued on Preferred Underwriting Basis

Date: December 12, 1981

With the general improvement of mortality and the considerably increased use of preferred-risk underwriting (e.g, smoker
vs. nonsmoker distinctions), companies are in a position to offer life insurance plans at substantially reduced premium
rates, especially in the term insurance market. The ability of companies to make these plans available has been affected by
the requirement in the Standard Valuation Law thit minimum reserves be calculated by using, for each contract year, the
lesser of the gross premium and the valuation net premium based on the minimum valuation standards, Recognizing chat
this requirement was becoming more burdensome because of the increasing conservatism of the 1958 CS0 Table relative to
actual mortality, the NAIC in 1978 adopted Actuatial Guideling IV to the Financial Condition Examiners Handbook, This
guideline contains an interpretation regarding minimum reserves for renewable term life insurance. Included in the guide-
line is a provision that, for purposes of determining minimurm reserve requirements, the gross premiums be compared with
test premiums derived from mortality rates whose basic source is the Modern CSO Table published in Volume 27 of the
Transactions of the Society of Actuaries,

The problem will be alleviated further as companies are able to utilize the 1980 CSO Table with Ten-Year Select Mortality
Factors that was introduced into the Standard Valuation Law by the 1980 amendments, However, many companies will
be precluded from using this table until a substantial number of states have enacted the 1980 amendments, We feel that
some means of temporary relief should be sought in order to permit companies to offer lower-cost products more broadly,
For this prupose, we propose that Actuarial Guideline IV be amended 1o provide for determining minimum reserve require-
ments based on a comparisen of gross premiums with test premiums based on the 1980 CSO Table with Ten-Year Select
Mortality Factors. This table would, therefore, be used instead of the mortality table currently included in the guideline,
whose basic source, as indicated, is the Modern CSO Table. A copy of Actuarial Guideline IV with the necessary changes
to give effect to this recommendation is attached.

Finally, we would recommend that the Society of Actuaries be asked ro study the subject of smoker vs. nonsmoker
mortality. The results of such a study should be helpful in developing a more refined and permanent solution to some of
the pricing and valuation problems associated with preferred-risk policies.

Submirted for the Technical Advisory Commirttee

Charies Greeley, FSA, MAAA
Chairman
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ACTUARIAL GUIDELINE IV

ACTUARIAL INTERPRETATION REGARDING MINIMUM RESERVES
FOR CERTAIN FORMS OF TERM LiFE INSURANCE

Scope

This interpretation recommended by the NAIC Technical Task Force to Review Valuation and
Nonforfeiture Value Regulation deals only with term life insurance without cash values which the owner
has the unilateral right to maintain in force until its stated expiry date, subject only to the payment of
required premiums which vary (generally increasing on a per $1000 basis) during the term of the policy and
under which premium rates are guaranieed to the stated final expiry. This interpretation applies only to
such term plans valued on the 1958 CSO Mortality Tahle for the current term period.

Ten-year renewable term, five-year renewable term and one-year renewable term to a stated age with
generally increasing premiums are titles commoniy given to such policies, but this interpretation concerns

itself with the actual coverage provided and is not controiled by the name given the coverage.

Background Information

Historically, reserves on one-year renewable term policies have consisted of a basic reserve for the current
term period of one-half the cost of insurance for the current term period, plus a deficiency reserve, if any.
The application of the commissioners reserve valuation method to determine basic reserves and deficiency
reserves for such policies is- subject to varying interpretations as noted in Walter 0. Menge’s paper,
“Commissioners Reserve Valuation Method™ written at the time of construction of the Standard Valuation
Law,

... the adaptation of the eommissioners reserve valuation method to fit policies for which the
gross premium varies from year to year becomes a problem of generalization which, from a
purely theoretical viewpoint, has an infinite number of possible solutions, some of which are
practical and others of which are impractical.l

and



398 NAIC Proceedings - 1982 Vol. 11

300 FINANCIAL CONDITION EXAMINERS HANDBOOK 1/79

For these reasons, it seems desirable not to formulate at this time any fixed rules for the
valuation of these unusual types of policies and riders. The second paragraph of section 4 of the
Standard Valuation Law does not define the method of valuation of such contracts but reguires
that the method used, whatever it may be, must be consistent with that employed for uniform
premium policies providing uniform insurance benefits, thus leaving open the possibility of a
choice of several consistent methods.2

Acceptable Approaches

Two approaches to “consistent’ reserves are suggested. The unitary policy approach considers such policies
as variable premium policies up to the mandatory expiry date. Under this approach the valuation net
premiums are a uniform percentage of gross premiums with the percentage fixed at issue dafe, If
appropriaie deficiency reserves are held, this approach has great appeal. However, it is susceptible to
manipulation and illogical results. Reserves according to this approach should be acceptable only if the
company can demonstrate that actual reserves, including deficiency reserves, for all renewable term business
valued using this approach are of the same general magnitude as would occur using an approved method as
defined below.

The other approach is to hold policy reserves for only the current period of years (not necessarily equal to
the renewal period) during which the required premium per $1000 remains level, including deficiency
reserves if appropriate. Additional reserves are established where net premiums, calculated on a basis which
reflects current mortality, exceed gross premiums for future periods of level premiums. Although not
speaking directly to valuation problems in this instance, the Hooker Committee report said:

The question was raised whether a policy providing term insurance for several years,
automatically followed by permanent insurance, should be considered &s two separate policies
for the purpose of the Act. In the Committee’s opinion, the respective portions may be treated
separately if the portion providing permanent insurance takes the Company’s regular rate at the
then attained age. The rated age provision in the law appears to cover this point. However, the
Committee draws a distinetion between policies providing purely term insurance followed by
permanent insurance at the company’s published rate at the attained age of conversion, the
policies providing for an initial premium such that the increased premium at a subsequent
duration differs from that for a new policy at the attained age. The latter case obviously
constitutes a single policy to which the formula should be applied at the outset.

The second sentence of the above quotation lends support to the approach of separating successive periods
of level premiums.

Under this interpretation, an approved method is any method which produces reserves greater than or equal
to the sum of policy reserves, including deficiency reserves, for the current period of level premiums
calculated on the basis of the applicable mortality and interest standards and reserve method specified in
the Standard Valuation Law plus additional reserves calculated according to the following basis applied
uniformly to all such policies.

The present value of the excess of test premiums for future periods of level premiums for which
gross premijums are guaranteed over the respective gross premiums, such {est premiums and

present values being calculated on theAKustulixestnkbecadinaerk todrsint espretation and 414%
interest, ' Commissioners 1980 Standard Ordinary Mortality Table

with Ten-Year Select Mortality Factors
In case a future gross premium exceeds the test premium, the excess shall be considered zero and not a
hegative amount. This is in accordance with the principle of anticipating no future profits but providing for
all future losses.
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Reinsured Business

It reinsurance is assumed under an agreement in which the reinsurer reserves the right to raise premiums to
a level at least as great as the net valuation premiums, the reinsurer is not required to establish deficiency
reserves or additional reserves, and the ceding company is not permitted to take credit for such reserves on
the portion of the business which is reinsured.

If a reinsurance agreement guaraniees future reinsurance premiums, the reinsurer should establish
deficiency reserves and additional reserves as required by this interpretation for the period for which
reinsurance premiums are guaranteed, and the ceding company may take credit for such reserves against its
deficiency and additional reserves on the portion of the business which is reinsured to the extent permitted
by law.

Adequacy of Reserves

Although the ahove aiternative is acceptable as meeting the intent of the Standard Valuation Law, this does
not in any way relieve the certifying actuary of the insurance company from exercising his own best
judgment with respect to the appropriate reserves. In particular, the actuary should consider term contracts
of this nature when he states his opinion that aggregate reserves “make a good and sufficient provision for
all unmaturity obligations of the cempany guaranteed under the terms of its policies” and “include
provision for all actuarial reserves and reiated statement items which ought to be established,”4
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Female

Male
ANB ALB
0.00119 0.0011701
0.00115 0.0011349
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Male

ANB

0.00760
0.00830
0.00907
0.00992
0.01084

”.01184
01291
0.§1406
0.03534
0.01879

0.0184

0.02043
0.02269
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0.02798

0.03090
0.03393
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0.04029
0.04377

0.04889
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0.06056
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0.1193

0.17282
0.18513
0.19825
0.21246
0.22814

0.24577
0.26593
0.28930
0.31666
0.35124

ALB

0.0079487
0.0086833
0.0094931
0.0103777
0.0113373

0.0123718
0.0134813
0.0146954
0.0160594
0.0176229
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0.0239454
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0.1551241
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0.1783921
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0.2045732
0.2193681
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0.2758218
0.3006685
0.3306957
0.3706448

Female

ANB ALB

0.00535 0.005589

0.00583 0.0060941
0.00636 0.0068541
0.00695 0.0042739
0.00760 0.0079586
0.00832 0.0087133
0.00911 0.0095330
0.00996 0.0104227
0.01089 0.0113922
0.01190 0.0124467
0.01300 0.0136010
0.01421 0.0148703
0.0¥554 0.0162642
041700 0.0177882
#.01859 0.0194568
0.02034 0.0212802
0.02224 0.0232634
0.02431 0.0254260
0.02657 0.0277884
0.02904 0.0303751
0.03175 0.0332207
0.03474 0.0363609
0.03804 0.0398247
0.04168 0.0436032
0.04561 0.0476512
0.0497¢ 0.0519144
0.05415 0.0563373
0.05865 0.0608855
0.06326 0.0656105
0.06812 0.0706525
07337 0.0761643
087918 0.0823059
0.08570 0.0892151
0.09%06 0.0969267
0.101M 0.1053509
0.10998 0.1143924
0.11935 0.1239481
0.12917 0.1339226
0.13938 0.1442973
0.15001 0.1551241
0.16114 0.1664679
0.17282 ON\NL783921
0.18513 0.M10205
(0.19825 0.2045732
0.21246 0.2199681
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FINANCIAL CONDITION EXAMINERS HANDBOOK

Male Femal

AN ALB

96 0.40056 ¢ 0.2358223
97 0.48842 0.5 0.24577 0.2544375
98 0.66815 0. 0.26593 0.2758218
99 1.00000 1.000000 0.28930 0.3006685
100 0.3306957
101 0.3706446
102 . 0.4334881
0.48842 5492489

0.66815 0.750
1.00000 1.0000000
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ATTACHMENT FOUR-E4
To: The NAIC Actuarial Adivsory Group
Subject: Actuarial Opinion of Reserve Adequacy and Tests of Minimum Surplus
Date: December 12, 1981

The technical advisory committee, in its 1980 Report on the proposed amendments to the NAIC Model Standard Valua-
tion and Nonforfeiture Laws, stated the following conclusion:

The minimum reserve standards wnder the proposed amendments will make good and sufficient pravision
for payments guaranteed under a company’s policies and contracts provided there is

a} an appropriate degree of matching of maturities of the company’s assets and liabilities, together
with

b) appropriate safeguards in the company’s investments and its insurance and annuity contracts so
as to limit the company’s (C3) risk (i.e., risk of loss to the company from changes in the
interest rate environment).

The committee’s report went on to state that a company’s valuation actuary would need to determine whether these con-
ditions do hold for the company before concluding that the starutory minimum reserves really are adequate for that
company.

This would seem to indicate that the actuary signing the actuarial opinion accompanying a company's annual statement
would need to make specific projections of the company’s liabilities and the supporting investments, This would need to
be done under various alternative paths of future interest rates and various assumptons as to repayment of assets and
policyholder withdrawals. The actuary could then make a judgment whether the company’s reserves, even if in compliance
with Statutory minimums, realty are adequate to fund the obligations.
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This represents a substantial enlargement in the responsibility of the valuation actuary over what was anticipated when the
requirements for actuarial opinions were first promulgated in a considerably more stable interest environment. At the time
of our 1980 report, the technical advisory committee recognized that much research would be needed into the nature and
magnitude of (C3) risk, and that educational materials and guidelines for measuring (C3) risk would need to be developed,
before valuation actuaries in general could effectively take on the added responsibility.

During the past year, a number of important efforts have been undertaken by the Society of Actuaries and the American
Academy of Acruaries in the areas of research, education, qualification standards and standards of practice, which efforts
were undertaken at least partly in response to requests and encouragement from the NAIC Actuarial Advisory Group:

Research ; The Society’s (C3) Risk Task Force and its parent Committee on Valuation and Related Problems have
been very active developing tools for identifying and quantfying (C3) risk. Carl Ohman has reported on progress
earlier today.

Education: (C3) risk and its implications for actuaries signing acruarial opinions is receiving important attention in
the programs for meetings of the Society of Actuaries and local acruarial clubs, and will continue to do so at least
through 1982, offering ample opportunicy for discussion and debate of the issues. Eventually, we expect the society
to develop appropriate study materials and add appropriate material to its examination syllabus.

Qualification Standards: The academy recently exposed to its members proposed qualification standards for
practice in the valuarion of life insurance company annual statement liabilities. The standards have now been
adopted and should help to answer the question of who is qualified to sign actuarial opinions.

Standards of Practice: The Academy’s Committee on Life Insurance Financial Reporting Principles is considering
the need for modifications in the Academy’s Recommendations and Interpretations governing actuarial opinions to
recognize implicatrions of the (C3) risk problem,

All of these efforts are receiving priority attention and appear to be progressing at a reasonable pace, The NAIC Actuarial
Advisory Group should encourage these efforts and continue to urge the society and academy to move them forward. The
technical advisory committee proposes to monitor these various projects and would expect to report to the Actuarial
Advisory Group on progress again in the spring of 1982,

In the meantime, there appears to be little need for immediate specific action on actuarial opinions by the NAIC itself. We
believe that it would be premature now for the NAIC to attempt to issue guidelines governing actuarial opinions, and we
would strongly recommend zgainst such action at this time,

This very valuable and extensive research and education are beginning to suggest new approaches to valuztion theory and
surplus needs. The advisory commitee believes it would be highly undesirable ro attempt to shortcut this approach with
any arbitrary or “simple” formula defining minimum surplus requirements for each insurance company. Such 2 shorteut
would pose a potental danger by implying that a company can be deemed to be “sound” so long as surplus equals x% of
premiums, without regard to other relevant factors such as matching of assets and liabilities. The technical advisory
committee is deeply concerned that arbitrary tests of this type may divert the attention of (and give a false sense of
security to) the Valuation Actuary and insurance company management, as well as the regulator, from the critical need to
adequately provide for risks such as the (C3) risk. Accordingly, we strongly urge your group to reject such short-rerm
proposals in order to concentrate maximum energy towards the more critical issues which the various professional groups
are currently investigating,

Submirtted for the Technical Advisory Committee

Charles Greeley, FSA, MAAA
Chairman

*kkk
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ATTACHMENT FOUR-E5

To: The NAIC Actuarial Advisory Group
Subject: Annuity Valuation Mortality Tables
Date: December 12, 1981

The Technical Advisory Committee has reviewed the Exposure Draft on “Derivation of the 1983 Tzble A for Individual
Annuity Valuation” prepared by the Society of Actuaries’ Committee to Recommend a New Mortality Basis for Individual
Annuity Valuation, chaired by Robert Johansen. It is the consensus of the technical advisory committee that the Johansen
Committee has done a superb job in the development of 1983 Table A and preparation of this exposure draft, and we
strongly endorse the recommendations set forth in the draft.

Specifically, we recommend that the NAIC adopt 1983 Table A as a mortalicy table suitable for the valuation of annuity
benefits under individual annuities and supplementary contracts issued in 1983 and subsequent years. Morcover, we
recommend that this table be adopted by the NAIC as the minjmum valuation standard mortality cable for the valuadon of
such annvity benefits.

In particular, the technical advisory committee supports the recommendations in the exposure draft as to the propriety of
gender-distinet mortality rates for the valuation of annuity benefits and in any minimum valuation standard mortality
rable.

We recognize that while the 1983 Table A mortality rates have margins that appear sufficient to provide for future
mortality improvement affecting annuities jssued in 1983 and even during the several years beyond 1983, we would expect
that continuing improvements in mortality will make it necessary to replace the 1983 Table A by a more conservative table
in perhaps five years, applicable to annuities and supplementary contracts issued thereafter. Ar that time, the NAIC may
choose to adopt as a new minimum vzluation standard mortality table the 1983 Table A with five years projection using
the exposure draft's Projection Scale G, or it may choose to adopt another table if warranted by actual mortality expet-
ience during the intervening years.

It is our understanding that the Society of Actuaries’ Committee on Group Annuity Mortality, chaired by Robert Chmely,
is developing projections of the 1971 GAM Table that would be suitable for the valuation of annuities purchases under
group annuity contracts, and that it will be submitting its recommendations probably in the spring of 1982. When the
Chmely Committee completes its work, the technical advisory committee would expect to review the results and make its
recommendations concerning the suitability of such projections as a2 minimum valuation standard for group annuities. It is
possible at that time thar the technical advisory committee might recommend that use of the projected 1971 GAM Table
as a minimum valuation standard be limited to annuities under group annuity contracts where there is no cash sertlement
option available ar the time of retirement, and that the same basis applicable to individual annuities be used for group
annuity contracts with cash settlement option at retirement. However, the technical advisory committee will not make
any recommendation as to group annuities until after the Chmely Committee has reported to the advisory group.

Again, the technical advisory committee welcomes this oppormnity to comment on the proposed individual annuity valu-
ation mortality table. We want to commend the Johansen Commirtee on the outstanding work done by that group in
developing the 1983 Table A, and on the excellent exposure draft.

Submitted for the Technical Advisory Committee

Charles Greeley, FSA, MAAA
Chairman

wansaans
ATTACHMENT FOUR-F
April 19, 1982

Re: 1, Minutes of the April 2, 1982 Meeting of the Technical Advisory Committee (TAC)
2. Actons Taken by the NAIC Life, A and H Technical Staff Actuarial Group (TSAG) on April 3, 1982
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1. Technical Advisory Committee Meeting - April 2, 1982,

All members of the TAC were present except for Mr. Hill. Also attending all or part of the meeting were Messrs. Allen,
Becker, Booth, Case, Cragoe, Halstead, Ingraham, Leff, Nathan, $pano and Weisz, The chairman welcomed the three new
TAC members - Messrs. Bragg, Holland and Shur - and invited them to join any of the active subcommittees in which they
were specifically interested.

The following subjects were discussed by the TAC:

A Cash Values in Excess of Policy Reserves

Messrs. R. 5. Miller and Sarnoff reviewed the background of the problem John Montgomery is encountering in
California, as well as Mr. Montgomery’s proposed solution, An ad hoc group - Messrs. Carney, R. 5. Miller and
Sarnoff - will actempt to develop an alternative by October, 1982 that is acceprable to both the regulators and the
industry. The ACLI will contact U.S. Life to offer them the opporwnity to provide input to the ad hoc group.

B. Elimination of Requirement for Cash Value Guarantees

A supplementary report on this subject which had been mailed to members prior to the meeting provided
background regarding the current sale of these types of products successfully in Canada.

The TAC also discussed Keith Sloan’s comments on the proposal (see his attached 2/24 letter). It was suggested that
adequate disclosure of the nonavailability of cash values was vital, perhaps requiring a signed acknowledgment from
the applicant. In addition, it was noted that the net payment and surrender cost indexes would be identical for a
policy without cash values — the net payment index would be relatively low but the surrender cost index would be
relatively high. It was also recognized that perhaps this propoesal should be limited to whole life and term plans
because of the possibility of abuse on an endowment policy ~ the provision of 4 mawrity value without prior cash
values begins to resemble a deposit-term arrangement,

The TAC approved submitting the supplementary report to the NAIC TSAG, along with our offering assistance in
drafting proposed language for appropriate changes in the nonforfeiture law.

C. Mortality

i) Proposed Individual Annuity Valuation Table

The TSAG had accepted our December report endorsing the use of the 1983 Table a which had been pre-
pared by a Society of Actuaries Committee, but had not acted upen our recommendation to adopt the new
table for individual annuities issued in 1983 and later. It was agreed we should reaffinm our endorsement of
the new table to the TSAG.

(ii} Modifications ot Actuarial Guideline IV

In December, 1981, we had recommended that Actuarial Guideline IV (which provides morzality standards
for minjrnum reserves for future renewal periods under renewable term policies) be modified to substitute the
1980 CS0 Table with Select Mortality Factors for the cutdated tabie now contained therein. The TSAG had
not acted on this proposal, and it was decided we should request their formal approval of the change at this
dme.

(iii} Morrality Experience for Nonsmokers

Since item (i) above is merely a very temporary and modest attempt to alleviate reserve problems
encountered on nonsmoker renewable term plans, a more satisfactory solution is needed to solve the more
general problem concerning an appropriate reserve basis for nonsmoker and smoker business. While it was
noted that a joint committee of the Society of Actuaries and the Association of Life Insurance Medical
Directors (ALIMDA) is investigating the accumulation of suitable data preparatory to commencing a study of
nonsmoker versus smoker mortality experience, it was agreed that any results would not be available during
the next few years. It was also noted that Texas, which had been working on their own rule to approximate
nonsmolker versus smoker mortality differences, published a directive just after we submitted our
recommended modification to Actuarial Guideline IV.
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In the dual interests of (a) providing meaningful relief in terms of reserve strain while the Society of
Actuaries and ALIMDA are conducting their study, and (b) promoting a uniform and credible basis for
reserves on nonsmoker and smoker business during the interim, it was agreed that we should ask the TSAG’s
support in requesting that the Society of Actuaries propose appropriate mortality standards in a timely
manner and on an approximate basis for the valuation of nonsmoker and smoker business.

Surplus and Solvency

Mr. Ohman described the results obtained thus far by the Society of Actuaries’ (C3) Risk Task Force on guaranteed
interest contracts and on nonparticipating whole life insurance, and their plans and timing for similar studies of
deferred annuities and participating whole life insurance. Mr. Ohman indicated that cheir investigation was leading
towards a suggested change in Recommendation 7 of the American Academy of Actuaries (the “Statement of
Actuarial Opinion” on reserve and other actuarial items) to require the actuary to reflect the yield and maturity
characteristics of the assets with the other actuarial sssumptons in formulating his opinion. Suitable changes in
Interpretation 7-B to Recommendation 7 would also be considered.

The (C3) Risk Task Force expects to complete and analyze all of their research into the (C3) risk by spring 1983.
Mr. Rugland reported that his subcommittee is monitoring the task force's research, and expects by mid to late
1983 to begin formulating a framework of the direction in which to proceed in developing a new approach to
valuation,

Mr. Rugland also presented a proposed report to the TSAG on this subject. This report discusses the preceding and
other developments, including the TAC's dismay over the developments in Wisconsin on minimum surplus require-
ments. The TAC approved submission of the report to the TSAG.

Miscelianeous Item

(i) The TAC had proposed a guideline in December 1981 interpreting the 1980 Amendments as permitting a
company to elect an operative date separately for each plan of insurance to comply with the new nonfor-
feiture provisions, The TSAG had taken no action at that time, and it was decided to request their approval
of the proposal at their April 3 meeting.

(i} The proposed California Bullerin on Universal Life plans was discussed. Several comments were made,
primarily in the valuation area. An ad hoc group (Messrs, Carney, Rugland, and Shur) was formed to convey
our comments to John Mentgomery.

Next Meeting

The next TAC meeting will follow the end of the Annual Meeting of the Society of Actuaries in Washington, D.C.
on Wednesday, October 20, 1982. The meeting will be held at the offices of The American Council of Life
Insurance, 1850 K Street, N.W., Washington, D.C. in Room 6A on the 6th floor. The ACLI has kindly arranged for
lunch to be available for us beginning at 1:00 p.m., with the meeting following from 2:00 p.m. to about 6:00 p.m.

NAIC Technical Staff Actuarial Group - April 3, 1982 Meeting

Following is a brief summary of those aspects of the NAIC Technical Staff Actuarial Group's April 3, 1982 meeting
which are of particular relevance to the TAC's activities.

A

1980 Model Laws

(i) It was reported that the amendments had been enacted into law in 19 states (including Wyoming where
the dynamic interest rate provisions do not apply), and had been passed by one or both houses of the leg-
islature in an additional 14 states,

(ii) It was reported that the TAC will propose a solution by October 1982 to the prablem of cash values in excess
of policy reserves for use in California. The TSAG agreed not to take any action on this issue in the interim.
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(iv)
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The TSAG agreed to endorse and recommend adoption by the NAIC of 2 guideline permitting the election of
separate operative dates for the 1980 Nonforfeiture Law for each plan of insurance, as proposed by the TAC
on December 12, 1981.

The TSAG adopted the ACLI proposal for valuation interest rates for GIC contracts for 1982 and later in
states where the 1980 amendments have not been enacted. {See William Carroll’s February 24, 1982 letter to
Ted Becker.)

Elimination of Requirement for Cash Value Guarantees

Qur December 12, 1981 report and April 3, 1982 supplementary report were discussed at considerable length. The
TSAG had several comments on the material, most significantly concerning the propriety of the lack of any cash
value, Several sugpestions were made, including making provision for a cash amount reflecting on some basis the
market value of the underlying assets. It was pointed out that such an approach could result in possibly adverse
reaction from the SEC, if provided for on a guaranteed contractual basis. The TSAG members approved of the
genetal concept of permanent plans without cash value requirements, and it was agreed that proposed legislation and
supporting material would be drafted for review by the TSAG. Subsequent to the TSAG meeting, the ACLI agreed
to prepare draft legisiation and circulate the proposal widely within the industry.

Mortality

W

(ii)

(iii)

(iv}

Subject:

Nonsmoker/Smoker Differences

The TSAG asked the TAC to contact the Society of Actuaries and request preparation of interim mortalicy
standards to reflect differences in experience for nonsmoker and smoker business. A copy of Mr. Greeley’s
letter to Mr. Bartlett is enclosed.

Actuarial Guideline IV

The TSAG deferred consideration of the TAC's proposed modification to Actuarial Guideline IV (see page 2,
item C(ii}) until their June Meeting,

Proposed 1983 Table a

The TSAG voted to present the new 1983 Table a for formal adoption ar the June NAIC meeting, The ACLI
is investigating the appropriate procedures for promulgating the new table, possibly in the form of a model
regulation, and it is anticipated that they will furnish the needed material to the TSAG.

Monitoring the Need for New Mortality Tables

The TSAG has asked us to develop procedures to measure the appropriateness of developing new mortality
tables periodically, rather than waiting until problems such as excessive deficiency reserves arise, Mr. Holland
has agreed to offer some preliminary thoughts in this regard.

Harold B. Leif
Actuary

s Ehkay

ATTACHMENT FOUR-G
The NAIC Life, A&H Technical Staff Actuarial Group (TSAG)
Technical Advisory Committee on Dynamic Interest and Related Matters
Actuarial Opinions of Reserve Adequacy and Tests of Minimum Surplus

April 3, 1982
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The December 12, 1981 report on this subject discussed the risk of loss to a life insurance company from changes in the
interest rate environment (now commonly referred to as ‘{C3) risk”), and its implications for actuarial opinions of reserve
zdequacy and minimum surplus tests. We noted a number of important projects underway and indicated that we would
monitor the projects and report to the TSAG on progress in the spring of 1982. We do that with this report.

Projects

Attachment I describes significant progress toward development of new technology and understanding of the risk issues in
life company financial reporting. It merits continued encouragement and support by all future users of the results. In
monitoring progress being made, we are more and more aware of the task at hand with regard to communication of the
research results to practitioners, regulators, and their managers, and we are addressing this problem.

Long Term View

In our work for the TSAG and the NAIC with regard to financial statements, we are concentrating on the long-term issues,
As different stages are completed, we ask that you review the progress with this long-term direction in mind. As we move
to 2 more complete understanding of the issues, we also ask that you do all you can to control short-term activities within
the NAIC, states, and industry to avoid both diversions from the [ong-term nature of the assignment and bad precedents
(unintentional or otherwise) created by short-term solutions to current problems.

Financial Reporting

Much remains to be determined in the research being done, but the TAC agrees, at this time, that it will be ncessary in the
future for regulators to analyze a life insurer’s financial position on a much broader basis than in the past. Tradition has
called for review of assets, liabilities and the resulting surplus, as almost unique components. The future will require
analysis of them as an integral whole with attention to asset and liability maturity structures and understanding of the
underlying relationships between them, including the inherent business capacity afforded by their aggregate structure. We
believe this to be a major change, and will continue to report its development on a regular basis,

In recent months, two events have occurred which relate to this.
The 80 amendments introduced in New York require an actuary’s analysis of the structure of the assets in order to permit
a company to use the maximum interest rate for annuities and guaranteed investrment contracts, We support this provision

as being consistent with our 1980 report to you on that proposal,

In Wisconsin, the proposed surplus guidelines continue to be considered. Research results show this to be a flawed
approach to responsible regulation.

Attachment Four-G2 provides detailed comment on both situations.
Submitted for the Technical Advisory Committee,

Charles Greeley
Chairman

Teen
ATTACHMENT FOUR-G1
ACTIVITY REPORT

With regard to actuarial opinions of reserve adequacy and tests of minimum surplus, the subjects of this report, the
following specific activities are under way, being monitored by the TAC:

1. (C3) Risk for Interest Related Guarantees and Similar Products

Work Group: SOA (C3) Risk Task Force of Committee on Valuation and Related Problems

Status: Complete
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Comment: The task was to quantify (C3) risk for guaranteed interest contracts and other interest intensive products
under which a matching of durations of asscts and liabilities is at least conceptually feasible. This project was
completed last fall and discussed at the October SOA meeting. We learned a great deal about the (C3) risk
characreristics of interest guarantee products and are beginning to understand the kind of valuation frame-
work needed to protect the solvency of insurance companies with respect to this business.

2. {C3) Risk for Non-Par Whole Life

Work Group: SOA (C3) Risk Task Force
Status: Nearing Completion

Comment:  The task was to identify and measure (C3) risk for non-par whole life insurance (with cash values). Results
were presented at the April 2 Houston SOA meeting. Upon analysis we will learn (C3) risk characteristics of
this business leading 1o suggested new approaches to valuation theory. We emphasize that implications of
changing interest rates are much more complicated for whole life with cash values than for other products;
we do not know enough, as yet, to suggest fundamental changes in valuation requirements for it.

3. (€3) Risk for Par Whole Life

Work Group: SOA (C3) Risk Task Force
Sratus: In Process - Target Fall of 1982
Comment:  Similar to (2) sbove with analysis of role of policyholder dividends considered.

4, (C3) Risk for Individual Deferred Annuities and Similar Products

Work Group: SOA (C3) Risk Task Force
Sratus: In Process - Target Fall 1982
Comment:  Current need is to determine if universal life is covered here, or if it needs separate analysis.

5. {C3) Risk Summary

Work Group: SOA (C3) Risk Task Force
Srarus: Target Spring 1983
Comment:  Task force plans to prepare paper for SOA for full discussion and for use in examination syllabus.

6. {C1) Risk Summary and {C2) Risk Summary

Work Group: SOA Committee on Valuation and Related Problemns
Sratus: In Process -~ No Target Date
Comment:  Analysis of various approaches to (C1) and (C2) risks to be included in this research.

7. Practical Aspects of the (C3) Risk

Work Group: SOA Research Policy Committee
Status: Considering Definition, Priorities, Assignment at May Meeting

Comment:  This needs to be done; we asked SOA to consider taking on the work, It includes:
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. Measurement of {C3) for aggregates of different product types

. Relation of (C3) to (C1), (C2) and other kinds of risks

] Impact of investment income allocation methods
] Asset structuring to reduce risk
L Liability structuring to reduce risk

If SOA does not adequately support recognized needs, we will need to pursue other approaches.

8 Approach to NY Circular Letter No. 26 (1981}

Work Group: ACLI Subcommittee on Actuarial Aspects of Valuation Problems
Status: Pefining Assignment and Determining Target Date

Comment: Obtain fullest benefit from first experience with NY requirement of “‘satisfactory tests to demonstrate that
there is a reasonable matching of assets and lizbilities relative to such group annuity contracts” by:

. Evaluating expetiences inherent in the submissions
. Determining improvements, if any, needed in regulations guidelines supporting requirements for such
submissions
. Assisting regulators in monitoring and evaluating submissions
9, Review of Actuarial Standards of Practice

Work Group: AAA Committee on Life Insurance Financial Reporting Principles

Status: Study Initiated April 2

Comment: Committee will be examining NY requirement for tests and certifications to determine what maodifications,
if any, are needed at this time in the academy’s recommendations and interpretations for actuarial opinions

accompanying life company annual statements to accommodate the New York requirement of Circular
Letter No. 26 (1981).

"k
ATTACHMENT FOUR-G2
DEVELOPMENTS AND COMMITTEE OPINIONS

New York Development

On December 11, the New York Insurance Department in Circular Letter No. 26 (1981), on reserve requirements for
interest rate guarantees under group annuity contracts, waived a reduction in certain valuation interest rates introduced the
previous year:

., . provided that an actuary who meets qualifications determined by the superintendent certified that he or
she has performed satisfactory tests to demonstrate that there is a reasonable matching of assets and liabilities
relative to such group annuity contracts. Such tests should include demanstrations that the expected cash
flow, including scheduled investment earnings and maturities of the invested assets, is adequate to provide for
the guarantees under the contracts and that there is appropriate protection against loss to the company in case
of (1} premature prepayments of loans or investments (in case of falling interest rates) and (2) premature
withdrawal by the policyholder (in case of rising interest rates).”
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A similar requirement, applicable to guaranteed interest contracts, and annuities, will be included in the New York version
of the 1980 amendments to the NAIC Model Standard Valuation Law now before the New York State Legislature,

Although a modification of the ‘80 amendments, the TAC believes this New York version of the amendments is con-
sistent with our 1980 report regarding the amendments. Perhaps more importantly, it also is consistent with our longer
range coNCErns.

For 1981, companies writing a majority of the GIC business performed tests and submitted certifications called for by the
circular lerter, Methodology provided by the work o the Society of Actuaries (SOA) (C3) Risk Task Force served as a blue-
print for the tests performed by some of the companies submitting certifications.

The TAC believes that these New York submissions constitute an important step toward a new approach to the valuation
of liabilities for guaranteed interest contracts. In order to assure the fullest benefir from this first experience with the new

requirement, we recognize the need for an immediate review of this approach, and have taken steps to have it initiated.

Wisconsin Development

The TSAG and the TAC are aware of the surplus guidelines proposed for use in Wisconsin. We take this opportunity to
reaffinn out concern about this development, and express our contdnuing opposition to this type of surplus regulation. We
do not believe it has a scientific base, and also believe it is diversionary to the effort being made to provide a better under-
standing of a life insurance company’s financial position.

EE R LS 2L

ATTACHMENT FOUR-H

The Prudential Insurance Company of America
Prudential Plaza
Newark, New Jersey 07101

December 10, 1981
To:  Members of Committee on Annuities

Attached is 2 copy of 2 letter from Carl Ohman to members of the NAIG-TAC Subcommittee on Mortality. Carl and [ both
would like our committee to recommend an approach for projecting the 1971 GAM table by spring 1982,

The following steps are currently planned: (1) update the experience underlying the 1971 GAM table from 1966 to the
current year {1982) through the use of projection scale(s); (2) add in appropriate loadings; and (3) develop a scale for
projecting mortality from 1982 into the future and decide to recommend whether that projection scale should be
mandatory or simply permitted for annual statement valuation purposes.

We have had problems similar to those of the individual Apnuity Mortality Committee (IAMC) in funding appropriate and
sufficient mortality data, especially for the period from 1966 to 1975. One possible approach for updating the 1966
experience would be to use two different projection scales. The first scale (Scale X) would bring the experience data up to
1975, while the second scale (Scale Y) would bring these 1975 values up to 1982, Scale Y could also be used to project
mortality from 1982 into the future.

After reviewing the available data for the 1966-75 period, a recommended Scale X might be based heavily on population
results, similar to the route taken by the IAMC The Scale Y could be based on the group annuijtant data which is available
for the period 1975 to 1981,

To aid in making decisions, we have assembled the attached comparison showing average annual decreases in morrality
rates for various popularions. Also attached are several projection scales: (1) Projection Scale D from the 1971 GAM;
(2) the scales adopted by the IAMC revising the 1971 IAM tzbie; (3) A proposed Scale X (1966 to 1975) based mainly on
population data and (4) Two proposed alternatives for the Scale Y.

T would like each of you to send me a brief note by December 30, 1981 giving any comments you have regarding this
course of action. I would especially like your comments on the proposed projection scales which are artached. 1 will then
compile the responses and develop a final recommendation for your review.
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Please call if there are any questions or comments (201-966-3399).
Sincerely,

Robert M. Chmely, FSA
Vice President and Actuary

L2 L]
ATTACHMENT FOUR-H1
The Equitable Life Assurance Society of the United States

1285 Avenue of the Americas
New York, N.Y. 10019

To: Members of the NAIGTAC Subcommittee on Mortality
Date: September 23, 1981
Re: Annuity Valuadon Mortality Tables

As stated in Will Thornthwaite's letter of August 14 on current assignments for the Subcommittee on Mortality, it was
agreed at the June 5 meeting of the TAC in Detroit that we should examine the possible use of a new IAM table with
appropriate setbacks (or set-forwards) for valuing both group and individual contracts ~ the setbacks or set-forwards
designed to differentiate by contract characteristics. We were also asked to maintain contact with the Society of Actuarjes
committees charged with developing new annuitant valuation mortality tables and to monitor their progress in completing
work on proposed new tables,

I spoke with Bob Chmely, chairman of the Society’s Group Annuity Mortality Committee, last week. According to Bob,
his committee docs plan to come up with an approach for projecting the 1971 GAM table, which could serve as the basis
for a new group annuity valuation mortality table, which they would submit to Ted Becker's committee or committees
probably by next spring. (It is unlikely that they will be prepared to make such a submission this year,) His committee had
considered the approach we had suggested. i.c. one basic table for both group and individual with adjustments, but had
concluded to follow the traditonal route of basing the group valuation table on group annuity experience.

My primary concern is to come up with a new mortality table for valuation of group annuities, While I prefer the approach
we were considering, I would not want a debate on that point to get in the way of adoption of a new, more conservative
{(or as conservative as the present table was when adopted in 1971), group annuity valuation mortality basis.

I now believe that the TAC should hold up on this until the Chmely Committee has had a chance to make its submission to
Becker, hopefully by spring. Presumably then we will have a chance vo review the approach and either endorse it or suggest
an alternative, In the meantime, for us to proceed with an alternative might be premature and could create some confusion.

Sincerely,

Carl R, Ohman
Vice President and Actuary

[ 2 L 2]

ATTACHMENT FOUR-H2

The Prudential Insurance Company of America
Group Pension Office
Florham Park, New Jersey 07932

To:  Members of Committee on Annuities

Based on comments received regarding the December 10, 1981 proposals, I feel that a further description of Scale X's
construction may be of interest.
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Enclosed vou will find two tables which show annual percent changes in g-values for the period 1966 to 1975. The data is
shown for various sources along with the proposed X scale. Although more heavily weighted by the U.S. White Population
data, all sources were taken into consideration in constructing the X scale,

The proposed scale for maless more closely follows the U.S, White Population data than does the female scale. In each
case, a smoothing of the data was necessary.

Robert M. Chmely, FSA
Vice President and Actuary

AVERAGE ANNUAL DECREASE IN MORTALITY RATES

MALES

Standard

Ordinary

1965-70 Canadian U.8, White Proposed

o Population Medicare Population Scale X

1972-77 1966 to 1971 1971 to 1976 1968 to 1975 1968 to 1973 1966-1975
45 .03 69 1.40
47
50 .58 .76 1.50 1.50
52 313
55 .86 .58 150
57 280
60 .B4 79 1.40 1.50
62 2.64
63 48 1.11 i.64 1.45
67 2.38
70 -.05 .86 1.61 1.50 1.40
72 176
75 .30 .60 1.68 1.30
77 132
80 .64 -39 1.44 - 0.40 1.20
82 1.33
85 .34 12 2.00 1.00
87 .88
90 -.47 -.17 1.92 110 .50
92 .79

93
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1972-77

45
47
50
52
53
57
60
62
63
67
70
72
75
77
80
82
85
87
%0
92
95

Standard

Ordinary

1965-70
to

1.42

.45
102
1.23
2.66
2.51
2.29
2.02

51
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AVERAGE ANNUAL DECREASE IN MORTALITY RATES

1966 to 1971 1971 to 1976

.76

1.02

.96

1.49

1.70

1.40

1.80

2.30

2.46

2.40

Canadian
Population

.67

1.45
1.80
1.71
1.20

.55

FEMALES

Medicare

1968 190 19753

1.81
2.20
2.84
2.68
2.83

2,37

U.S. White
Population

1968 to 1973

1.20

.70

2.40

.90

3.60

Proposed
Scaie X
~L266-1973
1.40
1.40
1.40
1.50
1.60
1.75
1.40
1.00

1.00

.50
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Group Annuity Mortality Projection Scales

Annual Decrease in Mortality Rates

Group Annuity Projectien

Scale Alternatives

{1975 and later)

MALES
Individual Annuity
Projection Assumed Projection G
Scale D 1973-1983 {1983~2000}

20 .65%
22
25 .65
27
30 .65
32 1.00% .75%
35 .65
37 2.25 2.00
ko .65
42 2.25 2.00
hs .65
47 2.25 1.75
50 .65
52 2.25 1.75
G5 .65
57 2.25 1.50
60 .65
62 2.25 1.50
65 .63
67 2.25 1.50
70 .56
72 2.25 1.25
75 b
17 2.00 1.25
80 .36
32 1.75 1.25
8g .26
87 1.50 1.25
90 A6
92 1.50 1.00
95 .06
97 .50 1.00
100
102

“Recommended by Committee member Jean Gregoire

{1966-1975)
X

-25%

.50

1.00

1.20
1.40

1.50
1.50

1.50
1.45

1.40

.30

1.20

1.00

-50

V-1 Y-2
.50%
1.00
1.50
2,00
2.00
2.25
2.25
2.25

1.50%
2.25

1.50
2.00

1.50
2.00

1.50
1.50

1.35
1.25

1.10
.75

.85
.25

.60

.35

417
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Group Annuity Mortality Proiection Scales

Annual Decrease in Mortality Rates

FEMALES
Group Annuity Projection
Individual Annuity Scale Alternatives
Projection As sumed Projection G {1966-1975} {1975 and later]
Scale D 1973~1983 {1983-2000) X ¥-1= ¥-2

20 1.302%
22
25 1.30 .50% .50%
27
30 1.30 1.00 1.25
32 1.00% 1.25%
35 1.30 1.20 1.75
37 2.25 2,25
40 1.30 1.40 2.00
L2 2.25 2.25
4s 1.30 1.40 2.25
47 2.25 2.00
50 1.30 1.40 2.25
52 2.25 2.00
&5 1.30 1.40 2.25
57 2.25 1.75
60 1.30 1.50 3.00
62 2.25 1.75 1.502
65 1.28 . 1.60 3.25
67 2.2% 1.75 1.50
jo t.21 1.75 3.25
72 2.25 1.75 1.50
75 1.09 1.40 2.75
77 2.00 1.50 1.50
8o .92 1.00 2.25
82 1.75 1.50 1.35
85 .68 1.00 1.50
a7 1.50 1.50 1.10
90 .38 .50 1.00
92 1.50 1.25 .85
g5 .08 .50
97 1.50 1.25 .60

100

102 .35

“Recommended by Committee member Jean Gregoire
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ATTACHMENT FOUR-I

State Board of Insurance
1110 San Jacinto
Austin, Texas 78786
512/475-3325

May 10, 1982

Commissioner J. Richard Barnes
Colorado Department of Insurance
106 State Office Building

Denvet, Colorado 80203

Re:  Material Recommended for Adoption by the NAIC (A} Life Insurance Committee in June, 1982
Dear Commissioner Barnes:

At its meeting on April 3, 1982, in Houston, the Life, A&H Technical Staff Actuarial Group agreed to make three specific
recommendations to the Life Insurance (A) Committee for adoption in June, 1982. I am writing to you in your capacity
as chairman of the Life Insurance (A) Committee to ask for consideration of these recommendations at that time.

The following list describes the three recommendations and briefly explains the attachments to this letter:

1 Including a new actuarial guideline in the Financial Condition Examiners Handbook which would specifically permit
“plan-by-plan™ election of an operative date under Section 5-¢ of the Standard Nonforfeiture Law for Life
Insurance (as amended in December 1980). This operative date would make the 1980 CSO Mortality Table the
minimum standard for calculation of reserves and nonforfeiture values for life insurance policies. The operative date
also triggers the use of a dynamic interest rate in determining minimum reserves and nonforfeiture values for these
life insurance policies, as well as a new formula for the adjusted premijum used in determining minimum nonforfei-
ture values,

The tte of this recommended actuarial guideline is “Interpretation of the Standard Nonforfeiture Law for Life
Insurance with Respect to the Operative Date of Section 5-¢.” It is an interpretation of the Standard Nonforfeiture
Law for Life Insurance with Respect to the Operative Date of Section 3-¢.” It is an interpretation of the Standard
Nonforfeiture Law for Life Insurance. It is not 4 revision of an earlier guideline,

Attachment FourI1 to this letier consists of three pages. The third page of Artachment Four-I1 is the actual
recommended acruarial guideline, as it would appear in the Financial Condition Examiners Handbook. The first
two pages of Artachment Fourll are explanatory material from the Technical Advisory Committee on Dynamic
Interest and Related Matters, which originally developed this propased actuarial guideline. This Technical Advisory
Committee reports to the Life, A&H Technical Staff Actuarial Group. These first two pages of Attachment Four-I1
are not a part of the proposed actuarial guideline.

2. Amending existing Actuarial Guideline Il in the Financial Cendition Examiners Handbook, entitled “Reserve
Requirements with Respect to Interest Rate Guarantees on Active Life Funds Held Relative to Group Annuity
Contracts,” 50 as to change the manner of calculating the interest rate shown in the “Table of Values of imy" for
calendar year 1982 and subsequent calendar years,

Attachment Four-I2 to this letter illustrates the changes in Actuarial Guideline II, which are being proposed and
recommended. These changes-are limited to the “Table of Values of imy,” where the foomote and the asterisk
referring o the footnote would be deleted,

Artachment Four-13 to this letter consists of a letter from William Carroll, Actuary for the American Council of Life
Insurance, addressed to me and dated February 24, 1982. This Attachment Four-I3 explains how the appropriate
interest rate i ' would be calculated for calendar year 1982 and subsequent calendar years. Artachment Four-13
is not a part of Actuarial Guideline I1.
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Adopting a new individual annuity mortality table, the 1983 Table “a,” for use in computing minimum reserves
for individual annuities, Please see the Standard Valuation Law {as amended in December 198(Q), Sections 3 - a(b)
and 3 - a(c), which define a two-step procedure whereby an alternate individual annuity morrality rable, such as this
1983 Table “a,” may be used for computing minimum reserves in lieu of the 1971 Individual Annuity Mortality
Table. The first step requires the alternate individual annuity mortality table to be adopted after 1980 by the
National Association of Insurance Commissioners, and the second step requires approval of the table by regulation
promulgated by the commissioner of the particular state or jurisdiction, Only the first of these two steps involves
action by the National Association of Insurance Commissioners. This recommendation for adoption of the 1983
Table “2” would carry out this first step.

Attachment Four-I4 to this letter is a report entitled “Derivation of the 1983 Table “a” for Individual Annuity
Valuation.” Table 16, on page 31 of this attachment defines the 1983 Table “a” since it gives the mortality rates
*1000q, " for each age “x” for males and females.

Table 16, then, is what the Life Insurance (A) Committee is being asked to adopt. The remainder of Artachment
Four-I4 is helpful explanatory material about the 1983 Table “a." Artachment Four-14 was prepared by the
Committee To Recommend a-New Morrality Basis for Individual Annuity Valuation, which developed the 1983
Table ““a.” This is a Society of-A¢tuaries Committee, chaired by Robert J. Johansen, of Metropolitan Life Insurance
Company.

Please let me know if you have any questions or comments about these three recommendations.

Very truly yours,

Ted Becker, for the
NAIC Life, A&H Technical
Staff Actvarial Group.

LR LT
ATTACHMENT FOUR-11
To: The NAIC Acmuarial Advisory Group
Subject: Standard Nonforfeiture Law for Life Insurance—Operative Date of Section 5-c
Date: December 12, 1981

As part of the 1980 amendments to the Standard Nonforfeiture Law for Life insurance, a new section 5-¢ was introduced
to incorporate @ number of significant changes in thebasis for determining minimum nonforfeiture benefits. Subsection
(11) of this section reads as follows:

“After the effective date of this section five-c, any company may file with the commissioner a written notice
of its election to comply with the provisions of this section after a specified date before January first,
nineteen hundred and eighty-nine, which shall be the operative date of this section for such company. If a
company makes no such election, the operative date of this section for such company shall be January first,
nineteen hundred and eighty-nine.”

As you have indicated, questions have been raised as to whether a company must elect one operative date for all of its
plans of life insurance, or whether a company can make the election on a plan-by-plan basis. Under the latter approach,
the company could elect different operative dates for different parts of its portfolio, subject to the January 1, 1989 overall
deadline.

The law is not precise in this regard and, to our knowledge, the subject was not discussed during the numerous phases of
the development of the 1980 amendments. On the other hand, these amendments do provide for a plan-by-plan option
with respect to the use of either the Commissioners 1980 $Standard Ordinary Mortality Table or, as an alternative, the same
table with Ten-Year Select Mortality Factors. This is certainly a more significant option than one under which companies
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could, within a specified time period defined in the law, use some latitude in electing when different parts of their port-
folio would become subject to the new provisions, The former could result in substantial and permanent differences in
required resexrves and nonforfeiture benefits, while the latter would merely give companies some additional flexibility for a
temporary period. Thus, we fee] there is a strong implication that a plan-by-plan election of operative dates may be
intended.

We also feel there is a public interest consideration that supports giving companies this flexibility. It is widely recognized
that one of the principal purposes of the new nonforfeiture requirements is to enable companies to offer more competi-
tively-priced products. To the extent that companies would have to delay inwroducing any products based on the new
requirements until they could develop an entire portfolio on that basis, the consumer would be denied the cpportunity
to purchase insurance more economically, With the law being silent on the point at issue, there is strong argument for using
the interpretation that would produce thie more favorable results for the consumer.

In summary, we feel that an interpretation of the law to permit a plan-by-plan election of operative dates would be con-
sistent with the general philosophy and intent of the 1980 amendments and with the best interests of the insurance-buying
public. We urge that you recommend adoption by the NAIC of an interpretive guideline to this effect. Actached is a
ptoposal in the form of an Actuarial Guideline to the Financial Condition Examiners Handbook,

Submirted for the Technical Advisory Committee

Charles Greeley, FSA, MAAA
Chairman

ACTUARIAL GUIDELINE

Interpretation of the Standard Nonforfeiture Law
for Life Insurance with Respect to the
Operative Date of Section 5-c

Section 5-c(11) of the Standard Nonforfeiture Law for Life Insurance shall be interpreted to permit a company to elect an
operative date separately for cach plan of insurance. For any plan for which the company has not elected an earlier

operative date, the operative date shall be January 1, 1989.

L E XN ]
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ATTACHMENT FOUR-12

298 FINANCIAL CONDITION EXAMINERS HANDBOOK 1779

ACTUARIAL GUIDELINE 1

INTERPRETATION OF THE STANDARD VALUATION LAW
WITH RESPECT TO THE VALUATION GF POLICIES WHOSE VALUATION
NET PREMIUMS EXCEED THE ACTUAL GROSS PREMIUM COLLECTED

1.  The purpose of this guideline (items 2 and 3 below) is to clarify the inzent of the Standard Valuation
Law.

2. The method of valuation promulgated by the model legislation adopted by the NAIC in December
1976 for the valuation of life insurance policies whose valuation net premiums exceed the actual gross
premiums collected is a change in method of reserve calcuiation and not a change in reserve standards.

3.  For policies so valued the maximum permissible valuation interest rate and the applicable mortalicy
basis specified is that in effect at the date of issue of such policies.

ACTUARIAL GUIDELINE II

RESERVE REQUIREMENTS WITH RESPECT TO INTEREST RATE GUARANTEES
ON ACTIVE LIFE FUNDS HELD RELATIVE TO GROUP ANNUITY CONTRACTS

As part of the determination of the aggregare minimum group annuity reserves, a computation must be
made of minimum reserves for deposit administration group annuity funds with interest rate guarantees
including all such funds pertaining to possible purchase of group annuities whether such funds are held in a
separate account or in a general account, whether shown as premiums, advance premiums, auxiliary funds,
etc. and whether the liability is shown as Exhibit 8 or elsewhere. In making such compuration, the
procedure and minimum standards described below shall be applicable for the December 31 calendar year
“y" valuation giving recognition to the dates deposits were made. Where appropriate and with the approval
of the commissioner, recognition may be given to the extent and time of application of active life funds to
purchase annuities, expense assessments against the funds, and excess of purchase price over minimum
reserves. In no event shall the reserve be less than the transfer value, if any, of the fund. Approximate
methods and averages may be employed with the approval of the commissioner.

To the extent that the application of these valuation procedures and standards would require 2 company to
establish aggregate minimum reserves for group annuities and related funds in excess of reserves which it
would not otherwise hold if these valuation procedures and standards did not apply, such company shall set
up additional reserve liability shown in its gencral account or in a separatc account, whether shown in
Exhibit 8 or elsewhere.

For funds received:

(1) Prior to calendar year 1976, follow the procedure used ac that time,

{2) In calendar year 1976 or later, follow the minimum standards described below:

(a) Contracts having no guarantced interest rates in excess of 6% on future contributions to be
received more than one year subsequent to the valuation date.

The mimimum reserve shall be equal to the sum of the minimum reserves for funds actributable
to contributions reccived in each calendar year.
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12/80 FINANCIAL CONDITION EXAMINERS HANDBOOK 299

Where V,, = Minimum reserve for funds attributable to contributions received in calendar year y

Y
Vy = {ny 1+ igy) DAL+ ipy) n

C, = Portion of guaranteed fund attributable to contributions received in calendar year y

y
igy = Interest rate guaranteed under the contract with respect to funds atributable to
contributions received in calendar year y
1,,, = Lowest of:
Ipy &)

{1) The net new money rate credited by the company on group annuity funds
attributable to contributions received in calendar year y less .005; or

(2} igy: OF
(3) imys where
imy = (i) for calendar years y + 1 through y + 10, the values shown in the
table uf values of iy, distributed each year by the Central Office
of the National Association of Insurance Commissioners;

(i)  for calendar yearsy + 11 and later, ,060,

n = Number of guarantce years, and fractions thereof, remaining as of the December 31
valuation.

{b) Contracts having guaranteed interest rates in excess of 6% on furure contributions to be
received more than one year subsequent to the valuation date.

The same procedures as set forth under (a} above shall be used except that the deduction under
(1} of :f)g shall be .01 instead of .005 and imy for calendar years y + 1 through y + 10 shall be
reduced by .005.

Table of Values of iy,
(Effective for the December 31, 19%7 Valuation)

Calendar Year y in Which

Value of iy, for Calendar
Contributions Were ReceivedE

Yearsy + 1 Through y + 10

1976 089
1977 087
1978 081
1979 .084
1980 095

DELETE

* Nope: THese faghors wm upon Aross ngw mopey rtages for feportigg annyity wrjting
companies fess .01

LR R ]
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ATTACHMENT FOUR-13

American Council of Life Insurance
1850 K Streer, N'W.

Washington, D.C. 20006

(202) 862-4162

February 24, 1982

My, Ted Becker

Chairman

NAIC Life, A&H Technical Staff Actuarial Group
Texas State Board of Insurance

1110 San Jacinto

Austin, TX 78786

Dear Mr. Becker:

Actuarial Guideline II in the NAIC Financial Condition Examiners Handbook prescribes minimum standards for reserves
for group annuwity funds with interest rate guarantees, The Guideline was amended in 1981 to state that the procedures
and standards therein will not apply to the extent that the valuation standards in the 1980 Amendments to the NAIC
Model Standard Valuation Law for guaranteed interest contracts have been enacted and are applicable, Until the new law is
enacted and applicable in a state, however, Actuarial Guideline II will continue ro apply and valuation standard interest
rates applicable to new conwibutions under guaranteed interest contracts will still be needed.

In the past, the valuation standard interest rates in Acruarial Guideline I have followed those developed by the New York
Insurance Department for its Circular Letters. If New York does enact the 1980 Amendments in 1982, which js a reason-
able likelihood, the New York Department will no longer need to develop such rates for its minimum reserve requirements;
hence a new source will need to be found for the rates in Actuarial Guideline 11 for contributions received in 1982 and sub-
sequent years. At the New Oreans meeting of the NAIC Life, A&H Technical Staff Actuarial Group in December,
interested parties were invited to propose an alternative source for the Actuarial Guideline Il rates.

We propose a simple approach that would produce reserves reasonably consistent with those under the current New York
procedure, In Actuarial Guideline II, set the.value of i, for calendar years y+1 through y+10, which applies to con-
tributions received in 1982 and subsequent years, equal to the calendar year statutory valuation interest rate in section
three-b of the 1980 NAIC Amendments to the Standard Valuarion Law applicable to the change in funds in calendar year
y for guaranteed interest contracts with cash settlement options of Plan Type B with guarantee duration of more than 5
years but not more than 10 years, and which do not guarantee interest on considerations to be received more than 12
months beyond the valuation date. For contracts having guaranteed interest rates on future contributions to be received
more than 12 months after the valuaton date, the rate imy developed above would be reduced by .50% as at present in
Actuarial Guideline IL

The attached table shows that the proposed basis is consistent with the current guideline, The first column of rates, headed
“Published NAIC Rate,” shows the actual interest rate standards, according to the guideline, which applied to December
31, 1981 valuations, These rates for 1976 through 1979 contributions were each based on experience of the prior year’s
gross new money rate for reporting annuity writing companies, These rates for 1980 and 1981 contributions were based on
current experience and do not reflect any lag. To facilitate comparison with the proposed basis, the actual published rates
have been adjusted to eliminate the one-year lag. The adjusted rates, shown in the second column, represent what the
NAIC rates would have been if they had always been determined or a current basis, The third column shows rates for 1975
through 1981 contributions calculated on the basis proposed for 1982 and subsequent contributions. The final column
shows the difference between these rates and the adjusted NAIC rates.

The largest difference, 75 basis points, occurred in 1980 and resulted from an unusual combination of circumstances
which are not likely to recur. In 1980, market interest rates rose very sharply, funds available for investment by life
insurers were reduced, and at the same time a large volume of advance investment commitments, made earlier for disburse-
ment in 1980, reached maturity and were taken down by borrowers. These commitment takedowns, carrying rates set at
commitment and well below 1980 market rates, represented a larger than usual share of new investments, holding down
the industry average yield. Changed made by companies in their advance committing policies and investment strategies
have reduced the likelihood that a 1980 situation will reaccur.
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We recommend that this approach, which is recommended by the Council Legislative and Actuarial Committees, be
adopred by the NAIC Life, A&H Technical Staff Actuarial Group.

We appreciate the opportunity to present to you our views.
Respectfully submitted,

William Carroll

Actuary
VALUATION STANDARD INTEREST RATES
APPLICABLE TO NEW CONTRIBUTIONS
(values of Iy i percent}
Year Published Adjusted Rate on’
Contributions NAIC NAIC Proposed
Received Rate Rate Basis Difference
1975 -— 8.90 9.00 +.10
1976 8.90 8.70 8.75 +.05
1977 8.70 8.10 8.00 -10
1978 8.10 B.40 8.00 =40
1979 8.40 2.00 8,75 -.25
1980 10.00 10.00 10.75 +.75
1981 12,40 12.40 12,75 +.35

LA LR

ATTACHMENT FOUR-14
Derivation of the 1983 Table “a’ for Individual Annuity Valuation
Introduction

In Decermnber 1979 Mr. Ted Becker, chairman of the NAIC Life, Accident and Health Insurance Technical (C4)
Subcommittee Task Force on Valuation and Nonforfeiture Value Repulation, asked the Socicty of Actuaries to “‘form one
or more committees to sfudy the possible need for new mortality bases or tables in the following areas: (1) individual and
group annuities {mortality and adequacy of improvement projection factors); or sertlement options. . .”’ The technical
task force request went on to say “'If it is concluded that one or more additional new bases or tables are needed, then the
committee or commitices would commence directly with developing new bases or tables just 15 soon as possible.”

With the agreement of then President Vogel and then President-Elect Leckie, a committee was formed to study the need
for a new individual annuity mortality basis, A corresponding committe¢ was named to examine the need for a new group
annuity table. By June of 1980, the staffing of the individual annuity commitree, the ** Committee to Recommend a New
Mortality Basis for Individual Annuity Valuation,”” was completed! The charge to the committee as printed in rthe
society’s Year Book is:

To evaluate the need for new mortality tables and projection factors and, if it finds a need, develop new
tabies and/or projection factors. The new mortality tables would be recommended for possible adoption by
appropriate authorities for valuation of reserves on individual annuities and settement option contracts.

1. Committee membership: Robett J. Johansen, chairman, Gayle E. Emmert, Thomas R. Huber, Harry L
Klaristenfeld, John B, Kleiman, Robert S. Rubinstein, John H. Welch, and Richard K. Wong.
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The committee reviewed an advance copy of the report, Mortality Under Individual Immediate Annuities, Life Income
Sertlements and Matred Deferred Annuities Between 1971 and 1976 Anniversaries, published in the 1979 Reports
Number of the Transactions. It compared the 1971-76 experience with the experience which was used as the basis of the
1971 Individual Annuity Mortality Table (1971 IAM) - in both cases looking at ratios of actual to expected deaths (by
amounts of annual income) based on the 1971 IAM Table.

In August 1980, the committee chairman reported at the meeting of the NAIC Life, Accident and Health Insurance
Technical {C4)} Subcommittee that based on preliminary studies it appeared to the committee that the 1971 table would
not be adequate during the 1980’s and that a simple age setback would not be appropriate. Further, the slope of the Pro-
jection Scale B mortality improvement factors was such that the factors would not adequately adjust for the recent
improvement in mortality at the high ages. Any proposed new set of improvement factors would be substandally higher at
the older ages.

Table 1 below compares the mortality expericnce used as the basis for the 1971 IAM wich the 1971-76 experience on
immediate annuities, matured deferred annuities, and settlement options, after adjusting the 1971-76 experience so that
it would have the same proportions of exposures by kind of contract as in the 1971 1AM basic data experience. The exper-
ience is by amount of annual income and the mortality ratios are ratios of actual to expected mortality on the 1971 [AM
Table.

Table 1
Mortality Comparison

Experience Used as Basis for 1963 Experience Table
vs. 1971-76 Adjusted Experience on Individual Immediate Annuiries,
Matured Deferred Annuities and Settlement Options Combined
{Expected Deaths on 1971 IAM Table)

Attained “1963" Adjusted 1971-76 Ratio
___Ages Experience ___ Experience 71-'76/'63

Male 60-69 127.8% 108.8% 85.1%
70-79 126.7 123.3 97.3
80 & over 121.1 108.0 89.2
Female 60-69 127.8 123.2 96.4
70-79 126.7 109.7 86.6
80 & over 119.3 103.7 86.9

If we assume that the 1971-76 experience is centered on 1973, then it is apparent that the 1971 IAM already provided
less than the desired 10% margin at ages 80 and over. Given another 10 years of mortality improvement, a new valuation
mortality table reflecting improved mortality at the older ages would appear to be needed for the period from 1983, In
addition, mortality rates for the U.S. population and other sources for years subsequent to 1973 indicated that there had
been substantial reductions in mortality at the higher ages through the later 1970,

Tables 2 (reproduced here from the report, Mortality Under Individual Immediate Annuities, Life Income Settlements and
Matured Deferred Annuities Berween 1971 and 1976 Annjversaries) show the recent trends in mortality experienced under
the different kinds of annuities. The trend swengthens the perceived need to replace the 1971 TAM Table.

An added reason for recommending a new mortality table is the trend toward permirting higher inrerest rates for valuation
reserves, thus cutting down potential interest margins which could otherwise provide the additional reserves required to
provide for increasing longevity. (It shouid be noted, however, that under current conditions there are ample margins when
valuation interest rates are compared with the rates available on current new investments, in contrast to the situation about
three decades ago when valuation and new money interest rates were much closer together). Adoption by the states of the
concept of dynamic interest rates for valuation may further erode interest rate margins available to cover inadequate or
negative mortality margins, increasing the need for an adequarte valuation table.

In selecting the experience on which to base a2 new mortality table, the Commirttee reviewed the decisions made relating ro
the 1971 IAM Table and the reasoning behind those decisions. The Committee then evaluated those reasons and decisions
as they would apply to the 1971-76 experience and to current conditions generally. As described below, the Committee

found itself largely in agreement with the conclusions of the Joint ALC-LIAA Actoarial Committee which constructed the
1971 1AM Table,
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TABLE 2-1

COMPARISON OF MORTALITY RATIOS ON INDIVIDUAL, IMMEDIATE
NONREFUND ANNUITIES—MALE LIVES
EXPERIENCE BETWEEN 1948 AND 1976 ANNIVERSARIES
EXPECTED DEATHS BASED ON ANNUITY TABLE FOR 1949 ULTIMATE AND
1671 INDIVIDUAL IMMEDIATE ANNUITY TABLE

BASED ON AMOQUNTS OF ANNUAL INCOME

P —
—

8-194% UrtuaTe 1971 JAM
ATTANED
Acis
1048=~53 |1953-58 [1958-6 {1963-67 [1967-71 [1971-76 |1967-71 [1070=76
Contract Years 1§
Under60....... 1275 1 211%, * 1015 . . . .
6069 ......... 123 90 66C; | 12 88C. | 90T 1 11797 | 1195
T0-79. ..., 83 78 i 75 96 86 129 115
B0 and over..... 76 96 49 i7 65 53 87 70
Al ages. .. ... 865 895 S8, 165 8% 0% | 149, | 939,
All ages
adjusted....| 855, 897 59<, 165 80 0% | 1065 93%,

Under6d....... 95t | 1685, ¢ 33521 08T . 1% . 1165,

6069 ......... 101 127 116 92 115¢7 | 110 15395 | 147

0-719.......... 128 97 13 81 108 93 145 125

80 and over. . ... 93 107 98 87 82 ki 103 96
All ages...... 1085 | 1065, | 1005, | R6< | BB, | 820, 1 1119 | 104,
All ages

adjusted....] 1029, | 105%, | 1005, | 86% | 89% | 82% | 114% | 104%

All Contract Yesrs.

Under 60....... 1069, 1809, | 1899, | 10155 | M55, | 705, | N.A. | 88%

w069 . ........ 103 115 93 77 95 o7 1265, 1 129

0-79 ..., 118 93 92 78 102 90 136 n

80 and over..... 91 106 Q0 & n 12 97 N
Al ages... ... 1025 1 1035, | 915 | 82, 1 84, | 78S, | 1089 | 1019,
All ages

adjusted, .. .| 1005 | 1039, | 9195 | 829 ] 859 | 78%% 1 109% | 1015

Norr.~—Murislity ratio in italics where 1049 contracts Lerminated by deats, N.A. = pot availsble.
® Fewer than 10 copiracls terminated by desth,
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TABLE 2.2

NONREFUND ANNUITIES —FEMALE LIVES

EXPERIENCE BETWEEN {948 AND 1976 ANNIVERSARIES
EXPECTED DEATHS BASED ON ANNUITY TABLE FOR 1949 ULTIMATE AND
1971 INDIVIDUAL IMMEDIATE ANNUITY TABLE

BASED ON AMOUNTS OF ANNUAL INCOME

a-1949 ULnaate 1971 1AM
ATTANID
Acks
1948=-53 11953~38 |1958=63 {1963=67 J1967=71 |1071~=76 [196T7=71 [1971-78
Contract Years 1-5
Under60....... 94 1 111G, | 2079, | 38257 | 257, . N.A. .
o069 ......... 923 35 59 55 74 629, | 1029, | 36%
70-79 ... 75 86 71 63 16 51 65 72
80 and aver.....| &) 63 75 68 65 51 82 63
All ages.... .. 3% | 1| 73] 6FCL 1 59, | 519, 7% 1 619
All ages
adjusted....| T0F% | 145 | 73% 1 665 | 59% | 515 7% | 01%
Contract Years 6 and Over
Under 60.... ...} 1125 | 1015 | 1325, | 1199, | 168 | 5035, | N.A. | 613%,
-69. . ........| 109 a7 127 80 H ] 116 160% | 163
70-79. . ... ... 112 100 i1 £8 93 87 131 122
80 and over.....} 101 97 99 93 20 18 112 93
All ages... ... 10539, | 975, | 102% | 929 { 21% 8% | 15% | 9%
All ages
adyusted... .| 1035, | 9795 | 1025 | 929 | 9% 189, | 1169, 1 9%
All Cootract Years
Under 60....... 1065, | 103¢, | 1605, | 3015, | 227, | 2789, | NA. | 3%
60-69 ... ... 104 87 102 63 88 85 1219, | 118
70-79 .. 104 o8 102 77 69 73 98 102
80 and over..... 98 95 98 89 85 n 106 87
All ages..... J101% ] 96, | WS, 865, | B29%: 129, | 1059, | 2%,
All ages
adjust 1009, | 95, | 99% | 865, | 829 729, 1 1059, | 929

Note. —Martality ratio in italics wherd 1049 conlfacts terminaied by death. N.A. = nol svailable.
® Fewer than 10 coolracts terminated by dath.
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TABLE 2-3

COMPARISON OF MORTALITY RATIOS ON INDIVIDUAL IMMEDIATE
REFUND ANNUITIES—MALE LIVES
EXPERIENCE BETWEEN 1948 AND 1976 ANNIVERSARIES
EXPECTED DEATHS BASED ON ANNUITY TABLE FOR 1949 ULTIMATE AND
1971 INDIVIDUAL IMMEDIATE ANNUITY TABLE

BASED ON AMOUNTS OF ANNUAL INCOME

a-19%49 UrnaaTe 1971 1AM
ATTUNID
AcTs
1948-53 [1953=58 |1958-03 [196)~-67 |1967=71 [197]=76 11967-7] 11971-28
Contract Years -3
Under 60....... AUSCE | 241 | 1275, | N1 | 2357 | 1099 | N.A. | 1389,
60-69. ......... 130 114 102 91 08 74 1309, 99
0-79, ..., 110 110 98 85 Nn 81 122 109
80 and over..... 109 92 86 75 70 Fs) 97 103
All ages. ... .. 1229 { 1087 96 4% 87 795, | 117¢, | 1059,
All ages

adjusted....| 12052 | 1075, | 96% | 845 | 89% | 795, | 1189 | 105%

Centract Yeam & and Over

Under 60.......| 154S¢ | 17855 | 1259, | 4675, | %6 | 2189 | N.A. | 274%

60-69.......... 138 134 138 124 90 115 1329, | 153

70-79. ......... 128 117 115 102 106 91 142 2

80 and over..... 100 107 103 103 103 8S§ 130 109
Allages...... 657 | 11457 |} 10957 | 108 | 104 | 90% | 1349, | 1179,
All ages

adjusted....| 1135, | 1135, | 1109 | 1045% | 104%, | 90°% | 1% | 1179

All Contract Years

Under §0....... 171% | 1895, | 1269 | 135 | 182¢% | 13992 | N.A, | 176%

8069, ... ..0....1 139 129 121 98 98 82 131% | 110

019 ......... 124 116 i1 94 99 85 132 116

80 and over. ..., 101 105 101 96 91 83 17 107
All ages..... 12075, | 11355 | 1079, 96%¢ 967 85%, | 125% { 1119,
All ages

adjusted. ...} 1169, | 1145 | 1085% | 9655 | 9650 | 85% | 125% | 1119

Norz.—Mortality ratio in italics where 10-49 contracts fermingted by death. NoA. = pot available.
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TABLE 2-L4

COMPARISON OF MORTALITY RATIOS ON INDIVIDUAL IMMEDIATE
REFUND ANNUITIES—FEMALE LIVES
EXPERIENCE BETWEEYN 1943 AND 1976 ANNIVERSARIES
EXPECTED DEATHS BASED ON ANNUITY TABLE FOR 1949 ULTIMATE AND
197 INDIVIDUAL IMMEDIATE ANNUVITY TABLE
BASED ON AMOUNTS OF ANNUAL INCOME

=

a-1949 ULTieaTs 1971 IAM
ALTaNTD
Aozs
194853 {1953-38 |1950-63 [1963-67 |1967-71 |1971-76 {1967-71 [1971-26
Contract Years 1=8
Under 60....... 020, | 929 | 1139, | 729, | 1379 | 1929 | N.A. | 2359,
600-69.......... 135 106 83 107 a7 104 1189, | 141
0-19 ... 93 117 103 13 76 72 108 102
80 and over..... 99 82 92 7 63 7l 79 88
Allages......| 1035 | 1015 | 96% | 718% | 7350 | 71% | 96% | 1019
All ages

adjusted... | 1029, | 919, | 95% | 17% | 2% ) 7% | 4% | 101%

Contract Years 6 and Over

Under 60....... 1869% | 183% | 1799, | 1389, | 2029, | 2109, | 247% | 251%

6069 ......... 119 118 118 109 80 102 109 142

70-79. ......... 120 112 307 N 86 78 122 110

80 and over..... 106 104 105 98 81 82 101 101
All ages...... 1135, | 108 | 106% | 979 | 831% | 82% | 106%; | 105%
All ages

adjusted....| 110% | 1079, { 106%, | 97% | 82% ; 82% | 106% | 105%

All Contract Years

Under80....... 1609, | 1649 1 1579% | 96% | 162% | 1999 | 199% | 244%

N-..........| 122 115 108 108 8 103 115 141

0-19........ F T 113 107 84 82 75 115 107

80 and over..... 106 103 104 94 17 80 95 93
All ages...... 11297, | 1079, | 1059, | 929 | 80S, | 81% | 103% | 104% '
All ages

adjusted....| 1309 | 1079, | 105% | 92% | 19% | 81% | 101% 104%

Nore.—~Morulity ratio in italics whede 1049 contrecis terminsted by death. N.A, = pot availadle,
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Selection of Source Data

Since the experience in the report, Mortality Under Individual Immediate Annuites, Life Income Settlements and Matwered
Deferred Annuities Between 1971 and 1976 Anniversaries, represents the most recent available on individual annuities,
there was no question that it be used to produce a basic table. Because the 197176 experience was approximately centered
on 1973 and the Committee was aiming for a valuadon table appropriate for 1983, the first year in which any new table
would likely be effective in a fair number of states, it was necessary to project the 1971-76 experience for about 10 years.

The second question to be answered was whether to combine the experience under refund and nonrefund immediate
annuities, matured deferred annuities and settlement options, as was done for the 1971 IAM Table, or to revert to the
earlier practice of basing an annuity valuation table on only the experience under immediate nonrefund annuiries, The
reasoning of the Joint Actuarial Committee was reviewed and is briefly summarized in the following paragraph.

The ALC-LIAA Joint Actuarial Committee’s objective was ‘‘to develop an annuity mortality table which would be ‘safe’
. .. for the valuation (emphasis added) of all types of individual znnuities, including single premium annuities, life income
settlements and matured deferred annuities.” The table was not intended as a basis for calculating the gross single consider-
ations to be charged for immediate annuities, It was feit that the ‘‘combined immediate annuity and settlement option
expetience, with suitable margins, was an appropriate broad base for developing a mortality table to be used as 2 minimum
valuation standard for all types of individual annuities.”” There were, however, some misgivings expressed that implicidy
adopting the mix of business reflecting the daia submitted by the particular companies contributing to the Society of
Actuaries studies was, at least, arbitrary.

This latter point was a source of concern also to the current committee. Its concern was even greater since it found that
there was such a substantial change in the propordons of business in the various annuity and settlement options categories
that it was necessary to adjust the 1971-76 experience to the same proportions at the “1963" experience on which the
1971 IAM Table was based in order to make 2 valid mortality comparison, Table 3 shows for apes 60-69, 70-79 and 80 and
ovet the ratios of the exposures (by amounts of znnual income} in the experience used for the 1963 Experience Table to
the corresponding exposures in the 1971-76 experience by kind of contract.

An analysis was made of the individual company contributions to the studies used to derive the 1963 Experience Table and
the conwibutions to the 1971-76 Study. The analysis is summarized in Table 4,

Table 3

Ratios of Exposures: “1963" Experience to 1971-76 Experience By Kind of Contract
By Amount of Annual Income — All Durations Combined

Males Females
Kind of Contract Artained Ages Attained Ages
6069 7079 BO&Over 6069 7079 80 &Over
Immediate Annuities —~ Refund .553 614 666 679 658 571
— Nonrefund 1.098 1.050 1.126 1.175 1.022  .963
Setdement Optons from Death Claims
— Refund  — Payee Election .083 039 .029 2.609 1.560 639
— Nonpayee .862 934 .597 1.992 1.165 .586
— Nonrefund — Payee Election .19¢ 194 133 527 424 367
— Nonpayee 142 142 130 .269 .247 177
Setdement Options from Maturities, Surrenders
— Refund  — Nonpension 1.795 1,221 590 1329 943 426
— Pension 24.920 23.602 2,884 640 315 .059
— Nonrefund — Nonpension 313 189 .226 152 26 137

— Pension 419 250 029 124 116 .009
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Kind of Contract

Matured Deferred Annuities

— Refund  — Nonpension
— Pension

— Nonrefund — Nonpension
— Pension

Males Females
Attained Ages Attained Ages
60-69 70-79 80 & Over 60-69 70-79 80 & Over
4.076 1.701 651 3.362 1.554 .589
3.189 1.360 .396 1.668 .692 . 266
3.124 1.272 576 3.209 1.248 523
2.721 1.190 414 1.167 767 .343
Table 4

Analysis By Company of Changes in Relative

Weights of Experience Used for

The 1963 Experience Table
and
Contributions to the 1971-76 Study

Percent Immediate Annuity to
Total Immediate and Matured Deferred
Annuities and Settlement Options

Company “1963” 1971-76 Change

A 10% 34% 24

B 100 100 0

Cc 35 47 12

D 23 43 20

E 17 43 26
All others 18 14 -4
Total 22 32 10

Immediate Annuites

Percenit Nonrefund Contribution to
Total Redundand Nonrefund Contribution

"1963" 1971-76 Change
38% 27% -11
34 25 -9
30 25 - 5
41 25 -16
35 24 -11
36 31 3
36 26 -10

The portion of the total exposure that represented immedizste annuities increased from 22% in the data underlying the
1963 Experience Table to 32% in the 1971-76 Swudy, a result of a dramatic increase in the experience of four of the five
largest contributors to both studies. The fifth [axgest company did not contribute any experience to the settlement options
or matured deferred annuity portions. All four companies exhibited similar percentage increases. The other companies,
which comprised about 50% of the immediate annuity experience in the earlier study, did not exhibir this trend and
accounted for only 20% of the 1971-76 immediate annuity experience.

The decline in the ratio of nonrefund to total refund and nonrefund annuity business from the 1963-67 Study to the 1971-
76 Study was found to be consistent with respect to each of the companies contributing to both studies. Evidently this is
indicative of a real change in the composition of the immediate annuity business.
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Table 5

Effect on Mortality of Changes in Relative Weights by Kind of Annuity
All Immediate and Matured Deferred Annuity and Settlement Opton Experiences
1971-76 Experience, Contract Years ! and Over
(Expected Deaths on 1971 1AM Table)

Adjusted to

Age Group **1963"" Exposure Basis Unadjusted*
Males

60-69 109% 109%

70-79 123 118

80 & over 108 110
Females

6069 123% 123%

70-79 110 109

80 & over 104 98

* Excluding Pension Trust Business

The committee examined the adjusted total experience, the unadjusted total experience and that of immediate annuities as
shown in Tables 5 and 6. Based on this review, the reasoning behind the construction of the 1971 1AM Table and the
feeling that only a substantial difference could justify reverting to the older method of using only immediate nonrefund
annuity experience, the Committee decided to base the new table on the total experience under immediate refund and
nonrefund annuities, matured deferred annuities and settlement optons, However, Pension Trust issues were excluded
because their mortality was higher than that of non-Pension Trust issues and it was felt thar the proportion of such
business could vary widely from company to company. Excluding such business was felt to be compatible with the aim of
constructing a safe table for valuatdon purposes.

The committee found itself in agreement with the Joint Actuarial Committee on the latter’s decision to base the annuity
valuation table on amounts of income rather than numbers of contracts since the financial effect of annuitant mortality is
measured by the amount of annual income rather than by number of contracts, The variation in mortality by amount of
annual income which hazs been observed must be taken into account in providing sufficient reserves for future payments.

The committee also found no reason to change from the inclusion of all durations in the experience on which the new
valuation table would be based. Admittedly, variations in levels of new issues and in the degree of self-selection exercised
by applicants for annuities could affect the level of aggregate mortality (see Table 6 for a comparison of mortality ratios
for groups of contract years), Nevertheless it was felt that aggregate would be safer than uldmate mortality and the
material contributed to the 1971-76 Study was the best available estimate of the mix of select and ultimate business, If,
in a particular company, the valuation actuary believes that the proportion of new, select, annuity business is substantially
higher than that in the experience used for the new table, he should make snitable adjusunents, such as using an age
setback. Similar considerations would apply to a2 company with a very large proportion of nonrefund immediate annuities,

The Question of Sex-Distinct or Unisex Valuation Mortality Tables

The new individual annuity mortality tables are intended for use as valuation tables, that is, to pravide a minimum
standard for reserves on individual annuities in the aggregate, The committee considered but did not adoprt the concept of
a single merged gender rable as a valuation standard, In making its decision, the committee considered the following points,
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If the actual male/female proportions for the annuity business of a particular company are different from those assumed in
the construcdon of a merged gender valuation table, the reserves will be redundant or insufficient depending on whether
the actual proportions of male annuitants are greater or smaliet.

If a merged gender table were constructed so as to reflect precisely the male/female distributon of a particular company's
annuity contracts, then subsequent deviation of male and female mortality from that assumed could make the merged

gender table inappropriate at some later time.

Construction of the 1973 Experience Table

In order to derive a projected 1983 mortality table, it was first necessary to construct experience tables based on the most
tecent data available. A special tabulation of the Society of Acmaries 1971-76 annuity mertality stdy was prepared for
the committee, Broken down into five-year age groups, the tabulation summarized the data by numbers of contracts and
amounts of annual income for contract durations 1 and over, (See Table 6.)

Combining the data over all kinds of contracts, ratios of actual to expected deaths on the 1971 IAM Table were calculated
by five-year age groups for the total of immediate refund and nonrefund znnuities, matured deferred annuities and all
settlement options - from death claims, maturitdes and surrenders - for contract duradons one and over, in all cases
excluding pension trust business.

Table 6

Comparisons of Combinations of Immediate Annuity,
Matured Deferred Annuity and Settlement Option Experience
Over the Period 1971-76
By Amounts of Annual Income
(Expected Deaths on 1971 1AM)

Age Males Females
Group All Durations Durztions 6 & Over All Durations Durations 6 & Over
Deaths Rato A/E Deaths Ratio A/E Deaths Ratio A/E Deaths Ratio AJE
{Amounts (Amounts (Amounts {Amounts
in in in in
$1,000) $1,000) $1,000) $1,000)

Refund Immediate Annuities

Under 50 $ 12 316% $ 7 518% $ 14 476% $ 4 295%
50-59 71 183 35 308 64 180 32 236
60-64 155 124 38 157 141 137 44 132
65-69 491 103 149 161 401 134 156 137
70-74 653 112 337 118 569 104 340 115
7579 869 109 461 108 1,139 105 660 103
80-84 911 101 351 105 1,846 108 1,282 110
85-89 986 109 644 118 1,751 86 1,427 94
90-94 401 92 364 104 1,220 100 1,127 101
95 & over 92 21 88 93 510 112 495 112

All 4,641 106% 2,670 113% 7,653 102% 5,567 104%



Age
Group

Under 50
50-59
60-64
6569
70-74
75-79
80-84
85-89
90-94

95 & over
All

Under 50
50-59
60-64
65-69
70-74
75-79
8G-84
85-89
20-94

95 & over
All
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Males Females
All Durations Durations 6 & Over All Durations Durations 6 & Over
Deaths Ratio A/E Deaths Ratio A/E Deaths = " Rato A/E Deaths Ratio A/E
(Amatnts {Amounts {Amounts (Amounts
in in in in
$1,000) $1,000) $1,000) $1,000)
Refund and Nonrefund Immediate Annuities
$ 13 309% $ 9 523% $ 17 516% 3 7 446%
76 154 39 268 80 199 46 289
206 138 55 171 161 134 50 147
639 113 212 173 494 132 210 144
956 123 510 133 757 103 477 122
1,313 113 703 111 1,608 104 983 109
1,374 98 865 103 2,602 102 1,858 110
1,477 103 1,047 115 2,489 83 2,057 91
703 89 657 96 1,722 96 1,597 96
190 79 i86 80 734 108 718 108
6,947 106% 4,283 111% 10,664 98% 8,012 103%
Immediate Annuities, Mawred Deferred Annuities, Settlement Options
(Excluding Pension Trust Business)
$ 24 239% 5 17 290% $ 45 358% $ 30 363%
165 161 95 217 280 183 169 195
449 122 155 139 561 127 288 129
1,819 107 622 132 1,610 122 366 133
3,239 119 2,329 121 2,859 110 2,336 119
4,507 118 3,624 117 5,504 108 4,567 110
4,588 115 3,947 119 7,896 103 6,840 105
3,630 114 3,122 119 7,124 93 6,554 97
1,386 96 1,334 100 3,975 97 3,807 97
322 83 318 84 1,368 105 1,352 105
20,129 113% 15,563 117% 31,222 103% 26,909 105%
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Table 7

1973 Experience Table

1000qgx

Femates

NAIC Proceedings - 1982 Vol 1l

Do o
W DDt o
=

Maleg

Pt D 0N Y0 11 60 6 1N €D 60 60— A T ) D
O MO OO0 M OV B U OGO Tl MY )
NP TOMINA O TFOO DT O M
. 3 - - - L] L] - L] L] L] - L] 3 * - . L -
0 &) O =4 ) 00 O M 00 AN, 0O 1
=0 NS WD P 0 O o NI~ N
[l T R Y e T P Y T Ll X ol o K¢ 4

L

OFNHIIP O~
S NO T~ o
~OONOISON oD

Y Nt ey
oo
NN

Hwrweoaumaiin
o0 S0P 00 O Ot TN Y G WY W e 00 O £ ot 0 1 o 1
| VOOV OPCCCTPRPC OO0 O C DG ot rt od oot d
L R E o e L L e o T P NPT
G NS DI D D T D 0 O P 0D T T AE A ON D €3 D O 0 AF o AT 6D [T O D
| Ve N A w63 00 O Y 0D A Y W O AT N BT WY 0 N0 WD P O Ot ) PO © 00 S G N o 00
Ef MOO0ONN-OI MO TN ANGODMNAMINOMO NI F MU W0 0 9 Mo
ah + . - » L] L] . - L] * + . - - L] - L] [ » L) - » - » - L) - . [ . L] - - L] * L] . 4 - L]
(L] et NONNMNMIMMP S TINNOONROO NI OO et P OF M) O
it rtr it rd pd et NI T D DO
O O LY N I MY 0 A €Ol O (N 4 B0 €+ 00 P e €300 O G T T O T N0 N NE N e e OV O P £ 0V
Y MONNOFNMONFINMAO ) A NN 00400 0T 62 MM 0.0 T3 N 0
2 NN ONTOVARNMIMINAVIN DI NG OO NINANAS O
- - - - - - . L - L) L] . * . - L L] - - L . - - - . - - . - L] - . - L -* * . * £ -
= I FINNAD O QOO © Ot O AT WP O et o8 3 O TN O O 1) e O3 P N 2D NN N 40 00 00
: et et R I N MM TN N DO O O
-
1
1
‘o .
ol WA N RIS NN O R Lt (MG N O QRO AN IO 0O 02
1] o @ & o A3 VDDLU W LIN D 10 0120 0 20 0 40 30 53 30 30 A0 I P I s e 1 P o s P 00 60 60 €0 60
H
I8
L;OﬂomemNN¢m¢Qmng¢mmmnmo&m¢a~mmm~mmmﬁmm¢
g Ot e DBV DO P CATIN0ONT VKOS DO CINC MNP OM OO~
Gl TN Attt Rt A NN NN N M FI T P T S NN O P P 00 0 O et N Y
oy S T T L R O O L L R R e T R T R I T R S IR B R I
L~]

mh”mﬂﬁﬁﬂﬂmh@NhnOQDﬂmhnNOﬂhmm¢ﬂ¢¢¢NHﬂﬂﬂﬂmm
DO FEE TN DO © NN OGO OO O WD C A O = 03 U0 PO P (N 3 N O
BV RTINS NONNNGOOO OO O M T N 0O N O
2 . . L] . . * . * L] . - . . L] . - L] [ * 1] - . . - . L] » . . - . [ - - . - * [ L] L]
OO0 O00000OoO0ODO000ODCOOOOCDOOOrrrrdriricrcd -l 0NN OO

o
gvuohﬂDOHNﬂqmwhﬁGOANﬂWmdhﬂﬁoﬂNH¢m0hﬂD°HNn¢
et et el g (A A NN NN NNNNNNMIIMI NI IS




NAIC Proceedings - 1982 Vol. II 437

The g, 's for each five-year age group were not calculated direcdy because a test showed that the actual average age of a
five-year age group was not always the same as the central age. The test consisted of dividing the expected deaths in each
five-year age group by the exposure to obtain the average expected mortality rate. Entering the 1971 1AM Table with the
resulting mortality rate showed that the corresponding age was not generally equal to the central age of the five-year
age group. Accordingly, ro obtain more accurate experience mortality rates at the central ages, the A/E mortality ratio for
each five-year age group was applied to the 1971 IAM Table g, for the central age of each five-year age group 10 obtain an
experience g, at the central age,

The resulting mortality rates, for males and females separately, were graduated and interpolated by a Jenkins fifth differ-
ence osculatory interpolation formula compurer program which included a cubic equation to close out the highest ages
with g, =1 at age 115. (A Whittaker-Henderson graduation of the mortality ratios was also atternpted with varying weights
for smoothness bur the results were unsatisfactory.) The experience from the 1971-76 study yielded mortality rates only at
ages over 50, In fact, the Jenkins formula yielded useable rates only over age 60. It was necessary to look elsewhere for a
source of appropriate mortality rates at the younger ages.

Fairly recent U.S. population mortality rates were available but the committee felt that population mortality is not
expressive of annuirant experience which is affected not only by self-selection but likely also by socio-economie factors.
Experience of insured lives seemed to be an acceptable substitute and the 1980 CSO Table covered the proper time
interval. The committee considered and constructed a version of the 1973 Experience Table by using the mortality rates
from the 1980 CSO Basic Table (K Basic Table) at ages 47 and under, with a cubic curve connecting these rates with the
graduated 1971-76 combined experience rates at ages 67 and over. However, it appeared to the committee that the
resulting mortality rates at the younger ages were somewhat high.

The committee decided to use the 1971 IAM Table mortality rates at ages 47 and under, However, the 1971 1AM Table
rates had been loaded for use as a valuation table. If these rates wre used without adjustment in the 1973 Experience
Table, a second loading would be added in the process of deriving the 1983 Table "a” from the 1983 Basic Table, To
aveid this consequence and at the same time provide for a smocth table through all ages, the 1971 IAM Table rates at ages
47 and under were divided by 0.9 ta offset exacy the level 10% loading adopted by the committee for the 1983 Table
“a”. (The rationale for the level 10% loading is described later in this repart, It should also be noted that the commirtee
developed the 1983 Table “a” at the financially important upper ages before adding the mortality rates at the younger
ages.)

A, cubjc curve was used to connect the unloaded 1971 IAM Table mortality rates to the 1971-76 graduated rates at ages 67
and over. The entire set of rates was then re-graduated by the Jenkins fifth difference modified osculatory graduadon
formula, The resulting 1973 Experience Table mortality rates appear in Table 7,

The graduated 1973 Experience Table was then applied to the exposures of the 1971-76 combined annuity experience.
The results are shown in Table 8 which indicates rather close adherence of the 1973 Experience Table to the 1971-76
experience, Table 15 provides a comparison of the graduated 1973 Experience Table with other annuity tables.
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Mortality Improvement: 1973 to 1983

When the committee commenced work on the new individual annuity basis project, it was felt that work could be comr
plered by the end of 1981 in time for consideration by the NAIC at its December 1981 meeting. Approvals by the various
states could commence starting in 1982, Consequently, the commirttee decided to project the table to 1983 so that it
would, at its inception, be as “‘up-ro-dare” as possible, The committee suggests that the 1983 Table*s” be re-examined
periodically for continuing appropriateness,

As was the case for earlier annuity rables, this committee was hampered by 2 lack of recent, suitable data from which to
project mortality improvement rates since the most recent individual annuity experience was centered around 1973,
Published United States population mortality rates through 1978 indicated that mormality at the higher ages had shown
much higher rates of improvement in the mid and later 1970s than in previous years. The committee was given an advance
copy of John C. Wilkins® paper, Recent Trends in the Mortality of the Aged, to be published in the Transactions. The
paper, which reported on the mottality of persons covered under Medicare where deaths were matched to exposures and
ages were felt o be more accurately reported than in census data, corroborated the higher improvement rates. Annual
improvement rates from several different sources are shown in Table 9.

In deriving the 1971 1AM Table, the Joint Actuarial Committee based its choice of mortality improvement rates for the
period from 1963 to 1971 on the immediate annuity experience from 195863 to 1963-67 and the *‘settlement annuity”
experience from 1955-60 to 1960-65. Annual improvement rates were developed from the combined experience for ages
79 and under (1.6%) and ages 80 and over (1.1%). The same races were used for males and females.

There can be no doubt that there has been a substantial drop in morrality since 1968, following a marked slowdown in the
rate of improvement over the period from the 1950's into the 1960’s. Further, whereas the improvement in mortality prior
to the 1950’ reflected mostly progress against the infectious, acute diseases and benefited mainly the younger ages, the
more recent improvements occutred among the chronic ailments of the older ages - ischemic heart disease in particular.
While it is hard to find complete agreement among epidemioiogists as to the cause of the decrease, they agree that the
decrease is a fact. They also agree that the decrease in heart related deaths is real and not a result of changes in diagnostic
techniques or coding of cause of death.

Reasons given for the recent improvement range from changes in smoking habits to greater recognition of hypertension and
more effective means of weatment and better emergency and post-heart attack care, One writer suggests that the increase
in deaths from hearr related disease after 1920 followed the rapid spread of smoking after World War I while the recent
decrease reflects a reduction in smoking.

There has been a decrease in deaths from ather causes as well, even from cancer if lung cancer is excluded.
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In view of the continued drop in mortality since 1968, especially at the very high ages, the use of improvernent rates
based on prior annuity experience did not seem appropriate for use over the period from 1973 to 1983. Unfortunately,
there was no suirable annuity experience available, subsequent to the 1971-76 Study. A review of one large company’s
recent annuity experience showed inconsistencies and anomalies, probably arising from the effects of class selecdon in a
competitve markeplace which could have a proportionately greater effect on a single company's experience than on that
of several companies combined. The Society’s Ordinary Life insurance experience was not deemed entirely appropriate
beeause of the probable effects of changes in underwriring rules caused by inflation and competitive considerations. This
left United Stares population mortality and Medicare experience as likely sources,

The commirtee considered both United States popularion dara and the Medicare data reported in the Wilkin paper which
ably analyzed the data at length and compared the data with United States population experience, The committee found
that the improvement rates of the United States white populaton (males and females separately) for the period 1961-65
to 1971-76 tended to parallel the improvement rate of the total annuity and settiemenr option experience from the petiod
covered by the 1963 Experience Table data to the 1971-1976 Study and were of about the same magnitude,

The use of population darz to project annuity mortality can be objected to for 2 number of teasons. There is no self-
selection., There are likely to be wide differences in average income levels, occupations and geographic distributions
between the two sets of individuals. Mortality improvement among the population may be largely the result of improve-
ment in average socio-economic status (mortality is considered a “social indicator”“). Finally there may be errors in
counting or age repordng in the deaths and ex posures.

Since the mortality improvement factors measure the change in the mortality of the populadon, not the mortality itself,
they are not likely to be unduly sensitive to differences in composidon of the two groups except to the exrent that the
factors causing the change in mortality reflect changes affecting one socio-economic group more than another.

While changes in the socio-economic area may have had some effect, it is believed that over the periods studied other
factors were much more important, particularly ar the ages which are financially important in an annuity table. These
other factors were evident in the increzsed rate of improvement observed during the petiod subsequent to 1971-76.

Improvement rares in the Medicare experience at the higher ages were examined but, since they were available only for
white and nonwhite lives combined, it was felt that these rates might be influenced too much by changes in socio-economic
status of the nonwhite population. In fact a comparison of the improvement rares in Table 9 will show that the mortality
improvement rates in the female Medicare experience from 1973 to 1977 are markedly higher than in any other exper-
ence.

After reviewing all the available data, the committee developed 2 set of improvement rates largely based on the United
States white population experience with some effect given to the Medicare experience and the relationship of annuitant o
the United States white population improvement rates during the period 1961-65 to 1971-76. The committee also felt
that the use of separate male and female improvement rates was not warranted by the available experience for use over the
period of projection from 1973 to 1983. A further consideration was the desire of the committee to create a table which,
while it would be a safe table to use for valuation when interest rate margins were likely to be thin, would not be so con-
servative as to cause undue surplus strain on new issues. The final 1973-83 annual improvement factors appear in Table 9.

A distinction by sex will be made in the derivation of projection factors beyond 1983 since they may be in use over a
longer period and should reflect past experience over a longer period. The factors used to derive the 1983 Experience
Table were based on observed rates which covered half of the peried - in fact the committee also looked at rates through
1977-79, although the 1979 experience was based on only a 10% sample of United States population deaths.

For comparison purposes, the Projection B improvement rates have been included in Table 9; the shift by age is apparent.
As compared with Projection B, the 1973 to 1983 annual projection rates are higher at ages over 32 and persist into the
90s where the Projection B factors grade down to zero. The chosen improvement factors were intended to project recent
experience which, however, may not be indicative of the period beyond 1983,

2. See panel discussion, Social lndicators: Update of a New and Developing Fieid, RSA 6, p.1517
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The 1983 Basic Table

Applying the final 1973-1983 improvement factors to the 1973 Experience Table produced the 1983 Basic Table (Table
10). For pivotal ages (those ending in 2 and 7) the 10-year (actually 9.5 years) improvement factors were calculated as
(1- annual improvement rare percent) 9.5,

100

The factors were applied to the 1973 Experience Table values at pivotal ages and then the resulting 1983 pivotal values
were graduated and interpolated by the Jenkins modified osculatory interpolation formula with, as before, a cubic curve to
finish off the table at the extreme ages, Table 14 shows the calculation of the mortality rates av age 5 and 6 for the 1973
Expetience Table, the 1983 Basic Table and 1983 Table “a”. The 1983 Basic Table is compared with recent non-annuity
mortality rates in Table 11, and with other annuity mortality rates in Table 15.
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Comparison of 1983 Basic Table
with Recent Non-Annuity Mortality

Table 11 compares the 1983 Basic Table with the 1980 CSO Basic Table, recent intercompany ordinary life insurance
mortality experience and recent group life insurance experience. The group figures made available to the committee were
not yet final,

As compared with ordinary life insurance experience, the 1983 Basic Table has rather comfortable margins at the older
male ages and the mid range of female ages, with somewhat lesser margins at the older and younger female ages and very
thin margins at the younger male ages and at male ages 50-54,

As compared with group life insurance experience, the margins in the 1983 Basic Table are ample at all ages, However,
examination of the death rates excluding disability claims indicates thai the experience in the 50s of age is heavily affected
by sidabiliry claims.

Table 11

Comparison of 1983 Basic Table with
Recent Non-Annuity Mortality

Intercompany Ordinary Total Group Life
Life Insurance Waiver of
Medical and Non-medical Premium Contracts
1976-79 Expericnce 1975-79 Experience
Durations 6 & Over Total Claims*
1983 Basic Table 1980 CSO Basic Table
1000 g, 1000 q, Ratio to 1000 q,, Ratio to 1000 qy Ratio to
Age 1983 Basic 1983 Basic 1983 Basic
MALES
12 0.450 0.31 69% 0.377 84% - -
22 0.605 1.25 207 1.199 198 1.60 264%
32 0.913 0.99 108 0.894 98 1,29 141
42 1.842 2.35 128 1.888 102 2.88 156
52 5.370 6.08 113 5.050 94 8.34 155
62 10.787 15.95 148 13.615 126 15.62 145
72 29.120 41,38 142 36.581 126 45.43 156
82 76.547 103.61 135 92,508 121 92,03 120
92 172.699 219.77 127 203.236 118 - -
FEMALES
12 0.172 0.22 128% 0,213 124% - -
22 0.325 0.50 154 0.481 148 0.44 135%
3z 0.534 0.69 129 0.627 117 0.72 135
42 0.967 1.81 187 1.587 164 1.32 137
52 2.474 4.11 166 3.422 138 3.73 151
62 5.983 8.33 139 8.105 135 . 6.36 106
72 15.872 21.89 138 17.822 112 21.01 132
82 51.194 71.11 139 60.564 118 - -
92 152,469 197,20 129 170.785 112 - -

* Includes 75 percent of disability waiver claims.
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The mortality rates in the 1983 Basic Table are comfortably below those of the 1971 1AM Table except for male ages in
the 70's and 80’s (see Table 15). Since the committee was aiming for a valuation table that would be adequate but not
overly conservatve, these results are in line with expectadons. It might be noted, too, that new tax laws which favor
increased investment for retirement may make annuities more popular and act to decrease the effect of self-selection in the
future.

Subsequent to the sclection by the committee of the United States white population mortality improvement rates as the
basis for projecting the 1983 Basic Table from the 1973 Experience Table, an error in the underlying United States popu-
Jation estimates was announced by the National Center for Health Statistics (U.S.D.H. and H.S.). For years between the
19 70 and 1980 census, NCHS had computed exposures using the prior year's figures, adding births and estimates of net
migration and subtracting deaths. The intercensal estimates are routinely checked against census counts every ten years
and have been, in the past, fairly close to the actual.

It has now been reported that the estimated 1980 population was less than the census count by almost five million lives.
As of this writing, few details are available except that the largest error affects males in the age range 15 to 34, It is most
likely that the error increased with years elapsed since 1970. Under this hypothesis, the annual improvement rates are
probably understated by some small amount. Since birth and death records are almost complete, the error must stem from
one or more of the following: underestimating net immigration, a very large undercount in 1970 or a much mote com-
plete count in 1980. The committee believes that the underestimate would not have had any material effect on the
committee's choice of improvement factors, even though they were in large part based on the population data. A rough
recalculation on the basis of total population indicates that any resulting understatement of improvement factors is of the
order of two hundredths of one percent, Table 12, an exhibit prepared by the Statistical Bureau of the Metropolitan Life
Insurance Company, is of interest. It shows several sets of improvement rates and their effects projected to 1985, 1990,
1995 and 2000,

Deriving the Valuation Mortality Table - 1983 Table “2”

To provide 4 safe mortality table for valuation purposes it is necessary to provide a margin over the experience rates, The
purpose of the margin may be defined variously as providing for variations in mortality levels by company, variations
between different types of contracts (e.g., refund vs, nonrefund immediate annuides) and different levels of mortality
because of variations in a company’s mix of business, fluctuations in mortality from year to year, and, to some extent,
a future decrease in mortality of annuitants, although the preferred method would be to recognize this improvement
directly through the use of morrality improvement factors.
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Teble 12

PMORTALITY PROJECTIONS OF THE GENERAL WHITE POPULATION OF THE UHITED STATES

MALES
DUATH RATES_PFR 109,800 Annual Improvement Rates for Period Shown
AGE GROUP 1943 1973 1975 1578 1980# 62-78 68-7) 13-78 11-89 15-8
UNDER 1} 2267.0 1776.5 1594 .4 1359.4 1302.3% 5.05D 0.843 0.8%2 0.035 8027
1 - 4 8.6 19.a 71.3 7.7 3.5 0.01% 1009 0.621 §.032 9.023
5 = 14 5.5 al.9 41.5 39.2 46 .4 b.02) ¢ one 6.0 §.002 ~-08.023
15 - 24 169.0 1786.2 165.9 168.5 185.2 -§.000 -0.008 6,009 -B8.%087 -1.022
25 - 34 174.% 111.6 Ley. i 164.7 176.¢ $.005 0,004 0,013 0,000 <=3.00V
33 = 44 345.8 124.% 295,38 2b64.1 26%.6 t.025 0.013 9.037 .02 [ L3 ]
45 = 5¢ 287 .8 A3e.7 190.2 733.8 743.% 0.02) 4.015 b.027 0.0 h.e1}
55 - 6% 226916 2118.2  19%4.%  1819.2 180}.7 8.022 0,014 8.030 0.023 0.014
65 = 74 5029.7 46%3.9 4355 .8 &135.6  4041.9 0,019 8.015 8.023 0.020 8.015
15 - B4 10004.2 10214.3  9608,1  9420.5 BA03.L 0.a06 -0.004 0.01% 8.021 s.017
85 AHD OVER 21560.6 2043&.1 1825/.9 18t00.3 13074.3 0.012 .012 0.624 0,817 i
PROJECT TH RATES
1935 1990
BASED Oh: BASED DH:
AGE GROUP e8-78  44-73 I3-7R 1)z8e 15-80 £A<78  $A-23  13-28 Z3-m0 15-49
UNDER 1 1075.1 Y0A7.9 1082.5 1164.1 3208.8 832.4 452.5 a15.2 #76.1 j052.§
1 - 4 58.8 0.6 LTIt 53.9 56.6 54.% 57.9 £1.3 45.8 50.4
5 - 14 41,2 «5.0 8.7 44.0 51.19 3.5 43.6 32.3 45,8 55.8
15 - 24 184.9 1931 127.1 191.%  20e.7 184.7  201.3  169.4 194.% 2)0.8
25 - 34 172.7  179.4  185.8  175.9  lA4.4 168.8  183.1  155.6 175.2 l92.¢
3% - 44 237.% 252.9  222.m 238,22 245.0 2090 237.3  1a&.1 207,00 224.0Q
45 - 54 §73.6  892.9  654.% w90.1  70%.8 605.5  &41.0  5M1.0  §35.9 422.7
53 = 44 T614.8 2edd. 6 15%9.1 160B.1 1edh.5 1445.8 1571.1 13M.4 1433.27 1536.1
5 - 14 3666.9 3J41.8 3593.5 3657.8  17164.3 3525.0 3462.2 3191.3 3308.5 3485.%
15 - B4 8542.4 A934.0 21)9.0 7916.1 BES.5 2289.5 %176.7 74A8.0 7LLB.5 7YiA9.8
85 AND OVER 1&5062.3 17133.5 16010.2 16559.5 178494.5 15175.2 16239.9 14180.3 15169.9 17718.5
1wy 2000
BASED ONM: BASED _OR:
AGE GROUP €8-70  6A-?3  23-74  23-3% 25-20 a-28 6p-7%  23-78 73-80 15-80
UHDER ) 655.8 668.1  622.3 B1A.5  814.5 %99.3  523.5  476.3  &8s.) 2988
1 - 4 50.4 5%.2 46 .1 FT ] 4%.9 %6.7 52.7 1.4 31,1 9.9
5 - 14 337 42.2 26.9 45,1 69.9 10.3 46,9 22.% 44.2 12.8
15 - 24 Ja4.4  209.9 162.0  206.)  257.4 134.1 218.8  154.% 2139  287.4
2% - 34 te%.0  3BL.S  14L.0 L1245  z01.2 161.5  189%.9%  1372.1 173.8 2ib.1
15 - &4 186.0 222.6 1%2.2  a8l.&  204.) 12,1  208.8 125.8 158.% 1340
A% = 54 564.4 593.1  499.3  SB&.D  437.5 489.%  S5648.7  436.8 540.0  i04.2
5% - 44 1296¢.4 )406.3 B142.6 32718.2 1n017.4 1158.8 1368.5 951.31 1139.5 }i08.2
85 - 14 3oi5.) 3203.% 2837.7 2992.6 32315.9 2234 0 29640 29217 C2704.% 3404.2
75 - 8% B044.0 9369.5 &£90b.) 6401.2 4270.8 7805.8 9466.2 #3e9.3 5756.2 4203.)3
85 AND OVER 13906.2 15392.9 12559.5 13296.9 17542.2 12239.7 14590.0 11124.8 12730.8 1}342.7

#Provisional ACTUARTAL CORPORATE! SYATISTICAL BUREAU - AUGUST 27, 1981
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Table 12 {continued)
HORTALITY PROJECYLONS OF FHE GEWERAL WHITE FOPULATION OF THE UHITED STATES

449

FEMALES
DEATH _RATES PER 100,000 Annual Improvement Rates for Fericd Shown
AGE GROUP 1962 1973 1975 1974 1980f 63-78 b8-71 73-72 75-80 75-00
URDER 1683.4 1342.8 r2.3 1069.7 10464.9 6. 044 8.044 Q.04% t.033 0.031
1 : 2 £3.7 62.5 57.1 53.2 56.9 0.025 0.019 0.831 g.013 0.081
5 - 14 3¢ 30.2 25.3 25.0 26.0 a.021 ¢.005 8.037 6,021 -0.062
149 = 24 60.4 60.0 s6.0 s8.1 56.9 0.00% 9.003 s.0086 6.808 -5.003
25 - 14 ar.? 79.3 73.3 63,3 b7 .4 0.018 9.008 027 .02 0.014
35 - a4 198.1 1818 164 .4 155.8 148.1 .00 9.017 0.043 b.029 §.021
45 = 54 467.3 £39.% f14.8 393, 9 468 .4 2.017 0.012 0.022 D.01} 0.003
55 - &4 1038.1  1v00.7 9946 14,0 898.9 0.013 0.007 b.old 0.015 o.0l8
65 —~ 7% ih22.8 25%6. 07 2152.8 2063.4 2080.0 9.424 0.02% 0.024 e.00é b.007
75 ~ 84 6887.5 6582, 2 tula.7 $810.2 565%.6 0.017 0.009 0.023 $.024 .4020
85 AND OVER 20012.9 166858 V44%94.1 14079.0 14234.3 8.035 0.03¢ 6.033 s.022 0.004
ROJECIE ALH RATES Ju:
1985 1930
DASED OM: DASED OM:
AGE GROUP 48-78  $4-73 7378 23-s0  25-B0 $8-78  4A-73% 2328 23-8Q 0 25-M0
UNDER 1 B32.9 B33. 4 £32.4 £73.5 8%3.2 663.9 664.7 463.1 730.2 7634
1 - 4% 50010 51.8 98,5 53.2 56.7 fh. 1 42.1 41,4 9.8 56.3
5 - 1% 3.3 25.3 2.5 23.4 26.2 21.0 24.7 17.3 21.0 26.4
15 - 24 55.6 56.2 55,1 54.4 57.8 54 .4 55,4 53.4 52.7 58.7
25 - M 61.9 L4 .8 59.1 60.1 62.3 56,6 62.2 51.6 53.8 51.5
35 - 44 1221 1359 1la.a 127.% 1)3.3 109.¢  I124.7 9%.3  110.5  ]1s.%
45 -~ 54 375.0 384.5 3457 Az} b2, ) 366.2 J6y.9 327.5 167.3 395.%
55 = 64 803.5 a66. 5 #l.9 832.8 a55.4 1%1.4% 435.) T49.9 771.2  Al¢.0
63 -~ 74 1B845.1 )343.86 1846.6 192).L 2009.7 1636,7 1ed4.1 1639.3 1774.4 1%41.2
15 - 84 S010.8 2243.8 4Bly.7 A771.0 4932.1 4602.2 4982, 6 4250.9 4172.3 4655.8
85 AHD OVER 11939,8 118¢7.9 12010.5 12207.0 13979.1 10015.8 9846.9 10134,1 11343.5 L3728.¢
1595 2000
BRASCD NH: BASED OM:
AGE GRouP bA-78  68-7)  13-78  21-B% 15-80 £8-7p  #8-73  2)-718 13-Bo 7581
UNDER 1 529.2  530.1 528,2 410.4 652,48 421.8  422.8  420.8 510} 558.0
1 -8 8.9 42.4 35.3 66,5 56.3 14.2 3.0 30,1 43,8 56.1
5 - 1% | LN} 24.0 i, ? t8.% 26.8 16.9 23.4 12.2 16.9 26.4
15 - 24 53.2 5.2 51.7 50.8 5%.7 52.¢ 3.0 50.8 3.9 6d.¢
25 =~ 34 51.9 V9.6 4.1 W80 53.10 47.5 51,2 3.4 42.8 4.9
35 - 44 93.5 114,56 76.4 $5.% 107.9% 88.2 105.0 6l.3 82.4 7.1
45 - b4 3lé.t 40,7 293.2 348.3 389.8 290.2 n0.7 262.5 138} 3a3.8
55 = &4 762.6  605.7 669 T14.3 7764.4 636.8  778.2  425.6 _ 661.¢ 137.2
Lo - 74 P451.8  144B.3  1455.3 16!8.9 1876.¢ 1287.9 1281.7 1292.0 Ti%13.7  1812.6
15 = &% 4e22.0 4761.8  37u2.3 36nA.T 4030.9 JuBZ.4  4550.7  3312.2 3150.8 34440
83 AND OVER  8399.0 8249.9 5550.8 10126.4 11432.5 TO44 . & 4878.53 7214.9 9039.8 )3240.8
#Provisional ACTUARIAL CORPORATES STATISTICAL BUREAU - AUGUST 27,1981
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In its deliberations on the form and amount of the loading, the committee considered the use of a non-level loading
formula which would vary by age. In particular, the committee considered the use of a loading formula which would
decrease the percentage loading at the ages above, say, age 70. Non-level loading formulas considered were of the form .10
€, /€70 at ages over 70 or a linear function of age providing for a reduction in the loading at the higher ages. It was felt that
the .10 e, /e70 function would provide too rapid a fall off in loading while the linear function would be more gradual.
It was also noted that in the process of applying a flat loading to the experience table and re-graduating, the loading would
diminish toward the very end of the table as a result of the graduation process.

In order to test the adequacy and appropriateness of a flar 10% loading an approximate test was made for the companies
that contributed to the 1971-76 Annuity Mortality Stwudy.

The total non-pension experience for males and females combined produced a mortality ratio of 107% of the 1971 IAM
Table. A 10% safety margin lowers the ratio to 96% of the 1971 1AM Table. Table 13 below shows the morzality ratios
of 10 companies that contributed data to the 1971-76 Annuity Mortality Study. The experience of all but companies C,
E, and ] is covered by the loaded experience and only company C falls very far under the 96% [imit.
Table 13
Test of Adequacy of 10% Margin
Variation In Mortality Level By Company By Amount of Annual Income
(Male and Female, Refund and Non-Refund Combined)
{1971-76 Experience)

Expected Deaths

Company Actual Deaths on 1971 JIAM Table Morrality Ratio
($1,000's) ($1,000's)
A 564 477 118%
B 209 188 111
C 292 407 72
D 1,178 946 125
E 9 319 91
F 377 258 146
G 740 616 120
H 3,152 3,154 100
i 3,946 3,658 108
J 3,116 3,266 95
Total 13,865 13,287 104%

(10 companies)

The committee finally rejected any variation by age, noting that the primary reason for the loading was to cover variations
in mortality between companies, A secondary purpose of the leading is to provide for variations in moruality from year to
year and the committee felt that there was a greater chance of fluctuation at the highest ages where the number of lives
would be fewer and less confidence could be placed in the mortality experience, The committee also felt that weight
should be given to the choice of a 10% level loading in the 1971 JAM. The committee noted that, based on the 1971-76
combined immediate annuity experience, a 10% loading factor would have provided a safe table for most of the companies
conrributing to the 1971-76 Society of Actuaries mortality study. Basing its judgment on the foregoing considerations,
the committee agreed thart a level 10% loading was the preferred approach.
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High Age Mortality

Tabular Mortality Rates at the Very High Ages

tegn

As is customary in ending a valuation mortality table, the 1983 Table mortality rates at ages above $7 were obtained
by fitting a cubic curve from age 97 to age 115 with the value of q, at age 115 taken as 1.000. This method is satisfactory
in that it provides for graded mortality rates at the extreme ages where the precise values have little effect on monetary
values at the important ages under 100,

It is suggested, however, that in the construction of future mortality tables this procedure be replaced by the use of more
accurate experience mortality rates which will likely be available from sources such as Medicare and special follow-up
studies, A private communication received by the chairman shows that mortality apparendy does not continue to increase
at ages over 100, but rather tends to level off at about 30 percent. Unformunately, these data are not yet sufficiently sub-
stantiated that the committee could make use of the rates developed. Otherwise the 1983 Table “a’’ could have been ter-
minated by using 300 deaths per thousand for males at ages 102 and higher and at ages 104 and higher for females, in each
case terminating at 115 with q, being set at 1.000. The table below shows the effect on values of a, at ages 65, 75, 85
and 95.

Values of ay at 7%

1983 Table “a” 1983 Table “a”

Unadjusted Using .300 as upper limit on g,

Age Value of a Value of a, Ratio to Unadjusted
(1) (2) (2)/(1)

M F M F M F
65 9.265 10.246 9.266 10.247 1.0001 1.0001
75 6.867 7.868 6.869 7.869 1.0003 1.0001
85 4.450 5.041 4.454 5.045 1.0009 1.0008
95 2.598 2.845 2632 2.867 1.0131 1.0077

Final Graduation of the 1983 Tabie “a”

The 10% loading was subtracted from the 1983 Basic Table at pivoral ages. The resulting rates were then graduated by the
Jenkins modified osculatory fifth difference interpolation formula. The calculation of mortality rates at ages 5 and 6 is
shown in Table 14 below, The table was closed off at the high ages by means of a cubic curve with 115=1.000. The 1983
Table “a” mortality rates appear in Table 16; a comparison with other annuity mortality rates appears in Table 15. Graphs
comparing the 1983 Table “a” with the 1271 IAM Table and the 1980 CS0 Basic Table appear following Table 16.
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Extension of 1973 Experience Table, 1983 Basic Table
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‘Table 14

1983 Table “a” to Age 5

T

1971 1AM 1973 Exper. Ratio 1983 Basic Ratio 1983 Ratio
Table Table At Age7 Table At Age 7 Table *a" At Age 7

Age 1000 gx 1000 gx (3)= 1000 gx (5)5= 1000 gx (7=

x (2} 3(1)y (2)7 (1), )75 (15

1) 2) (3) (4) (5 {6) (7}
Ages 5, 6: (2)= Ages 5,6: (4)= Ages 5, 6: (6) =
(1)x (3)4 (1)x (3 x (7)4

MALES
7 403 .448 1.11166 370 91811 333 82630
6 424 471 .389 .350
5 456 .507 419 377
FEMALES
7 0.162 .180 1.11111 149 91975 134 .82716
6 193 .214 178 .160
5 .234 .260 .215 .194

At its June 1981 meeting, the NAIC (C4) Life, Accident and Health Insurance Technical Subcommittee expressed a desire
that the 1983 Table “a” be expressible by a mathematical formula, noting that the 1980 CS0 tables had been expresed
as a 20-term formula, If a formula had to be found for the 1983 Table “*a,” the best time to do so would be before its final
adoption, when miner variations would be acceptable in view of the ability to use a fairly simple formula.

Table 15

Comparison of Values of 1000 gx on Various Annuity Mortality Tables

1973 Anmuity Table
Experience Table 1983 Basic Table 1983 Table “‘a” for 1979"
1971 1AM Ratio ta Ratio to Ratio to Ratio to
AE 1000 Oy 1000 9 1971 1AM 1000 qx 1971 1AM 1000 x 1971 IAM 1000 Ay 1971 1AM
MALES
42 2.000 2.261 113% 1.842 92% 1.673 84% 1,701 85%
47 3.754 4,155 111 3.343 89 3,009 80 3.193 85
52 6.461 6.684 103 5.370 83 4.812 74 5.511 85
57 9.850 9.601 97 7.658 78 6.839 69 8.543 87
62 14.073 13.328 95 10.787 77 9.740 69 12,678 o0
67 20,290 21.682 107 17.467 86 15.717 77 19.880 298
72 30.933 36.263 117 29,120 94 26.131 84 32,413 105
77 4B.715 57.261 118 47.272 97 42,587 87 54.058 111
82 77.668 20,157 116 76.547 99 69.081 B9 90,941 117
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1973
Experience Table 1983 Basic Table 1983 Table “a”

1971 IAM Ratio to Ratio to Ratio to
Age 1000 g, 1000 g, 1971 IAM 1000 q 1971 1AM 1000 q, 1971 1AM

MALES
87 123.048 138.957 113 119.894 97 107.577 87
92 208.457 199.363 96 172.699 83 155.429 75
97 340.214 281.058 83 243.467 72 219.120 64
FEMALES
42 1.094 1.208 110 967 88 867 79
47 1.654 1.850 112 1.500 7 1.356 82
52 2.641 3.083 117 2.474 o4 2.215 84
57 4.826 4,801 29 3.832 79 3.432 71
62 7.773 7.340 94 5.983 77 5.413 70
67 10.622 12.664 119 10.012 94 8.888 84
72 17.548 19.596 112 i15.872 20 14.319 82
77 32.050 34.574 108 28.433 89 25,509 80
82  59.409 60.554 102 51.194 86 46.121 78
87 109.338 104,173 95 90.907 83 82.318 75
92 181.776 176.010 27 152.469 84 137.222 75
97 242.211 254,797 105 220.718 91 198.646 82

* New Mortality Basis for Annuities, W.A. Jenkins and E.A. Lew, TSA I, pp 446, 447,

453

Annuity Table
for 1979*

1000 g,

152.327
246.328

370.973

1.085
1.639
2,497
3.867
6.394
11.1%0
20,160
36.836
67.481
122,582

214,397

346.674

Ratio to
1971 [AM

124

118

109

99

95
80

82

105

115

115

114

112

118

143
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The committee attempted to use a formula of the kind described by L. Heligman and J. H. Pollard in “The Age Pattern of
Mortality,” Journal of the Institute of Actuaries, 107, Part [, 49, The authors were able to fit the formula

2
/Py AK+BIe, pE(lnx-10F)" apx

rather closely to Australian population mortality rates, The three parts of the Heligman-Pollard formula consist of (i) a
Gompertz functon for the high ages, (i) a log-normal functon te cover the accident hazard at the yound adult ages, and
(iii) a sharply reducing exponential functicon for the chiidhood ages.

‘The form of the equation is unchanged whether the function graduated is q, /p,, or calog p,. The committee attempted to
fit a comparabie formula to the 1983 Table “a” values, first to values of g,/P, and then to colog p,,.

At the higher ages, the Heligman-Pollard formula rates are provided mainly by the Gompertz function, GH*, to represent
colog p,. A least squares method was used first to derive the values of GH*. When these had been obtained, the log normal
segmeni was then estimated and finally the first term of the formula (omitting the B term) was fitted to the values for ages
five and six.

While it was possible to achicve a close fic at the younger ages, especially on a relative basis ( A/ q,), it was not possible to
obrain a satisfactory fit (£ 2.5%) for the Gompertz function at the important ages of 60 to 92. This may be attributed in
part to the use of the discentinuously varying “improvement factors” (described above) to reflect improvements in
mortality over the period 1973 10 1983, The original raw data followed an exponential more closely.

When graphed on semilog paper, the 1983 Table “a” mortality rates fell below a least squares srral he line at the lower and
upper ranges of 60 through the 90°s, In an attempt to cormrect for this, a function of the form g s applied to GHX
where n was arbitrary and K was chosen so that ”“IK was equal to unity at some pivotal agc where no correction was
desired, Values for n of 2, 4, 6 and 8 were tried, and different pivotal ages were used, but it appeared that no such simple
expedient could improve one segment of the Gompertz function without worsening another. The attempt to define the
new mortality table in terms of a reasonable mathematical formula was reluctandy abandoned.

Life Table values and commutation columns at 5%, 7% and 9% appear in the appendix.

Comparison of Annuity Values
1983 Table *‘a” vs. 1971 [AM Table

Values of (i} life annuities, (i} annuities for 10 years certzin and life and (iii} 20 years certain and life at 5%, 7% and 9%
on the 1983 Table “a” and the 1971 1AM Table are shown in Table 17. Ratios of 1983 Table *“a* values to 1971 1AM
Table values are shown to indicate how much reserves will increase under the new table. (A model office comparison is
described in the following section,) Values are shown for every fifth zge from 60 to 95,
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As might be expected, the percentage increases are greater when interest is at 5% than at 7% and 9%. The percentage dif-
ferences also increase with age for life annuities, a result of the improvement factors at the older ages. For annuities with
10 years cerrain the percentage differences decrease with age as the effect of the certain annuicy outweighs the contribu-
tion of the deferred annuity. This effect is more pronounced for annuities with 20 years certain and at the higher interest
rates,

At 5% interest, 1983 Table **a” life annuity values are about 5% to 7% higher than those on the 1971 1AM Table for males
at ages 60 through 75 and 5 to 10% higher for females at ages 60 through 75. The percentage increases are greatest at the
very high ages where they exceed 20%. At male age 95, there is a 50% increase in the life annuity value at all three interest
rates. The reserve, however, incregses only from about 1 2/3 times the annual payment to about 2 1/2 times the annual
payment.

To test the effect of carrying reserves at a lower interest rate on the 1971 1AM Table rather than on the 1983 Table ‘“a”
at an interest rate closer to the earned rate, ratios of 7% IAM Table annuity values to 9% 1983 Table “a’' values were
calculated. These ratios have been interpreted in Table 17a to show as a percentage of the 9% 1983 Table *“a” values how
much the 7% 1971 IAM Table values fall short of {-) or exceed (+) the 1983 Table *‘a’ values. Table 17a sufficient for life
annuities, For annuities with 10 years certain and 20 years certain, it is evident that the n year certain annuity portion out-

weighs the deferred life annuiry portion.
Table 17a

Percentage Deficiency (-} or Excess (+) of 1971 IAM Annuity Values at 7%
Compared with 1983 Table a Annuity Values at 9%

Life Annuity 10 Years Certain and Life 20 Years Certain and Life

Age Males Females Males Females Males Females
60 +12% +15% +14% + 16% +17% + 17%
65 +10 +12 +12 +13 + 16 + 16
70 + 8B + 9 +11 +10 +16 +16
75 + 5 + 4 + 9 + B +16 + 16

80 + 2 -1 + 8 + 7 + 16 +16

85 - 4 - 7 + 7 + 7 +16 + 16

90 -16 -11 + 8 + 9 - -

95 -3 -11 + 9 + 9 - -

Model Office Reserve Test

In order to show the aggregate effect on reserves of valuing on the 1983 Table ““a” rather then on the 1971 1AM Table,
a model office was constructed and reserves on both tables were calculated at 5%, 7% and 9%. The results of the model
office appear in Table 18.
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As a basis for the model office, the exposures from the 1971-76 Study {contract years 1-5) were used as the first year
inforce of a typical company. Values of P, at the central age of each five-year age group from the 1983 Basic Table were
used to age the inforce over a period of twenty years, A computer program was written to apply reserve values to the
inforces at each five year interval, Annuity values for ten years certain and life thereafter were used for all refund annuities.
Simpson’s rule was used to obtain a sum over the entire period. The results, as percentages of 1983 Table "a’ reserves
over 1971 IAM Table reserves, are shown for each kind of annuity business and for all combined. Admittedly certain
liberties were taken with the calculation of the aggregate reserves, e.g., the use of an eleven-year period and a twenty-one

year period, to simplify the calculations. The results should, of course, be regarded as iflustrative only.

At 5% interest, the 1983 Table “a’’ aggregate reserves were about eight percentage points higher than those on the 1971
1AM Table gver 11 years and 10 percentage points higher over 21 years. The 1983 Table ‘‘a” female reserves as compared
with 1971 1AM Table female reserves were about two percentage points higher than for male reserves.

At 7% interest, the 1983 Table “A™ reserves as compared with the 1971 IAM Table reserves were about seven percentage
points higher over 11 years and 9-10 percentage points higher over 21 years. The ratios were generally about one percent-
age point lower than those for 5%. Similarly, the ratios for 9% reserves were about one percentage point lower than those
for 7% rescrves and about two percentage points below those for 3% reserves,

Future Mortality Improvement - Some General Considerations

Pr. James M. Fries, in his article, Aging, Natural Death and the Compression of Morbidiry, 3 comments on the interaction
between two sets of observations - first, that the length of life is fixed (or may increase at the rate of one month per
century} and second, thar chronic disease may be postponed, thus decreasing the period by which one falls short of the
expected length of life which he estimates around 85. He points out that if one assumes a normal distribution of deaths
around such an age, there wouid be some survivals beyond age 100 but not many would exceed that age. Most of the
improvement in survival, Fries points out, has been at the neonatal and younger ages, with relatively little improvement at
the older ages where the chronic diseases are important.

Fries justifies his view of a limit on the length of life mainly on the grounds of loss of organ reserve with increasing age and
the consequent inability of the body to restore itself after some threat to its continued health, However, he states that the
chronic diseases can be postponed so that not only premature death (i.e. prior to rthe expected age) will be prevented or
postponed, but also chronic morbidity will also be postponed and its duration until death shortened. The reasons, he
asserts, lie in effective treatment of hypertension, exercise as an answer to arthrids and heart discase, a decrease in smoking
causing a postponement in chronic obstructive pulmonary disorders and a changing way of life stressing personai choice, all
helping to postpone the onset of disabling discase.

According to the Fries viewpoint, we may iook to decreases in mortality which will continue but lessen with increase in
age. This concept would favor a set of projection factors much like Projection B. However, this conclusion must be
contrasted with the recent decreases in mortality in the United States white population and in the Medicare experience.

Further refutadon of the idea of little improvement in mortality of the extreme aged appears in Rosenwaike, Yaffe and
Sagi, The Recent Decline in Mortality of the Extreme Aged: An Analysis of Statistical Data. 4 (Since this article relies on
intercensal estimates of the United States population during the 1970%, it should be kept in mind that the populations
were understated as noted earlier in this report and consequently the improvement rates during the 1970's may be slighdy
understated, although probably by a negligible amount at these very high ages.) The authors also make use of Medicare
data to develop their analyses. According to their analysis of the Medicare vs, Census Bureau estimates of population,
some, but certainly not the greater part of the substantial drop from 1966 to 1977 among those 85 and over is probably
due to age misstatements and other errors. This is illustrated in Table 19 which compres (i) mortality rates and (ii) percent-
age changes in mortality rates, by cause of death, for the United States white population using Census Bureau and Medicare
data in the denominators of the mortality rates.

3 New England Journal of Medicine, July 17, 1980, Vol. 303, No. 3, p. 130.

4. American Journal of Public Health, October 1980, Vol. 70, No. 10, p. 1074.
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Table 19

1977 Death Rates Per 1,000 Population
and Annual Percentage Change
in Death Rate from 1968 to 1977,
By Major Cause of Dearh,
Among Persons Aged 85 and Over

Cause of i
Death Based on Census Bureau Estimates __Based on Medicare Data
White Male White Female White Male White Female

Percent Percent Percent Percent

Rate Change Rate Change Rate Change Rate Change

All Causes 180.4 -2.0% 1404 -2.8% 183.9 -1.7% 1398 -2.5
Diseases of Heart 84.7 -2.0 69.2 -2.6 86.4 -1, 7% 68.9 -2.2
Cerebrovascular Disease 25.1 -3.6 25.3 -3.7 25.6 -3.3 25.2 -3.3
Cancer {all} 21.8 +1.0 11.8 -0.8 22.0 +1.3 11.8 -0.4

Over the period 1968-1977, the same cause of death coding instructions were in effect, so coding of cause of death would
have had no material effect on the decreases noted above, Because diseases of the heart and cerebrovascular disease are
together such an important part of the total death rate at these advanced ages, any appteciable improvement in the death
rate from these causes would have considerable impact. Rosenwaike er al attribute to Stamler and others the opinion that
the shatp downturn in cardiovascular disease mortality is due to “'progress in controlling such risk factors as high saturated
far and cholesterol diets, cigarette smoking and hypertension” which prevent or postpone cardiovascular disease, pius, on
the other hand, more effective “emergency, acute and long term care for patients with coronary heart disease and stroke.”

Anather writer, however, concludes that there is no single cause or combination of causes which account for the recent
decline in ischemic heart disease. Analyzing the rise in the death rate from 1920 to the 1250’ and the sharp decline in the
1970’s, Reuel A. Stallones > can find nothing which can account for the rise and fall, with the possible exception of
cigarette smoking which increased and decreased over the same period. He does not believe that increased exercise, diet
control, treatment of hypertension or better emergency care could have had the widespread effects needed to explain the
decline, Even though Stallones cannot cite a logical cause for the decline, he nevertheless believes that the decline is real
and not an artifact.

Stallones does, however, note that “the decrease in the risk of death from acute myocardial infarction for women is
sharply at odds with the popular suppositon that the redefinition of women's roles in American society (in particular their
appearance in large numbers in executive offices around the country} will result in redistribution in their pattern of illness.
Increases in peptic uleer and in myocardial infarcdon are projected and sometimes cired, Since the mortality from peptic
ulcer js decreasing as steeply as the mortality from myocardial infarcdon,the thesis appears to be contradicted by the
observations.”

In October 1278, a Conference on the Decline in Corenary Heart Disease Mortality 6 was held to analyze the drop in mor-
tality from various heart related causes. Some of this analysis is particularly pertinent to the projection of mortality
improvement rates after 1983 and will be summarized below.

Harry M. Rosenberg and A. Joan Klebba (Trends in Cardiovascular Mortality With a Focus on Ischemic Heart Disease:
United States, 1950-76) 7 comment that for the total U.S. population over the period 1968-1976 almost every cause of
death in the category “major cardiovascular diseases™ showed substantial reductions in mortality” on an age adjusted basis.
The percentage reductions ranged from 21% for ischemic heart disease to 50% for hypertensive heart disease and almost as
much for hypertension, Only the residual group showed an increase. The table below illustrares recent annual changes in
mortality for two important categories of heart disease.

5. The Rise and Fall of Ischemic Heart Disease, Scientific American, November 1980, Vol. 24, No. 3, p. 53

6. Proceedings of the Conference on the Decline in Coronary Heart Disease Mortality, USDHEW, NIH Publication
No. 79-1610, May 1979.

7 Ibid.
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Table 20

Annual Change-United States White Population - 1968 to 1976

_Acute Myocardial Infarction Chronic Ischemic Heart Disease
Age Group Male Female Male Female
25-34 -5.0% <7.7% +2.2% +2.8%
35-44 -5.0 -5.6 +0.4 -0.3
45-54 -4.3 -3.8 +1.0 -0.4
55-64 -3.8 -3.5 -0.5 -1.4
635-74 -3.5 -4.2 -1.5 -3.3
75-84 -2.5 -3.0 -0.8 -1.9
85 & over -3.9 -4,2 -1.4 -2.2

The importantce of the abave table in future projections of mortality lies in the fact that the abave two causes account
for two thirds of the total cardiovascular deaths and one third of the deaths from all causes. it should also be noted that
while the female improvement rates are somewhat greater than male at the older ages for acute myocardial infarction, they
are about double for chronic ischemic heart disease, which is the more important of the two at these older ages. At ages
under 75, moriality from acute myocardial infarction is much the more important of the two,

Finally, Dr. Nemat O. Borhani, in his discussion, Mortality Trend in Hypertension, United States, 1950-1976, 8 as another
part of the Conference on the Decline in Coronary Heart Disease Mortality, comments that “mortality from hypertension
and hypertensive heart disease has declined sreadily and dramatically since 1950” and that mortality from the latter cause
has dropped during this period by 81%, with the largest percentage decline being observed ameng white females which he

claims may be due to higher percentage changes in awareness and control of hypertension among women.

In any case, Dy. Borhani attributes the reduction in mortality not to a decrease in prevalence rates but rather to a much
increased public awareness of hypertension and an increase in the percentage of persons with hypertension who were being
adequarely treated. While the awareness and treatment percentage increase was greatest among white women, there were
increases also among the other racefsex groups. Dr. Borhani attributes about 40% to 48% of the decline in mortality to
these changes in public awareness, changes in physicians’ attitudes and efficacy of treatment.

I, in fact, the reduction in cardiovascular mortality does reflect improved awareness of and effective treatment for hyper-
tension, then there is a good possibility for further reduction in the death rare, with perhaps, however, a greater effect
among race/sex groups other than white females where the percentages of awareness and treatment are already quite high.

Cancer, in all its forms, presents a less hopeful picture for considerable future improvement, but at the more advanced ages
it is not nearly as important as the cardiovascular group of causes of death, In the absence of a breakthrough of some kind,
it appears unlikely that there will be any sharp downward shift in mortality from cancer. If smoking declines in the future
or if the use and/or effectiveness of low tar/low nicotine cigarettes increases proportionately among those who continue to
smoke, there may be future declines in lung cancer which, when combined with the decline in other cancer mortality, will
lead to lower cancer mortality overall, Certainly at the older ages, no significant contribution to any overall reduction in
mortality can be expected from the causes grouped under cancer (all forms),

The close relationship between the annual improvement rates from the ‘‘1963" annuity experience to the 1971-76 annuity
experience and that of the corresponding United States white population was noted in the discussion leading to the
decision to base the 1973 to 1983 improvement factors mainly on the population experience. In going beyond 1983,
recent papulation experience will be largely relied upon, although other sources will also be referred to in selecting likely
improvement rares, e.g. recent ordinary insurance experience and the 1980 Social Security Administration projections.

8 Ibid.
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The preceding section discussed at length recent expert opinion on trends in mortality from cardiovascular disease and also
included 2 few comments on changes in cancer death rates, notably on the decrease in mortality from cancer excluding
lung cancer. The Sratistical Bureau of the Metropolitan Life Insurance Company prepared an analysis of the changes in
mortality rates among the United States white population during the ten year period 1968-1978 for major causes of death.
These analyses corroborated the opinions on heart and circulatory deaths and on cancer deaths. The analyses show substan-
tial decreases with respect to several other important cause of death groups.

According to the Statistical Bureau analyses, there were decreases of generally 25 to 35% and more in the death rate from
diabetes with higher decreases in the influenza and pneumonia death rates and deaths from bronchitis, emphysema and
asthma. Deaths from accidents decreased aboutr 20 to 35% at ages over 39 and at the childhood ages. The mortality of
young adults either worsened or did not show appreciable change during the period. The suicide death rate increased con-
siderably at the young adult and teen years, Homicides were up substantially over a wide range of ages.

It would appear likely that the distribution by cause of death for annuitants would be quite different from that of the
United States population. Just the difference in average socio-economic level between the two groups could have an effect.
Unfortunately, no cause of death analysis is available for annuitants and consequently any projection for the future will
have to be on the basis of a judicious weighing of the relation of change in mortality by cause to total change in the
mortality of annuitants. In any case the reasonableness of the set of future mortality improvement factors must rest on
their relationship to changes by cause of death. A projecton of future United States mortality using cause of death
analyses was used in the 1980 projection of United States Social Security populations. ? The result of using this method
was computed by the committee and appears in Table 21.

Admittedly, a change in the average socio-economic status of annuitants could have a significant effect on the furure
moreality experienced under annuities as could a lessening of self-selection in the purchase of an annuity or in the decision
to take the velue of a marured deferred annuity or settlement option in the form of a refund or nonrefund annuity, While
it is not possible to estimate changes of this type, it seems reasonable 1o assume that under the newly adopted tax laws in
the United States there may well be additional incentives for the use of annuities as retirement savings vehicles, Certainly
there would appear to be no reason to assume increasing annuizant selection in putchasing annuities, Accordingly, the
prime forces affecting annuitant mortality would seem to be those influences which affect the mortality of the population
35 a whole,

Proposed Mottality Improvement Factors for the Period Beyond 1983

From the foregoing discussions, it is reasonable to state that, for the foreseeable future, mortality at most ages will
continue to improve. While nothing in the way of a “breakthrough” in the treatment of cancer or heart and circulatory
diseases is indicated or assumed, continuation of and improvement in current detection and treatment methods will almast
certainly result in continued decreases in death rates from these diseases, although probably not at the levels of the 1970s,
There are indications of continued progress in prevention and treatment of other diseases also.

Mortality in the teen years and in the twendies largely reflects life-style and there is nothing to indicate any great change
from current levels. At the childhood ages, some future improvement should be expected, but probably not at a rate as
high as in the 1970s.

9. United States Population Projections For OASDI Cost Estimates, 1980, Actuzrial Study No, 82, USDH & HS, June
1980, SSA Pub. No, 11-11529
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Table 21

Projected United States Population Mortality Rates
Derived From
Improvement Factors by Cause
Used in SSA Actuarial Study No. 82 Projections (Alternative I}

1977 Mortality Rate/100,000 Implied Annual
Mortality Rate/100,000 Projected 10 Years Improvement Rate

Age Male Female Male Female Male Female
0 1659.0 1303.5 1299.2 1013.4 2.42% 2.49%
1-4 76.5 60.8 62.3 47.9 2.03 2.36
59 40.6 27.1 33.1 21.1 2.02 2,47
16-14 44 4 25.5 371 19.8 1.78 2.50
15-19 145.7 56.4 128.7 47.0 1.23 1.81
20-24 201.9 65.3 179.7 53.7 1.16 1.94
25-29 193.9 71.4 167.9 55.5 1.43 2.49
30-34 193.2 90.0 160.0 67.9 1.87 2.78
35-39 259.5 134.8 205.7 100.4 2.30 2.90
40-44 393.3 220.6 304.1 167.8 2.54 2.70
45-49 625.8 345.8 484.5 274.8 2.53 2.27
50-54 998.7 528.7 787.5 433.2 2.35 1.97
55-59 1524.3 785.1 1230.3 661.3 212 1.70
60-64 2431.1 1216.5 2018.1 1033.1 1.84 1.62
65-69 3473.5 1691.2 29682 1433.3 1.56 1.64
70-74 5319.9 2766.7 4681.3 2313.3 1.27 1.77
75-79 8153.1 4739.7 7356.5 3899.5 1.02 1.93
80-84 11363.7 7393.6 10456.6 59722 0.83 2.11

As the United States population mortality experience of 1980 (see Table 12) indicates, there will also be periods of some-
what increased mortality, especially in years of influenza epidemics. There are indications that mortality in 1981 may also
be somewhat elevated. Any set of futute improvement rates must take into consideration that there will be periods of
retrogression and no improvement in addition to periods of greater than average improvement.

The discussion relative to Table 4 indicated a trend not only to increased immediate annuity inforces but also a trend
toward a greater proportion of refund annuides. The latter rend and the recent United States tax legislation portend the
prabability of less selfselection by annuitants (but see Appendix 5). If this continues, it could act to reduce the rate of
improvement in overall annuirant martality. The set of improvement factors identified as Projection Scale G in Table 22
is intended to reflect probable average improvement rates through the next decade or 5o, Table 22 also shows some other
improvement rates for comparison purposes.

The Projection Scale G factors are generaily somewhat lower than those used to obtain the 1983 Table from the 1973
Experience Table, exceptr that some smail improvement is anticipated in the teens and young adult years. Improvement
rates for males are somewhat lower than those for females. (The projection factors used to obtain the 1983 Basic Table
were the same for males and females. As noted earlier in this report this was because the ¢ ommittee, in reviewing a set of
improvement rates which were different for males and females, felt that the differences were not significant considering
the nature of the underlying data and were not sufficient to justify separare improvement rates over a relatively short
period.}

The Projection Scale G improvement rates continue into the 90s of age at rates of 1,25 percent for females and 1.00
percent for males, increase slightly down to the 40s where rthe rates are 2,25 percent and 2,00 percent for females and
males respectively and then decrease rapdily to very low rates in the teen years for males. The rates have been set at a level
which should keep the 1983 Table“a!’ reasonably up to date during the remainder of the century but not cause it to
become unduly conservative.
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Table 22

Comparison of Annual Mortality Improvement Rates

Derived Factors U.S. White Population
Factors Used from SS5A 1973-1980
to Derive Actuarial Study No. 82 (MLI Co. Projection G
Age 1983 Table a (Alternative 1) Statistical Bureau) (1983-2000)
Males

7 2.00% 2.02% 0.2% 1.50
12 0 1.78 0.25
17 [4) 1.23 -0.7 0.20
22 0 1.16 0.10
27 4] 1.43 0.1 0.10
32 1.00 1.87 0.75
37 2.25 2.30 26 2.00
42 2.25 2.54 2.00
47 2,25 2.53 1.6 1.75
32 2.25 2.35 1.75
57 2.25 2,12 2.3 1.50
62 2.25 1.84 1.50
67 2.25 1.56 2.0 1.50
72 2.25 1.27 1.25
77 2.00 1.02 2.1 1.25
82 1.75 0.83 1.25
87 1.50 1.25
92 1.50 1.00
97 1.50 1.00

Females

7 2.00% 2.4% 2.1% 1.50
12 0 2.50 1.00
17 0 1.81 0.8 0.50
22 0 1.94 0.50
27 Q 2.49 2.3 0.75
32 1.00 2.78 1.25
37 2.25 2.90 2.25
42 2.25 2.70 2.9 2.25
47 2.25 2.27 2.00
52 2.25 1.97 1.1 2.00
57 2.25 1.70 1.75
62 2.25 1.62 1.5 1.75
67 2.25 1.64 1.75
72 2.25 1.77 1.6 1.75
77 2.00 1.93 1.50
82 1.75 211 2.6 1.50
87 1.50 1.50
92 1.50 1.25

97 1.50 1.25
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APFENDIX TABLE 1

1983 Table (1
ELEMENTARY VALUES

MATE LIVES

Age Age

x | 1x dx x 1x dx

5. ...10C00.C000 3.7700 61....| 8938.62898 80.29%7
5....] 8996.2300 3.43987 62.... 885B8:3341 86.2802
T....] 9992.7313 3.3278 62.... B772.0539 93.2469
8....| 9989.4037 3.5163 64.... 8678.8070 101.2296
9,....| 9985.34874 3.6748 65.... 8577.5774 110.2204
10....] 9982.2126 3.2132 65....] 8467.3470 120.2279
11....] 99738.39%4 3.9315 67.... 8347.1191 131.1917
12....] 9974.4679 4.03%7 68.... 8215.9274 143.0722
13....] 9970.4282 4.14377 69.... 8072.8552 155.7738
t4....| 9966.2905 4.2357 70....] 7917.0314 169. 1959
15....] 9962.0548 4.323% 71.... 7747.8855 183.2142
16....1 9987.7213 4.4411 72.... 7564_6713 197.6724
17....| 9953.2802 4 .5585 73.... 7356.9989 212.4274
18....} 9948, 7215 4.6958 74....| 7154.5715 227.4724
19....| 9944 .0258 4.8527 75.... 6927.0991 242.7671
20....| 9939.1731 5.0193 76.... 6684.3320 258.2224
21....| 9234 .1538 5.2154 17.... 6426.109% 273.6687
22....} 9928.9384 5.4212 78....] 6152.4409 288.8633
23....| 9923.5172 5. 6564 79....| 5863.5776 303.4695
24. . 3917,8604 5.9110 80.... 5560.1081 317.0707
25....l 9911.9438 6.1652 84.... 5243.0374 329.2156
26.... 9905.7846 &6.4388 82.... 4913.8218 339.4517
27....| 9299.3458 6.7019 83....] 4574.3701 347.2313
28....| 9892.6439 6.9644 84.... 4227._1388 351.8248
29....] 9885.6795 7.2264 85,....] 3875.3140 352.6032
30.. aB7g2.4531 7.4977 86.. 3522.7108 349.1781
at....] 9370.9554 7.7536 87....] 3173.8327 341,399
32....| 9862.196a 8.0286 8e....| 2832.1338 229.4225%
33....] 935%.1682 8.3079 89.,..| 2502.7111 313.8250
34....| 9845.8603 8.6258 80....] 2188.8861 295.2523
3%5....| 9838.2345% 9.0217 g1....] 1393.6338 274,3364
36....] 9829.2128 9,5147 92....] t619.2974 251.6858
37....| 9819.6981 10.1339 23.,..| 1367.6118 227.8838
38....] 98G39.5642 10.9279 g94,...| 1139.72782 203.48386
39....| 9798.6363 11.9151 95, 936.24420 $79.02300
40....| 9786.7212 13.1240 96 . 757.22120 155.01908
41....]9773.5972 14 5822 97.... 602.20212 131t.95453
A2....19759.0150 16.3268 gg. .. 470.24759 110.38357
43.,,..l 2742 6882 18.3747 99... 359.86402 90.64579
44, ...198724.3135 20.7031 100. . 269.21823 72.93283
45.,..]{9702.6104 23.2790 101....] 196.28540 57.33712
46.,,.| 9680.3314 26.0691 102....] 138.94828 43.88248
47....]9654.2623 29.0497 103.... 95 . 064800 32.548C01
AR, .. .| 9629.2126 3217714 104 K 62.516799 23.161626
49, .../ 9593,025% 35.4367 105 . 39.255173 15,909258
%0.,. a9%R87 5968 38.77152 106 23.345915 10.7125361
54..../9518.8236 421779 107. ... 13.020554 §.294214
52....| 9476.6457 45 .8016 108., .. 6.7253400 3.5581599
=3....l9431. 0441 49.0226 109.... 3.1681801 1,8354883
S4....19382.0215 52,4549 110..., 1.3326918 0.B460114
5%5....] 9329.5666 55.3214 111, .., 0.48668040 0.3385B550
56....| 9273.6452 59.4348 112, ., 0. 14809490 0.11289910
57....]19214.2104 €3.0160 113...,. .03%195800 .029330464
s8.,.. 3151, 1924 66,7122 143, ., . . 0058052336 . 005307047
59....}2084.4822 70.69%4 115, . .. .000499289 .0004980289
€0....|9013.7868 75.1570
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APPENDIX TABLE 1 CON'T.
1983 Table QO

ELEMENTARY VALUES
FEMALE LIVES

Age Tx dx Age T1x dx

x b4

5. .. .|10000. 0000 1.9400 61.... 9458, 3686 46.4217
6....| 9998.0600 1.5997 62...0 9411, 928869 50.9469
7....J 9996.4603 1.3395 63... 9361.0000 56.0724
8....| 999%5.1208 1.3392 64._ ...  9304.9276 61.7196
g9....| 9993.7815 1.3592 65.... 9243.2080 67.8082
10.... 9992.4223 1.4089 E6....4 9175.3998 74.2290
t1,...] 9991.0134 1.4687 67...J 9101, 708 80.8912
12....] 9989 5447 1.5484 68...4 9020.2796 B7.7763
t3....| 9987.9963 1.6480 69.... B9232.5033 95. 1580
t4.... 9986.3483 1.7476 J0....] B83IT.3453 103.3704
15....] 5984, 6007 1.8771¢ 71....] B733.9749 112.7149
16....! 9982.7236 2.0065 72....| BE21.2630 123.4479
17....] 9980.7171 2.1359 73....| 8487, 8151 135.7951
18....] 2978.5812 2.28514 T4....] 8362.0200 149.7554
19....] 9976.2961 2.4342 75....| B212.2646 165.2882
20....] 9873.8619 2.5932 76....] B046.9764 182.2962
2%....] 9971.2687 2.7521 77....| 7864.6802 200.6201
22.... 9968.5166 2.9208 78.... 7664.0801 220.0848B
23....] 9965.5958 3.0992 79....] 7443.9713 240.6487
24, ... 9962.4986% 3.2876 80....}] 7203.3226 262. 1649
25....] 2959.2089 3.4758 Bt....d 6941.1577 284 .4139
26....; 9955.73N 3.6637 82....] 6656.7438 307.0157
27....} 9952.0694 3.8515 B3....| 6349, 7281 329.48140
28....] 9948.2179 4.02%0 84._...| 6020.2471 351.1971
29....| 9944, 1889 4.2064 85....] 5669.0500 371.4248
30....| 9939.9825 4.3835 B6.... 5297.6252 389.3384
31....| 9935,.5990 4.5704 B7....| 4908 _2368 404 .0404
32....] 9931.0286 4.7570 88....| 4504, 2464 414.4672
33....| 9926.27186 4.,9532 ga....| 4089.7792 419. 1656
94....{9921.3184 5. 1630 90....] 3670.6136 417.0001
35....1 9916, 1494 5.4043 a1,...| 3253.613% 407.4403
36....]9910.7451 5.6888 ° 92....  2B46.1732 390.%576
37....] 9905.0563 6.0124 93....] 2455.61%6 367.02142
38....]9899.0439 6.2948 94....] 208R.5944 338.00%6
39....19892.6491 6.B358 85....] 1750.588R 305.0016
40....|9885.8123 7.3353 96....| 1445.5872 269.6%526
41....]19879.4780 7.9127 97....] 1175.9346 233.5947
42....]19870.5653 8.5578 ... 942.33990 198.92984
43....|9862.0075 9.2900 -1- N 743.41006 166.85457
44....|9852.717% 10.1088 100... §76.55539 137.92070
45....| 9842 8088 11.0434 104... 439 .63469 112.26986
46....,9831.5652 12_1027 102... 325.36483 89.81593
47....]9819_ 48625 13,3152 103. .. 236.54890 70.37330
A8, .. .| 9806.14732 14,6994 104. .. 166. 17560 53, 73953
49....19791. 4479 16.2244 105... 112. 43607 39.73648
§0....}9775.2235 17.8887 106. .. 72.699590 28.215511
£1....{9757.3348 49,5708 107. .. 44, 484079 19.040209
£2....]9737.6640 21.5689 108... 2%.443870 12.0%2558
53....19716.0951 23.5712 109 .. 13.291312 7.03925%50
54..../9692.5239 25,6852 110... 6.3520620 3.7125389
s%_._..{9666.82a7 27.94€8 191, .. 2.6395231 1.7173951
56....|9838.8919 30.3721 112... ©.92212800 0.66R31227
57....lo608.5198 32.9764 117, .. 0.25381573 O. 20490950
58....]9575.5434 3% .8030 194, .. .048906230 .043961077
sa_...l9539,.7404 38.9317 145... .004945153 L.004945 153
60....]l9500.8087 A2. 4401

469
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Standard Commutation Columna
Maie Lives ~ 5 Per Cent Interast
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AFPFENDIX TABLE

1533 Table a

2

Age Dx Nx Age Dx Nx

x x

5.... 7835.2617 158217.5113 61.... 455. 74688 5961.92871
6.... 7459.3407 1503822496 62.... 430. 14562 5506. 18183
Toown T101.6476 142922.9089 63.... 405.57239 5076.03620
a.... 6761%.2216 135821.2613 B4.... 382.24771 4670.96381
9.... 6436.9921 129060.0397 65.... 359.79921 4288, 11610
10.... 6123.2128 122623.0476 66.... 338.28232 3928.31689
11... 5834, 1635 116494 8350 &67.... 317.58031 3590.05487
t2.... £554. 1570 110660.6715 68.... 297.70372 3272.47426
t3.... 5287.5309 105106.5145 69.... 278.59000 2974.770%54
4.... 5033.6539 99818.9836 70.... 260.204812 2696, 18054
15.... 4791.9187 94785.3297 T1.... 242 .51743 2435.97642
16.... 4561.7469 89993.4110 72.... 225.50728 2193.45898
17.... 4342.5832 85431,6641 73.... 209.15670C 19587 .585173
18.... 4133.8993 B1089.0809 T4.... 193.45301 1758.79503
19.... 3935. 1887 76955. 1816 75.... 178.38321 1565.34202
20.... 3745.9698 73019.9929 76. ... 163.93485 1386.95881
2t ... 3565.7887 69274.0231 77.... 150.08703 1223.02396
22.... 3394.2063 65708.2344 78.... 136.86176 1072.92693
23.... 3230.8125 62314,0281 79.... 124.22473 936.065147
24.... 3075.2104 59083.21586 BO.... 112.18617 B11.84044

25, ... 2927.0262 56008 .0052 Bi.... 100.75108 699.65427
26.... 2785.9104 53080.9790 B2.... 89.928403 598.903187
27.... 2651.5231 50295.0689 Ba.... 79.729580 S508.974784
28.... 2523.5%505 47543.5458 84.... 70.168016 429.245204
29.... 2401.6895 45119.9953 BS.... €1.285570 359.076188
30.... 2285.6513 42718, 3058 86,... 53.039237 297.8B10G18
..., 2175. 1585 40432 .6545 BT.... 45. 506555 244,7713814
32.... 2069,.9513 3IB2S57.4560 88.... 38.677235 199.2E84826
33.... 1969.7775 36187.5447 BS.... 32.550%908 160.587591
34.... 1874.3971 34217.76872 90.... 27.113%414 128.03668R3
35.... 1782.5763 32243.3701 91.... 22.339311 100.923142
36.... 1697.0865 305%59.7938 92.... 18.193284 78.583831
3r.... 1614, 7083 28862.7073 83.... 14.63382% 60.290547
38... 1536.2304 27247.9990 94.... 11.614674 45.756718
39... 1461, 4487 25711.76886 95.... 9.0BBE903 34.1420445
40.... 1380.1615 24250.3219 96.... 6.9992266 25.0553542
41.... 1322.1879 22860. 1604 97.... 5.3012742 18.0561276
42, ... 1257.3478 21537.9725 98.... 3.9425324 12,7548534
43...., 1195, 4707 2028C.6247 99.,... 2.8734115 8.8123210
44, . 1136. 3963 19085. 1540 100. ... 2.0472673 5.9389095
45, ... 1079.9780 17948.7577 10t.... 1.4215718 3.8916422
46, . _, 1026 .0829 168687797 102.... 0.95839529 2.47007037
47, ... 974.59020 15B842.69681 103.... 0.62448489 1.51167508
48, ... 925.38324 14B68. 10651 104. ... 0.35111964 0.837190t9
43, ... 878.37587 13942, 71837 105. ... 0.23389476 0.4960705%
50.... B833.45824 13064, 34250 106. ... 0.13247844 0.268217579
51.... 790.54942 127230.88426 167.... Q.0703678B79 0.129697348
52.... 749.56B09 11440.33484 tos. ... f0.034620594 0.059329467
B3.... 710.43921 10690. 76675 109.... 0.015530172 0.024708873
54.... 673.09176 99H0,32754 110.. .. 0.Q06221668 0.C0%178701
85.... 637 .45572 9307.23578 1¢419.... 0.002163B72 0.002957033
56.... 603.46172 8669.78006 142.... 0.000627103 0.0007493 161
57.... 571,04202 BO66 31834 1f3.... 0.000141938 0. 000166058
58.... 540. 13017 7495.27631 114.... 0.000022297 0.000024120
59. ..., $10.65964 6955, 14614 115.... ©.000001R23 0.000001B23
60 . ... 482.55779 6444 48650
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APPENDIX TABLE 2 CON'T,

1983 Table &
Standard Commutation Columns
Female Lives - 5 Per Cent [ntarest

Age Dx Nx Age Dx Nx

% x

S5.... 7835.2617 159980. 1174 61.... 482.24640 €924 .,10777
6.... 7460.7063 152144 B557 62.... 457.02812 6441.86137
Touen 7104..2977 144684 . 1494 63.... 432.9087% 5984 .83325
e.... 6765.0912 137579.8517 64.... 409.82444 5551.9244¢8
9.... 6442 .0807 120214.7605 B5.... 387.72007 5142, 10002
10.... 6134 .4805 124372.6798 66.... 366.%54834 4754 37995
1M".... 5841.5386 $18238. 1993 67.... 346,26949 4387 .83161
12.... 8562.5523 112396.6607 68.... 326.84938 4041.56212
13.... 5296.8477 106834. 1084 69.... 30825601 3714,71274
14.,.. S043.7B45 $01537.2607 70.... 290.44967 3406 . 45673
15.... 4802.7637 96493.4762 Tt.... 272.3B313 3116.C0706
16.... 4573.2007 91680.7125 72.... 257.00487 2842.62393
17.... 4354 .5538 B7117.5118 73.... 241%,26173 2585.61906
i18.... 4146. 3066 827€2,9580 TA. ... 226. 10131 2344 .35733
19.... 3947.9591 78616.6514 75.... 211.,47815S 2118.25602
20.... 3759.0437 T4668.6923 T76.... 197.35403 1906.77787
21.... 3579.1108 70209.6486 T7.... 183.69826 1709.42384
22.... 3407 .7361 6§7330.5378 78.... 170.48791 1525.725%8
23.... 3244.5120 63922.8017 79.... 157.70667 1355.23767
24.... 3069.0505 €06878. 2897 BO. ... 145.34127 1197.53100
25.... 2940.9820 Sv589,.2392 Bt.... 133.38B245 1052. 18973
26.... 2799.9577 54648.2572 82.... 121.8288B1 918,80728
27.... 2665.645% S1848.2995 B3.... 110.67341 796.928147
28.... 2537.7271 49182.6544 Ba.... 99.933983 686.308064
29.... 2415.9041 45644 .9273 B5.... 89,623080 586.374081
30.... 2299.8878 44229.0232 86.... 79.76300C5 496,751001%

e b 2189. 4034 41929, 1354 B7.... 70.381888 416.987996
J2.... 2084, 1869 38739.7320 ga.... 61.512563 346.6065108
33.... 1983.9891 37655.5451 Bo.... §3.192726 285.093548%
34.... 1B888.5705 35671.5560 90.... 45.467571 231.900819
35.... 1797.7016 33782.9854 g1.... 38.383073 186.433248
6. ..., 1741.1836 3198%5. 2838 92.... 31.977536 148.050175
37.... 1628.7442 30274.1202 93.... 26.275777 116,072579
38.... 1550.2434 2B645,3760 94. ... 21.284331 83.786B02
39.... 1475.4685 27095. 1326 8S.... 16.990288 6€8.512471
40, ... 1604.2371 25619.6641 86. ... 13.362004 $1.%22183
a1.... 1336.3763 24215.4270 97.... 10.351926 38.160179
42...,. 1271.7199 22879.0507 98.... 7.9005308 27.8082528
43.... 1210.1117 21607.3308 99. ... 5.9359171 19.9077220
44.,.. 115t.4017 20397.2191 100. ... 4.3844097 13.97 18049
a5, .. 1095.4480 19245.8174 101.... 3.1767553 8.5873952
A6. ., . 1042.4132 $8150. 3694 102.... 2.2%11003 6.4108399
47.... 991.26703 17108.25620 103.... 1.5539002 4,1595396
48 . ... 942 ,.78368 16116 .98917 104. ... ¥.0396332 2.6056394
49. .., 896.54329 15174, 20549 105. ... 0.66992974 1.566500618
50.... 852.43592 14277 .66220 106. ... 0.41254019 0.89607644
5%.... atQ,. 35806 13425.22628 107.... 0.24040838 0.48353625
52.... 770.21369 12614 .86822 10B. ... 0.13096006 Q.24312787
53.... 731.91207 11844 .654523 109.... 0.065643168 0.112167806
54, ... 695.368B05 11112.74246 110. ... 0.029554584 0.046524638
55.... 660.50031 10417.3744 1$11.... 0.011735815 0.016870054
56.,.. 627.22934 9756.87410 112.... 0.003904718 0.00%134239
ST.... 595_.47899 9129.64476 113.... 0.001023594 0.001229521
=8 .- 565. 17648 8534. 16577 114, ... 0.00018B7A28 0.00020%927
59.... 536.25075 7968.98929 f15.... Q. Q000G 18089 0.000018089
60. . 508.63077 T432.73054
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APPENDIX TABLE 3

1983 Tabla a
Standard Commutation Columns
Mala Livas - 7 Pear Cant Interest

Age Ox Nx age Ox S

x %

S.... 7129.3618 107335.0723 61.... 144, 16522 1598.892706
8.... 6660.9101 100205. 21145 62.... 133.32354 1454.73184
Tious 6222.9702 93544 .3014 63.... 123.57292 1321.20830
8.... 5813.9259 87321.3306 64.... 114.26105 1197.63538
9.... 5431.6611 81507 .4067 €5.... 105.54049 1083.37432
10.... 8074.4507 76075.7456 66.... 97.368399 977.33382%
11.... 4740 ,.6657 71001.2949 67.... 89.7064186 B880.465430
12.... 4423.7830 66250.6292 68.... 82.520093 T790.759014
13.... 4137.3732 61831.84862 £9.... 75.778587 708.238921
14.... 3865.0993 57694 .4730 70.... 69_454545 632.460334
15.... 3610.7071 $3829.3737 Ti.... 63.523582 $63.005789
16.... 3373.0247 50219.6665 72.... 57.963963 499, 482207
17.... 3150.9536 46845.6419 73.... 52.756361 441.518244
ig.... 2943.4677 43594 .£88] T4 ... 47.283301 388.761883
19.:.. 2749.6060 40751.2206 75.... 43.327943 340.878582
20.:... 2568.4712 38001.65146 76.... 39.074273 297 .550639
21.... 2399.2281 35433.1434 77, 35. 107285 258.4762366
22.... 2241.0521¢ 33033.9153 78. ... 31.413244 223.369081
23.... 2093.3350 30792.8232 79.... 27.979776 191.955837
24, ... $955.2727 28699.4882 80.... 24,795965 163.976061
25.... 1826.2686 267442155 81.... 21.852290 139, 180096
26.... 1705.731% 24917.9469 B2.... 19, 140339 117.327806
27.... $593. 1054 23212.2154 B3.... 16.652435 98, 187467
23.... 1487.8755 21619, 1100 84, .. 14.3818665 81.535032
29.... $389.5589 20131.22345 85.... 12.322130 67.153367
30.... 1297.7029 48741.6756 86.... 10.468202 54.831237
31.... 1211.8869 17443.9717 B7.... 8.3136199 44,3630346
32.... 1931.7142 16232.08438 8g.... 7.3509133 35.5494147
3a3.... t056.8160 151C0. 3705 g89.... 6.0709199 28, 1985014
34.... 9396.84589 14043.55452. 90.... 4.9623018 22.127581%5
35.... 921.47796 13056.70863 9t1.... 4.0121044 t7.1652797
3E6.... 860.40463 12135.23067T 92.... 3.2064 101 131521753
37.... 803.33809 11274.82604 93.... 2.53087934 9.9467652
38;... 750.00846 10471.4879S 4. ... 1.2711789 7.4158B58
39.... 700. 16163 9721.47949 95.... 1.%133182 5.4447069
40.... 653.56097 9021.31786 56. .. 1.1438791 3.9313887
41.... 609.98556 8367.75689 97.... 0.85018971 2.78750964
A42.... 5$693.22940 7757.77133 98.... 0.62046368 1.93731933
432. .. 531 10008 T1BB.54193 99.... 0.44375620 1.31685625
a4, . .. 49%, 41909 6657.44185 (| 100.... 0.31026065 0.B731C0Q05
4%, ... 462.02274 6162.02276 101.... 0.2%141045 0.56283940
46, ... 430.76107 5700.00002 102.... 0.1398646 1 0.35142895
47.... 40149630 $269.23895 103.... 0.089243152% 0.211564336
43, ... 374 101118 4867 .74285 o4 ... 0.054964699 ©.122132811
49, ... 348. 45841 4493 .64154 105.... 0.0322%55237 0.067168112
S0.... 324.45906 4149 18313 106. .. ©.017927943 ©.034912875
51.... 302.00255 J820.72407 107.... 0.003344638 0.016984932
S2.... 280.99475 3%518.72152 t08.... 0.C04511602 0.007640234
53.... 261.34823 3237.72677 109.... 0.C601985995 0.003128632
S54.... 242.98106 2976.37854 110, ... 0.0007807%4 ©.001142637
SS5.... 225.81347 2733.39748 111.... Q.000256468 ©.000261883
S8.... 209. 77751 2507.5820t 112.... 0.Co00T5780 0.000095415%
37.... 194.79724 2297 .BO450 113.... 0.000016832 0.0000198125
58.... 180.80843 2103.007216 114, ... 0.000002593 0. 000002803
59.... 167.74798 4922, 19883 t15.... 0.000000208 0.000000208
60, ... 19%.5%%380 1754 45085
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APFPENDIX TABLE 3 CON'T.

1983 Table a
Standard Commutation Columns
Female Lives - 7 Per Cant Interest

Age Dx Nx Aow Ox Nx

x x

S5.... 7129.8618 1073867.,7216 6t. ... 152.54775 1827.80655
8.... 6662, 1295 100837 .8598 €2.... 141_.86B26 1675.2%880
Tio.. 8225.2931 94175.7303 63.... 131.86947 1533.33054
B.... 5817.2513 B7950.4372 €4. ... 122.50427 140t.52107
9.... 5435 .9550 82133, 1859 €5. . 113.73056 $1275.01680
10.... 5079.6403 76697 .2309 66.... 105.51050 11585.28624
... 4746-_.6585 71617 .5901 67.... 97.810203 1059.775745
12.... 4435.4773 €6870.9315 68_. . . 90.%98940 961.965542
$J.... 4144 6634 62435 .4543 69.... 83.847965 B871.366602
14.... 3872.8780 58290.7909 70.... 77.%527787 787.%18637
15.... 3618 .8788 54417 9129 T1.... T1.608359 709.990850
16.... 3381.4939 50799.0341 72.... 66.0500%50 638.382491
17.... 3159.63%94 47417 5402 73.... 60.854333 572.322441
18.... 29%2.3021 44257 3008 T4 ... %5,.954374 511.468108
19.... 27%8.52390 4130%.5987 75.... $1.366457 455.503734
20.... 2577.4354 38547 .0697 76. . A7 .039817 404 137277
21.... 2408 1919 3%969.6343 T7.... 42.966521 357.097460
22.... 2250.0254 335561.4424 78.... 39. 131297 J14, 130939
23.... 2102.2114 31314.4470 ¢} 79.... 35.%521087 274.999642
24.... 1964.072% 29209.2056 | 80.... 32.124076 239.478555
25.... 1834 . 9760 272451331 81.... 28.939832 207 .354479

b { - 1714.3324 25410, 1571 82.... 25.929378 178.424647
27.... 1601.5902 23695 .8247 83.... 23, 115409 152.495271
2s8.... 1496 .2340 22094, 2345 B4, ... 20.482213 129.379862
29.... 1397.7832 20598 .000S BS.... 18.025577 108 .897644
30.... 1305.7868 19200.,2173 86.... 15.742596 90Q.8720867
31.... 1219.8234 178944305 |i 87.... 13.631425 T75.129471
32.... 1139.4974 16674 6071 |j BB.... 11.690947 61.498046
33.... 1064 . 4407 15535. 1097 |i 89.... 9.9207304 49.8070987
34.... 994 30803 14470.669001 90, B.3214437 39.8863683
35.... 928.77570 13476 . 36097 91.... 6.8335383 31.5649246
36.... B67.54160 12547 .58527 92... 5_6357767 24 .67138863
37.... 810,32115% 11680.04367| 93.... 4_%4432186 19.0356096
3a. ... 756.84980 10869.72252|! 94_ ... 3.6122600 14.4912880
39.... T06.87932 10112.87272;: a95,... 2.8296014 10.8720280
40. ... 660.17838 9405.99340;! 896.... 2.1837438 8.0494266
41.... 616,.53133 B745.8B1502) 97.... 1.6601859 $._8656830
42. ... 575.73597 B129.28369(; a8, ... 1.2433614 4.2054971
43, ... 537.60449 7553.54772|i 99. .. 0.91671522 2.96213570
44, ., S501.960481 T015,94323]! 10Q0. .. 0.66445147 2.04542048
45. ... 468.64093 6513.98242|, 101.... 0.47243421 1.38096901
46, ., 437 .,49077 6045.341491 102..., 0.32854714 0.90853470
47.... 408, 36655 5607.85072|; 103.... 0.22253167 0.58001756
48. ... 381.13347 5199.48a17{: 104.... 0.14610140 0.35748589
49, .., 355.66556 4818.35070; 105... 0.09238B6603 0.2%1384491
S0. ... 331.84694 4462 68514y 106.... 0.0%5%5827330 0.113997888
51.... 309 .56977 4130,83820;, 107.... 0.031925697 0.063169358
%52.... 288,73428 3821.26843 108.... 0.01706613% 0.031244281
33.... 269.24741 3532.53415 109.... ©.008334433 0.014178126
84, ... 251.02254 3263.28674{! 140.... 0.003721339 0.0057836923
55.... 233.97890 J012.264104. 1t1.... 0.0014451924 0.002062354
S6.... 218.02969 2778.28520 112.... 0.0004714055 0.000617160
57... 203.13332 2560.24551) 113. ... ©.000121381 0.000145305
S8.... 1B9. 19268 2357, 11219; 114 .. 0.000021858 0.000023924
59.... 176. 15447 2167.91951!47115... 0. 000002066 0.000002066
60 . - 163.958493 1991.76504
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APPENDIX TABLE W

Standarc Commutation Columns

Male Lives - 9 Per Cant Interaat
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1983 Table &

Age Dx Nx Age Ox Nx

x X

S5.... 6499.3139 78104 .1672 6t.... 46.53590¢9 447 .348154
§.... 5960.4253 71604.8%533 62.. 42,355439 400.762245
Teeuos 5466.3662 65644 .4280 63.... 38.479722 358 . 406808
8.... 5013.3449 BO17B.06&618 64. . 34.927231 319.927084

|- T 4597.7800 55164.7169 65.... 31.6658578 284.999853
10.... 4216.5945 50556.9369 66.... 28.681278 253.330275
1",... 3866.9575 4G350.3424 67.... 25.939479 224,648997
12.... 3546.2897 42483.3848 €8, 23.423659 198. 709518
13.... 3252.1408 38937.1151 €9.... 21,115375 175.285859
i14. ... 2932.3772 35684 .9743 70.... 18.998104 154, 170484
i15.... 2734 .9630 32702.5971 71.... 17.056368 135. 172380
16.... 2508.0489 29987 .634a1 72. . 15.2738552 118.115412
17.... 2299.93614 27459.5852 73. 13.650742 102.836860
18.... 2109.0667 25159.6491 T4.. 12.162498 89.186118
19.... 1934.0103 230£0.5824 75.... 10.8034%0 77.023620
20.... 1773.4555 21116.5721 76. 9.5641012 66.2201303
21.... 1626.2017 19343. 1168 7., 8.4354409 58,6560230
22.... 1491, 1449 17716.91439 78.... 7.4093585 482205381
23.... 13567.27%9 16225.7700 79.... 6.4784236 40.8112296
24.... 1253.6666 14858 .4941 80.... 5.6359016 34.3328060
25.... 1149,4874 13604 .8275 81... 4.B756860 28.6969044
26.... 1053.9013 12455 . 3601 82... 4.1922442 232.8212084
27.... 966.25343 11401.45882 83.... 3.5804035 19.6289642
28.... 825.87090 10435. 20539 a4, 3.0354332 16.0485607
29.... B12.15344 9549,33449 85... 2.5530221 12.0131275
30.... Ta4.55023 8737.18103% 86... 2.1291103 10. 4601054
... 6B2.55%16 79%2.63082 87. 1.7596960 8.3309951
32.... 625.70520 7310.07566 88.... 1.4407277 6.5712991
33.... 572.57420 €684.37046 89. 1.1680257 5.1305714
34.... 525.77128 €110,.79626 S0.... 0.93721310 3.96254570
3s.... 481.93641 5585.02500 21... 0.74334883 3.02533260
38, ... 441 ,73805 5103.08859 92... 0.58356442 2.28148377
37.... 404 87197 4661.35054 93... 0.45216659 1.697919325
38.... 371.0588%5 4256.47857 4...,, 0.34570872 1.24575278
39.... 340.04173 3885.41972 95... 0.25053848 0.90004404
40. ... 319.58554 3545.37799 96.... 0. 19332097 0.63950558
41, ... 235.47496 3233.79245 97... 0.14104964 0.4281848%1
42;... 261 51287 2948.31749 98... 0.10104848 0.30513497
43.... 239.51868 2686.80d62 99... 0.070943912 0.204086494
44 . . 219.32748 2447 .285%4 100, ... 0.048691670 0.133142582
L1 J 200.78947 2227 .95846 101... 0.0325695486 0.084450912
46.,.. 183.76861¢ 2027 . 15899 102... 0.021151949 0.051881366
a7.... 168. 14103 1843,40038 103. 0.013276709 0.030729417
48, .. 153.79366 1675.,25935 104, .., G.008010156 0.017452708
4g.,.. 140.62342 1521.46569 105. .. 0.004614323 0.009442552
50.... 128.53574 1380.84227 106. .. 0.C02517689 0.004928159
S1.... 117.44423 1252.30653 107. .. Q.001288232 0.002310470
52... 107.,26962 1134.86225 o8, ... 0.000610544 0.001022238
53... 97.938937 1027.592820¢}} 109... 0.000263828 0.000411894
54... 8%.38518D $929.653683}] 110, . 0.00C101816 0.000147866
55... 81.548257 840.268510}) 111, . 0.000034112 0.0000460%0
56... T4.384659 758.722243 (' 112, ... 0.000009523 0.00C0113938
57.... 87.787207 684 ,357584 ([ 113..,. 0,000002076 0.000002415
S8.... 61.764780 616.570377 | 114.... Q.0000003 14 ©.000000339
59, ... 56.251849 §54.805597({) 115.... 0. 00C000025 0.000000025
850, ... %1.205594 498.553748
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APPENDIX TARLE 4 CON'T.

Standard Commutation Cotumns
Fenale Lives - 9 Per Cent Intsrest

1983 Table a
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Age Dx Mx Age Dx Nx

x x —
5. ... $499.3149 78385, 1417 61.... 49.2394658 504.984617
6.... %961.516% 71885.8278 62.... 45.00249%5 455, 689959

r U S4E8.4061 €5924.3113 63.... 41.063208 410.6874564
g.... 5016.2141 60455 . 9052 G4.... 37.447009 369.624258
9.... 4601.4146 £5439.6211 65.... 34.127177 332.177247
10.... 4220.9072 50838, 2765 66.... 31.079851 2968.050070
14.... 3B871.8459 46617.3693 67.... 28.282767 266.9T0419
12.... 3551.8300 42745.5234 58.... 25.716572 233.607652
12.... ITET.ET 39193.2934 69.... 23.363872 R12.970730
14.... 2988.3794 35636.0223 70.... 21.206401 189. 606908
15, ... 27484.1527 32T47.6429 T1.... 19.227844 168, 400507
16.... 2514,34652 20206.4902 72.... 17.412577 149. 172563
17.... 2306.2760 27692. 144D 73.... 15.746097 13176058
18.... 2115,3967 25385.8680 74.... 15.215114 116.013989
19.... 1940.28865 23270.4713 ... 12.807831 101. 798875
20.... 1779.6454 21330. 1848 76.... 11.513805 88.991044
2t.... 1622.2774 19550.5387 T7.nn 10.323827 T7.477239
22.... 1497.0889 17913.2623 78.... 9.2297952 67.153411%
23.... 1373.0736 16421.1734 79.... 8.2245350 57.9236168%8
24.... 1259. 3088 15048.0998 80.... 7.3015158 49.6990815
25.... 1154.9479 1378B8.7910 a1.... 6.4548414 42.3972553
26.... 1059.2154 12633.8431 82.... 5,86792242 35.9427244
27.... 971.39967 11574 .62776 az.... 4.9699933 S50.2635002
28.... 890.84746 | 10503.22805 B4.,.. 4,.3230324 25.2935086%
29 ... B16. 96025 9712.38053 85.... 3.7347193 20.970474%
ag.... 74%.18777 8895,42038 86.... 3.2048605 17.23575%2
at.... €87.02512 B146.23281 BT.... 2.7216020 $4.0238947
32.... £30.00234 745%,20749 AB.... 2.29134414 11.2122927
az.... S77.712a4 6829.19915 8%.... 1.8087170 9.0209488
ak. ... 529,74694 6251, 48571 80.... 1.5716428 7.4122318
a5. ... 485,75316 §721.73977 a1,... 1.2780700 S .540588B8
6., .. 445.40222 5235. 98661 92.... 1.0257075 4.2625188
37.... 408,39134 4790.55439 23.... 0.21188791 3.23681128°
38, ... 374.44353 4382, 19305 4. ... 0.63352434 2.42492327
ag.... 343.30425 ADDT7 . 74952 95.... 0.48715464 1.79139903
40.... 314 .74040 2664, 44527 96.... 0.3580629% 1.304244329
at.... 288.53840 3349.70487 97.... 0.27543103 0.93518140
42,,.. 264.50208 3061, 16647 Sa.... 0.20249336 0.8597%037
43. ... 24245208 2795.65433 99..,.. 0. 14655652 0.45725701
PY I 222.22357 2554.21230 1c0. ... 0.10427765 0.31070049
45. ... 203.66566 2331.98873 10t.... 0.072782452 0.206427254%
46. ... 186.E395%8 2128.32307 102.... 0.049682171 0. 133640393
A47. ... 171.01819 1941.63349 $03.... 0.0332036319 ¢.083958222
4B8. ... 156.6B467 1770.66530 104. ... 0.021291755 0.05092150)
A9, ... 143.53133 1613.980563 105.... 0.013216710 0.029630148
S0.... 131.46247 $1470_44R70 106. .. 0.007840128 0.016413238
%1, ... 120. 38706 1338.98623 107.... 0.004401182 0.008572310
52.... 110.22418 1218 .59917 108... 0.0023095%18 0.004172128
%3.... 100.89912 1108.37499 109.... 0.0D11151%4 0.001862510
sA. ... 92.343423 1007 . 475877 110.... Q.0004ES288 ©.000T4745%8
55, _.. B4_.434236 915, 132449 #11.... 0.000 185005 0.000252168
=6_... 77.293545 B30.638213]| 112.... 0.D00059296 0.000077163
57.... TQ.6BROG7 753.344668|| 113, ... 0.000014974 0.000017367
58.... 64 628868 682.65E601|} 114, .. ©. 000002647 0.000002293
=q, ... 53 070844 61B.027723F 115.... 0.000000246 0.000000248
60. ... 53.972272 558 . 9%6889
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APPENDIX 5
Effects of Selection

Self-selection by prospective annuitants can have an important effect on annuitant mortality experience. It is evident in
the overall mortality of annuitants as a class, in the relatively lower morrality under (i) nonrefund contracts as compared
with refund conrracts and (ii} payee elections on settlement options vs. nonpayee elections. Selection is evident, too, in
the early durations under annuity contracts.

Select mortality in the early contract years affects aggregate mortality if there has been a considerable increase in new
issues or if there is an increase in the selectivity exercised by annuitants, Since the effect of selection could be important
as to whether an annuity mortality table will be suitable for valuation in the future, an attempt was made to measure
changes in selection over an extended period.

Using data published in the report, Mortality Under Individual Immediate Annuities, Life Income Settlements and Matured
Deferred Annuites (1979 Reports Number), ratios of the mortality ratios (on the “a” - 1949 Table) in the first five
contract years to those of contract years six and over were computed for each study period from 1945 to 1976. These
ratios appear in the following tables. 5-1, 5-2 and 5-3, Since long rerm trends were not readily apparent from these results,
averages of the first three periods and the last three periods were calculated.

From these averages it appears that there has been some increase in selection under refund annuities - slight under
immediate annuities and for females under settlement options and somewhat greater under matured deferred annuites.
Selection also increased somewhat for females under nonrefund immediate annuities. Selection was less for males under
nonrefund immediate annuities and for both males and females under nonrefund matured deferred annuities.

On an overall basis, the amount of selection is still not great under the refund experience generally but it bears watching
for any continuation of the rend. The trend of selection can be regarded as mixed under the nonrefund experience where
the effect of selection is of much greater magnitude.

To the extent that the 1973 to 1983 improvement factors were based mainly on improvement experienced by the United
States white population, the factors could be understated if there were an appreciable increase in selection by annuirants.
The results of the above analysis, however, indicate that over the ten-year period it is not likely that a change in selection
exercised by annuitants would, in the aggregate, have exercised much greater influence on the improvement in annuitant
mortality than the improvement in the general population death rate which, in the earlier periods, matched rather well
with that of aggregate annuitant mortality,

Table 5-4 illustrates the effect on immediate annuity values of 90 percent assumed select mortality over the first five and
the first ten years after issue.

APPENDIX TABLE 5-1

Trends in Selection
Based on Ratios of Mortality in Contract Years 1 - 5 to Mortality in Contract Years 6 and Over
Experience Between Anniversaries in Indicated Years
(Based on Amounts of Annual Income)

AVERAGES

ATTAINED 1948 1953 1958 1963 1967 1971 1948 1963
AGES -1953 -1958 -1963 -1967 -1971 -1976 -1963 -1976



UNDER 60
60- 69

70- 79

80 PLUS

ALL AGES
(ADJUSTED)

UNDER 60
60 - 69
70-79

80 PLUS

ALL AGES
(ADJUSTED)

UNDER 60
60-69

70- 79

80 PLUS

ALL AGES
(ADJUSTED)

UNDER 60
60-69
70-79

80 PLUS

ALL AGES
(ADJUSTED)
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Immediate Nonrefund Annuides
(Excluding Pension Trust Issues)

MALES
134% 126% * % 103% * % ‘%
122 71 57 78 77 82
65 80 70 93 89 92
82 90 50 89 79 69
83 85 59 88 90 85
FEMALES
84% 110% 157% 321% 153% * %
85 928 46 69 64 53
67 86 64 72 49 59
62 67 76 73 72 68
68 76 72 72 65 65

Immediate Refund Annuitics
(Excluding Pension Trust Issues)

MALES
140% 135% 102% 70% 273% 5%
101 85 74 73 99 64
86 o4 85 83 86 89
109 86 83 73 68 93
106 95 87 81 86 a8
FEMALES
49% 50% 63% 32% 68% 91%
113 90 70 98 109 102
78 104 96 80 88 92
23 79 83 72 78 87
23 91 90 79 88 24

- %
83
72
74

76

- %
76
72
68

72

126%
87
88
93

96

54%

21
93
87

91

- %
7%
91
79

88

- %
62
60
71

67

131%

477

79
86
78

85

78%

103
87
79

87

Note: Ratio in italics (underlined) where 10 - 49 contracts terminated by death in numerator, denominator, or both.

Fewer than 10 contracts terminated by death in numerator or denominator.
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APPENDIX TABLE 5-2

Trends in Selection
Based on Ratios of Mortality in Contract Years 1 - 5 to Moruality in Contract Years 6 and Over
Experience Between Anniversaries in Indicated Years
(Based on Amounts of Annual Income)

All Refund Life Income Settlements - Payee Elections
{Excluding Pension Trust Issues}

AVERAGES
ATTAINED 1945 1950 1955 1960 1965 1971 1943 1960
AGES -1950 ~1955 -1960 -1965 -1970 -1976 -1960 -1976
MALES
UNDER 60 88% 80% 81% 112% 53% 82% 83% 82%
60 - 70 107 89 8¢9 100 102 84 95 95
70 PLUS 73 28 924 89 104 108 88 100
ALL AGES 92 90 90 96 99 93 91 96
FEMALES
UNDER 60 75% 75% 60% 81% 61% 71% 70% 71%
60-69 91 86 87 7 81 82 88 80
70 PLUS 85 84 921 79 78 77 87 78
ALL AGES 91 87 88 81 83 83 89 82

Note: Ratios in italics (undetlined) where 10 - 49 contracts terminated by death in numerator, denominator, or beth.
APPENDIX TABLE 5-3

Trends in Selection
Based on Ratios of Mortality in Contract Years 1- 5 to Mortality in Coneract Years 6 and Over
Experience Between Anniversaries in Indicated Years
{Based on Amounts of Annual Income)

Matured Deferred Annuities
(Excluding Pension Trust Issues)

AVERAGES

ATTAINED 1945 1950 1955 1960 1965 1971 1945 1960

AGES -1950 <1955 -1960 -1965 -1970 -1976 -1960 -1976

Nonrefund
MALES

UNDER 60 * % * 0 .o * % * % * % - % - %
60 - 69 39 124 71 86 54 96 78 79
70 PLUS 82 48 98 137 78 * - -

ALL AGES 69 59 85 109 80 59 71 83



UNDER 60
60- 69
70 PLUS

ALL AGES

UNDER 60
60-69
70 PLUS

ALL AGES

UNDER 60
60- 69
70 PLUS

ALL AGES
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FEMALES
* oo * 0 40% o *y * 9y
79 78 77 67 96 82
75 119 78 70 49 115
80 87 71 71 B6 93
Refund
MALES
103% 96% 92% 218% "% * 0
97 114 102 82 132 @0
87 95 81 108 30 102
103 111 94 98 97 97
FEMALES
B7% 64% 131% 135% *% * %
04 115 81 101 105 94
104 129 85 78 99 65
102 119 91 95 103 84

-%
78
91

79

- %
104
88

103

-%
97
106

104

479

- %
101
97

97

- %
100
81

94

Note: Rato in italics (underlined) where 10 - 49 contracts terminated by death in numerator, denominator, or both.

* Fewer than 10 contracts terminated by death in numerator or denominator.

Age
at
Issue

65
70
73
80

63
70
75
80

APPENDIX TABLE 5-4

Test of Effect of Selection on Annuity Values

Select Mortalicy Assumed Equal to 90% of 1983 Table“a”

5% Interest

a ,on 5 Year Select Period
1983 Table“a” 8 [x] (2) = (1)
(1) (2) (3)

Males
10,918 10.991 100.7%
9.362 9.463 i01.1
7.775 7.910 1017
6.237 6.406 102.7
Females
12.262 12.309 100.4
10,728 10.793 100.6
9.016 9.111 101.1

7.239 7.372 101.8

EEEIREES

10 Year

% x)
4)

11.065
9.557
8.019

12.358
10.862
9.204

Select Period
) + (1)
(5)

101.3%
102.1
103.1

100.8
101.2
102.1
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ATTACHMENT FOUR-J

Commonwealth of Pennsylvania
Insurance Department
Strawberry Square

Harrisburg, PA 17120

May 20, 1982

Mr. Ted Becker, Staff Actuary
Texas State Board of Insurance
1110 San Jacinto

Austin, TX 78786

Dear Ted:
It was good talking to you on the phone yesterday. You will recall that we discussed the proposed Actuarial Guideline
which interprets the Standard Nonforfeiture Law with respect to the operative date. Enclosed is a copy of the position

taken by the Pennsylvania Department on this matter. I will have 20 copies of this for our technical group meeting in
Philadelphia.

Sincerely,

J. Alan Lauer
Deputy Insurance Commissioner

xE0y
ATTACHMENT FOUR-J1
PENNSYLVANIA INSURANCE DEPARTMENT
Paragraph (11) of subsection {¢) of Section 410A (The Standard Nonforfeiture Law for Life Insurance)} reads as follows:
After the effective date of this subsection (e), any company may file with the insurance commissioner a
written notice of jts election to comply with the provisions of this subsection after a specified date before
January 1, 1989, which shall be the operative date of this subsection (e) for such company. If a company
makes no such election, the operative date of this subsection (e} for such company shall be January 1, 1989.
The insurance department intends to interpret this paragraph as follows:
When a company clects an operative date of subsection (¢) for a particular policy form, it also elects the same
operative date for all policy forms filed ar the same time or subsequently. However, the operative date with

respect to any form that had previously been approved will be January 1, 1989 unless the company specific-
ally elects an earlier operative date for such form.

[LIEE 22 R T ]
ATTACHMENT FOUR-K
State Board of Insurance
1110 San Jacinto

Austin, Texas 78786

512/4753323
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May 21, 1982

Cornmissioner J. Richard Barnes
Colorado Department of Insurance
106 State Office Building

Denver, Colorado 80203

Re:  Material Recommended for Adoption by the NAIC (A) Life Insurance Committee in June 1982
Dear Commissioner Barnes:

This is a follow-up of my letter of May 10, 1982, which described three specific recommendations to the Life Insurance
(A) Committee for adoption in June 1982,

Unfortunately, in connection with the second of the three recommendations, an incorrect version of the Actuarial
Guideline II was included with thar letter. The enclosed copy does reflect the current wording of this Actuarial Guideline
IL

Will you please consider the two pages which are included with this letter as a substitute for the incorrect version?
Very truly yours,

Ted Becker, for the
NAIC Life, A&H Technical
Staff Actuarial Group.

[TTY

ATTACHMENT FOUR-K1
ACTUARIAL GUIDELINE 11

RESERVE REQUIREMENTS WITH RESPECT TO INTEREST RATE GUARANTEES
ON ACTIVE LIFE FUNDS HELD RELATIVE TO GROUP ANNUITY CONTRACTS

As part of the determination of the aggregate minimum group annuity reserves, 2 computation must be made of minimum
reserves for deposit edministration group annuity funds with interest rate guarantees including all such funds pertaining to
possible purchzse of group annuities whether such funds are held in a separate account or in a general account, whecher
shown as premiums, advance premiums, zuxiliary funds, etc. and whether the liability is shown as Exhibit 8 or elsewhere.
In making such computation, the procedure and minimum standards described below shail be applicable for the December
31 calendar year “y” valuation giving recognition to the dates deposits were made. Where appropriate and with the
approval of the commissioner, recognition may be given to the extent and time of application of active life funds to
putchase annuities, expense assessments against the funds, and excess of purchase price over minimum reserves. In no
event shall the reserve be less than the transfer value, if any, of the fund. Approximate methods and averages may be
employed with the approval of the commissioner.

To the extent that the application of these valuation procedures and standards would require a company to establish
aggregate minimum reserves for group annuities and related funds in excess of reserves which it would not otherwise hold
if these valuation procedures and standards did not apply, such company shall set up additional reserve liability shown in
its general account or in a separate account, whether shown in Exhibit 8 or elsewhere.

The Valuaton procedures and standards specified in this guideline shall not be applicable to the extent that the valuation
procedures and standards relating to reserves for deposit administration group annuity funds with interest rate guarantees
{i.e., group annuity and guaranteed interest contracts) in the amendments to the Standard Valuation Law adopted by the
National Association of Insurance Commissioners in December 1980, or in later NAIC amendments, have become applic-
able in a jurisdiction.
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For funds received:
{1}  Prior to calendar year 1976, follow the procedure used at that time,
(2)  In calendar year 1976 or later, follow the minimum standards described below:

(a)  Contracts having no pguaranteed interest rates in excess of 6% on future contributions to be received more
than one year subsequent to the valuation date,

The minimum reserve shall be equal to the sum of the minimum reserves for funds attributable to contribu-
tions received in each calendar year.

Where Vy = Minimun reserve for funds attributable to contributions received in calendar year y

= : : n
V),- [ny 1+ 1gy)“] A1+ 1py)

Cy = Portion of guaranteed fund atributable to conuibutions received in calendar year y

ig,, = Interest rate guaranteed under the contracr with respect to funds atrributable to contributions
received in calendar year y

Ipy = Lowest of:

(1)  Thenet new money rate credited by the company on group annuity funds ateributable
o conwributions received in calendar year y less .005; or

(2) igy; or

(3) imy? where

irny = (i for calendar years y + 1 through y + 10, the values shown in the table of
values of i distributed each year by the Central Office of the National
Association of Insurance Commissioners;

(i)  for calendar years y + 11 and later, .060.
n = Number of guarantee years, and fractions thereof, remaining as of the December 31 valuation.

(b}  Contracts having guaranteed interest rates in excess of 6% on future contributions to be received more than
one year subsequent to the valuation date.

The same procedures as set forth under (a) above shall be used except that the deduction under (1) of i

shall be .01 instead of ,005 and imy for calendar years y + 1 through y + 10 shall be reduced by .005.

Py

Tables of Valuesi
(Effective for December 31, 19;7 Valuation)

Calendar Year y in which Value of i ., for Calendar
Contributions Were Received[*] Yearsy +1 ¥hrough y+10

1976 /delete .08%

1877 .087

1978 .081

1979 084

1980 100

1981 124
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ATTACHMENT FIVE

Brief Update of Semi-Annual Report
to the (A) Life Insurance Committee by the
Life, A&H Technical Staff Actuarial Group

June 5 and 6, 1982

Our group met on June 5 and 6, 1982, here ar the Franklin Plaza Horel, Philadelphia, Pennsylvania. Life insurance topics
were discussed at the session on June 6. Five states were represented ar this session: Kentucky, Nevada, New York,
Pennsylvania, and Texas.

Topic headings on the agenda for this session were: “Standard Valuation Law and Standard Nonforfeiture Laws,™
“Minimum Surplus,” “‘Unijversal Life and Related Plans of Life Insurance and Annuities,” “Other Special Plans,” **Variable
Life and Variable Annuites,” “Mortality and Morbidity Studies,” and “General Matters Relating to the Life, A&H
Technical Staff Acruarial Group.”

Here are some matters which developed at the June 6 session that may be of interest to the {A) Commirtree:

1. In a few weeks, the American Council of Life Insurance (ACLI) should be able to supply a sheet with additional
interest rates generated under the Standard Valuation Law and the Standard Nonforfeiture Law for Life Insurance.
The group agreed to recommend that tables showing interest rates for 1981, 1982 and subsequent years (as they
become available) should be shown in the NAIC Financial Condition Examiners Handbook, This recommendation is
intended to be made to the (A} Committee for adoption in December 1982,

2. The group was advised that the American Academy of Actuaries Committee for Liaison (Life Insurance) has
reorganized and that it should be more active in the future, The group would like for this American Academy of
Actuaries Committee (0 make comments and recommendations on universal life insurance, using the various docu-
ments which are now available or which become available later in 1982, The chairman of the American Academy of
Actuaries Committee promised to discuss this matter with his committee August 1982 to see if it is feasible to begin
work on the project.

3. There was considerable progress under the subtopic heading *‘Mortality Studies — Super Select Mortality, Smoker
and Non-Smoker.” As a temporary “‘stop-gap” measure, the group agreed to recommend e revision in existing
Actuarial Guideline IV to the (A) Committee in December 1982. As srated in our written report, a Society of
Actuaries Task Force has also been formed to assist in a longer-range solution to the problem of smoker/non-smoker
mortality rates, This Society of Actuaries Task Force is expected to have a report to our Technical Advisory
Committee on Dynamic Interest and Related Matters by December 31, 1982,

4. The group does not expect to make any recommendations correspanding to the topic or subtopic headings
“Minimum Surplus,” “‘Other Special Plans”, “*Mortality and Morbidity Studies ~ Group Annuities” or “Morality
and Morbidity Studies ~ Credit Life and Credit Disability’” during the year 1982, either as a definite proposal or as
an exposure draft. However, in the absence of any other instructions from the (A) Committee, the group expeets to
continue work in all these areas as longer-range projects.

Ted Becker, Texas
State Board of Insurance
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LIFE COST DISCLOSURE (A) TASK FORCE

Reference:
1982 Proc. 1 p. 394

Michael ). Sabbagh, Chairman -- Massachusetts
Susan Mitchell, Vice-Chairman -- Wisconsin

AGENDA
1. Progress report on the work of the task force.
2. Any other matters brought before the task force,
CONTENTS
June I982 report . . . . . . ... e e e 484
Life insurance cost disclosure historical background
(Attachment One) . . . . . .. . . e e e e e e e 485
Proposed revision to life insurance solicitation model
regulation (Attachment Two), . . . . ... .. .. ... ...t 487
April 5, 1982 minutes (Attachment Three) . . . . . . . ... .. .... ... 499

The Life Cost Disclosure (A) Task Force met in the Dominion C Room of the Franklin
Plaza in Philadelphia, Pennsylvania at 10:30 a.m. on June 8, 1982. A quorum was present
and Michael J. Sabbagh chaired the meeting. The following task force members were pre-
sent: Michael J. Sabbagh, chairman, Massachusetts; William H. L. Woodyard, III, Arkansas;
J. Richard Barnes, Colorado; Don H. Miller, Indiana; Patsy Redmond, Nevada; Vicente B.
Jasso, New Mexico; J. O. “Bud” Wigen, North Dakota.

The chairman made a comment that Commissioner Barnes, chairman of the (A) Committee,
met with the various task force chairpersons regarding a better delineation of future efforts
of each task force to avoid future duplication regarding their efforts.

1. Progress Report on the Work of the Task Force

The chairman read a statement which referred to life insurance cost disclosure and its histor-
ical background (Attachment One).

The chairman then indicated that he had received a proposed revision of the NAIC life insur-
ance solicitation mode! regulation submitted by the ACLI. It was emphasized more than
once that the report, on behalf of ACLI, was submitted by the staff of the ACLI; and by its
receipt the task force has given it no status. The chairman accepted the report which hope-
fully is the beginning of meaningful future deliberation on life insurance solicitation and
cost disclosure. Mr. John Booth, vice president and chief actuary of the ACLI, made several
comments regarding the purpose of the draft regulation and he also reiterated that it was a
staff project which had not been presented to the members of the ACLI. A motion was
made and seconded that the report be accepted by the task force with no status and would
be used for future deliberation only (Attachment Two).
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The chairman stated that the time parameter to be used by the task force from this date on
is as follows: Written material should be submitted to the task force from insurance depart-
ments, members of the insurance industry, and anyone else wishing input, and be forwarded
to Commissioner Michael J. Sabbagh at 100 Cambridge Street, Boston, Massachusetts,
02022,

This material is to be submitted by July 15, 1982. The task force will meet somewhere
around August 15, 1982, to consider the written material presented for its consideration. A
status report will be made by the task force at the NAIC meeting to be held in Tennessee
in September. Between September and the November meeting in Dallas the task force will
again meet and at this time hold a hearing to receive further oral and written material from
anyone who so desires to participate. The task force’s goal is to present for final considera-
tion a proposed NAIC life insurance solicitation mode] regulation for the November meet-

ing.
Having no further business, the task force adjourned at 11:10 a.m.

Michael J. Sabbagh, chairman, Massachusetts; Susan Mitchell, vice-chairman, Wisconsin;
William H. L. Woodyard, III, Arkansas; J. Richard Barnes, Colorado; Dr. Mary G. F.
Bitterman, Hawaii; Don H. Miller, Indiana; Patsy Redmond, Nevada; Joseph F. Murphy,
New Jersey; Vicente B. Jasso, New Mexico; J. O. “Bud’ Wigen, North Dakota; James M.
Thomson, Virginia.

ATTACHMENT ONE

LIFE INSURANCE COST DISCLOSURE --
HISTORICAL BACKGROUND

Traditional Method of Cost Comparison

The cost of life insurance policies depends upon the level of the premiums, dividends, and cash values, In order to avoid
having to compare each of these individual items, a figure commonly referred to as an “‘average annual net cost™ was
developed that would combine these items into one number that could be used to compare the costs of different policies.
The caleulation invoived adding rogether the premiums for a period such as twenty years, subtracting the total illustrated
dividends for that period and the cash value available at the end of the period, and then dividing by the number of years
in the period. The results would usually be computed per $1,000 of insurance. The calculations were easily made and
understood, but this “traditional method” of cost comparison was criticized for not reflecting the time when a dollar was
paid either by the policyholder to the company or vice versa. By failing to recognize that a dollar paid today is worth more
than a promise to pay the same dollar ten ot 20 years into the future, the traditional method could present a distorted and
unrealistic picture of life insurance costs. Furthermore, the use of the method as a basis for comparing the cost of different
policies provided an incentive for companies to pitch their dividend and cash value scales in such a way as to present the
most favorable cost figures for the period used in the net cost calculations,

NAIC Model Regulation and Interest-Adjusted Method

With the increase in interest rates that began in the late 1960s, the criticisms against the traditional methaod of cost compar-
ison became more pronounced. At the same time, greater attention began to be given to assuring that prospective pur-
chasers of life insurance were given the information necessary to make an informed purchase decision. A result was the
adoption of a Life Insurance Solicitation Model Regulation by the NAIC, an original version in 1973 and a revised version
in 1976.
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The current model regulation prescribes the use of the interest-adjusted method of cost comparison, which involves the
same elements as the traditional method—premiums, dividends, and cash values-but which provides for an adjustment in
the calculation formula to recognize the effect of interest. Thus, the formula takes account not only of the amount that is
paid by or to the policyholder but also when it is paid. The model regulation also requires the disclosure of information to
the prospective purchaser relating to the benefits and basic features of the policy under consideration. In addition, a Life
Insurance Buyer’s Guide giving general information about life insurance is required to be furnished to the consumer,
Thirty-six states have adopted cost disclosure requirements based on the NAIC model regulation.

Review of Model Regulation by NAIC Task Force

This task force was appointed in 1979 to review the model regulation and recommend any appropriate changes. Following
task force meetings and public hearings and the publication of an issues-and-options paper, the task force published a draft
of a revised model regulation in November, 1980, The proposed regulation provided for a considerable expansion in the
amount of material and data to be furnished to the consumer, The interest-adjusted indexes would be replaced by a large
array of numbers and indexes, and separate material would have to be furnished before a prospect signs an application, at
the time of policy delivery, and annually after issue of the policy.

The proposed regulation was criticized for a number of reasons. Many persons who testified at a public hearing on
November 24, 1980 felt that the large volume of required data would be indigestible to the consumer, and that the regula-
tion would mandate index figures that would have no connection with the actual cost of the policy to the individual,
Furthermore, the indexes would be based on mutually-inconsistent assumptions that in many cases would produce spuri-
ous and whimsical results. It also was asserted that compliance with the regulation would cause delays in the point at which
coverage could become effective, and that a sujtability form required by the regulation was oversimplified, incorrect, and
inapplicable in over half of the cases. Serious concern was also expressed about the considerable cost to the industry of
introducing a system with so many problems to replace one that was in wide use and operating reasonably well.

New Exposure Draft of Revised Model Regulation

A pew exposure draft of a revised model regulation has been prepared by the staff of the American Council of Life Insur-
ance, It alleges that the draft regulation provides for more complete disclosure to the consumer and incorporates changes
designed to accommodate the broad variety of new life insurance products that have been introduced sinee the current
Model Regulation was developed. I receive this staff report with no intent of support or refute, The following are among
the principal features incorporated in the revised draft:

1. The introduction of the concept of a nonguaranteed element to measure the extent ro which policy costs can be
affected by premijums, benefits, or other items that are subject to change by the company without the consent of
the policyholder.

2, A special plans section to accommodate the unique features of nontraditional plans such as universal life insurance.

3. Provision for disclosure of dividend practices to both new and existing policyholders, in accordance with recom-

mendations presented to the NAIC by the Committee on Dividend Principles and Practices of the American Acade-
my of Actuaries.

4, Provision for disclosure to regulators and policyholders of unusual discontinuities in yearly prices, in accordance
with recommendations from the NAIC Advisory Committee on Manipulation,

5. Provision for policyholders to request additional information relating to future premiums, benefits, and other items
affecting policy costs.

6. A provision to accommodate the features of the NAIC Madel Policy Loan Interest Rate Bill, which has been
adopted in over 30 states,

7. A revised Buyer’s Guide, which is being developed,
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ATTACHMENT TWO
Note: Bracketing | ] indicates deletion; underlining indicates new material.

Proposed Revision of
NAIC Life Insurance Solicitation Model Regulation

LIFE INSURANCE [SOLICITATION] DISCLOSURE MODEL REGULATION

Table of Contents.

Section 1. Authority.

Section 2. Purpose.

Section 3. Scope.

Section 4. Definjtions,

Section 5. [Disclosure Requirements] Duties of Insurers,
Secrion 6. | General Rules] Special Plans.

Secrion 7. [Failure to Comply] General Rules,

Section 8. [Effective Date] Fajlure 1o Comply.

Section Y. Separability.

Section 10, BEffective Date.

Appendix A Life Insurance Buyer’s Guide. (To be redrafted)
Appendix B Examples of Calculations of the Discontinuity Index.
Appendix C Test Limits for Disca'it—:in.\i'irt-y. N

Section 1.  Authority.

This rule is adopted and promulgated by (title of supervisory authority) pursuant to sections (4(1)(a} of the Unfair and
Deceptive Acts and Practices in the Business of Insurance Act) of the insurance code.

Section 2.  Purpose.

{A)Y The purpose of this regulation is to require insurers to deliver to purchasers of life insurance[,] information which
will improve the buyer’s ability to select the most appropriate plan of life insurance for his needs, improve the
buyer’s understanding of the basic features of the policy which has been purchased or which is under consideration,

and improve the ability of the buyer to evaluate the relative costs of similar plans of life insurance.

(B)  This regulation does nor prohibit the use of sdditional material which is not in violation of this regulation or any
other (state) statute or regulation.

Section 3.  Scope.

(A)  Except fas hereafter exempied} for the exemptions specified in Section 3(B), this regulation shall apply to any
solicitation, negotiation or procurement of life insurance occurring within this state, Subsection 5(C) only shall
apply 1o any existing nonexempt policy held by a policyowner residing in this state. This regulation shall apply ro
any issuer of life insurance contracts, including fraternal benefit societies,

(B)  Unless [otherwisel specifically included, this regulation shall not apply to:

1. Annuities

2, Credit life insurance

3. Group life insurance

4. Life insurance policies issued in connection with pension and welfare plans as defined by and which are

subject to the federal Employee Retirement Income Security Act of 1974 29 U.S.C. §1001 et seq. (ERISA)
s amended
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5. Variable life insurance policies which are registered under state or federal securizies laws and under which the
death benefits and cash values vary in accordance with unit values of investments held in a separate account

Section 4, Definjtions,

For the purposes of this regulation, the following definitions shall apply:

[(a)) (A} Buyer’s Guide. A Buyer’s Guide is a document which contains, and is limited to, the language contained in {the]

(B)

@

HC)

Appendix A to this regulation or language approved by (title of supervisory authority).

Cash Dividend. A Cash Dividend is the current illustrated dividend which can be applied toward payment of the
gross premium.

Contribution Principle. The Contribution Principle is a basic principle of dividend determination adopted by the

American Academy Of Actuaties with respect to individual life insurance policies issued by mutual companies. The
Academy report, The Recommendations of the Committee on Dividend Principles and Practices (January 1981),

describes this principle as the distribution of the aggregate divisible surplus among policies in the same proportion

as the policies are considered to have contributed to divisible surplus. In a broad sense the conrtribution principle
underlies the essential equity implied by participating business.

no change in the basis of these dividends after the time of illustration.

Current Rate Schedule, The Current Rate Schedule is a_schedule showing the premiums that will be charged or the
cash values or death or other benefits that will be available if there is no change in the basis of these items after the
time of illustration.

Discontinuity Index. The Discontinujty Index is the sum of the backward second differences squared in the Yearly

Prices of Death Benefits (per 1,000) for policy years 8 through 23, Examples of calculations appear in Appendix B
of this regulation.

Equivalent Level Annual Dividend. The Equivalent Level Annual Dividend is calculated by applying the following
steps:

1. Accumulate the annual cash dividends at five percent interest compounded annually to the end of the tenth
and twentieth policy years,

2, Divide each accumulation of Step 1. by an interest factor that converts it into one equivalent level annual
amount that, if paid at the beginning of each year, would accrue to the values in Step 1. over the respective
periods stipulated in Step 1. If the period is ten years, the factor is 13,207 and if the period is twenty years,
the factor is 34.719.

3. Divide the resuits of Step 2. by the number of thousands of the Equivalent Level Death Benefit to arrive at
the Equivalent Level Annual Dividend.]

[(D}) (G) Equivalent Level Death Benefit. The Equivalent Level Death Benefit of a policy or term life insurance rider is an

amount calculated as follows:

1 Aceumulate the [guaranteed]l amount payable upon death, regardless of the cause of death, at the beginning
of each policy year for ten and 20 years at five percent interest compounded annually to the end of the tenth
and rwentieth policy years respectively.

2. Divide each accumularion of step 1. by an interest factor that converts it into one equivalent level annual
amount that, if paid at the beginning of each year, would accrue to the value in step 1. over the respective
periods stipulated in step 1. If the period is ten years, the factor is 13,207 and if che period is twenty years,
the factor is 34,719.

[(EY] () Generic Name. A Generic Name [means] is a short title [which} that is descriptive of the premium and benefit

patterns of a policy or a rider,
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Investment Generation Method, The Investment Generation Method is the method of determining dividends so that
dividends for policies issued in specified years or groups of years reflect investment eatnings on funds attributable to
those policies.

[{F)]1{]) Life Insurance Cost Indexes.

()

(L)

(M)

1. Life Insurance Surrender Cost Index. The Life Insurance Surrender Cost Index is calculated by applying the
following steps:

ER Determine the [guaranteed] cash surrender value, if any, available at the end of the tenth and twenti-
eth policy years.

b. For participating policies, add the terminal dividend payable upon surrender, if any, to the accumula-
tion of the annual Cash Dividends at five percent interest compounded annually to the end of the
petiod selected and add this sum to the amount determined in step a.

<. Divide the result of step b. (step a. for [guaranteed-cost] nonparticipating policies) by an interest
factor that converts it into an equivalent level annual amount that, if paid at the beginning of each
year, would accrue to the value in step b. {step a. for [guaranteed cost] nonparticipating policies) over
the respective periods stipulated in step a. If the period is ten years, the factor is 13.207 and if the
period is 20 years, the factor is 34.719.

d. Determine the equivalent level premium by accumulating each annual premium payable for the basic
policy or rider at five percent interest compounded annually to the end of the period stipulated in
step a. and dividing the result by the respective factors stated in step c. ([t]l This amount is the annual
premium payable for a level premium plan).

e. Subtract the result of step c. from step d.

f. Divide the result of step e. by the number of thousands of the Equivalent Level Death Benefit to
arrive at the Life Insurance Surrender Cost Index,

2. Life Insurance Net Payment Cost Index. The Life Insurance Net Payment Cost Index is calculated in the
same manner as the comparable Life Insurance Surrender Cost Index except that the cash surrender value and
any terminal dividend are set at zero,

3. In_the calculation of Life Insurance Cost Indexes for policies that have a Nonguaranteed Factor, the amount
payable upon death for purposes of Section 4(G)1, the cash surrender value for the purposes of Section
4(J)1.,2., and the annual premium for the purposes of Section 4(J)1.,d., are calculated on the basis of the
company’s Current Rate Schedule,

Nonguaranteed Factor. A Nonguaranteed Factor is any premium, benefit, or other item entering into the calculation
of the Life Insurance Susrender Cost Index that can be changed by the company without the consent of the policy-

QWner,

Nonggaranteed Llemcnt _The Nonguaranteed Element is calculated by subtracting {(a) the Life lnsurance Surrender

‘Cost Indexes for ten- and 20-year periods, calculared as described in (]} above, from (b) the corresponding Life

Insurance Surrender Cost Indexes for ten- and 20-year perlods calculated on the assumption that the company
charges the maximum prcmiums and provides the minimum cash values and death benefits allowed by the policy,

cach poli cx year for a series of d%nate_d policy years, of the following information: I.llustratej‘.__i__gm\__l_.\__al_,__otb_er
periodic, and terminal dividends; premiums; death benefits; cash surrender values; and endowment benefits.

[GI{N} Policy Summary. [For the purposes of this regulation,] The Policy Summary {means] is a written statement

describing the elements of the policy, including, bur not limited to:

1. A prominently placed title as follows: STATEMENT OF POLICY COST AND BENEFIT iNFORMATION,
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The name and address of the insurance agent[,] or, if no agent is involved, a statement of the procedure to be
followed in order to receive responses to inquities regarding the Policy Summary,

The full name and home office or administrative office address of the company in which the life insurance
policy is to be or has been written,

The Generic Name of the basic policy and each rider.

The following amounts, where applicable, for the first five policy years and representative policy years there-
after sufficient to clearly illustrate the premium and benefit patterns, including, but not necessarily limited
to, the years for which Life Insurance Cost Indexes are displayed and the earlier of at least one age from 60
through 65 [or] and policy maturity [whichever is earlier] :

a The annual premium for the basic policy.
b, The annual premium for each optional rider.
<. The [Guaranteed] amount payable upon death, at the beginning of the policy year regardless of the

cause of death, other than suicide[,] or other specifically enumerated exclusions, which is provided
by the basic policy and each optional rider, with benefits provided under the basic policy and each
rider shown separately,

d. ‘The toral [guaranteed] cash surrender values at the end of the ycar with values shown separately for
the basic policy and each rider.

e. The Cash Dividends payable at the end of the year with values shown separately for the basic policy
and each rider, (Dividends need not be displayed beyond the twentieth policy year.)

f. Any [Guaranieed] endowment amounts payable under the policy which are not included under
[guaranteed] cash surrcnder values above.

¢ If the policy has a Nonguaranteed Factir, the maximum premjum, minjimum amount payable upon
death, mJ.l'lllTlum cash valuc and rmmmum endowmcnt amounts allowed by the policy, These amounts

Sc.ale.

The effective policy loan annual percentage interest rate, if the policy contains this provision, specifying
whether this rate is applied in advance or in arrears. If the policy loan interest rate is variable, the Policy
Summary |[includes the maximum annual percentage rate.} shall indicate that the anmual percentage rate will
be determined by the company in accordance with the provisions of the policy and the applicable law,

The Life Insurance Cost Indexes for ten and 20 years but in ne case beyond the premjum- paying period.
erate indexes [are] shall be displayed for the basic policy and for each optional term life jnsurance rider.
Such indexes nced not be included for optional riders which are limited to benefits, such as accidental death
benefits, disability waiver of premium, preliminary term life insurance coverage of less than 12 months and
guaranteed insurability benefits, nor for [thel any basic policies or optional riders covering more than one
life,

{The Equivalent Level Annual Dividend, in the case of participating policies and participating optional term
life insurance riders,] If the policy has a Nonguaranteed Facror:

a The Nonguaranteed Element under the same circumstances and for the same durations at which the
Life Lnsurance Surrender Cost Indexes are displayed. The Policy Summary may include in addition a
Nonguaranteed Element calculated assuming all cash surrender values and terminal dividends to be
zerp,
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A Policy Summary which includes dividends shall also include a statement that dividends are based on the
company’s current dividend scale and are not guaranteed in addition to a statement in close proximity to the
Equivalent Level Annual Pividend as follows: An explanation of the intended use of the Equjvalent Level
Annual Dividend is included in the Life Insurance Buyer's Guide, 1

b, A statement indicating which cost factor is not guaranteed and that such factor is based on the com-

pany’s Currentﬁlﬂ)_ivi_glend Seale or Current Rate Schedule,

use of the Nonguaranteed Element is included in the Life Insurance Buyer's Guide, "

[A] This statement in close proximity to the Life Insurance Cost indexes |as follows] : “'An explanation of
the intended use of these indexes is provided in the Life Insurance Buyer’s Guide.”

The date on which the Policy Summary js prepared. The Policy Summary must consist of a separate docu-
ment. All information requited to be disclosed must be set out in such a manner as to not minimize or render
any portion thereof obscure. Any amounts which remain level for two or more years of the policy may be
tepresented by a single number if it is clearly indicated whar amounts are applicable for each policy year,
Amounts in item five of this section shall be listed in total, not on a per thousand nor per unit basis. If more
than one insured is covered under one policy or rider, [guaranteed] death benefits shall be displayed sepa-
rately for each insured or for each class of insureds ¥ death benefits do not differ within the class, Zero
amounts shall be displayed [as zero and shall not be displayed] as a blank space.

(0)  Portfolio Averape Method, The Portfolic Average Method js the method of determining dividends so that dividends

reflect investment earnings on funds attributable to all policies whenever issued,

P} Yearly Price of Death Benefits. The Yearly Price of Death Benefits per $1,000 is calculated by applying the follow-

Section 5.

YP = (P-Dy{(CVCv-CVP))/(F(.001))
Where YP = Vearly Price of Death Benefits per $1,000
P = Annual premijum
CVP = Sum of the cash value and terminal dividend at the end of the preceding year
CYC = Sum of the cash value and terminal dividend at the end of the current year
D= Annual dividend
F = Face amount
V= 1/{1.05)

[Disclosure Requirements.] Duties of Insurers,

(A)  Reguirements Applicable Generally.

(AN 1,

(&7

The insurer shall provide, 1o all prospective purchasers, a Buyer’s Guide and a Policy Summary prior to
accepting the applicant’s initial premium or premium deposit, provided however that:

£ [unless] If the policy for which application is made or its Policy Summary contains an unconditional
refund provision of at least ten days |or unless the Policy Summary contains such an unconditional
refund offer in which event], the Buyer’s Guide and Policy Summary must be delivered with the
policy or prior to delivery of the policy,

b, [in the case of poiicies whose| 1f the Equivalent Level Death Benefit of the policy for which applica-

tion is made does not exceed $5,000, the requirement for providing a Policy Summary will be satisfied
by delivery of a written statement containing the information described in Section 4[(G)] (N}, items 2,
3,4, 52, 5b, 5¢, 6,7, 8,9, and 10 [,11],

I{B) The insurer shall provide a Buyer’s Guide and & Policy Summary to any prospective purchaser upon request.]

2,

If any prospective purchaser requests a Buyer’s Guide, a Policy Summary, or Policy Data for policy years one

through thirty, the insurer shall provide the item or material requested,
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3. It the Discontinuity Index of any policy exceeds:

a, Any of the test limits for discontinuity set forth in Appendix C herein, the insurer shall provide the
following information to the (title of supervisory authority) prior to the sale of any such policy:

i The Policy Data for policy years one through 30,

ii. The Discontinuity Index and its component calculations, and

id. A staternent identifying as accurately as possible the specific policy premium or benefit causing
the policy’s Discontinuity Index to exceed the test limits.

b. The test limit set forth in Appendix C herein for the applicant’s issue ape, the insurer shall provide:

i The following statement displayed prominently on the Policy Summary and on all other sales

material that show or incorporate the Surrender Cost Index, the Net Payment Index, or the
Nonguaranteed Element: “This summary cost information may reflect year-to-ycar costs

inaccurately. This policy has an unusual pattern of premiums or benefits that may make
comparison n with the cost indexes of other policies unreliable, You should discuss this with your
agent or this company, A statemens of year-by-year information is available.”

il 1f the prospective purchaser requests it, a statement identifying as accurately as possible the

specific policy premium or benefit causing the policy’s Discontinuity Index to exceed the
applicable test limit.

{B) Reguirements Applicable to Participating Policies,

1. If a mutua! life insurance company illustrates policyowner dividends that are calculated in a manner or on a
basis that:

a Deviates substantially from the Contribution Principles, the Policy Summary and all other sales materi-
al _showing illustrated policyowner dividends must display prominently the following statement:
“The illustrated dividends for this policy have been determined in a manner inconsistent with general-
Iy accepted practices. Read the Buyer's Guide and contact this company for further information.”

b. Uses the Portfolio Average Method, the Policy Summary and all other sales material showing illus-
trated policyowner dividends must include the following statement: “[llustrated dividends reflect
current investment earnings on funds applicable to all policies and are based on the Current Dividend
Scale. Refer to your Buyer's Guide for further Jgformatu)n

C Uses the Investment Generation Method, the Policy Summary, and al other sales material showing
illustrated policyowner dividends must include the following statement: *‘lllustrated dividends reflect
current investment earnings on funds attributable to policies issued since 19 * and are based on the
current dividend scale. Refer 10 your Buyer’s Guide for further information.”’ *Drafting note: Insert at
* the earliest year of the issue-year grouping used to determine the investment carnings on currently.

issued policies.

2 If a stock life insurance company illustrates policyowner dividends that are calculated in a manner or on 2
basis that deviates substantially from the Contribution Principle applicable to dividend determinations by
mutuaf life insurers, the Policy Summary and all other sales material showmgll_lu_s_tggted policyowner divi-

dends must display prominentdy the foliowing statement: *‘The illustrated dividends on this pohcy are deter-
mined according to standards which are different from those applicable to a mutual company.’

{C) Requirements Applicable to Existing Policies

1. If a policyowner residing in this state requests it, the insurer shall provide Policy Data for that policy for
thirty consecutive years beginning with the previous policy anniversary, The statement nt of Policy Data shall
include cash dividends according to the Current Dividend Scale, the amount of outstanding policy loans, and
the current policy loan interest rate, Policy values shown shall be based on the dividend option in effect at
_the time of the request. The insurer may charge a reasonable fee, not to exceed $X, for the preparation of the

statement,
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2. If 2 mutual life insurance company:

a, Deviates substantially from the Contribution Principle, it shall annually provide cach affected policy-
owner residing in this state the following notice: “The dividend paid this year was detcrrp}_n_ed ina

manner inconsistent with generally accepted practices. Contact this company for further informa-
tion,”

b. Is determining dividends, as of the effective date of this regulation, using the Investment Generation

Method, it shall, within 18 months of such date, provide each affected polx}.yowner resldmg in this
state the foliowmg nonce “The dividend for this pohcy reﬂects current investment earnmgs on funds

of issue,

[ Changes its method of determining dividend scales on existing policies from or to the Investment

Generation Methad, it shall:

i File with the (site of supervisory authority) for his or her approval 2 notice describing such

change and its implication on dividends payable on affected policies. For purposes of this sub-

section, if the (iitle of supervisory authority) fails 1o approve or dlsapprove such notice within
sixty days of its initial or subsequent submission, the notice shall be deemed approved.

il Send to each affected policyowner residing in this state, no later than the first policy anniversa-

ry when the dividend is payable on the new E%slijuﬂggplpe as approved.

Section 6. Special Plans. This section modifies the application of this regulation as indicated for certain special plans of
life insurance:

(698

Enhanced QOrdinary Life Policies. An Enhanced Ordinary Life Policy is a participating policy which has the follow-
Ing characteristics for all issue ages:

1. The basic policy has a guaranteed death benefit that reduces after an initial period of one or more years 10 2
basic amount; and

2, A special dividend option that provides (a) a combination of immediate paid-up additions and one-year term

insurance or (b) deferredjald up additions, either of thch on the b3515 of the Current Dividend Scale will
provide a combined death benefit (reduced basic amount plus paid-up addxtxons _plus one-year term insur-
ance) at Ieast equal to the initial face amount.

For these policies:

L The cash value of benefits purchased by dividends payable on or before the crossover point is included in the

cash surrender value fot the purpase of Section 4-(}}1 kN

payable upon death for the purpose of SCC“PP,‘_!‘,(G,), 1.

3. Dividends payable after the crossover point ”E;’E?:‘E’F_‘,i, t?_,b_e_ p_z_aid__in cash for the purpose of Section 4(])1.,b.

Flexible Premium and_ Bencﬁt Policjes. Por policies, commonly called “‘universal life insurance policies,” which:

1. Permit the policyowner ta vary, independently of each other, the amount or timing of premium payments, or

the amount payable on death; 2nd

2, Pravide for a cash value that is based an separately identified interest credit and mortality and expense
chenges made to the pohc_gm

All indexes and other data shall be displayed assuming specific schedules of anticipated premiums and death benefits
at issue, If no specific schedules of anticipated premiums and death benefits are indicated in the Pollcy Summary, all
indexes and other data shall be dlsplayed assuming an annual premium of $ and a level amount payable on

deathof $
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In_addition to all other information required by this regulation, the Policy Summary shall indicate when the policy
will expire based on the interest rates and mortality and other charges guaranteed in the policy and the anticipated
or assumed annuzl premiums shown in the Policy Summary,

Multitrack Policies, For policies which allow a policyowner to_change or convert the policy from one plan or
amount to another, the Policy Summary:

1. Shall display all indexes and other data assuming that the option is not exercised; and

2. May display all indexes and other data using a stated assumption about the exercise of the option.

um rate if the insured periodically submits evidence of continued insurability, the Policy Summary:

1, Shall display cost indexes and other data assuming that the insured always qualifies for the lowest premium;

2 Shall display cost indexes and other data assuming that the company always charges the highest premiums
allowable; and

3. Shall indjcate the conditions thatr muse be fulfilled for an insured to qualify periodically for the reduced rate.

Section ¥ [6]. General Rules.

(A)

(B)

(C)

(D)

(E}

(F)

(G}

(H)

(D

Each insurer shall maintain, ac its home office or principal office, 2 complete file containing one copy of each docu-
ment authorized and used by the insurer {for use] pursuant to this regulation. Such file shall contain one copy of
each authorized form for a period of three years following the date of its last authorized use,

An agent shall inform the prospective purchaser, prior to commencing a life insurance sales presentation, that he is
acting as 2 life insurance agent and inform the prospective purchaser of the full name of the insurance company
which he is representing to the buyer. In sales situations in which an agent is not involved, the insurer shall identify
its full name,

Terms such as financial planner, investment advisor, financial consultant, or financial conseling shall not be used in
such a way as to imply that the insurance agent is primarily [generally] engaged in an advisory business in which
compensation is unrelated to sales unless such is actually the case.

Any reference to a [policy] dividendls] or other nonguaranteed factor must include a statement that such item is
[dividends are] not guaranteed(.] and is based on the company’s Current Dividend Scale or Current Rate Scheduie.

A system or presentation which does not recognize the time value of money through the use of appropriate interest
adjustments shall not be used for comparing the cost of two or more life insurance palicies. Such a system may be
used for the purpose of demonstrating the cash-flow pattern of a policy if such presentation is accompanied by a
statement disclosing that the presentation does not recognize that, because of interest, a dollar in the future has
less vajue than a dollar today.

A presentation of costs or benefits, other than that required pursuant to this regulation, shall not display guaranteed
and nonguaranteed factors |benefits] as a single sum unless they are shown scparately in close proximity thereto.

Any statement regarding the use of the Life Insurance Cost Indexes or Nonguaranteed Element shall include an
explanation to the effect that the indexes or nonguaraniced element are useful onty for the comparison of the
relative costs of two or more similar policies,

A Life Insurance Cost Index which reflects 2 Nonguaranteed Element Tdividends or an Equivalent Level Annual
Dividend] shall be accompanied by a statement that it is based on the company’s Current [d] Dividend Scale ot
Current Rate Schedule and is not guaranteed.

For the purposes of this regulation, the annual premium for a basic policy or rider, for which the company reserves
the right to change the premiums, shall be the maximum annual premium. ]
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Section [7] 8. Failure to Comply.
Failure of an insurer to provide or deliver [A Buyer’s Guide, or a Policy Summary as provided in Section 5] any informa-
tion required by this regulation shall constiture an omission which misrepresents the benefits, advantages, conditions or

terms of an insurance policy.

Section . Separability, If any provisions of this rule be held invalid, the remainder shall not be affected,

Section [8] 10. Effective Date. This rule shall [apply to all solicitations of life insurance which commence on or after]
become effective (insert a date at least six months following adoption by the regulatory authority.)

Ll
APPENDIX A

Life Insurance Buyer's Guide
{To be redrafred)

LEER 3
APPENDIX B
Examples of Calculations of the Discontinuity Index
Example 1

The first example is a participating whole life policy issued to a male aged 35. The calculation is made on a per $1,000
basis:

{llustrated
Policy Guaranteed Annual Terminal

Year Cash Value Dividend Dividend Premium
1 0.0 0.0 0.00 21.40
2 B.77 2,40 0.00 21.40
3 31,27 2.65 0.00 21.40
4 54.28 2.90 0.00 21.40
5 77.82 3.16 0.00 21.40
6 94.24 3.16 0.00 21.40
i 110.93 3.16 0.00 21.40
8 127.88 3.41 0,00 21.40
g 145.09 3.41 0.00 21.40
10 162.54 3.66 8.00 21.40
11 180.22 4.16 8.00 21.40
12 198,11 4.67 8,00 21.40
13 216.20 5.17 8.00 21.40
14 234.46 5.68 8.00 21.40
15 252,88 6.18 8,00 21.40
16 271.43 6.69 8.00 21.40
17 290.10 7.19 8.00 21.40
18 308,87 7.95 8.00 21.40
19 327.73 8.46 8.00 21.40
20 346.65 9.47 25.00 21.40
21 36562 10.48 25.00 21.40
22 384.60 11.49 25.00 21.40
23 403.57 12.50 25.00 21.40
24 422,50 13.51 25.00 21.40
25 441.37 14,52 25,00 21.40
26 460.14 15.53 25.00 21.40
27 478.78 16.54 25.00 21.40
28 497.28 17,55 25.00 21.40
29 515.60 18.56 25,00 21,40
30 533.70 19,57 25.00 21.40
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The yearly prices, (backward) second differences in yearly prices, and their squares for this policy are:

.M (2} (3)
Second Second
Policy Yearly Difference in Difference
_Year . Price _ Yearly Price _Squared
1 21,40 - NA
2 10.76 - NA
3 -2.13 -2.25 NA
4 -1.79 13.23 NA
5 -1.44 .01 NA
6 6.46 7.55 NA
7 6.98 -7.38 NA
8 7.29 -21 0441
9 7.85 .25 0625
10 .59 -7.82 61,1524
11 8.72 15.39 236.8521
12 8.88 -71.97 63,5209
13 9.06 .02 0004
14 9.28 .04 L0016
15 0.52 02 .0004
16 9.78 .02 0004
17 10.08 04 .0016
18 10.15 -23 .0529
19 10.47 25 0625
20 -5.84 -16.63 276.5569
21 11,05 33.20 1,102.2400
22 10.98 -16.96 287.6416
23 10.93 .02 0004
24 10.91 .03 NA
25 10.91 .02 NA
26 10.94 .03 NA
27 11.00 .03 NA
28 11.06 .00 NA
29 11.15 .03 NA
30 11.27 .03 NA

The column (1) yearly prices are the values of the Yearly Price of Death Benefits per (1000).

Column (2) is calculated by subtracting the change observed in the yearly price in year c-1 from the change observed in the
yearly price in year t. For example, the second difference of -16.63 in year 10 is calculated:

-16.63 = (-5.84-10.47) - (10.47-10.15)

L

-16.31-.32

i

-16.63

Column {(3), second difference squared, is the square of the figure in column (2). The sum of the squared second differ-
ences between years 8 and 23 is 2028, This sum exceeds by 1528 the test limit for issue age 35 of 500,



NAIC Proceedings - 1982 Vol. II 497

The second example is a guaranteed cost policy issued to a male age 25, It has a six percent policy loan rate. The calcula-
tion is made on a per $1,000 basis.

Example 2.
llustrated
Policy Guaranteed Annual Terminal

Year Cash Value Dividend Dividend Premium
1 0.0 0.0 0.0 11,34
2 0.0 0.0 0.0 11.34
3 0.02 0.0 0,0 11.34
4 9.77 0.0 Q.0 11,34
5 19.84 0.0 0.0 11.34
6 30.23 0.0 Q.0 11.34
7 40.95 0.0 0.0 11.34
8 52.01 0.0 0.0 11.34
9 63.41 0.0 0.0 11.34
10 75.17 0.0 Q.0 11.34
11 87.27 0.0 0.0 11.34
12 99.71 0.0 0,0 11.34
13 112,48 0.0 0.0 11.34
14 125,54 0.0 0.0 11.34
15 138.90 0.0 0.0 11.34
16 152,53 0.0 0.0 11.34
17 166.43 0.0 0.0 11.34
18 180.59 0.0 0.0 11.34
19 195,03 0.0 0.0 11.34
20 22412 0.0 0.0 11,34
21 230,80 0.0 0.0 11.34
22 253,71 0.0 0.0 11.34
23 268.85 0.0 0.0 11.34
24 284,20 0.0 0.0 11.34
25 299.73 0.0 0.0 11.34
26 315.43 0.0 0.0 11.34
27 331.29 0.0 0.0 11.34
28 347.29 0.0 0.0 11.34
29 363.43 0.0 0.0 11.34

30 379.67 0.0 0.0 11.34
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{3)
(2)
1
@ Second ?fefcond .
Yearl Difference in Di eren;
Policy . Y Yearly Price Square
Price
Year Y q
- NA
1 11,34 e
11.34 - A
2 -
11.32 .02 “
: -9.24
2.06 A
: 9.41
221 -
; .03
6 2.33 o .
: e ‘01 .0001
: Toe .01 L0001
o e .00 0000
10 3.16 .04 poey:
i1 3.40 .01 0001
12 3.65 .03 o000
13 3.93 .05 posst
14 4.26 .00 o0
e o .05 0025
- o .02 L0004
it oo ‘01 .G001
s g .00 L0000
o o 17.68 187.1424
i i .36-00 1,296.00060
1es . 1,434.1369
” -37.87 ,
o 558.3749
- 23.63
9.00 A
2 -7.97
24 9.52 or A
25 10.08 .02 A
10.66 . Na
26 o
11.26 Na
o 02
28 11.88 o1 Na
12.51 . Na
o 13.18 .04
30 .

i ds by 3176 the test
i 23 for example two is 3476, It excee
differences between years 8 and
The sum of the squared second
limit for issue age 25 of 300.
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APPENDIX C

Test Limirs for Discontinuity

Issue Test
Age Limit
25 and under 300
26 325
27 348
28 371
29 392
30 413
31 432
32 451
33 468
34 485
35 500
36 515
37 528
38 541
39 552
40 563
41 572
42 581
43 588
44 595
45 and over 600
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ATTACHMENT THREE
LIFE COST DISCLOSURE (A} TASK FORCE

Oklahoma City, Oklahoma
April 5, 1982

The Life Cost Disclosure (A) Task Force met in the 18th Century Room of the Sheraton in Oklahoma City, Oklahoma at
3:45 p.m, on April 5, 1982, A guorum was present and Michael J. Sabbagh chaired the meeting, The following committee
members were present: Michael J, Sabbagh, chajirman (Massachusetts); Susan Mitchell, vice-chairman (Wisconsin); William
H, L. Woodyard, 1iI (Arkansas); J, Richard Barnes (Colorado); Don H, Miiler (Indiana); Patsy Redmond (Nevada); ]. O.
{**Bud”) Wigen (North Dakota),

The meeting was called to order by Chairman Michael ]J. Sabbagh and the agenda items were as follows:

1. Progress Report on Cooperation Between This Task Force and the Securities and Insurance Regulation (EX) Task
Force

The chairman declared that he would follow the agenda as published, Thereupon, Commissioner Bruce Foudree, chairman
of the Securities and Insurance Regulation (EX) Task Force, summarized the work of his task force at the October meeting
in Burlingron, Vermont and at the December mecting in New Orleans, Included in his discussion was an explanation of the
principal features found in new life products. He also reported no resolution with regard to the question of whether these
products are securities or insurance, The attempr to distinguish between the two continues, His task force’s principal
concern, however, is to implement the regulation of such products for the benefit of consumers, Cost disclosure is para-
mount and of principal importance to his commirree,
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Commissioner Foudree reported the existence of some fundamental differences with regard to the regulation of new life
products within the NASAA/NAIC joint committees, The two committees have not been able to resolve their differences
and have, therefore, decided not to continue their joint relationships. He also stated that the NASAA committee may now
have been dissolved.

Commissioner Foudree next called to the task force’s attention that Professor Joseph Loag has drafted a proposal to
amend the Uniform Securities Act.

Following Commissioner Foudree's synopsis, Commissioner Barnes of Colerado inquired refative to “a timing target” for
this task force to complete its assignment. Commissioner Foudree brought out in his comments that the Securities and
Insurance Regulation Task Force will be meeting tomorrow, Tuesday April 6, to consider the position of the NAIC on
amendments to the Uniform Securities Act. He pointed out the difficulties in establishing a kind of uniform disclosure
regulation because of a variety of new life insurance products now in existence,

Foilowing Commissioner Foudree’s decision, John Booth, of the American Council on Life Insurance (ACLI) notified the
task force that he would make available ACLI's paper that was presented at the New Orleans meeting and summarized the
elements of the new life products to expedite these considerations in this area. He noted that Universal Life Phase 1l may
be considered a security by the SEC and would therefore be exempt from any cost disclosure regulation otherwise appli-
cable to new life products.

Mr, Tom Hefty, representing Wisconsin, noted two problems with regard to disclosure: 1} that the calculation of surrender
charges differs by company and 2) that presentation of cash values were inconsistent, There was a suggestion that the
“model” should be clarified to account for the significant differences in cash value,

It was mentioned that the NAIC Buyer’s Guide is clear that the surrender charges should be deducted, Perhaps illustrations
would clarify the problem.

Mr, Keith Sloan, of the Kentucky Insurance Department, reported that even though Kentucky has not adopted a disclosure
regulation that he, as the examiner of new products filing has adopted some standards for reviewing such filings.

Commissioner Sabbagh then asked if there were any other comments. None were made and the meeting was adjourned at
4:20 p.m.

Michael }. Sabbagh, chairman, Massachusetts; Susan Mitchell, vice-chaimman, Wisconsin; William H. L. Woodyard, Arkansas;
]. Richard Barnes, Colorado; Dr. Mary G, F, Bitterman, Hawaii; Don H. Miller, Indiana; Patsy Redmond, Nevada; Joseph F.
Murphy, New Jersey; Vincente B. Jasso, New Mexico; J. O. {**Bud”) Wigen, North Dakota; James M. Thomsen, Virginia,
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MANIPULATION, LAPSATION, DIVIDEND PRACTICES
AND ANNUITY DISCLOSURE (A) TASK FORCE

Reference:;
1982 Proc. I p. 412

Patsy Redmond, Chairman -- Nevada
Thomas J. Caldarone, Jt., Vice-Chairman -- Rhode Island

AGENDA
1. Report on proposed amendments to the NAIC Model Annuity Disclosure Regulation and Buyer’s Guide,
2, Reporr on the proposed amendments to Schedule M on dividend disclosure.
3. Report on the proposed lapsation disclosure recommendation.
4. Any other matters brought before the task force,
CONTENTS
June 1982 report . . . .. o e e e e e e e e e 501
Report of the Annuity Advisory Committee (Attachment One) . . . . . .. 503

April 6, 1982 statement of ACLI on proposed amendments
1o NAIC Model Annuity and Deposit Fund Disclosure

Regulation (Attachment One-A) . . . . .. . ... ... ... ... 503
Proposed Model Annuity and Deposit Fund Disclosure
Regulation (AttachmentOne-B) . . . ... .. ... .......... 505
Proposed Buyer’s Guide to Annuities (Attachment One-C) . . ., . . 509
Report on proposed amendments to Schedule M on Dividend
Disclosure {Attachment Two). . . . . . . . . v v v it it et e e e e e 512
Background on the Lapsation Study (Attachment Three) . . .. . .. .. ., 515

June 8, 1982 statement of ACLI on the lapse disclosure system
(Attachment Four)

The Manipulation, Lapsation, Dividend Practices and Annuity Disclosure (A) Task Force
met in Dominion B Room of the Franklin Plaza Hotel in Philadelphia, Pennsylvania, at 3:00
p.m. on June 8, 1982. A quorum was present, and Patsy Redmond chaired the meeting. The
following task force members were present: Patsy Redmond, chairman, Nevada; Thomas J.
Caldarone, Jr., vice-chairman, Rhode Island; J. Richard Barnes, Colorado; Joseph C. Mike,
Connecticut; Philip R. O’Connor, Illincis; Don H. Miller, Indiana; Sherman A. Bernard,
Louisiana; Joseph F. Murphy, New Jersey; James M. Thomson, Virginia.

Absent was Trent M. Woods, Idaho.

1. Report on Proposed Amendments to the NAIC Model

Annuity Disclosure Regulation and Buyer’s Guide

William Snell, chairman of the advisory committee to recommend amendments to the NAIC
Model Annuity Disclosure Regulation and Buyer’'s Guide submitted the completed recom-
mendations of his committee for the review of the task force. Mr. Snell states the amend-
ments did provide for rate of return disclosure on all annuities to which the regulation
applies. Norman Martin, chairman of the American Councit of Life Insurance Subcommittee
on Cost Disclosure, spoke in favor of the proposed amendments, but suggested the ACLI
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would prefer not to show rate of return on gross premiums when rate of return was not used
in the solicitation of the product. The recommendations are attached as Attachment One.
Mr. Snell requested that his advisory committee be dismissed. The task force voted to dis-
miss the advisory committee.

2. Report on the Proposed Amendments to Schedule M on Dividend Disclosure

Ted Becker, of the Texas State Board of Insurance, reported on the assignment given him
at the last task force meeting to work with John Harding, chairman of the American
Academy of Actuaries Committee on Dividend Principles and Practices, to prepare a format
for the modification of Schedule M in the life insurance company annual statement blank
acceptable to the Blanks Task Force. Mr. Becker reported he expected to work with Tony
Spano, of the ACLI, and John Montgomery of the California Department of Insurance,
to have 2 correct format ready for the 1982 winter meeting. Mr, Harding gave a statement
about the suggestions made by his committee in modification of Schedule M. He stated that
Schedule M disclosure is critical to the continued fair treatment of participating policy-
holders and to the integrity of any cost disclosure system which relies upon the use of
dividends. Mr. Harding’s complete statement is attached as Attachment Two.

3. Report on the Proposed Lapsation Disclosure Recommendation

Keith Sloan, of the Kentucky Insurance Department, a member of the advisory committee
on this topic, gave a brief background of the Lapsation Study. (Aztachment Three) The full
study can be found in the NAIC Proceedings. (1981 Proceedings II p. 649) Mr. Sloan stated
that he felt the lapsation disclosure information would be most effective if it were made
available to the commissioners through the use of the services of the NAIC Support and
Services Office. Tony Spano, ACLI, gave a statement commending the report of the work of
the advisory committee. He stated he had reservations about the uses that would be made of
the information and about the value of it to the consumer if it were made available through
the annual statement. A copy of Mr. Spano’s statement is attached as Attachment Four.

Having no further business to come before the task force, the task force adjourned at 4:00
p.m.

Patsy Redmond, chairman, Nevada; Thomas J. Caldarone, Jr., vice-chairman, Rhode Island;
J. Richard Barnes, Colorado; Joseph C. Mike, Connecticut; Trent M. Woods, Idaho; Philip
R. O’Connor, Illinois; Don H. Miller, Indiana; Sherman A. Bernard, Louisiana; Joseph F,
Murphy, New Jersey; James M. Thomson, Virginia.
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ATTACHMENT ONE
The Northwestern Mutual Life Insurance Company
720 East Wisconsin Avenue

Milwaukee, Wi 53202

William M. Snell, F.8.A.
Managing Actuary

REPORT OF THE ANNUITY ADVISORY COMMITTEE
June 8, 1982

The Annuity Advisory Committee has met again since your open heating in Oklahoma City in Apzil 1982, We have
reviewed the suggestions made there, and have modified our proposed regulation, as follows:

1. We added & phrase making it clear that this model regulation also applies to annuity riders.

2. We adopted the suggestion made by the American Council of Life Insurance that opticnal benefits are excluded
from the contract summary, except for a showing of the premium amount.

3. We also made grammatical changes in the proposed regulation.

We discussed for almost half a day, the concept of gross yield on conttibutions, Should this be required in ali cases, or only
when the interest rate is emphasized in the sales process?

After carefully weighing both sides of the question, the advisory committee recommends that it be required in all cases.
Hence that part of the proposed regulation js unchanged.,

1 am enclosing with my report revised copies of both the regulation and the Buyer’s Guide,

We have enjoved working with the task force. The committee members have worked hard at preparing this report on
schedule. We believe we have completed our assignment,

Unless your task force has other questions to ask us, we request that we be discharged after acceptance of our report.

William M, Snell
Chairman

LA AR ]

ATTACHMENT ONE-A

STATEMENT ON BEHALF QF THE
AMERICAN COUNCIL OF LIFE INSURANCE
TO THE
NAIC (A) COMMITTEE'S TASK FORCE ON
MANIPULATION, LAPSATION, DIVIDEND PRACTICES
AND ANNUITY DISCLOSURE

April 6, 1982
My nzme is Norman K. Martin. 1 am vice president of State Farm Life Insurance Company. I am also chaitman of the

Subcommittee on Cast Comparisons of the American Council of Life Insurance. [ am appearing today on behalf of the
council, whose 524 companies account for about 96 percent of the total life insurance in force in this country.
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We appreciate this opportunity to appear today and to comment on the proposed amendments to the NAIC Model
Annuity and Deposit Fund Disclosure Regulation that have been developed by your Advisory Committee on Annuity
Disclosure. We feel the advisory commirtee is to be commended for suggesting changes in the model regulation that should
enhance the likelihood that meaningful and useful information will be provided to prospects for annuity contracts and
deposit funds, The revised Contract Summary and the new Buyer’s Guide to Annuities should be very useful in this respect,
We do, however, have several suggested improvements to the advisory committee’s proposals, both with respect to the
body of the regulation 2nd to the Buyer’s Guide, and we will now proceed to discuss these suggestions.

Regulation

Our principal comment on the regulation concerns the statement of interest rates and the yields on gross considera-
tions that would be required in the Contract Summary under Section 5.A, items 12 and 13. We agree that the
required disclosure of interest rates and yield figures js shown in an annuity sales presentation. However, we would
be concerned about this type of required disclosure where an annuity is presented strictly as an income vehicle and
without any emphasis on the interest accumulation aspects. To require companies and agents to introduce interest
and yield figures in those situations would only serve to complicate the sales presentarion needlessly at the expense
of possibly confusing the purchaser and thus negating some of the benefits of the disclosure process.

We feel it would be far preferable to require this information only where an interest rate or yield figure is shown in
an annuity sales presentation. This is the type of requirement currently in effect in Wisconsin, the one state that has
adopted a regulatory provision concerning yield disclosure. In that state, Administrative Code Section Ins, 2.15
provides that:

“Any sales presentarion for an arrangement subject to the provisions of this section which purports to
show a yield, or return or any items of similar impott must disclose in an at least equally prominent
manner the Effective Yields at Marurity.”

While the Buyer’s Guide refers to the disability waiver of premium benefic that is sometimes offered with annuity
contracts, the regulation is silent as to how the premiums for this benefir, or for any optional benefit, should be
handled in developing the Contract Summary. Affected are Contract Summary item 9a, relating to the amount of
the gross consideration, and item 13, relating to the yield on the gross considerations,

We would suggest an approach consistent with that adopted for the NAIC Life Insurance Solicitation Mode! Regula-
tion, Under that model regulation, premiums are required to be shown separarely for the basic policy and for each
optional rider, but life insurance cost indexes are not required for eptional riders limited ro benefits such as disabili-
ty waiver of premium and accidental death benefits, A consistent treatment for the proposed Contract Summary
would involve showing the annuity considerations separately for the basic contract and for any optional benefits,
and for basing the yield on gross considerations only on that part of the considerations applicable to the basic
contract benefits (i.e., after excluding any considerations applicable to optional benefits).

There are two typographical items we would like to point out:

Section 5.B, sentence beginning on the fifth line - Item 4 should be excluded from the items included in this sen-
tence since item 4 does not refer to any amounts and is therefore inapplicable in the context of this sentence.

Section 7.F, third line - In the two places where it appears on this line, the word “saving” should read “savings.”

Buyer’s Guide

1.

It would be helpful to include a statement under Types of Annuity Contracts regarding the possible availability of
tax-deferred retirement programs. Reference to these arrangements is made toward the end of the Buyer’s Guide
under Other Points to Consider, but we feel that the addition of an earlier reference would enhance the potential
impact on the prospect. Such a reference could be included immediately before the final paragraph of Types of
Annuity Contracts and could be phrased along the following lines:

“Annuity contracts are often sold in connection with Individua! Retirement Account {IRA) or other
tax-deferred retirement programs. Consider taking advantage of these if you are eligible.”
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2, Under Annuiry Contract Features, we would suggest a statement in the first paragraph of the charges section to the
effect thar some charges are fixed by the contract while others may be changed by the company from time to time,
Such 2 statement would be consistent with the approach followed in, for example, the interest section and the
benefits section, where the reader is advised as to whether particular items are of a guaranteed nature or subject to
change,

In concluding, we wish once again to applaud the work of the advisory committee and to express our agreement with a
substantial part of the proposed amendments, If modified as we have suggested, we feel that the committee’s proposals
should be very helpful in improving the effectiveness of the model regulation.

We thank you for your attention and will be glad 1o answer any questions you may have,

ek kmokkokk

ATTACHMENT ONE-B
MODEL ANNUITY AND DEPOSIT FUND DISCLOSURE REGULATION
(As proposed June 1982 by NAIC Advisory Commirtee on Annuity Disclosure)

Basic text is that adopted by NAIC, June 1978 and modified December 1979
New material is underlined, Bracketed material is deleted.

Section 1. Authority

This rule is adopred and promulgated by (ritle of supervisory authority) pursuant to sections (insert sections corresponding
to Section 4(1){a) of the Model Unfair and Deceptive Acts and Practices in the Business of Insurznce Act) of the Insurance
Code.

Section 2. Purpose

A The purpose of this regulation is 1o require insurers to deliver to prospects for annuity contracrs, for annuity riders
0 life insurance policies, or for deposit funds accepted in conjunction with life insurance policies or annuity con-
tracts, informarion which helps the prospect select an annuity or deposit fund, or both, appropriate to the pros-
pect’s needs, improves the prospect’s understanding of the basic features of the plan under consideration and
improves the prospect’s ability to evaluare the relative benefits of similar plans,

B. This regulation does not prohibit the use of additional matetial which is not in violation of this regulation or any
other {state) statute or regulation.

Section 3. Scope

A To the extent hereinafter provided, this regulation shall apply to any solicitation, negotiation or procurement of
annuity contracts, or deposit funds accepted in conjunction with individual life insurance policies or with apnuijty
contracts which are subject 1o this regulation, occurring within this state. The regulation shall apply 1o any issuer of
life insurance policies or annuity contracts, including fraternal benefit societes. For the purpose of this regulation,
annuity contraces include annujty contracts to life insurance policies.

B, This regulation shall zpply to-
1. Individual deferred annuities and group annuities other than contracts exempted by Section 3 C below.
2, Deposit funds (i.e. arrengements under which amounts to accumulate at interest are paid in addition to life

insurance premiums or annuity considerations under provisions of individual life insurance policies or annuity
contracts).
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C. This regulation shall not apply 1o0:

1.

Individual deferred annuity contracts and group annuity contracts which are: (a) variable annuities; (b)
[investrnent annuities; (c)] contracts registered with the Federal Securities and Exchange Commission; [d]
(c) contracts which have variable annuity feagures available at the option of the contract owner,

Group annuity contracts whose cost is borne in whole or in part by the annuitant's employer or by an
association of which the annuitant is a member. The cost of a contract shail not be deemed to be borne by an
annuitant’s employer to the extent the annuitant’s salary is reduced or the annuitant foregoes a salary
increase,

Immediate annuity contracts,

Paolicies or contracts issued in connection with employee benefit plans as defined by section 3(3) of the
federal Employee Retirement Income Security Act of 1974 (ER1SA) as amended from time to time.

Individual retirement accounts and individual retirement annuities as described in section 408 of the federal
Internal Revenue Code.

A single advance payment of specific premiums equal vo the discounted value of such premjums.
A policyholder’s deposit account established primarily to facilitate payment of regular premjums and where

the anticipated balance of such account does not exceed twice the sum of the premiums payable in one year
on all policies for which premiums are being paid from such account.

Section 4. Buyer’s Guide to Annuities

For purposes of this regulation, “Buyer’s Guide to Annuities” means the document which contains, and is limited to, the

language set forth in the Appendix to this regulation or language approved by {state regulatory authority).

Section [4] 5. Contract Summary

A, [The] For purposes of this regulation, “Contract Summary” means a written statement describing the elements of
the annuiry contract and deposit fund, including but not limited to where applicable, the following items:

2.

A prominently placed title as follows: [“Statement of Benefit Information™] Contract Summary.” (This
shall be followed by an indentification of the annuity contract or deposit fund, or both, to which the
[statement] summary applies.)

The name and address of the insurance agent or, if no agent is involved, a statement of the procedure to be
followed in order to receive responses to inquirics regarding the Contract Summary.

The full name and home office or administrative office address of the insurer which will issue the annuity
contract or administer the deposit fund.

The death benefirs for the deposit fund, and for the annuity contract during the deferred period, and the
form of the annuity payout. In the case wherc a choice of annuity payout form is provided, this item shall
show the payout oprions guaranteed and the form of annuity payout selected for items 6, 7 and ¢ of this
section.]

This form of annuity payout should be

©One of the options under the contract available for annuity payo

used for providing information m items 6, 7 and 9 of this section,

A prominent statement that the contrace does not provide cash surrender values if such is the case.

The amount of the guaranteed annuity payments at the scheduled commencement of the annuity, based on
the assumption that all scheduled considerations are paid and there are no prior withdrawals from or partial
surrender of the contract and no indebtedness to [ths] the insurer on the contract
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On the same basis as for item 6 except for guarantees, illustrative annuity payments not greater in amount
than those based on (1) the current dividend scale and the interest rate currently used ro accumulate divi-
dends under such contraces, or the current excess interest rate credited by the insurer, and (2) current annui-
ty purchase rates. A dividend scale or excess interest rate which has been publicly declared by the insurer
with an effective date not more than two months subsequent to the date of declaration shall be considered a
current dividend scale or current excess interest rate,

For annuity contracts or deposit funds for which guaranteed cash surrender values at any duration are less
than the total considerations paid, a prominent statement that such contract or fund may result in loss if
kept for only a few years, together with a reference to the schedule of guaranteed cash surrender values
required by item 9¢ of this section.

The following amounts, where applicable, for the first [five] ten contract years and representative contract
years thereafrer sufficient to clearly illustrate the patterns of considerations and benefits, including but not
limited to, the [tenth and] twentieth contract [years] year and at least one age from 60-[65 or] 70 and at
the scheduled commencement of annuity payments: [if any, whichever is earlier:]

& The gross annual or single consideration for the annuity contract. Any additional considerations for
optional benefits, such as disability premium waiver, should be shown separately.

b. Scheduled annual or single deposit for the deposit fund, if any.

. The total guaranreed death benefit and cash surrender value at the end of the year or, if no guaranteed
cash surrender values are provided, the total guaranteed paid-up annuity at the end of the year. Values
for 2 deposit fund must be shown separately from those for a basic contracr.

d, The rotal illustrative |cash] death benefit and cash surrender value or paid-up annuity at the end of
the year, not greater in amount than thart based on (1) the current dividend scale and the interest rate
currently used to accumulate dividends under such contracts or the current excess interest rate cred-
ited by the insurer, and (2) eurrent annuity purchase rates. A dividend scale or excess interest rate
which has been publicty declared by the insurer with an effective date not more than two months
subsequent to the date of declaration shall be considered a current dividend scale or current excess
interest rate.

For a Contract Summary which includes values based on the current dividend scale or the current dividend
accumulation or excess interest rate, a statement that such values are illustrations and are not guaranteed,

A statement of all fees, charges, and loading amounts that are or may be deducted from initial or subsequent

considerations paid or that are or may be deducted from the contract or fund values prior to or at contract
maturity, including but not limited to any surrender penalries, discontinuance fees, partial surrender or

withdrawal penalties or fees, transaction fees, and account maintenance fees.

A starement of the interest rates used in calculating the guaranteed and illustrative contract or fund values.

The yicld on gross considerations at the end of 10 years (if the annuity payments have not yet commenced)
and at _the scheduled commencement of annuiry payments. These yield figures shall be shown on both a
guaranteed and illustrative basis. They represent the effective annual interest rates at which the accumulation
of 100% of sll gross considerations would be equal 1o ) the guaranteedrraﬁd 1llustrat|ve cash surrender values at

the points specified. For contracts without surrender values the yields shall be flgurcd on the basis of the
contract values used to determine annuity payments at the points specified.

The date on which the Contract Summary is prepared,

The Contract Summary must be a separate document. All information required to be disclosed must be set out in
such a manner as not to minimize or render any portion thereof obscure. Any amounts which remain level for two
or more contract years may be represented by a single number if it is clearly indicated what amounts are applicable
for each contract year. Amounts in items 4, 6, 7, [and] 9, and 13 of this section shall, in the case of flexible premi-
um annuity contracts, be determined either according to an anticipated pattern of consideration payments or on the
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assumption that considerations payable will be $100 a month or $1000 per year, If nort specified in the contract,
annuity payments shall be assumed to commence at age 65 or ten years from issue, whichever is later, Zero amounts
shall be displayed as zero and shall not be displayed as blank spaces.

Section [5] i Disclosure Requirements

Al

The insurer shall provide to all prospective purchasers a Buyer’s Guide to Annuities and a Contract Summary prior
to accepting the applicant’s initial consideration for the annuity contract, or in the case of a deposit fund, prior vo
acceptance of the applicant’s initial consideration for the associated life insurance policy or annuity contract, unless

the annuity contract or associated life insurance policy for which application is made provides for an unconditional

refund period of at least ten days' or unless the Contract Summary contains such an unconditional refund offer, in
which event the Buyer's Guide to Annuities and the Contract Summary must be delivered with or prior to the
delivery of the annuiry contract or assaciated life insurance policy.

The insurer shall provide a Buyer’s Guide to Annuiti¢s and a Contract Summary to any prospective purchaser upon
request.

Section [6] _7. General Rules

A,

Each insurer shall maintain at its home office or principal office, a complete file containing one copy of each
document authorized by the insurer for use pursuant to this regulation. Such file shall contain one copy of each
authorized form for a period of at least three years following the date of its last authorized use,

An agent shall inform the prospective purchaser, prior to commencing a sales presentation, that the agent is acting as
a life insurance agent and shall inform the prospective purchaser of the full name of the insurance company which
the agent is representing to the buyer. In sales situations in which an agent is not involved, the insurer shall identify
its full name,

Terms such as financial planner, investment advisor, financial consultant or financial counseling shall not be used in
such a way as to imply that the insurance agent is generally engaged in an advisory business in which compensarion
is unrelated to sales, unless such is actually the case.

Any reference to dividends or to excess interest credits must include a statement that such dividends or excess
interest credits are not guaranteed.

A presentation of benefits shall not display guaranteed and nonguaranteed benefits as a single sum unless guaranteed
benefits are shown separately in close proximity thereto and with equal prominence,

Sales promotion literature and contract forms shall not state or imply that annuity contracts or deposit funds are
the same as savings accounts or deposits in banking or savings institutions. The use of passbooks which resemble
savings bank passbooks is prohibited.

Sectdon {7] _B_LFailure to Comply

Failure of an insurer to provide or deliver a Buyer’s Guide to Apnuities and a Contract Summary as provided in section {51
6 shall constitute an omission which misrepresents the benefits, advantages, condirtions or terms of an annuity contract or
of an insurance policy.

Section [8] 9. Effective Date

This rule shall apply to all solicitations which commence on or after (insert a date at least six months following adoption
by the regulatory authority).

[ EE S LR
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ATTACHMENT ONE-C
WHAT 15 AN ANNUITY?
An annuijty is a series of payments made at regular intervals. You can buy annuity contracts from life insurance companies.
In return for premjums that you pay, the company will pay you an annuity. The main reason to buy an annuity contract is
to obtajn an income, usvally for retirement purposes. An annuity contract is not a life insurance policy or a health insur-
ance policy. It is not a savings account ot savings certificate, nor should it be bought for short term purposes,
TYPES OF ANNUITY CONTRACTS

Annujty contracts may be classified in 2 number of ways, The most common classifications are set out below,
Annuity contracts may be either immediate or deferred, Immediate annuity contracts provide income payments thart start

shortly after you pay the premium, Deferred annuity contracts provide income payments that start later, often many
years later.

Annuity contracts may be either single premium or installment premium, Single premium contracts require you to pay the
company only one premium, Installment premium contracts are designed for a series of premiums, Most of these are flexi-
ble premium contracts; they allow you to pay as much as you wish whenever you wish, within specified limits. Others are
scheduled premium contracts, which specify the size and frequency of your premjums,

Annuity contracts may be either individual or group. Individual contracts cover only one or two persons, Group contracts
cover a specified group of people.

Annuity contracts may be fixed, variable, or a combination of both. During the deferred period of a fixed annuity
contract, premiums (less charges} are accumulated at rates of interest ser by the company, The amount of each annuity
payment is determined when payments begin. During the deferred period of a variable annuity, the value of the
accumulated premiums (less charges) varies with the performance of a specified pool of investments, The amount of
annuity payments also varies with the performance of the pool. Combination annuities allow you to put part of your
premium in a fixed annuity and part in a variable annuity.

Some companies offer deposit fund arrangements under the provisions of their life insurance policies or annuity contracts,
These arrangements allow you to pay amounts, in addition to your premijums, which will be accumulated at interest in
much the same way as under a deferred fixed annuity contract. The balance of this Buyet’s Guide deals specifically with
deferred fixed annuity contracts and, therefore, is generally applicable to deposit fund arrangements also,

ANNUITY CONTRACT FEATURES

Your value in the contract consists of the premiums you have paid, less charges, plus interest credited. This value is used to
calculate the amount of most benefits that you will receive. Chaiges, interest, and benefits are explained below.

CHARGES

Considerable diversity exists in the types and amounts of charges. Some charges may be fixed at issue; others may be
changed by the company from time to time. A typical contract might contain one or more of the following types of
charges. Companies may refer to these charges by different names,

Percentage of Premium Charge. This charge, often called a “load,” is deducted from each premium paid. The percentage
may reduce after the contract has been in force for 2 certain number of yeats or after total premjums paid have reached a
certain level,

Contract Fee. This is 2 flat dollar amount charged either once at issue or annually.

Transaction Fee, This is a charge per premium payment or other transaction.
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Surrender Charge. This charge is usually a percentage of the value of the contract or of premiums paid. The percentage may
be reduced or eliminated after the contract has been in force for a certain number of years, Sometimes the charge takes the
form of a reduction in the interest rate credited. In some cases, the charge is eliminated if the interest rate declared by the
company falls below a certain level.

INTEREST

The interest rate used to accumulate contract values may never be less than the guarantced rate stated in the contract. In
practice, the interest rate actually used by a company, usually referred to as the “current” rate, is often higher. The
company may change the current rate from time to time, but it cannot be lower than the guaranteed rate. Companies
differ substantially in their methods of determining the current rate.

BENEFITS

Annuity contracts provide a number of benefits. While the annuity income benefic is the primary one, the other benefits
set out below are also important,

ANNUITY INCOME BENEFIT

Income payments are usually made monthly, although other frequencies are available. The amount of the annuity pay-
ments is based on both the value of the contract and the contract’s “benefit rate” when annuity payments begin. This
benefit rate depends on your age and sex, and the annuity form you have chosen,

Annuity contracts contain a table of guaranteed benefit rates. Most companies periodically develop “current” benefit
rates as well; these rates are subject to change by the company at any time, When annuity payments begin, the company
will determine the amount of each payment according to the current benefit rates then in effect if these are more favorable
to you, If the guaranreed benefit rates would provide higher income payments, those rates will be used. Once payments
begin, they are unaffected by any future benefit rate changes.

The most commonly available annuity forms are:
Steaight Life. The annuity is paid as long as you are alive. There are no further payments to anyone after your death,
Life With Period Certain. The annuity is paid as long as you are alive, If you die before the end of the period referted 10

as the “certain period,” the annuity will be paid o your beneficiary for the rest of that period, Typical certain periods are
10 or 20 years,

Joint and Survivor. The annuity is paid as long as either you or another named annuitant is still alive. In some variations,
the anpuity is decreased after the first death. A period certain may also be available with this form.

DEATH BENEFIT

Most conrracts provide that, if you die before the annuity payments start, the contract value will be paid to your bene-
ficiaty. Some contracts provide that the death benefit will be the total premiums paid if that amount is greater than the
value of the contract at death.

SURRENDER BENEFIT

Most annuity contracts allow you to surrender your contract if income payments have not yet started, Upon surrender, the
contract terminates. The surrender benefit is equal to your contract value less surrender charge, if any.

Many annuity contracts also provide that you may withdraw a porton of your contract value, under certain conditions,
without terminating the contract. A surrender charge may be deducted from the amount withdrawn.

WAIVER OF PREMIUM BENEFIT

Some companies offer a benefit which will pay premiums for you if you become disabled, A charge is made for this
benefir.
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HOW MUCH SHOULD L BUY?

Before buying, ask yourself these questions:

1. How much annuity income will I need in addition to social security, pensions savings, and investments?
2. Will I need an income only for myself or for someone else also?

3. How much can I afford to pay in premiums?

4. How will the annuity contract fit in with my total financial planning?

HOW TO BUY AN ANNUITY
Buying an annuity contract is a major financial decision which should be considered carefully.
CONTRACT SUMMARY_

You will receive a Contract Summary when an annuity contract is delivered to you, or you can ask for one now. You
should review this statement thoroughly.

Accumulated values and surrender values under the contract are illustrated for various years on this statement. During the
first few years, these values may be less than premiums paid. This is why an annuity contract should not be purchased for
short term purposes.

Also illustrated is the yield on gross premium at the end of 10 years and at the time income payments are scheduled to
begin. Since it takes into account not only the interest credited under the contract, but also the effect of all charges, the
yield on gross premijums is a figure you can use to compare annuity contracts, Be careful in comparing this figure with
yields available on investments., The tax treatment of annuity earnings is usvally substantially different from that of
earnings from investments. Also, only annuity contracts offer life income and waiver of premjum benefits.

As stated at the beginning of this guide, the main reason to buy an annuity contract is to obtain an income. Therefore,
you should also review the life income figures shown in the Contract Summary.

You will note thar all values and income figures are shown on both a “guaranteed” and a "current® basis. Illustrations on
the guaranteed basis show the minimum values and income which could be paid under the contract. lllustrations on the
current basis show the values and income which would be paid if the current interest and benefit rates for the contract
were to continue in effect for the period shown. Since it is impossible 1o predict the future course of interest and benefit
rates, you will have to decide for yourself how much ro rely on the current basis values when making your purchase
decision.

OTHER POINTS TO CONSIDER

Be certain that you understand the effect of all charges that will be made under the contract.

Check wherther the annuity contract allows you to change the amount of your premjum payments. Find out what happens
if you stop paying premiums altogether.

You may want to obtain and compare Contract Summaries for similar contracts from several companies, Comparing these
should help you select 2 good buy,

If you are buying an annuity contract for an Individual Retirement Account (IRA) or another tax deferred retirement
program, make sure that you are eligible. Also, make sure that you understand any restrictions connected with the
program.

If you are shown a presentation which illustrates tax savings, find out what assumptions are used. Be sure the assumptions
apply in your case,
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A good agent can help you cheose the right annuity contract. Remember that the quality of service that you can expect
from the life insurance company and the agent is an important factor also.

READ THE CONTRACT

When you receive your new annuijty contract, read it carefully. Ask the agent and company for an explanation of anything
you do not understand.

If you have a specific complaint or cannot get the answers you need from the agent or company, please contact your state
insurance department.

ER AR AR AR AR AR R AR AR DR
ATTACHMENT TWO

Report on the Proposed Amendments to
Schedule M on Dividend Disclosure

I am John Harding, senior vice-president and actuary of Natjional Life of Vermont and chairman of the American Academy
of Actuaries Committee on Dividend Principles and Practices.

On June 2, 1981, 1 gave z report to your task force on the results of our work, There were three major areas to consider:

1. Academy adoption of dividend principles and practices
2. Suggestions to you with respect to related consumer disclosures
3. Suggestions to you with respect to related disclosures in Schedule M of the annual statement

The full text of this report can be found in your June 1981 Proceedings. However, I would like to focus on the key ele-
ments:

1. Dividend Principles and Practices. Starting with the 1982 dividend scale, the mutual company actuary must write a
report to his company that disclosures the basis for the recornmended scale and its conformance with the principles
and practices.

2. Consumer Disclosure. The intent of our consumer disclosure system is to educate the buyer about different kinds of
policies and to provide insight into differences in cost. The existence of the dividend principles and practices
provides the opportunity to give more informative, reliable cost comparisons. Our suggestions were made for the
purpose of allowing you to take advantage of this oppertunity.

3. Schedule M Disclosure. While the Academy of Actuaries can require the actuary to make a written report to
company management about a recommended dividend scale, the academy cannot require the company to accept
that dividend scale. Therefore, to assure that policyholders are being treated fairly and that dividend illuscrations are
in fact what they appear to be, we suggest that the actuary be required to disclose the facts in the annual statement,
Our suggestion includes a summary of the practices used, a highlighting of any changes in practices, a quantification
of changes in a dividend scale and a certification by the actuary that the dividends have been determined, except as
disclosed, in accordance with the academy principles and practices. I believe that this Schedule M disclosure is
ctitical to the continued fair trearment of policyholders and to the integrity of any cost disclosure system which
relies on the use of dividends,

While there has been some progress since last June, we would antagonize only those who regret the passage of time. There
are several areas of progress:

First, our suggestions to you were circulated to Academy of Actuaries membership for informational purposes. While no
comment was requested nor received, actuaries are not normally reticent about voicing objection.
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Second, the board of the American Council of Life Insurance voted to endorse our suggested modification of Schedule M,
John Montgomery has expressed some concern with the form, though not the content of our suggestions, Tony Spano of
the ACLI has discussed the problem with John, and we had hoped to resolve the probiem with him during this meeting,
Since John could not be here, Tony will work with him for a resolution before your next meeting,

Third, our suggestions with respect to consumer disclosure were also endorsed by the ACLI Board, The proposal made
this morning at the Life Cost Disclosure Task Force incorporated the academy suggestions, It should work well, T must
emphasize, however, that the credibility of dividend illustrations incorporated in rhat disclosure will be impaired unril
Schedule M disclosure is mandated,

While we work o resolve the dividend issues, there are those who say that we are at best deciding what color to painta
dinosaur, The pricing issues are similar for such products as universal life and indeterminate premium life. A committee of
the Society of Actuaries is actively working on the development of principles and practices for pricing of these emerging
products. They hope to publish their report this fall. At the appropriate time, the academy will commence work similar to
what we have done with the dividend issues.

However, we should not wait for the resolution of these emerging issues. We should proceed as soon as possible with the
dividend problem, establishing regulatory support in Schedule M and enhancing consumer disclosure,

ERAA
EXHISIT B

Possible Schedule M Disclosure
Statement Year 1981

Identify the participating ordinary life business which is not subject to the acruarial principles and practices of the
American Academy of Actuaries applicable to the determination of dividends paid by mutual companies. Answer the ques-

tions and state the opinion below which apply with respect to any other participating business.

Process of Dividend Determination

Describe the general methods and procedures used to determine dividends.

Description of Expetience Facrors

Describe the basis used in making any distinction in experience factors which underlie the determinaton of dividends. The
description should specifically include:

investment income f{actors

claims factors

expense factors

termination factors

any other factors which have a material effect on the dividends of any group of policies

LI

Also, describe in a qualitative way any material changes made in the bases used to determine those factors since this
schedule was last filed,

General Interrogatories

1. Has the contribution principle been followed in determining dividends?
If no, describe,

2. Since this schedule was last filed, has any material change occurred with respect 1o the determination of policy
facrors?

If yes, describe.
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ER Since this schedule was last filed, have there been any changes in the scales of dividends an new or existing
business authorized for illustration by the company?

If yes, describe in general the changes that were made.

b. Since this schedule was last filed, have there been any changes in the scales of dividends apportioned for
payment?

If yes, describe in general the changes that were made.

c. For each major block of business, indicate when the dividend scale was last changed (including changes
described in b, above) and indicate the extent of such change in terms of the percentage by which dividends
pavable under the new scale exceeded or were less than these which would have been paid in the year of

change had the scale not been changed,

Does the dividend scale incorporate the use of projections or forecasts of experience factors for any period in excess
of two years beyond the effective date of the scale?

If yes, describe.

In the basis of determining investment income experience factors, state whether the company uses (a) a portfolio
average approach, (b} an investment generation approach, or {(¢) a combination of the two approaches.

If (b) and {c), describe the general basis used, including the issue year groupings.
With respect to policy loan provisions:
a, Describe how differences in such provisions affect dividends.

b. Does the dividend scale contain any provision for varying the amount of dividend in accordance with the
extent to which an individual policy's loan provision is utilized?

If yes, indicate the blocks of business where this treatment pertains, and describe the basis of variation used.
Does the company pay termination dividends on its policies? If yes:
a. Ate they payable on death, surrender and maturity?

b. Are they payable or credited either upon the commencement of non-forfeiture insurance or upon rermina-
tion thereof by death, surrender, or maturity?

c Do they reflect the incidence, size, and growth of amounts which may be attributed vo the policies in ques-
tion?

If the answer to a., b., or c. is no, describe the basis used.

Does the undersigned believe dividends illustrated on new or existing business can be paid if current experience
continues?

If no, explain why.

Does the undersigned believe there is a substantial probability that because of the expected deterioration of experi-
ence, the dividends illustrated on new or existing business cannot be maintained for at least two years?

If yes, explain why.
Describe any aspects of the determination of the dividend scale not covered above which involve material departures

from the actuarial principles and practices of the American Academy of Actuaries applicable to the determination
of dividends paid by mutual companies.



NAIC Proceedings - 1982 Vol. 11 515

11,  Describe any material changes in the basis of determination of the dividend scale which were made since this sched-
ule was last filed and which are not covered above.

Actuarial Opinion

1, (name, title) , am (relationship to company)
and a member of the American Academy of Actuaries. [ have examined the actuarial assumptions and methods used in
determining dividends under the dividend scale for the individual participating life insurance policies of the company issued
for delivery in the United States. The dividends encompassed by this scale are both:

i) those apportioned for payment during 1982; and

it) those in effect as of January 1, 1982 which are illustrated for payment on new or existing business in 1983 and later
and which are authorized for illustration by the company,

My examination included such review of the acruarial assumptions and methods of the underfying basic records and such
tests of the actuarial calculations as I considered necessary. In my opinion, these dividends have been determined in
accordance with actwarial principles and practices of the American Academy of Actuaries applicable to the determination
of dividends paid by mutual companies, except as described above,

Date Name and Title

LEEREIA S SR IR RS RS RS LR SRR YRR Y]

ATTACHMENT THREE
SYNOPSIS

The (C3) Cost Disclosure Task Force accepred the initial report of the NAIC Advisory Committee on Policy Lapsation
covering a lapse disclosure system, and then asked the advisory committee 1o proceed to test the technical adequacy of
the proposal. Questionnaires were developed by the advisory committee for the purpose of collecting industry lapse data
and auxiliary information. In the fall of 1979, the questionnaires were mailed from the NAIC Central Office to 1,100 life
insurance companies,

Following are the main findings and recommendations from the information received and the tests made of the proposed
system.

Costs of the Proposal and Time Needed ro Implement It

The cost of developing the system for companies that do not have similar lapse monitoring procedures in place averages
about $20,000. For many companies the time needed to develop systems where none exist is about one year. Subsequent
ongoing costs average abour $3,000 per year.

A three-year introduction period is recommended to permit adequate time for companies to develop necessary procedures
and accustom themselves to the requirements. During this period, companies would submit annually either the required

numetical report or a narrative report describing their progress toward installing the system,

Verification of Test Darta

Usable lapse data were received from companies that have 72 percent of the total ordinary insurance in force in the United
States. Various tests indicared that the data were representative not only of the industry as a whole but also of various
segments of the industry,

The effect of subdividing the calculations into a two-dimensional breakdown -- by type of business and duration - was
tested and compared with the effect of using only a single aggregate lapse rate. Clearly, lapse experience varies for different
lines of business and for business with different lengths of time in force. A single rate would not properly recognize this,
Additional characteristic breakdowns (e.g., mode, age) would provide further insights, but practical considerations strongly
suggest that a tradeoff of accuracy for simplicity is appropriate.
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Reporting Forms

The form shown in Exhibit 1 is recommended for repotting lapse results in the form of ratios of actual experience to
standard experience based an industry norms. It is further recommended that the report be submitted to the insurance
commissioner of the state of domicile separately from the annual statement and be due in September of each year follow-
ing the year of exposure, e.g., 1981 lapse report due September 1982.

Standard lapse rates, as shown in Exhibit 2, are recommended for use in calculation of lapse ratios. These standard lapse
rates are calculated from data reported by companies for the test purposes, weighted by their respective amounts in force;
ie., standard lapse rates in each report cell are generally determined as if the industry were one giant company, To reduce
the possibility of over-representation, however, the exposure of any company in any one cell has been limited to ten
petcent of the total observed.

As 2 practical mattet, it is suggested that the standards be held constant for a period of years and updated only periadically
as the need arises.

The advisory committee recommends that under this system, companies be considered for lapse review when the “all
policy years” lapse ratio for any of the rabular lines of business is 200 percent or more; that is, the company's actual lapse
experience is twice the standard. Companies whose critical ratios touch the trigger point may attach to their regular
submission additional analyses and/or corrective action plans for consideration.

Insurance Industry Profile

Ghapter 1l provides an industry profile of the companies that submitted responses to the auxiliary questionnaire, These
companies represent 99 percent of the ordinary insurance in force in the United States. The profile gives perspective to
the types of operations and the diverse persistency practices in the industry.

INTRODUCTION

A. Background Information

In November 1977, the Life Insurance {C3) Cost Comparison Task Force! formed the Advisory Committee on Policy
Lapsation and assigned the following chatrge to the committee:

1. To develop a lapse rate disclosure system.
2. To reply to the following global lapse questions:

Is there a lapse problem?

How extensive is the lapse problem?

What are the factors affecting persistency?

What effect do lapses have on rates for all other insureds?

What is the extent of injury to consumers whete a high lapse rate exists?
What possible solutions may we find?

mnRp FpR

The advisory committee complerted its given assignments and submitted a report to the (C3) Cost Disclosure Task Force in
December 1978, A summary of this report may be found in Appendix A, while the report in its entirety may be found in
the NAIC Procecding§.2

1. In 1980, following reallocation of NAIC task force assignments, this task force was renamed the Manipulation,
Lapsation, Dividend Practices, and Annuity Disclosure Task Force and js under the continued leadership of
Ms. Erma Edwards, CLU, FLMI, of the Nevada Insurance Division,

2. 1479 Volume I, page 575,
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B. Supplementary Assignment to Advisory Committee

in its December 1978 report, the advisory committee recommended that the National Association of Insurance Commis-
sioners {NAIC) not take action on the report for at least a six-month exposure period and then, if the disclosure system
seemed appropriate, ascettain that the system is thoroughly tested before further NAIC action is taken.

Position papers and verbal responses concerning the proposed lapse disclosure system were presented by insurance industry
representatives at the June 2, 1979, (C3) Cost Disclosure Task Force meeting, In closed session following this meeting, the
task force voted to ask the advisory committee to test the technical adequacy of its lapse disclosure system by collecting

the required data from a broad range of companies using the Life Insurance Marketing and Research Association (LIMRA)
as the data collection and analysis center, and to submit the results to the task force along with guidelines for its use,

The (C3) Cost Disclosure Task Force planned, in turn, to circulate this supplementary report to the commissioners and ask
their response as to the usefulness of the disclosure information to their departments,

C, Advisory Committee Actjvities

In order to implement this new charge without delay, the advisory committee held a full-day meeting on June 28, 1979, at
the Metropolitan Life Insurance Company to develop procedures to be used in testing the advisory committee’s proposed
lapse rate disclosure system, The committee decided that each company should receive the following in the testing proce-
dure:

1. A reference description of the lapse disclosure system developed by the advisory committee,

2, A questionnaire cancerning company informational jtems, persistency practices, and cost and time factors of the
proposed lapse disclosure system,

3. Reporting forms for the lapse disclosure test data along with a questionnaire for auxiliary information that may be
useful in explaining lapse vaviances.

In the ensuing months, the committee developed these testing vehicles and on September 28, 1979, the NAIC Central
Office mailed the material with a cover letter from ). Richard Barnes, CLU,3 chairman of the NAIC Life Insurance (C3)
Subcommitree, to the 1,101% legal reserve life insurance companies actively selling ordinary life insurance in the United
States (Appendix B), Commissioner Barnes directed companies to send questionnaire responses and test data to LIMRA
within specified time periods,

From October 1979 through May 1980, LIMRA collected and edited company responses, replied to company inquiries,
established and programmed the analytical procedures for data tabulations, and made initial observations and interpreta-
tions of the questionnaire and test data results. The advisory committee then met on May 27 and 28, 1980, at LIMRA
headquarters for a day and a half to interpret the results, to make decisions concerning the proposed disclosure system, and
to begin making an outline of the second report to the (C3) Cost Disclosure Task Force,

The committee presented progress reports to the (C3) Cost Disclosure Task Force at the following meetings:

September 25, 1979 - Detroit, Michigan
March 26, 1980 ~ Tampa, Florida

June 15, 1980 -- Denver, Colorado
November 30, 1980 -- New Yark, New York

3. Commissionrer of the Colorado Insurance Division

4. The total of 1,870 United States legal reserve life insurance companics quoted in the American Council of Life
Insurance’s 1380 Fact Book (page 89) as being in business at the end of 1279 includes companies writing other than
direct-wricten ordinayy life insurance; Le., reinsurance companies, credit life companies, industrial companies, and
group companies,
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D. The Current Report

This report begins with a section that lists the highlights of the current report. The body of the report contains the results
of the feasibility test and a full report on the recommended administrative procedures. In addition, the report includes one
section describing the market characteristics of the insurance industry and another section outlining the current persistency
practices within the industry, The report concludes with an appendix of supplementary material.

E. Commentaries

While testing the feasibility of the lapse disclosure system, the advisory committee has continued to serve the NAIC in a
purely technical capacity, The committee believes that the system it developed is an equirable and pracrical response to irts
charge,

It is an established fact that company lapses rates will differ according to market characteristics, types of products sold,
and the experience of the agency force. The lapse disclosure system developed by the advisory committee is not intended
to recognize all of these market, product, and agency force differences but is intended only to assist the NAIC in discerning
possible persistency problems within the industry.

F. Acknowledgements

The committee wishes to note LIMRA's contribution to the feasibility study by acting, in response to the NAIC’s request,
as the collection and analysis center during the testing period, and 1o acknowledge the special rechnical contributions of
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BEREN
EXHIBIT 1
Company NAIC Group Code _
Reported by NAIC Company Code
Title o o Federal Employer 1dentification Number
Date e
SUMMARY FOR YEAR
Ratios of Actual to Standard Lapses for
Insurance Products by Policy Duration
Based on Amounts of Insurance in the United States
Type of Product
Debit Pension Permanent Term
Policy Ordinary Trust Ordinary Ordinary
Yeats (Worksheet A) (Worksheet B) (Worksheer C) (Worksheet D)
1 % % % %
2 .
3-5
6-10 -
114+
All
Durations % % % %
REMINDERS
1. Place an asterisk (*) next to any lapse ratio based on an exposure of less than 100 policies.
2, If a product was cambined with anotber product due to a small (less than 5 percent) representation of the com-

pany’s total volume in force, please so indicate in the appropriate colummn,

3. Exhibit 1 is to be mailed to the commissioner of insurance in the state of domicile by September 1 of eack year,
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INTERROGATORIES
1, a, Reporting basis: {7 Calendar-Year Exposure
{7 Policy-Year Exposure
b. Has the method of calculating exposures changed since your last report?
{7 Yes 7 No
2. a. Data basis for your exposures and lapses:
{7 Face Amounts
{/} Premjum Amounts

{—7 Number of Policies

h. Has your data basis changed since your last report?
{7 Yes {7 No
3. Is the “all durations” ratio 200 percent or greater on gny type of product for which more than 100 policies are
exposed?
7 Yes {7 No
4, H the answer to question 3 above is “yes™:
a, 1s any further analysis of additional market characteristics (such as age, occupation, mode of premium pay-

ment, ete) that may affect persistency attached?

L7 Yes {/ No
Or being prepared? 7 Yes 7 No

b. Has any plan of corrective action already been undertaken with insurance department knowledge?
{7 Yes {—7 No

[ L2 ]
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EXHIBIT 2
LAPSE DISCLOSURE RECORDS
WORKSHEET A

UNITED STATES DEBIT ORDINARY BUSINESS
. plus

(if applicable)

Calculation of Ratios of Acmal to Standard Lapses for the Year by Policy Durarion:

(1) (2) (3) 4
Amount Standard Standard
Policy Exposed Lapse Lapses Actual
_Years {incl. Riders) Rate D=2 _Lapses
1 s _ 341 5 _ 5
2 - —221
3-5 —_— — 195 —_— . ———
6-10 n - 060
11+ 036
All
Durations 3 XXXX $ ___ (&) $

521

(5
Actual to
Standard

Lapse Ratio
)5 (3)

(7 % (8)
(7} < (6)

WORKSHEETS B, C, and I follow the same format as WORKSHEET A with a change in the name of the type of product

and the following standard lapse rates:

Type of Product®

Policy Pension Permanent
Years Trust Ordinary
1 149 173
2 139 .100
3-4 105 062
6-10 .082 .043
11+ .0BO 027

*All types of products include attached riders

kEW

Term
Ordinary

162
.151
108
076
054
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EXHIBIT 3

INSTRUCTIONS AND DEFINITIONS

EXHIBIT 1

a Mail to the commissioner of insurance of your state of domicile by September 1 of each year.

b. The summary table shows the column five entries of worksheets A, B, C, and D from Exhibit 2. If any product
category contains less than five percent of your total volume in force, you have the option of combining that
product with another. If this is done, so indicate on the report form. Also, identify with an asterisk (*) any lapse
ratio in any cell where the exposure is based on less than 100 policies.

c, Enter the year that the report covers.

d. Complete the interrogatories in every case. A ratio of 200 percent of higher may be eliminated by further analysis,
as shown in Exhibit 4. A company may submit the supplementary analysis with the basic summary table.

EXHIBIT 2

a, Calculation of Exposure and Lapses
Amounts exposed and lapsed and allocation of exposure and lapses to particular policy year or policy-year grouping
should be accomplished using one of several accepted actuarial methods, Techniques described in the Society of
Actuaries’ syllabus of examinations for measurement of mortality could be adopted for this purpose, substituting
lapses for deaths, and deaths and other terminations for withdrawals.
Appendix F gives an introduction to long-term lapse measurement based on the assumption that individual policy
records are available. If grouped data are to be applied in the calculation process, the following references may be
used for the group method:
1. Measurement of Mortality, H. Gershenson (Society of Actuaries)
2 Mortality Table Construction, R. W, Batten (Prentice-Hall, Inc.}

b. Definitions of Data

Include face amount direct-written (i.e., including reinsurance ceded but excluding reinsurance assumed) ordinary
business on residents of the United States, Exclude credir life and industrial life.

1. Exposures
Include:
(a)  Premijum-paying business only
(b)  Term rider coverage with the basic policy
Exclude:
(a) Policies with preliminary term coverage for less than one year, during the preliminary term period
(b)  Group conversions

Scheduled changes in coverage may be leveled by using average amounts.
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2. Lapses

Lapsation means termination by lapse, surrender, or application of reduced paid-up or extended term options

for premium-paying policies only.

Include as lapses:

fa) The nonrenewal of renewable term insurance

(b)  The amount of insurance reduced in partial surrenders or in policy plan changes

Do not include as iapses:

(a)  Policies terminated by death, marurity, expiry, transfer to automatic premium loan status, or the end

of the stipulated premium-paying period

(b)  The lapsation of term policies due to conversion to permanent insurance

Lapses must be based on the same block of business as defined in the exposures. Reinstatement should be

handled in a manner consistent with the treatment of the original lapse; i.e., the amount rejnstated should be

the same as originally lapsed and should be assigned to the same policy year as the original lapse duration.
c, Actual to Standard Lapse Ratio (Column 5) is calculated by dividing actual lapses (Column 4) by standard lapses

{Column 3). The ratic of actmal to standard lapses for the all durations line {Item 8) is found when the total of
actual lapses {Item 7} for all durations is divided by the total of standard lapses (Item 6),

*kEE

EXHIBIT 4

PROCEDURE FOR ADDITIONAL NORMALIZATION OF LAPSE DATA

Suppose that a company’s actual to standard lapse ratio under the disclosure formula is 120 percent for policy year one, an
amount that the company may consider to be on the high side,

Mode of
Premium
Payment

All Modes
Combined

TYPE OF PRODUCT - POLICY YEAR 1

(1) 2} (3} 4) (5)
Actuz] to
Amount Standard Standard Standard
Exposed Lapse Lapses Actual Lapse Ratio
{incl. Riders) Rate (D x(2) Lapses 4) < (3)

Basic Disclosure Formula

1,000 A7 170 204 120% (= a non-
normalized ratio
as to premium mode)

The company feels that its modal distribution (ramely, annual, semjannual, quartetly, and monthly} is different from the
industry’s, causing its higher than normal actual to standard lapse ratio. In order to study the modal effects on first-year
lapse rates, the company may proceed as follows:
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Actual to

Mode of Amount Standard Standard Standard

Premium Exposed Lapse Lapses Actual Lapse Ratio
_Payment (incl, Riders} Rate 1)xA{2) Lapses (4)+ (3)

Basic Disclosure Formula Expanded
to Reflect Modal Variations

Annual 300 12 36 30 83%

Semiannual 100 .16 16 14 88

Quarterly 200 .22 44 40 21

Monthly 400 .26 104 120 115

All Modes

Combined 1,000 XXX 200 204 102% (= a

normalized ratio
as to premium mode)

The lapse rato further normalized for mode of premjum payment becomes 102 percent, suggesting that the company’s
first-year lapse rate is quite normal. The reason for the actual to standard ratio of 120 percent on the nonnormalized
premium mode basis is the disparity in distribution of first-yvear business by mode between the company and the industry,
and this is not recognized in che simplified disclosure calculation,

Actually, the components of the calculation show.that the company is not “quite normal.” ts poorer than avevage experi-
ence on montbly business is balanced by supervior performance on the other modes. The place to start to improve pevsis-
tency in duration one is with the monthly mode.

The method described above is equally applicable to other characteristics, individually or in combination. It should be
understood that the more factors simultaneously taken into account, the more complex will be the calculation. Also,
industry standard lapse rates would have to be available for items under review,

The additional analysis of variables affecting persistency may be submitted with the lapse disclosure report (Exhibit 1) to
explain lapse ratios in the critical review range.

HERRERF AR AR E R R RN Rk kA xR

ATTACHMENT FOUR

STATEMENT ON BEHALF OF THE
AMERICAN COUNCIL OF LIFE INSURANCE
TO THE
NAIC (A) COMMITTEE’S MANIPULATION,
LAPSATION, DIVIDEND PRACTICES AND
ANNUITY DISCLOSURE TASK FORCE

June 8, 1982

My name is Anthony T. Spano, actuary with the American Council of Life Insurance, This statement is presented on behalf
of the council, whose 529 member companies account for about 96 percent of the life insurance in force in the Unijted
States.

We appreciate this opportunity to comment on the lapse disclosure system proposed by your Advisory Commitice on
Policy Lapsation. Our statement today incorpotates many of the remarks we presented at your task force meeting on
June 2, 1979 and which we have teiterated at subsequent meetings, burt zlso contains some new observations that have a
significant bearing on this subject,
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Comments on Proposed Lapse Disclosure System

As we have indicated, we are in basic agreement with much of the advisory committee’s first reporr, presented in December,
1978, and feel that it furnishes an excellent analysis of the subject, In particular, we think that the information in Chapter
V1 of the report concerning techniques for improving policy persistency can be very useful to companijes experiencing
lapse problems, On the other hand, we must emphasize our serious and increased concerns with the proposed disclosure
systern described in the advisory committee’s reports of December, 1979 and June, 1981, The following are some of our
continued misgivings:

1, Serious questions abourt the potential value of the required data to the regulators, especially since we are not aware
of any information concerning the extent to which regulators feel the proposed system would be useful.

2, Susceptibility of the data to abuse and misuse on account of the information being available for public use without
appropriate interpretation,

3. Failure of the proposed system to recognize many characteristics that are highly influential in determining lapse rate
levels,
4, Concern that adoption of the proposed system might induce companies to abandon or not enter some legitimate

and socially desirable markets, m order to avoid the risk of high lapse experience.
5. Questions as to the credibility of the data that would be produced, especially in the case of smaller companies,
6, Concern about the cost of producing the required data, especially for smalier companjes,

In addjtion to these concerns that we have been expressing since this disclosure system was first recommended, we feel that
recent changes in the insurance marketplace have served to magnify the shortcomings of the proposed system, The intro-
duction of 2 wide variety of new life insurance products and the increase in policy replacement activity clearly have
reduced further the extent to which the system could be at all effective in interpreting and improving persistency experi-
ence, As examples of the additional problems resulting from these recent events, we cite the following:

i. The product commoniy referred to as “universal life insurance” has aroused considerable attention and is being
marketed to an increasing extent. Under a universal life insurance policy, the insured has considerable flexibility
with respect to the amount and timing of premijum payments. It is possible for the insured to skip premium pay-
ments and still have the policy continue in force, even until the point at which the policy expires ot matures. Under
these circumstances, when is a policy to be considered as having lapsed for the purpose of the proposed disclosure
system? How about the situation where a premium is paid, but at a substantially lower level than the policyholder
had been paying? Should this be considered a partial lapse and, if so, how should the amount Japsed be measured?

2, Another recent product is “adjustable life insurance.” The policyholder must pay premiums on the specified due
dates but can request changes in the amount of the premium, the amount of insurance, or the plan of insurance, The
policy thus can be changed from a permanent insurance plan to a term plan, and vice versa. How are such policies
to be handled under the advisory committee's proposed system, which calls for a separation of the experience
between permanent and term insurance?

3. Nonparticipating insurance js now being written on an adjustable-premium or “‘indeterminate-premium" basis, under
which the company can change the premium rate after issue subject to a maximum premjum rate guaranteed in the
policy. Lapse experience under these policies would be expected to be different from the experience under corre-
sponding policies issued on the traditional “guaranteed-cosc” basis, which do not provide for premium rate changes
after issue. Under the advisory committee’s proposal, experience under these two different types of plans would be
grouped into one Teporting category, thus further reducing the possibility of any meaningful interpreration of the
results.

4, Another recent marketplace phenomenon has been a sharp increase in replacement activity, with indications that
perhaps half of all lapses ipvolve replacement situations. The revised NAIC Life Insurance Replacement Model
Regulation adopted in 1978 is based on a recognition that a replacement is not necessarily disadvantageous to a
policyholder, ie., some replacements are well-justified and definitely in the consumer’s interest. One can see the
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obvious conflict between a company trying to maintain good persistency, which would mean combating ail replace-
ment activity, and trying to promote the policyholder’s best interest, which sometimes would mean not resisting a
replacement. The higher the volume of replacements, the more serious would be the company’s dilemma.

With zll these disadvantages and problems, we feel it is not possible, especially in today’s economic times, to justify a
requirement that companies comply with the proposed lapse disclosure system. Using the advisory committee’s estimate
that the average cost per company of developing the proposed system is $20,000, it is clear that the cost for the industry
would run well into the multimillion dollar range. Certainly, it is to a company’s best interest to improve policy persisten-
cy, and the advisory committee’s original report points out that companies use many means to improve their lapse experi-
ence, In lieu of the advisory committee’s proposal, which would add needlessly to company expense without producing
meaningful and useful resuits, we would urge an alternate approach that would make use of mechanisms and procedures
that many companies already have in place and that would be effective in helping to analyze and improve lapse experience.

Recommended Alternate Approach
The following are the features of the council’s recommended alternative to the advisory committee’s proposal:

1. Lapse performance would be reviewed as part of the periodic examination of companies by insurance departments,
This would enable regulators to make meaningful analyses of both the level of the company’s lapse experience and
the effectiveness of its efforts to control this experience, They also will be able to determine whether company sales
practices are causing excessive lapses.

2. Regulators would conduct special reviews between examination intervals to handle critical problems that might
atise for a particular company and that require immediate attention,

3 Companies would be asked to develop lapse rates and make them available for examination by the regulators, It is
tecommended that lapse rates be required only for the first policy year. The greatest losses to policholders and
companies arise from first-year lapses, and such lapses are mote amenable to company control than those occurring
in later policy years. Given these factors and especially considering the volume of recent replacement activity, the
development of lapse rates for policy years after the first would add to the efforts required of the companies
without producing comparably valuable information for the regulators,

4, With the level of lapse experience influenced by numerous characteristics, the calculation of actual-to-expected
ratios as suggested by the advisory committee would carry with it the strong possibility of producing distorted
conclusions about the quality of a company’s performance. For this reason, we recommend that companies not be
asked to caleulate actual-to-expected ratios. Instead, we propose that a table be developed showing appropriate
fitst-year lapse rate ranges for the major characteristics that affect policy persistency, This table would be in a form
that can be used by regulators in interpreting a company's experience. In this connection, the general trend of a
company’s experience should be an jmportant element of this interpretation,

5. The advisory committee’s proposal calls for a subdivision of lapse results into four categories of business: debit
ordinary, pension trust, permanent ordinary, and term ordinary. While these classifications seem reasonable, com-
panies should be free to develop deta for different or additional classifications that might facilitate a more meaning:
ful analysis of their experience, particularly where companies already have in place an effective lapse analysis
system, The recent introduction of many varieties of nontraditional products gives additional importance to this
consideration.

6, Companies and regulators should be encouraged to study and make use of the materjal presented in Chapter V1 of
the advisory committee’s first report. This chapter contains an excellent description of techniques that can be
effective in improving persistency experience,

This alternate approach would enable that full collective effort between the company and the regulator that is so impor-
tant in achieving common goals. By providing meaningful and timely information, this recommended approach should be
effective in helping to achieve a general improvement of lapse experience to the benefit of the industry, the regulator, and
the consumer.

We thank you for your attention and will be glad to answer any questions you may have,
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The Variable Life Insurance (A) Task Force met in Dominion B Room of the Franklin
Plaza Hotel in Philadelphia at 1:00 p.m. on June 7, 1982. A quorum was present and Robert
C. Quinn chaired the meeting. The following task force members were present: Robert C.
Quinn, California; William H. L. Woodyard, 11i, Arkansas; Johnnie L. Caldwell, Georgia;
Bruce W. Foudree, lowa; Don H. Miller, Indiana; Michael ]. Sabbagh, Massachusetts; Albert
B. Lewis, New York; and Lyndon L. Olson, Jr., Texas.

1. Review of Advisory Commirttee Report

The chairman first noted that the task force had met in Qklahoma City (Attachment One)
and received a report on the ACLI task force progress on a draft variable life insurance
regulation (Artachment Two). Jerry Rosenblum of CIGNA presented the ACLI task force
exposure draft of variable life regulations which encompass flexible premium insurance
(Attachment Three). Gary Hughes of the ACLI then gave a section summary analysis of the
proposed regulation (Astacbment Four). Commissioner Foudree suggested an amendment to
the exposure draft in Article 6 section 6 (A) providing for notice to the commissioner of
insurance of the filing but not mandating that the commissioner approve the filing.

The task force adepted- [received as an exposure draft] the report and exposure draft with
the above amendment for review in time for the NAIC mecting in Nashville. Ted Becker of
the Life Insurance Staff Actuarial Group offered to help the task force review the exposure
draft. The chairman agreed to make this offer a part of the record. [Editor’s Note — Materi-
al lined through was deleted and material bracketed was added by the Executive Committee.
See p. 14}
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There being no further business, the task force adjourned.

Robert C. Quinn, chairman, California; William H. L. Woodyard, III, wvice-chairman,
Arkansas; Johnnie L. Caldwell, Georgia; Bruce W. Foudree, lowa; Don H. Miller, Indiana;
Michael J. Sabbagh, Massachusetts; Albert B. Lewis, New York; Lyndon L. Olson, Jr.,
Texas.

ATTACHMENT ONE
VARIABLE LIFE INSURANCE REGULATION (A) TASK FORCE

Oklahoma City, Oklahoma
April 5, 1982

The Variable Life Insurance Regulation (A) Task Force met in the Venetian Room of the Skirvin Plaza in Oklahoma City,
Oklahoma at 10:15 a.m. on April 5, 1982. A quorum was present and Robert C, Quinn chaired the meeting, The following
committee members were present: Rebert C. Quinn, chaimman (California); William H, L. Woodyard, 111, vice-chairman
(Arkansas); Bruce W, Foudree (lowa); Don H, Miller {Indiana); Albert B. Lewis (New York}; Lyndon L, Glson, Jr, (Texas).

The meeting was called to order by Chairman Robert C, Quinn and the agenda items are as follows:

1. Report by (A) Committee Staff-Actuaries Group

Mr. Becker, on behalf of the Actuarial Committee, tequested guidance from the task force on further involvement, This
matter will be reported to the (A) Committee, The task force received the report.

2. The Report by the American Council of Life Insurance

Jack Blaine, general counsel, and Jerry Rosenblum of CIGNA reported on industry activities to conform the variable life
regulations for flexible premium insurance. They indicated a draft to this task force would be ready for the June NAIC
meeting. There is an apparent duality of tegulation between security and insurance regulators. The task force acted by
receiving the report,

EX Report by Ad Hoc Universal Life II Committee

Paul Mason spoke, See Attachment One-A.

Jerry Golden of the Varjable Life Products Committee reported on variable life regulation activity. He indicated a lack of
current actuarial questions, Definition of variable life insurance is included in his March 22, 1982 letter to the Actuary
Advisory Committee (Attachment One-B). He mentioned four long term projects and they are as follows:

a, Reserves for incidental charges for insurance benefits for the separate accounts.
- b, How to divide investments by general kind other than special enumeration.

c Development of group permanent variable life.

d Review of standards of illustration for these products.

The task force took action by receiving the report.

4, Discussion of Projects and Timetable for Completion

Exposure draft to be submitted by ACLI to task force at the June, 1982 meeting for possible adoption at the December
meeting,
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There being no further business, the meeting adjourned at 11:15 a.m.

Robert C. Quinn, chairman, California; William H. L. Woodyard, 11l, vice-chairman, Arkansas; Johnnie L. Caldwell,
Georgia; Bruce W, Foudree, lowa; Don H. Miller, Indiana; Michael J. Sabbagh, Massachuserts; Albert B, Lewis, New York;
Lyndon L. Olson, Jr., Texas.

LA ER S L2} ]

ATTACHMENT ONE-A

STATEMENT OF PAUL ]J. MASON
BEFORE THE NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS

Spring Quarterly Meeting
Oklahoma City, Oklahoma
April 5, 1982

Good morning, I am Paul J. Mason, a partner in the law firm of Sutherland, Asbill & Brennan, Washington, D.C. 1 very
much appreciate the opportunity to appear before the Variable Life Insurance Regulation Task Force of the Life Insurance
(A) Committee to summarize briefly our firm’s representation of a group of companies having a potential interest in a
variable universal life {or “universal life phase two”’) product,

The “universal life phase two group” that our firm represents is currently composed of the following 27 member
companies:

The Acacia Group

Aetna Life Insurance Company

Connecticut General Life Insurance Company and Life Insurance Company of North America {(CIGNA)
Connecticut Mutual Life Insurance Company

E. F. Hutton Life Insurance Company

The Equirable Life Assurance Society of the United States
Fireman’s Fund American Life Insurance Company
Great Southern Life Insurance Company
Great-West Life Assurance Company

Hartford Life Insurance Company

IDS Life Insurance Company

Life Insurance Company of Virginia

Lincoln National Life Insurance Company
Maccabees Mutual Life Insurance Company
Metropolitan Life Insurance Company

Minnesota Mutual Life Insurance Company
Monarch Resources, Inc.

Nationwide Life Insurance Company

New England Mutual Life Insurance Company
New York Life Insurance Company

Northwestern Natjonal Life Insurance Company
The Penn Mutual Life Insurance Company
Protective Life Insurance Company

Southwestern Life Insurance Company

Sun Life Assurance Company of Canada

The Travelers Insurance Company

United Investors Life Insurance Company

The group had its genesis during the summer of 1981, when our firm was approached by several companies interested in
developing a separate account universal life product under which the death benefit and cash value would vary in accord-
ance with investment experience. Tentative discussions among these companies coalesced in the formation of the group in
the late fall. The articulated purpose of the group was to study the issues that a variable universal life product design might
raise under state and federal law and to seek the regulatory approvals necessary to market such 2 product.
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Our work has proceeded at a quick and intensive pace over the last several months. We have focused upon, among other
things, the NAIC Variable Life Insurance Model Regulation and have considered revisions that might have to be made in
the model regulation to accommodate a variable universal product. As representatives on behalf of the American Council
of Life Insurance have already noted, our group has worked in close cooperation with ACLI staff and the ACLI Task Force
on Flexible Premijum Registered Life Insurance in developing an exposure draft of a proposed amended model regulation
which, it is hoped, will be presented to your task force at the NAIC Summer Annual Meeting in June of this year.

We intend to continue to work closely with the ACLI and would be pleased to assist in any way deemed useful,
Thank you very much,

BAERNRRETE

ATTACHMENT ONE-B

Monarch Resources, Inc.
111 Broadway
New York, NY 10006
March 22, 1982
Mr. Ted E. Becker
State of Texas
State Board of Insurance
1110 San Jacinto Street

Austin, TX 78786

Re; Revisions to NAIC Model Regulation

Dear Ted:

At John Montgomery’s suggestion, 1 have put together this letter and attachments to be discussed at the April 3, 1982
meeting of your committee,

The letter describes the NAIC Model VLI Regulation as modified through the New Orleans meeting and gives status reports
on several long term projects assigned to the Variable Preducts Advisory Committee.

NAIC Model VL1 Regulation

Attachment A is a marked-up copy of the proposed VLI Regulations starting with the draft atrached to my October 15,
1981 letter to you and modified to reflect changes ong through six specified in my December 4, 1981 letter, Item seven of
that letter is discussed below as one of our longer term projects. The regulation has also been modified to reflect the
changes agreed to in New Orleans as follows:

1. Page 270-33, Article 1V, Section 4.b. The language has been changed te accommodate flexible premium
designs so that loans are required only after the policy has been “in force” for a minimum number of years as
opposed to the requirement that “premiums having been paid” for a minimum period.

2. Page 270-34, Article IV, Section 4.b, We decided to retain paragraphs four and five rather than delete them as
previously recommended,

3. Page 270-37, Article IV, Section 5.c. We modified paragraph to include “variable additions”, deleted para-
graph three and modified paragraph six to indicate that a dividend might be other than a “deposit” to the
account.
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4, Page 270-50, Article VI, Secrion 7.a. We modified paragraph three to delete “tabular costs,” and to add
“charges for incidental insurance benefits” and “contractual charges.” We also added a requirement in
paragraph four that charges for investment management expenses be “reasonable.”

5. Page 270-51, Article Vi, Section 7.a. In paragraph five we added language to permirt charges for “contin-
gencies and profits,”

6. Page 270-57, Arricle VII, Section 4. We replaced the requirement for disclosure of “commissions” to dis-
closure of “all contractual charges.”

7. Page 270-60, Article IX. We modified the new language 1o refer to the assumed investment rate rather than a
“guaranteed” interest rate.

Long Term Projects
Set forth below is 2 progress report on the following long term projects:

Beduction of charges for incidental insurance benefits from the separate accounr

A question has been raised as to whether the deduction of charges for incidental insurance benefits from the cash value of
a Variable Life Insurance policy changes the nature of the reserve in the separate account. The specific question is whether
a portion of that separate account reserve is, in fact, supporting the incidental insurance bencfits. Ross Hanson of our
committee in his March 15, 1982 memorandum suggests that there is no such effect in the separate account. He analogizes
the deduction of the charge for the incidental insurance benefits to a partial withdrawal. Although we have reached no firm
conclusion, our committee seems to lean toward Ross's interpretation.

Requirements as to liquidity for permissible investments

In the proposed regulation, we have deleted the laundry list of permitred investments and have inciuded criteria based on
“liquidity” and “readily ascertainable marker value.” The objective would be to permit investments such as real estate
and private placements. We have only begun discussions in this area, but have identified a series of questions:

1. Should we require a minimum percentage of liquid investments in an account invested primarily in illiquid
investments?

2, Should we permit a different deferment provision for policies funded in such separate accounts?

3. Should we permit the company to do a special valuation of the assets if a cash flow crisis occurs?

4, Should we require a special reserve to be set up in the general account but funded by separate account oper-

ations? {t would be similar to, but larger than, New York’s special contingent reserve fund,
5. Should we restrict the availability of this type of account to certain markets ot policyholders?
6. Should we permit the separate and general accounts to share an lliquid investment?

In general, we believe we could develop rules to take care of normal cash flow situations. Cur probiem is with the abnormal
situations that might occur.

Group permanent universal variable life insurance

A suggestion has been made that we delete the requirement that varjable life be restricted to “individual” policies. Ross
Hanson in his March 15, 1982 memorandum records some of the issues involved. An important one not addressed is
whether any changes in the variable contract law would be required.
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Standards for illustrations

As I've mentioned in previous meetings, illustrations for universal variable life insurance policies must be prepared on a
standard basis from company to company, With the probability of relatively few guarantees in a universal variabie life
policy, it becomes essential that clients understand the differences between hypothetical results, guaranteed results, current
results and illuscrative dividend results, Qur initial view is that since these products will be registered with the SEC, it may
be appropriate to rely on the SEC to develop a federa] standard for these products. We're concerned about the possibility
of requirements varying state by state,

1look forward to seeing you in Houston,

Sincerely,

Jerome S, Golden
Chairman
Variable Products Advisory Committee

KRR ERRERAR A RAA KA RE I I RN AR
ATTACHMENT TWO

PROPOSED AMENDED
VARIABLE LIFE INSURANCE MODEL REGULATION

Draft
May 26, 1982

Language to be deleted from the current model is enclosed by brackets; new matter is underscored

ARTICLE I:  AUTHORITY

Section 1,  Authority.

The following regulations applicable to variable life insurance policies are promulgated under the authoerity of Section
{insert applicable section), of the Insurance Laws of {insert state), and are effective (insert date),

ARTICLE If: DEFINITIONS

As used in this regulation:

Section 1. Affiliate,

“affiliate” of an insurer means any person, directly or indirectly, controlling, controlled by, or under comman control
with such insurer; any person who regularly furnishes investment advice to such insurer with respect to its [variable life
insurance] separate accounts for which a specific fee or commission is charged: or any director, officer, partner, or
employee of any such insurer, controlling or controlled person, or person providing investment advice or any member of
the immediate family of such person.

Section 2,  Agent.

“Agent” means any person, corparation, partnership, or other legal entity which is licensed by this state as a life insurance
agent,

Section 3,  Assumed Investment Rate.

“Assumed investment rate” means the rate of investment return which would be required to be credited to a variable life
insurance policy, after deduction of charges for taxes, investment expenses, and mortality and expense guarantees to
maintain the variable death benefit equaj at all times to the amount of death benefit, other than incidental insurance
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benefits, which would be payable under the plan of insurance if the death benefit did not vary according to the investment
experience of the separate account,

Section 4.  Benefit Base,

“Benefit base' means the amount, [not less than the amount specified under Section 2b of Article V1, specified by the
terms of the variable life insurance policy] to which [the difference between] the net investment return [and the assumed
investment rate] is applied. [in determining the variable benefits of the policy.]

Section 5. Commissioner,

“Commissioner” (Director, Superintendent) means the Insurance Commissioner (Director, Superintendent) of this state.

Section 6.  Control

” o

“Control” (including the terms “conwrolling,” “controlled by and “under common control with’’) means the possession,
direct or indirect, of the power to direct or cause the direction of the management and policies of a person, whether
through the ownership of voting securities, by coniract other than a commercial contract for goods or norr-management
services, or otherwise, unless the power is the result of an official position with or corporate office held by the person,
Control shall be presumed to exist if any person, directly or indirectly, owns, controls, holds with the power to vote, or
holds proxies representing more than ten (10) percent of the voting securities of any other person, This presumption may
be rebutted by a showing made to the satisfaction of the Commissioner that control does not exist in fact, The Commis-
sionet may determine, after furnishing all persons in interest notice and opportunity to be heard and meking specific
findings of fact to support such determinaticn, that control exists in fact, notwithstanding the absence of a presumption to
that effect.

Section 7.  Flexible Premium Policy.

“Flexible premium policy” means any variable life insurance policy other chan a scheduled premium policy as specified in
Section 15 of this Article 11

Section [7.] 8. General Account.

“General account” means all assets of the insurer other than assets in separate accounts established pursuant to Section
{insert applicable section) of the Insurance Laws of this state, or pursuant to the corresponding section of the Insurance
Laws of the state of domicile of a foreign or alien insurer, whether or not for variable life insurance.

Section {8.] 9. Incidental Insurance Benefit,

“Incidental insurance benefit” means all insurance benefits in a variable life insurance policy, other than the variable death
benefit and the minimum death benefit, including but not limited to accidental death and dismemberment benefits,
disability income benefits, guaranteed insurability options, family income, ot [fixed benefit] term riders.

Section [9.] 10.  May.

“May” is permissive,

Section [10,] 11, Minimum Death Benefit.

“Minimum death benefit” means the amount of the guaranteed death benefit, other than incidental insurance benefits,
payable uvnder a variable life insurance policy regardless of the investment performance of the separate account.

Section [11.} 12,  Net Investment Return,

“Net investment return’’ means the rate of investment return in a separate account 1o be applied to the benefit base. [after
deduction of charges for taxes, investment expenses and mortality and expense guarantees in accordance with the terms of
the policy.]
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Section {12,] 13, Person.

“Person’ means an individual, corporation, partnership, association, trust, or fund.

Section 14. Policy Processing Day,

value,

Section 15. Scheduled Premium Policy.

“Schedule premium policy” means any variable life insurance policy under which the amount 2nd timing of premium
payments are specified under the terms of the policy.

Section [13.] 16. Separate Account,

“Separate account” means a separate account established (under) [for variable life insurance] pursuant to Section — of the
Insurance Laws of this state or pursuant to the corresponding Section of the Insurance Laws of the state of domicile of a
foreign or alien insurer.

Section [14.] 17. Shall.

“Shall” is mandatory.

Section [15.] 18. Variable Death Benefit.

“Variable death benefit” means the amount of the death benefit, other than incidental insurance benefits, payable under a
variable life insurance policy dependent on the investment performance of the separate account, which the insurer would
have to pay in the absence of [the] any minimum death benefit,

Section [16.] 19.  Varjable Life Insurance Policy.

“Variable life insurance policy” means any individual policy which provides for life insurance the amount or duration of
which varies according to the investment experience of any separate account or accounts ¢stablished and maintained by
the insurer as to such policy, pursuant to Section (insert applicable Section) of the Insurance Laws of this state or pursuant
10 the corresponding section of the Insurance Laws of the state of domicile of a foreign or alien insurer,

ARTICLE IIl: QUALIFICATION OF INSURER
TO ISSUE VARIABLE LIFE INSURANCE

The following requirements are applicable to all insurers either seeking authority to issue variable life insurance in this state
or [which have] having authority to issue variable life insurance in this state,

Section 1.  Licensing and Approval to Do Business in This State,

An insurer shail not deliver or issue for delivery in this state any variable life insurance policy unless:
a, The insurer is licensed or organized to do a life insurance business in this state;

[b.  either (1) the state of domicile of such insurer requires that permissible investments be substantially the same
as provided jn Scetion 3 of Article VI and that changes in the investment policy of the variable life insurance
separate account be regulated in a manner substantially similar to that required under Article VI for such
separate accounts operated by insurers domiciled in this state; or (2} the insurer’s investment policy, as
described in the statement required to be filed under Subsection 2c of this Section, conforms to Section 3 of
Atrticle VI, and the Commissioner is satisfied that the procedures for changing the investment policy of a
variable life insurance separate account, as described in the statement required to be filed under Subsection
2c of this Section, provide safeguards consistent with those provided under Section 6 of Article VI; andl
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b.[c.} the insurer has obtained the written approval of the Commissioner for the issuance of variable life insurance

Section 2.

policies in this state, The Commissioner shall grant such written approval only after he has found that:
(1)  the plan of operation for the issuance of variable life insurance policies is not unsound;

(2}  the general character, reputation, and experience of the management and those persons or firms
proposed to supply consulting, investment, administrative, or custodial services to the insurer are
such as to reasonably assure competent operation of the variable life insurance business of the insurer
in this state; and

(3)  the present and foreseeable future financial condition of the insurer and its method of operation in
connection with the issuance of such policies is not likely to render its operadon hazardous to the
public or its policyholders in this state. The Commissioner shall consider, among other things:

(A) the history of operation and financial condition of the insurer;

(B) the qualifications, fitness, character, responsibility, reputation, and experience of the officers
and directors and other management of the insurer and those persons or firms proposed 1o
supply consulting, investment, administrative, or custodial services to the insurer;

(C)  the applicable law and regulations under which the insurer is authorized in its state of domicile
to issue variable life insurance policies. The state of entry of an alien insurer shall be deemed its
state of domicile for this purpose; and

(D) if the insurer is a subsidiary of, or is affiliated by common management or ownership with
another company, its relationship to such other company and the degree ro which the request-

ing insurer, as well as the other company, meet these standards.

Filing for Approval to Do Busingss in This State.

[Before any insurer shall deliver or issue for delivery any variabie life insurance policy in this state, it must] The Commis-
sioner may, at his discretion, require that an insurer, before it delivers or issues for delivery any variable life insurance

policy in this state, file with this Department the following information for the consideration of the Commissioner in
making the determination required by Section 1, subsection b of this Arricle:

a

b.

copies of and a general description of the variable life insurance policies it intends to issue;

a general description of the methods of operation of the variable life insurance business of the insurer,
including methods of distribution of policies and the names of those persons or firms proposed 10 supply
consulting, investment, administrative, [or) custodial or distribution services to the insurer;

with respect to any separate account maintained by an insurer for any variable life insurance policy, a state-
ment of the investment policy the issuer intends to follow for the investment of the assets held in such
separate account, and a statement of procedures for changing such investment policy, The statement of
investment policy shall include a description of the investment objectives [and orientation] intended for the
separate account;

a description of any investment advisory services contemplated as requircd by Section 10 of Article VI;

[if requested by the Commissioner,] a copy of the statutes and regulations of the state of domicile of the
insurer under which it is authorized to issue variable life insurance policies; and

[if requested by the Commissioner,] biographical data with respect wo officers and directors of the insurcr on
the National Association of Insurance Commissioners Uniform Biographical Data Form.

A statement of the insurer’s actuary describing the mortality and expense risks which the insurer will bear

under the policy.
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Section 3. Standards of Suitability.

Every insurer seeking approval to enter into the variable life insurance business in chis state shall establish and maintain

[adopt by formal action of its Board of Directors and file with the Commissioner] a written statement specifying the
Standards of Suitability to be used by the insurer. [and applicable to its officers, directors, employees, affiliates, and
agents with respect to the suitability of variable life insurance for the applicant.] Such Standards of Suitability shall [be
binding on the insurer and those to whom it refers, and shall] specify that no recommendations shall be made to an
applicant to purchase a variable life insurance policy and that no variable life insurance policy shall be issued in the absence
of reasonably grounds to believe that the purchase of such policy is not unsuitable for such applicant on the basis of
information furnished after reasonable inquiry of such applicant concerning the applicant’s insurance and investment
objectives, financial situation and needs, and any other information known to the insurer or to the agent making the
recommendation, [Lapse rates for variable life insurance within the first two policy years which are significantly higher
than both those encountered by the insurer or an affiliate thereof for corresponding fixed benefit life insurance policies
and lapse rates of other insurers issuing variable life insurance policies shall be considered by the Commissioner in deter-
mining whether the guidelines adopted by the insurer are reasonable and also whether the jnsurer and fis agents are
engaging, as a general business practice, in the sale of variable life insurance to persons for whom it is unsuitable, For
purposes of this section, conversions from variable life insurance to fixed benefit life insurance policies pursuant to this
regulation shall not be considered lapses. ]

Section 4.  Use of Sales Marerials,

An ingurer authorized to transact variable life insurance business in this state shall not use any sales material, advertising
materials, or descriptive literature or other materials of any kind in connection with its variable life insurance business in
this state which is false, misleading, deceptive, or [insurancel inaccurate

[a.  Untl two years after delivery of its first variable life insurance policies in this state, and during any subse-
quent period upon the written request of the commissioner, an insurer shall file all variable life insurance
sales material, advertising material, and descriptive literature (xx business days prior to use) {within_xx
business days after use) with the commissioner, The commissioner shall require zn insurer to cease the use of
any such materials upon finding that any such materials are false, misleading, deceptive, ot inaccurarte.
Revised versions of such materials containing changes of substantial import from versions on file with the
commissioner shall be filed with the commissioner.)

[b.) a. Variable life insurance sales material, advertising material, and descriptive literature shall be subject to the
additional requirements of (insert citation to the life insurance advertising rules as adopted by the NAIC).

Section 5.  Requirements Applicable to Contractual Services,

[a.] Any material contract between an insurer and suppliers of consulting, investment, administrative, sales,
marketing, custodial, or other services [which are material] with respect to variable life insurance operations
shall be in writing and provide that the supplier of such services shall furnish the Commissioner with any
information or reports in conpection with such services which the Commissioner may request in order to
ascertain whether the vatiable life insurance operations of the insurer are being conducted in a manner
consistent with these regulations and any other applicable law ox regulations,

[b.  Such contract shall be fair and equitable to all parties and not endanger any policyholders of the insurer in
this stare.]

{c.  Such contract shall nor relieve the insurer from any responsibilities or obligations imposed upon the opera-
tions of its variable life insurance business by this regulation or any other law or regulation.|

Section 6.  Reports to the Commissioner.

Any insurer authorized to transact the business of variable life insurance in this state shall submit to the Commissioner, in
addition to any other materials which may be required by this regulation or any other applicable laws or regulations:
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a, an Annual Statement of the business of its [variable life insurance] separate account or accounts in such
form as may be prescribed by the National Association of Insurance Commissioners; and

b, prior to the use in this state any information furnished to applicants as provided for in Article VII; and

c. prior to the use in this state the form of any of the Reports to Policyholders as provided for in Article IX;
and

d. such additional information concerning its variable life insurance operations or its [variable life insurancel

separate accounts as the Commissioner shall deem necessary,
el Any material submitted to the Commissioner under this Section shall be disapproved if it is found to be false,
misleading, deceptive, or inaccurate in any material respect and, if previously distributed, the Commissioner shall require

the distribution of [an] amended [report] material.

Section 7. Authority of Commissioner to Disapprove.

Any material required to be filed with and approved by the Commissioner(, or approved by him, | shall be subject to
disapproval if at any time it is found by him not to comply with the standards established by this regulation.

ARTICLE IV: INSURANCE POLICY REQUIREMENTS

Policy Qualification. The Commissioner shall not approve any variable life insurance form filed pursuant to this regulation
unless it conforms to the requirements of this Article.

Section 1. Filing of Variabie Life Insurance Policies.

All variable life insurance policies, and all riders, endorsements, applications and other documents which are to be attached
1o and made a part of the policy and which relate to the variable nature of the policy, shall be filed with the Commissioner
and approved by him [in writing] prior to delivery or issuance for delivery in this stare.

a, The procedures and requirements for such fiting and approval shall be, to the extent appropriate and not
inconsistent with this regulation, the same as those otherwise applicable to other life insurance policies.

b, The Commissioner may approve variable life insurance policies and related forms with provisions the
Commissioner deems to be not less favorzble to the policyholder and the beneficiary than those required by
this regulation.

[c.  The requirements of Sections 2a, 2d, 3e(1) and 3p of this Article shall not apply to variable life insurance
poticies and related forms issued in connection with pension, profit sharing and retirement plans if separate
accounts for such policies are exempt pursuant to Section 3(c)(11) of the Investment Company Act of
1940.]

Section 2,  Mandatory Policy Benefit and Design Requirements,

Variable life insurance policies delivered or issued for delivery in this state shall comply with the following minimum
requirements,

a. [Coverage shall be provided for the lifetime of the insured with The] Mortality and expense risks shall be
berne by the insurer. The mortality and expense charges shall be subject to the maximums stated in the
contract,

[b.  Gross premiums for death benefits shall be a level amount for the duration of the premium payment period,
but this subsection shall not be construed to prohibit temporary or permanent additional premiums for
incidental insurance benefits or substandard risks. This subsection shall not be deemed to prohibit the use of
fixed benefit preliminary term insurance for a period not to exceed 120 days from the date of the application
for a variable life jnsurance poelicy. The premium rate for such preliminary term insurance shall be stated
separately in the application or receipt.]
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For scheduled premium policies, a minimum death benefit shall be provided in an amounr art least equal ro
the initial face amount of the policy so [ong as premiums are duly paid (subject to the provisions of Section
4b of this Article);

The amount payable upon the death of the insured so long as premiums are duly paid (subject to the provi-
sions of Section 4b of this Article) shall be not less than a minimum multiple of the gross premium payable in
that year, exclusive of that portion allocable to any incidental insurance benefit, by a person who meets
standard underwriting requirements, as shown in the following table:

ISSUE AGE MULTIPLES
0-5 80
6-10 71
11-15 63
16-20 55
21-25 47
26-30 40
31-35 33
36-40 27
41-45 21
46-50 15
51-55 13
56-60 11
61-65 9
66-70 8
70 and over 71

The policy shall Iprovide thar the variable death benefit shalll reflect the investment experience of one or

‘more [the variable life insurance] separate accounts established and maintained by the insurer. The insurer

must demonstrate that the reflection of investment experience in variable life insurance policy is actuarially
sound, [and that the excess, positive or negative, of the net investment return over the assumed investment
rate, as applied to the benefit base of each variable life insurance policy, shall be used ro provide either:]

[{1) fully paijd-up variable life insurance providing coverage for the same period as the basic insurance
under the policy or fully paid-up insurance amounts for a term of annual periods of not less than one
year nor more than five years, positive or negative, as the case may be, or a combination thereof; or
variable life insurance amounts, positive or negative, as the case may be, so that the reserve maintains
the same percentage relationship to the variable death benefit as it would have on a corresponding
fixed benefit policy.]

Each variable life insurance policy shall be eredited with the full amount of the net investment return applied
to the benefit base,

Any changes in variable death benefits of each variable life insurance policy shall be determined at least
annually,

The cash value of each variable life insurance policy shall be determined at least monthly. The method of
computation of cash values and other non-forfeiture benefits, as described either in the policy orin a state-
ment filed with the Commissioner of the state in which the policy is delivered, or issued for delivery, shall be
in accordance with actuarial procedures that recognize the variable nature of the policy. The method of
computation must be such that, if the net investment return credited to the policy at ail times from the date
of issue should be equal to the assumed investment rate with premjums, and benefits determined accordingly
under the terms of the policy, then the resulting cash values and other non-forfeiture benefits must be at
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least equal to the minimum values required by Section (insert applicable Section) of the Insurance Laws of
this state (Standard Non-Forfejture Law) for a [fixed benefit] general account policy with such premiums,
and benefits. The assumed invesunent rate shall not exceed the maximum interest rate permitted under the
Standard Non-Forfeiture Law of this state. If the policy does not contain an assumed investment rate this
demonstration shall be based on the maximum interest rate permitted under the Standard Non-Forfeiture

Law, The method of computation may disregard incidental minimum guarantees as to the dollar amounts

payable. Incidental minimum guarantees include, for example, but are not to be limited to, a guarantee that
the amount payable at death or marturity shall be at least equal to the amount that otherwise would have
been payable if the net investment return credited to the policy at all times from the date of issue had been
equal to the assumed investment rate.

The computation of values required for each variable life insurance policy may be based upon such reason-
able and necessary approximations as are acceptable to the Commissioner,

(1}  if the gross premiums for any variable life insurance policy delivered or issued for delivery in this state
produce an excess of (A} or (B} as defined in (2} below, the present value as of the date of issue of the
adjusted premjums used in determining the minimurmn cash values required by Section 2h of Article IV
shall be decreased by such excess by decreasing each adjusted premjum by a uniform percentage.

{2}  The excess of (A) over (B} referred to in subsection (1) above shall be determined as of the date of
issue on the basis of the mortality table and maximum rate of interest permitted by Section (insert
applicable section) of Insurance Laws of this state (Standard Non-Forfeiture Law}; and

(a)  is the present value of the gross premijums for the policy, decreased by one dollar per thousand
of equivatent uniform amount for policies with an annual basis (exclusive of those portions of
the gross premiums allocable to any incidental insurance benefits) by a person who meets
standard underwriting requirements; and

(b) is the preduct of (1) times (2) where (1) is the present value of the maximum premium rates
per thousand of jnsurance shown below payable at the beginning of each policy year to attained
age 65 of the insured for issue ages below age 51, for fifteen years for issue ages 51 to 70 and
for life for issue ages above age 70 and (2) is the ratio of (i) the present value of the benefits
under the policy to (ii) the present value of an insurance of one thousand for the whole of life.

TABLE OF RATES

P;EEi_unﬂatE Age at Issue Premjum Rate
11.50 21 18.74
11,60 22 19.34
11,76 23 19.97
11,97 24 20,62
12.22 25 21,28
12.50 26 21.95
12,80 27 22,64
13.11 28 23,37
13.43 29 24,15
13,75 30 25.00
14,08 31 25.92
14.42 32 26.91
14,77 33 27.97
15.13 34 29.10
15,49 35 30.30
15.87 36 31,55
16.27 37 32.84
16.70 38 34,17
17,16 39 35.56
17.65 40 37.04

18.18 41 38,65



540 NAIC Proceedings - 1982 Vol. II

Age at Issue Premium Rate Age at Issue Premjum Rate
42 40.45 61 94.45
43 42.51 62 98.25
44 44,89 63 102.31
45 47.62 64 106.61
46 50,71 65 11111
47 54.17 66 115.48
48 58.00 67 119,39
49 62.18 68 122,51
30 66.67 69 124.50
51 68.58 70 125.00
52 70.54 71 128.86
53 72,57 72 123.96
54 74.69 73 129.66
55 76,92 74 135.96
56 79.29 75 142.86
57 81.84 76 150.36
58 84,61 77 158.46
39 87.63 78 167.16
60 90.91 79 176.46
80 186.36

(3)  For purposes of this Section, any portion of the premium set aside to support a guarantee that any

surrender value shall not be less than a specified amount or for any other benefit that the Commis-

sioner shall deem to be excludable, shall not be included,
k. In determining the net investment return to be applied to the benefit base the insurer may deduct only the

charges described in paragraphs (1), (2), (4), and {5) of Article VI, Section 7a.]

Section 3.  Mandatory Policy Provisions,

Every variable life insurance policy filed for approval in this state shall contain at least the following:

a, The cover page or pages corresponding to the cover page of each such policy shall contain:

(1)

(2}

(3)

(4}

&)

A prominent statement [in either contrasting color or in boldface type at least four points larger than
the type size of the largest type used in the text of any provision on that page, | that the amount or
duration of death benefit may be variable or fixed under specified conditions;

A prominent statement [in either contrasting color or in boldface type at least four points larger than
the type size used in the text of any provision on that page] that cash values may increase or decrease
in accordance with the experience of the separate account subject to any specified minimum guaran-
tees;

A statement [that the] deseribing any minimum death benefit required pursuant to Section 2b of this
Article IV, [will be at least equal to the initial face amount at the date of issue if premiums are duly
paid and if there are no outstanding policy loans, partial withdrawals, or partial surrenders;]

The [rule] method, or a reference to the policy provision which describes the method, for deter-
mining the [variable] amount of insurance payable at death;

[A captioned provision which provides that the policyholder may return the varjable life insurance
policy within 45 days of the date of the execution of the application or within 10 days of receipt of
the policy by the policyholder, whichever is later, and receive a refund of all premium payments for
such policy; and]
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To _the extent permitted by state law, a captioned provision that the policyholder may return the
variable life insurance policy within 10 days of receipt of the policy by the policyholder, and receive a
refund equal to the sum of {A) the difference between the premiums paid including any policy fees or
other charges and the amounts allocated to any separate accounts under the policy and (B) the value
of the amounts allocated to any separate accounts under the policy, on the date the returned policy is
received by the insurer or its agent. Undil such time as state law authorizes the return of payments as'
calculated in the preceding sentence, the amount of the refund shall be the total of zil premjum pay-
ments for such policy.

(6)  Such other items as are currently required for fixed benefit life insurance policies and which are not
inconsistent with this regulation.

(1)  For scheduled premium policies, a provision for a grace period of not less than thirty-one days from
the premium due date which shall provide that where the premium is paid within the grace period,
policy values will be the same, except for the deduction of any overdue premium, as if the premium
were paid on or before the due date[;].

{2)  For flexible premium policies, a provision for a grace period beginning on the pohcy processing day
when the cash value is insufficient to pay all charges, authorized by the policy, necessary to keep the
policy in force until the next policy processing day, and ending on a date not less than 61 days after
the mailing date of the Report to Policyholders required by Section 3 of Article IX.

The death benefit payable during the grace period will equal the death benefit in effect immediately
prior to such period less any overdue charges. If the policy processing days occur monthly, the insurer
may reguire the payment of not more than 3 times the charges which were due on the policy proc-
essing day when the cash value was insufficient to pay all charges authorized by the policy that are
necessary, to keep such policy in force uniil the next policy processing day,

For schedule premium policies, s provision that the policy will be reinstated at any time within two years
from the date of default upon the written application of the insured and evidence of insurability, including
good health, satisfactory to the insurer, unless the cash surrender value has been paid or the period of
extended insurance has expired, upon the payment of any outstanding indebtedness arising subsequent to the
end of the grace period following the date of default together with accrued interest thereon to the date of
teinstatement and payment of an amount not exceeding the greater of:

(1)  All overdue premiums with interest at a rate not exceeding percent per annum compounded
annually and any indebtedness in effect at the end of the grace period following the date of default
with interest at a rate not exceeding percent per annum compounded annually; or

(2)  110% of the increase in cash [surrender] value resulting from reinstatement plus all overdue premiums
for incidental insurance benefits with interest at a rate not exceeding percent per annum com-
pounded annually.

A full description of the benefit base and of the method of calculation and application of any factors used to
adjust variable benefits under the policy;

A provision designating the separate account to be used and stating that:

[{1} Such separate account shall be used to fund only variabie life insurance benefits, except to the extent
permitted by Section 5¢(6) of this Article:]

{(2)] (1) The assets of such separate account shall be available to cover the liabilities of the general account of
the insurer only to the extent that the assets of the separate account exceed the liabilities of the sepa-
rate account arising under the variable life insurance policies supported by the separate account[;and].

1(3)) {2} The assets of such separate account shall be valued at least as often as any policy benefits vary but at
least monthly.
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A provision {that the policy and any papers attached thereto by the insurer, including the application if
attached,] specifying what documents constitute the entire insurance contract under state law;

A designation of the officers who are empowered to make an agreement or representation on behalf of the
insurer and an indication that statements by the insured, or on his behalf, shall be considered as representa-
tions and not warranties;

An identification of the owner of the insurance contracr;

A provision setting forth conditions or requirements as to the designation, or change of designation, of a
beneficiary and a provision for disbursement of benefits in the absence of a beneficiary designation;

A statement of any conditions or requirements concerning the assignment of the policy;

A description of any adjustments in policy values to be made in the event of misstatement of age or sex of
the insured;

A provision that the policy shall be incontestable by the insurer after it has been in force for two years during
the lifetime of the insured(;], provided, however, that any increase in the amount of the policy’s death
benefits subsequent to the policy issue date, which increase oceurred upon a new application or request of
the owner and was subjecr to satisfactory proof of the insured’s insurability, shall be incontestable after any

such increase has been in force, during the lifetime of the insured, for two years from the date of issue of
such increase;

A provision stating that the investment policy of the separate account shall not be changed withour the
approval of the Insurance Commissioner of the stare of domicile of the insurer, and that the approval process
is on file with the Commissioner of this state;

A provision that payment of variable death benefits in excess of [the] any minimum death benefits, cash
values, policy loans, or partial withdrawals {except when used to pay premiums) or partial surrenders may be
deferred:

(1)  For up to six months from the date of request, if such paymenrts are based on policy values which do
not depend on the investment performance of the separate account, or

(2)  Otherwise, for any period during which the New York Stock Exchange is closed for trading (except
for normal holiday closing) or when the Securities and Exchange Commission has determined that a

state of emergency exists which may make such payment impractical.

If settlement options [which] are provided, at least one such option shall be provided on a fixed basis only;

A deseription of the basis for computing the cash valu¢ and the surrender value under the policy shall be
included. [Such surrender value may be expressed as either:

(1) A schedule of cash value amounts per one thousand dollars of variable face amount at ¢ach attained
age or policy year for at ieast 20 years from issue, or for the premium paying period, is less than 20
years; or

{2)  One cash value schedule s described in paragraph (1) for the death benefit, or for each one thousand
dollars of death benefit, which would be in effect if the net investment return is always equal to the
assumed investment rate and a second schedule applicable to any adjustments to the death benefit
(disregarding the minimum death benefit guarantee and term insurance amounts) if the net {nvestment
return does not equal the assumed investment rate at each age for atleast 20 years from issue, or for
the premium paying period if it is less than 20 years.]

{r.] q. Premiums or charges for incidental insurance benefits shall be stated separately;

[s.]r. Any other policy provision required by this regulation;
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[t.]s, Such other items as are currently required for fixed benefit life insurance policies and are not inconsistent
with this regulation,

[Section 4. Non-Forfeiture, Partial Withdrawal, Policy Loan, and Partial SurrellcE{_I_’_EQ\_fjgiops_:]

[Every variable life insurance policy delivered or issued for delivery in this state shall contain provisions that are not less
favorable to the policyholder than the following:]

[a.]t. A provision for non-forfeiture insurance benefits. [so that at least one such benefit is offered on a fixed basis
from the due date of the premium in default.

(1)
(2)

(331

Vairable extended term insurance may not be offered.
A given non-forfeiture option need not be offered on both a fixed and a variable basis,

The insurer may establish a reasonable minimum cash [surrender] value below which any 1such]
non-forfeiture insurance options will not be available.

NOTE: Subparagraph 4(a) becomes subparagraph 3(t). This subparagraph (a) of Section 4 of Article
IV is in fact a mandatory policy provision that should be treated as such and placed under Section 3 of
Article IV,

Secticn 4, Policy Loan Provisions.

Every variable life insurance policy, other than term insurance policies and pure endowment policies, delivered or issued

for delivery in this state shall contain provisions which are not less favorable to the policyholder than the following:

Ib.]a. A provision for policy loans after the policy has been in force for {(insert number of years specified by state
law provision on availability of policy loans for fixed benefit life insurance)]___ full years’ [premiums have
Leen paid (which may at the option of the insurer be entided and referred to as z partial withdrawal provi-
sion) not less favorable to the policyholder than] which provides the following:

(1)

{2

(3] @

[(®)] )

(5} &

[6)] (5)

(M (6)

W (1)

[Up to] At least 75% [but if the loan is made from the general account not more than 90%] of the
policy’s cash surrender value may be borrowed;

The amount borrowed, or any repayment thereof, shall not affect the amount of the premium payable
under the policy.]

The amount borrowed shall bear interest at a rate not to exceed [ percent pet year compounded
annually] that permitted by state insutance law,

Any indebredness shall be deducted from the proceeds payable on death,

Any indebredness shall be deducted from the cash surrender value upon surrender or in determining
any non-forfeiture benefit.

Whenever the indebtedness exceeds the cash surrender value, the insurer shall give notice of any intent
to cancel the policy if the excess indebtedness is not repaid within thirty-one days after the date of
majling of such notice,

The policy may provide that if, at any time, so long as premiums are duly paid, the variable death
benefit is less than jt would have been if no loan or withdrawal had ever been made, the policyholder
may increase such variable death benefit up to what it would have been if there had been no loan or
withdrawal by paying an amount not exceeding 2110% of the corresponding [ncrease in cash value and
by furnishing such evidence of insurability as the insuret may request.

The policy may specify a reasonable minimum amount which may be borrowed at any time but such
minimum shall not apply to any automatic premium loan provision,
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[(9)] (8) No policy loan provision is required if the policy is under extended insurance non-forfeiture option.

[(10) In addition to the foregoing, the policy may contain a partial surrender provision; however, any such
provision shall provide that the policyholder may request part of the cash value and both the variable
and minimum death benefits will be reduced in proportion to the percentage of the cash value received
by the policyholder and the premium fot the reamining amount of insurance will also be reduced 1o
the appropriate rates for the reduced amount of insurance. The policy may provide that a partial
surrender provision shall not require the insurer to reduce the amount of the minimum death benefit
to less than the lowest amount of minimum death benefit which would have been issued to the insured
under the insurance plans of the insurer at the time the policy was issued, The policy must clearly
provide that the policyholder has the option of electing to exercise the cash value privileges of the
policy loan ot partial withdrawal provision rather than the partial surrender provision.]

[(11)] (9) [Alll The policy loan(, parcial withdrawal, or partial surrender] provisions shall be constructed so that

variable life insurance policyholders who have not exercised such provisions are not disadvantaged by
the exercise thereof,

({12)] (10} [Monies] Armounts paid to the policyholders upon the exercise of any policy loan(, partial with-

drawal, or partial surrender] provision shall be withdrawn from the separate account and shali be
returned to the separate account upon tepayment except that a stock insurer may provide the
[monies] amounts for policy loans from the general account.

Other Policy Provisions.

The following provision may in substance be included in a variable life insurance policy or related form delivered or issued
for delivery in this state:

a,

An exclusion for suicide within (insert “two” or other number of years} years of the [policy] issue date of
the policy; provided, however, that to the extent of the increased death benefits only, the policy may provide

an exclusion for suicide within two years of any increase in death benefits which results from an application

of the owner subsequent to the policy issue date;

incidental insurance benefits may be offered on a fixed or variable basis [only] ;

policies issued on a participating basis shall offer to pay dividend amounts in cash. In addition, such policies
may offer the following dividend options:

(1)  che amount of the dividend may be credited against premium payments;

(2) the amount of the dividend may be applied to provide paid-up amounts of additional fixed benefit
whole life insurance;

(3)  the amount of the dividend may be applied 1o provide paid-up amounts of additional variable life
insurance;

(4)  the amount of the dividend may be deposited in the general account ar a specified minimum rate of
interest;

(5) the amount of the dividend may be applied to provide paid-up amounts of fixed benefit one-year term
insurance;

{6) the amount of the dividend may be deposited as a variable deposit in a [the] separate account [if the
separate account is exempt pursuant to Section 3(c)(11) of the Investment Company Act of 1940.)

A provision allowing the policyholder to elect in writing in the application for the policy or thereafter an
automatic premjum loan on a basis not less favorable than that required of policy loans [or partial with-
drawals] under Section 4 of this Article, except that a restriction that no more than two consecutive premi-
ums can be paid under this provision may be imposed;
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e A provision allowing the policyholder to make partial withdrawals;

£ Any other policy provision approved by the Commissioner.

ARTICLE V: RESERVE LIABILITIES FOR VARIABLE LIFE INSURANCE

Reserve liabilities for variable life insurance policies shali be established under the Standard Valuation Law in
accordance with actuarial procedures that recognize the variable nature of the benefits provided and any mortality
guarantees.

For scheduled premium policies, reserve liabilitics for the guaranteed minimum death benefit shall be the reserve
needed to provide for the contingency of death occurring when the guaranteed minimum death benefit exceeds the
death benefit that would be paid in the zbsence of the guarantee, and shall be maintained in the general account of
the insurer and shall be not less than the greater of the following minimum reserves:

a, The aggregate total of the term costs, if any, covering a period of one full year from the valuation date, of the
guarantee on each variable life insurance contract, assuming an immediate one-third depreciation in the
current value of the assets of the separate account followed by a net investment retuin equal to the assumed
investment rage; or

b. The aggregate total of the “atrained age level” reserves on each variable life insurance contract. The ““atrained
age level” reserve on each variable life insurance contract shall not be less then zero and shall equal the
“residue,” as described in paragraph (1), of the prior year's “attained age level” reserve on the contract, with
any such “residue,” increased or decreased by a payment computed on an attained age basis as described in
paragraph (2} below,

(1)  the “residue” of the prior year’s “attained age level” reserve on each variable life insurance contract
shall not be less than zere and shzll be determined by adding interest at the valuation interest rate to
such prior year's reserve, deducting the tabular claims based on the “excess,” if any, of the guaranteed
minimum death benefit over the death benefit that would be payable in the absence of such guarantee,
and dividing the net result by the tabular probability of survival. The “excess” referred to in the
preceding sentence shall be based on the actual level of death benefits that would have been in effect
during the preceding year in the absence of the guarantee, taking appropriate account of the reserve
assumptions regarding the distributicn of death claim payments over the year,

(2)  the payment referred to in Subsectjon 2b of this Article shall be computed so that the present value of
a leve]l payment of that amount each year over the future premium paying period of the contract is
equal to (A) minus (B) minus (C), where (A) is the present value of the future guaranteed minimum
death benefits, (B) is the present value of the future death benefits that would be payable in the
absence of such guarantee, and (C) is any “‘residue,” as described in paragraph (1), of the prior year’s
“attained age level” reserve on such variable life insurance contract. If the contract is paid-up, the
payment shall equal (A) minus (B} minus {C), The amounts of future death benefits referred 10 in
(B) shall be computed assuming a net investment return of the separate account which may differ
from the assumed investunent rate and/or the valuation interest rate but in no event may exceed the
maximum interest rate permitted for the valuation of life contracts.

o The valuation interest rate and mortality table used in computing the two minimum reserves described in (a)
and (b) above shall conform to permissible standards for the valuation of life insurance contracts. In deter-
mining such minimum reserve, the company may employ suitable approximations and estimates, including
but not limited to groupings and averages.

For flexible premium policies, reserve liabilities for any guaranteed minimum death benefit shall be maintained in

the general account of the insurer and shall be not less than the following minimum reserve, The aggregate total of
the term costs, if any, covering the period provided for in the gugrantee not otherwise provided for by the reserves
held in the scparate account assuming an immediate one-third depreciation in the current value of the assets of the
separate account followed by a net investment return equal to the valuation interest rate,
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The valuation interest rate and mortality table used in computing this additional reserve, if any, shall conform to

permissable standards for the valuation of life insurance contracts. In determining such minimum reserve, the

company may employ suitable approximations and estimates, including but not limited to groupings and averages,

[3.14, Reserve liabilities for all fixed incidental insurance benefits shall be maintained in the general account, and reserve
liabilities for all variable incidental insurance benefits may be maintained in a separate account, in amounts deter-

mined in accordance with the actuarial procedures appropriate ta such benefit.

ARTICLE V1: SEPARATE ACCOUNTS

The following requirements apply to the establishment and administration of variable life insurance separate accounts by
any domestic insurer:

Section 1,

Establishment and Administration of Separate Accounts,

[An] Apny domestic insurer issuing variable life insurance [in this state] shall establish one or more separate accounts
pursuant t¢ Sections {(insert appropriate sections) of the Insurance Laws of this state.

a.

b.

C.

[d.

If no law or other regulation provides for the custody of separate account assets and if [the] such insurer
[itself] is not the custodian of such separate account assets, all contracts for [such] custody of such assets
shall be in writing and the Commissioner [of the insurer’s state of domijcile] shall have authority to review

and approve of both the terms of any such conwract and the proposed custodian prior to the transfer of
custody.

[An] Such insurer shall not without the prior written approvzl of the Commissioner employ in any material
connection with the handling of separate account assets any person who:

(1) within the last ten years has been convicted of any felony or a misdemeanor arising out of such
person’s conduct involving embezzlement, fraudulent conversion, or misappropriation of funds or
securities or involving violation of Sections 1341, 1342, or 1343 of Title 18, United State Code: or

(2)  within the last ten years has been found by any state regulatory authority to have violated or has
acknowtedged violation of any pravision of any state insurance law involving fraud, deceit, or knowing
misrepresentation; or

(3)  within the last ten years has been found by federal or state regulatory authorities to have violated or
has acknowledged violation of any provision of federal or state securities laws involving fraud, deceit,
or knowing misrepresentation.

All persons with access to the cash, securities, or other assets of the separate account shall be under bond in
the amount of not less than § (inserc appropriate amount),

If an insurer establishes more than one separate account for variable life insurance, justification for the
establishment of each additionai scparate account shall also be filed with the Commissioner and shall be
subject to his approval. The creation of additional separate accounts to avoid lower maximum charges against
the separate account js prohibited, ]

[e.] d. The assets of such separace accounts [established for variable life insurance policies] shall be valued ar least

{f.

1:4

as often as variable benefits are determined but in any event at least monthly,

A separate account exempt pursuant to Section 3(c)(11) of the Investment Company Act of 1940 because of
the tax qualified status of the policies funded thereby shall not be used to fund other variable life insurance
policies.]

Except for separare accounts exempt pursuant to Section 3(c)(11) of the Investment Company Act of 1940,
variable life insurance separate accounts shall not be used for variable annuities or for the investment of funds
corresponding 1o dividend accumulations or other policyholder liabilities not involving life contingencies. |
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Amounts in the Separate Account.

{a.]

[b.

Section 3.

The insurer shall maintain in each [variable life insurance] separate account assets with a [fair market] value
at least equal to the greater of the valuation resctves for the variable portion of the variable life insurance
policies or the benefit base for such policies.

The benefit base of any variable life insurance policy as of the beginning of any valuation period shall not be
less than the sum of the following factors after deducting amounts of any indebtedness pursuant to Section
4b of Article IV:

(1}  the valuation net premium for such period, for the variable portion of the policy, minus the discounted
cost of tenm insurance for such period, based on the tabular moertality and interest rates used in deter-
mining valuation reserves; and

{2y  the valuarion terminal reserve, for the variable portion of the policy at the end of the immediately
preceding valuation period adjusted for the net investment return of such preceding period,

In lieu of the minimum benefit base requirement specified above, an insurer may otherwise qualify under this
Section if it can be demonstrated, to the satisfaction of the Commissioner, that the policy benefits obtained
over a 20-year period from the date of issue by the use of the insurer’s benefit base are at least substantially
equivalent in value to the benefits obtained by the use of the minimum benefit bgse specified above, The
Commissiener may specify the range of net investment retutn to be used in this demonstration.

Notwithstanding the actual reserve basis used for policies that do not meet standard underwriting require-
ments, the benefit base for such policies may be the same as for corresponding policies which do meet

standard underwriting requirements, ]

Investments by the Separate Account,

a.

{b.

No sale, exchange, or other transfer of assets may be made by an insurer or any of its affiliates between any
of its separate accounts or between any other investment account and one oy more of its separate accounts
unless:

(1) in case of a transfer into a separate account, such wansfer is made solely to establish the account or to
support the operation of the policies with respect to the separate account to which the transfer is
made; and

(2) such transfer, whether into or from a separate account, is made by a transfer of cash; but other assets
may be transferred if approved by the Commissioner in advance.

The separate account shall have sufficient net investment income and readily marketable assets to meet
anticipated withdrawals under policies funded by the account,

Assets allocated to a variable life insurance separate account shall be held in cash or investment having a
reasonably ascertainable market price. For purposes of this subsection, only the following shall be considered
“investments having a reasonably ascertainable market price:”

(1) leons in favor of the insurer against separate account policy reserves resulting from use by policy-
holders of cash values;

(2} securities listed and traded on the New York Stock Exchange, the American Stock Exchange, or
regional stock exchanges or successors to such exchanges having the same or similat qualifications;

(3) securities listed on the NASDAQ System;
(4)  shares of an investment company registered pursuant to the Investment Company Act of 1940. Where

such an investment company issue book shares in lieu of share certificates, such book shares shall be
deemed to be adequate evidence of ownership;
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(5)  obligations of or guaranteed by the Unijted States Government, the Canadian government, any state,
or municipality or governmental subdivision of a state;

(6)  commetrcial paper issued by business corporations when the total of such paper issued by the corpora-
tion does not exceed in value 2 guaranteed short line of credit by a bank;

(7)  certificates of deposit issued by financial institutions the deposits of which are insured by the FDIC or
FSLIC; and

(8) new bond or debt issues which may reasonably be expected to be listed on an exchange regulated by
the Securities Exchange Act of 1934.]

Notwithstanding any other provision of law or the provisions of subsection b above, assets allocated to 2
variable life insurance separate account shall not be invested in:

(1) commodities or commodity contracts;

(2)  putand call options or combinations of such options;
(3)  short sales;

(4)  purchases on margins;

{5) letter or restricted stock;

(6) units or other evidences of ownership of a separate account of another insurer, except those registered
under the Investrnent Company Act of 1940; or

(7)  real estate other than shares of a real estate investment trust listed as described in subsection] Note:
At its meeting on February 11 the Task Force did not reach a consensus on what action, if any, to
recommend regarding this Subsection C of Section 3 of Article V1. Thus, the deletion of this Subsec-
tion is for discussion purposes only.]

Limitations on Ownership.

a,

Section 5,

A [variable life insurance] separate account shall not purchase or otherwise acquire the securities of any
issuer, other than securities issued or guaranteed as to principal and interest by the United States, if immedi-
ately after such purchase or acquisition the value of such investment, together with prior investments of such
account in such security valued as required by these regulations, would exceed 10% of the value of the assets
of the separate account, The Commissioner may waive this limitation in writing if he believes such waiver
will not render the operation of the separate account hazardous to the public or the policyholders in this
state.

No separate account shall purchase or otherwise acquire the voting securities of any issuer if as a result of
such acquisition the insurer and its separate accounts, in the aggregate, will own more than 10% of the total
issued and outstanding voting securities of such issuer. The Commissioner may waive this limitation in writing
if he believes such waiver will not render the operation of the separate account hazardous to the public or the
policyholders in this state or jeopardjze the independent operation of the issuer of such securities.

The percentage limitation specified in subsection a of this Section shall not be construed to preclude the
investment of the assets of separate accounts in shares of investment companies registered pursuant to the
Investment Company Act of 1940 or other pools of investment assets if the invesunents and investment poli-
cies of such investment companies or asset pools comply substantially with the provisions of Section 3 of this
Article and other applicable portions of this regulation,

Valuation of [Assets of a Variable Life Insurance] Separate Account Assets.

[a.]

Investments of the separate account shall be valued at their market value on the date of valuation[.], or at
amortized cost if it approximates market value,
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Market value for investment traded on the recognized exchanges means the last reported sale price on
the date of valuation. If there has been no sale on that date, the market value means the last reported
bid quotation on the date of valuation,

Market value for investmenis listed on the NASDAQ Systern means the last representative bid quota-
tion on the valuation date. If an investment ceases to be listed but continues to be traded over the
countey, it shall be valued at the lowest bid quotation as it appears on the National Quotation Bureau
sheets,

If the valuation date referred to in paragraphs (1) and (2) above is a day when the exchange or the
NASDAQ System is not open for business, the valuation date shall be the last date when the exchange
or the NASDAQ System was open for business.]

If an investment ceases to be traded, it shall be valued at fair value as determined in good faith by or at the
direction of the Boatd of Directors of the insurer but not in excess of the last reported bid quotation, Within
thirty days, notification of cessation of trading of any investment shall be reported by the insurer to the
Insurance Commissioner of the state of domicile of the insurer. Such Commissioner shall within a reasonable
period of time determine the method of vaiuation or disposition of such invesument. ]

Separate Account Ilnvestment Policy.

[a.]

The investment policy of a separate account operated by a domestic insurer filed under Section 2Zc of Article
111 shall not be changed withouz the approval of the Insurance Commissioner.

(1)

(2}

(3)

“)

[(5)

Such approval shall be deemed to be given sixty days after the date the request for approval was filed
with the Commissioner, unless he notifies the insurer before the end of such sixty-day period of his
determination that the proposed change is a material change in the investment policy.

If the change is deemed material by the Commissioner, he shall approve such change [only if] unless
he determines [, after a public hearing,] that the change is [does not appear] detrimental to the
interests of the policyholders [of the insurer] participating in such separate account.

At least thirty days prior to any public hearing under paragraph (2), the insurer shall mail a notice to
each policyholder and to the Insurance Commissioner of each state in which the affected variable life
insurance policies are being sold. Such notice shall describe the proposed change in investment policy,
list the reasons therefor, designate the date and place of the public hearing, inform the policyholder of
the procedures to be followed in commenting on the change, and describe the conduct of the meeting,
Any such notice shall be in a form approved by the Commissioner.

Within sixty days after such public hearing, the Commissioner must approve or deny the proposed
change in investment policy.]

Should any policyholder object to the propesed material change and the change is allowed by the
Commissioner, the objecting policyholder shall be given the option within sixty days of notification to
the policyholder of the approval by the Commissioner of such change, of converting, without evidence
of insurability, under one of the following options, to a fixed benefit life insurance policy issued by
the insurer or an affiliate:

{A) If the policy is in force on a premivm paying basis, either:

1) conversion as of the original issue age to 2 substantially comparable permanent form of
fixed benefit life insurance, based on the insurer's premium rates for fixed benefit life
insurance at the original issue age, for an amount of insurance not exceeding the death
benefit of the variable life insurance policy on the date of conversion.

{ii)  conversion as of the attained age to a substantially comparable permanent form of fixed
benefit life insurance for an amount of insurance not exceeding the excess of the death
benefir of the variable life insurance policy on the date of conversion over:
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(aa) its cash value on the date of conversion if the policybolder elects to surrender the
variable life policy for its cash value, or

(bb) the death benefit payable under any paid-up insurance option if the policyholder
elects such nonforfejture option under variable life policy.

(B)  If the policy is in force as paid-up variable life insurance, then conversion will be to a substan-
tially comparable paid-up fixed benefit life insurance policy for an amount of insurance not
exceeding the death benefic of the variable life insurance policy on the date of conversion,

If conversion is made pursuant to (A)(i) or (3) above, then {1} if the cash value of the variable life insurance
policy exceeds the cash value of the fixed benefit life insurance policy, the difference shall be paid to the
policyholder; (2) if the cash value of the fixed benefit life insurance policy exceeds the cash value of the
variable life insurance policy, the difference shall be paid by the policyholder; and (3} any indebtedness
under the variable life insurance policy shall become indebtedness under the fixed benefit policy, provided
that any excess of such indebtedness over the cash value of the fixed benefit policy on the date of conversion
shall be deducted from any amount otherwise payable to the policyhoider.]

Charges Against [Variable Life Insurance] Separate Account.

The insurer [may deduct only the following {rom the separate account:] must disclose in the policy ail

charges that may be made against the separate account, including, but not limited to, the following:

(1)  taxes or reserves for taxes attributable to investrnent gains and income of the separate account:

2 actual cost of reasonable brokerage fees and similar direct acquisition and sale costs incurred in the
q
purchase or sale of separate account assets:

(3> actuarially determined costs of insurance {tabular costs) and the release of separate account liabilities:

(4)  charges for administrative expenses and investment management expenses, including internal costs
attributable to the investment management of assets of the separate account:|, not exceeding the
following percentages, on an annual basis, of the average net value of the separate account as of the
dates of valuation under Section le of this Article:

(a) .75% of that portion of separate aceount assets valued at or under $75,000,000; and

(b)  .50% of that portion of separate account assets valued in excess of $75,000,000 but less than
$150,000,000; and

() .40% of that portion of separate account assets valued in excess of $150,000,000 but less than
$400,000,000; and

{d)  .35% of that portion of separate account asscts valued in excess of $400,000,000 but less than
$800,000,000; and

(¢}  .30% of that portion of separate account assets valued in excess of $800,000,000.]

{5)  a charge, at a ratc specified in the policy, [not to exceed .50% per year of the average ner asset value
of the separate account as of the dates of valuation under Section 1¢ of this Article,] for mortality
and expense guarantees.

(6) any amounts in excess of those required to be held in the separate accounts,

(7) charges for incidental insurance benefits,
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[Any charges against the separate account made by either an affiliate of the insurer or an unaffiliated fund
shall be considered part of the charges limited by paragraphs (4) and (5} of subsection (a) above, Any charge
against the separate account, excluding taxes, shall not vary in accordance with the difference between the
investment performance of the separate account and any index of securities prices or other measure of invest-
ment performance. |

Standards of Conduct.

Every insurer seeking approval to enter into the variable life insurance business in this state shall adopt by formal action of
its Board of Directors [and file with the Commissioner] a written seatement specifying the Standards of Conduct of the
insurer, its officers, directors, employees, and affiliates with respect to the purchase or sale of investments of [variable
life insurance] separate accounts. [and variable life insurance operations,] Such Standards of Conduce shall be binding on
the insurer and those to whom it refers. [and must contain at & minimum the items contained in subsection 9b of this
Article,] A code or codes of ethics meeting the requirements of Section 17j under the Investment Company Act of 1940

and applicable rules and regulations thereunder shall sarisfy the provisions of this Section.

Section 9,

Conflicts of Interest,

[al

Rules under any provision of the [nsurance Laws of this state or any regulation applicable to the officers and
directors of insurance companies with respect to conflicts of interest shall also apply to members of any
separate account's committee or other similar body. [No officer or director of such company nor any mem-
ber of any managing committee or body of a separate account shall receive directly ot indirectly any commis-
sion or any other compensation with respect to the purchase or sale of assets of such separate account. The
Board of Directors of the insurer shall be responsible for all acts concerning the separate account,)

Unless otherwise approved in writing by the Commissicner in advance of the transaction, with respect to
variable {ife insurance separate accounts, an insurer or affiliate thereof shali not:

(1)  sell to or purchase from any such separate account established by the insurer any securities or other
property, other than variable life insurance policies;

{2y  purchase or atiow 1o be purchased for any such separate account any securities of which the insurer or
an affiliate is the issuer;

(3)  accept any compensation, other than a regular salary or wages from such insurer or affiliate, for the
sale or purchase of securities to or from any such separate account other than as provided in Section
9c(3) of this Article;

{4y  engage in any joint transaction, participation, or common undertaking whereby such insurer or an
affiliare participates with such g separate account in any transaction in which an insurer or any of its
affiliares obtain an advanrage in the price or quality of the item purchased, in the service received, or
in the cost of such service and the insurer or any of its other affiliates is disadvantaged in any of these
respects by the same transaction;

(5)  borrow money or securities from any such separate account other than under a policy loan provision. |
No provision of this regulation shall be construed to prohibit:

(1)  the investment of separate account assets in securities issued by one or more investment companies
registered pursuant to the Investment Company Act of 1940 which is sponsored or managed by the
insurer or an affitiate, and the payment of investment management or advisory {ees on such assets;

(2}  the combinartion of orders for the purchase or sale of securities for the insurer, an affiliate thereof, any
scparate accounts, or any one or mote of them, which is for their mutual benefit or convenience so
long as any securities so purchased or the proceeds of any sale thereof are allocated among the parrtici-
pants on some predetermined basis expressed in writing which is designed to assure the equirable
treatment of all participants;
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an insurer or an affiliate to act as a broker or dealer in connection with the sale of securities to or by
such separate account; however, any commission fee or remuneration charged therefor shall not
exceed the minimum broker’s commission established for any such transaction by any national securi-
ties exchange through which such transaction could be effected, or where such charges are subject to
negotiation or where no minimum charge is applicable, then such charge shall be consistent with the
charges prevaiting in the ordinary course of business in the community where such transaction is
effected;

the rendering of investment management or investment advisory services by an insurer or affiliate, for
a fee, subject to the provisions of this regulation.|

The Commissioner may, upon the written request of an insurer or an affiliate, approve a particular transac-
tion or series of proposed transactions which would otherwise be prohibited under subsection (b) if he deter-
mines such transaction is not unfair or inequitable to persons affecred under the circumstances of such trans-
actions.]

Investment Advisory Services to a Separate Account.

[a]

An insurer shall not enter into a contract under which any person undertakes, for a fee, to regularly furnish
investment advice to such insurer with respect to its separate accounts maintained for variable life insurance
policies unless:

(1)

(2

(3)

the person providing such advice is registered as an investmenr adviser under the Investment Advisers
Act of 1940; or

the person providing such advice is an investment manager under the Employee Retirement Income
Security Act of 1974 with respect to the assets of each employee benefit plan allocated to the separate
account; or

the insurer has filed with the Commissioner and continues to file annually the following information
and statements concerning the proposed adviser:

(a)  the name and form of organization, state of organization, and its principal place of business;

(b)  the names and addresses of its partners, officers, directors, and persons performing similar
functions or, if such an investment adviser be an individual, of such individual;

(c)  a written Standard of Conduct complying in substince with the requirements of Section 8 of
this Article which has been adopted by the investment adviser and is applicable to the invest-
ment adviser, its officers, directors, and affiliates;

(d)  astatement provided by the proposed adviser as to whether the adviser or any person associated
therewith:

@) has been convicted within ten years of any felony or misdemeanor arising out of such
person’s conduct as an employee, salesman, officer or director or an insurance company,
2 banker, an insurance agent, a securities broker, or an invesument adviser involving
embezzlement, fraudulent conversion, or misappropriation of funds or securities, or
involving the violation of Sections 1341, 1342, or 1343 of Tide 18 of United States
Code;

(i)  has been permanentdy or temporatily enjoined by order, judgment, or decree of any
court of competent jurisdiction from acting as an investment adviser, underwriter,
broker, or dealer, or as an affiliated person or as an employee of any investment com-
pany, bank, or insurance company, or from engaging in or continuing any conduct or
practice in connection with any such activicy;
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(i} has been found by federal or state regulatory authorities to have willfully violated
or have acknowledged willful violation of any provision of federal or state securities laws
or state Insurance laws or of any rule or regulation under any such laws; or

(iv)  has been censured, denied an investment adviser registration, had a registration as an
investment adviser revoked or suspended, or been barred or suspended from being asso-
ciated with an investment adviser by order of federal or state regulatory authorities; and

(4)  such investment advisory contract shall be in writing and provide that it may be termijnated by the
insurer without penalty to the insurer or the separate account upon no more than sixty days’ written
notice to the investment adviser,

The Commissioner may, after notice and opportunity for hearing, by order require such investment advisory
contract to be terminated if he deems continued operation thereunder to be hazardous to the public or the

insurer’s policyholders,

ARTICLE VIi: INFORMATION FURNISHED TO APPLICANTS

An insurer delivering or issuing for delivery in this state any variable life insurance policies shall delijver to the applicant for
the policy, and obtain a written acknowledgement of receipt from such applicant coincident with or prior to the execution
of the application, the following information, The requirements of this Article shall be deemed to have been satisfied to
the extent that a disclosure containing information required by this Article is delivered, either in the form of (1) a prospec-
ws incluoded in a registration statemenc refating ro the policies which satisfies the requirements of the Securities Act of
1933 and which was declared effective by the Securities and Exchange Commission; or (2) all information and reports
required by the Employee Retirement Income Security Act of 1974 if the policies are exempted from the registration
requirements of the Securities Act of 1933 pursuant to Section 3{a}(2) thereof,

1. A summary explanation, in non-technical terms, of the principla features of the policy, including a description of
the manner in which the variable benefits will reflect the investment expetience of the separate account and the
factors which affect such varjation, Such explanation must include notices of the provision required by Article LV,
Sections 3a(5) and 3f;

2. a statement of the investment policy of the separate account, including:

a a description of the investment objectives [and orientation} intended for the separate account and the princi-
pal types of investments intended to be made; and

b. any restriction or limitations on the manner in which the operations of the separate account are intended to
be conducted.

3. a statement of the net investment return of the separate account for each of the last ten vears [for which] or such
lesser period as the separate account fwas] has been in existence;

(4.  a statement describing, as an approximate percentage of an annual gross premium for each year and for the life of
the policy all commission or equivalent payments to be paid to all agents or other persons as 2 result of the pro-
posed sale for each year of the policy for which such payments are to be made. As used in this Section, *commis-
sions” mean all monies and other valuable consideration, including but not limited to prizes, bonuses paid directly
or indirectly to, for, or on behalf of the selling agent as compensation for services in the sale of variable life insur-
mCC;]

{5.14. a statement of the [annual taxes, brokerage fees, and similar costs, and the] charges|, expressed as an annual
4. 4 P
percentage,] levied against the separate account during the previous year,

[6.] 5. a summary of the method to be used in valuing assets held by the separate account;

[7.16. a summary of the federal income tax [liabilities) aspects of the policy applicable to the insured, the policyholder
[ownet], and the beneficiary;
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[8.17. [if the applicant is furnished] illustrations of benefits payable under lany] the variable life insurance contract[,],

Such illustrations shall be prepared by the insurer and shail not include projections of past investment experience
into the future or attempted predictions of future investment experience, provided that nothing contained herein
prohibits use of hypothetical assumed rates of return to illustrate possible levels of benefits if is it made clear that
such assumed rates are hypothetical only.

a prominent staterment either in contrasting color or in bold-face type at least four points larger than the type size
of the largest type used in the text of any provision on the page, providing in substance the following information:

The purpose of this variable life insurance policy is to provide insurance protection for the beneficiary named
therein,

No claim is made that this variable life insurance policy is in any way similar or comparable to a systematic
investment plan of a mutual fund.)

ARTICLE VIH: APPLICATIONS

The application for a variable life insurance policy shafl contain:

a prominent statement that the death benefit may be variable or fixed under specified conditions;

a prominent statement that cash values may increase or decrease in accordance with the experience of the separate
account (subject to any specified minimum guarantees);

questions designed to elicit information which enables the insurer to determine the suitability of variable life insur-
ance for the applicant.

ARTICLE IX: REPORTS TO POLICYHOLDERS

Any insurer delivering or issuing for delivery in this state any variable life insurance policies shall maii to each variable life
insurance policyholder at his or her last known address the following reports:

Within thirty days after each anniversary of the policy, a statement or statements of the cash surrender value, death
benefit, any partial withdrawal or policy loan, any interest charge, any optional payments allowed pursuant to
Section 4 of Article IV under the policy computed as of the policy anniversary date. Provided, however, that such
statement may be furnished within thirty days after a specified date in each policy year so long as the information
contained therein is computed as of a date not more than [forty-fivel gixty days prior to the mailing of such notice.
This statement shall state [in contrasting color or distinctive typel that, in accordance with the investment experi-
ence of the separate accounr, the cash values and the variable death benefit may increase or decrease, and shall
prominently identify any value described therein which may be recomputed prior 1o the next statement required by
this Section, If the policy guarantees that the variable death benefit on the next policy anniversary date will not be
less than the variable death benefit specified in such statement, the statement shall be madified to so indjcate. For
flexible premium policies, the report must contain a reconciliation of the change since the previous report in net

cash value and cash surrender value, if different, because of payments made (less deductions for expense chal:ges)
withdrawals, investment experience, insurance charges and any other charges made against the cash value, In addi-

tion, the report must show the projected net cash value and cash surrender value, if different, as of one year from

the end of the period covered by the report assuming that: (i) planned periedic premiums, if any, ate pald as sched-

uled; (ii) guaranteed costs of insurance are deducted; and (i) the net investment return is equal to the guaranteed

tate or, in the absence of a guarantced rate, is not greater than zero. If the projected value is less than zero, a

warning message must be included that states that the policy may be in danger of terminating wuhog&y’ﬂgg in the

next 12 months unless additional premium is paid.

Annually, a statement or statements including:

a. a summary of the financial statement of the separate account based on the annual statement last filed with
the Commissioner;
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the net investment return of the separate account for the last year and, for each year after the first, a compar-
ison of the investment rate of the separave account during the last year with the investment rate during prior
years, up to a total of not legs than five yeats when available;

a list of investments held by the separate account as of a date not earlier than the end of the last year for
which an annual statement was filed with the Commissioner;

any charges|[, raxes, and brokerage fees determined on an accrual basis payable by the separate account
during the previous year, each expressed as a dollar amount and a percentage and the total expressed as a
dollar amount znd as a percentage of the assets of the separate account;] levied against the separate account
during the previous yeat.

2 statement of any change, since the last report, in the investment objective and orientation of the separate
account, in any investment restriction or material quantitative or qualitative investment requirement applic-
able to the separare account or in the investrment adviser of the separate account;

the names and principal occupations of each principal executive officer and each director of the insurer; and]
the names of all parents of the insurer and the basis of control of the insurer, and the name of any person

who is known to own, to record of beneficially, 10% or more of the outstanding voting securities of the
company. ]

3. A report must be sent to the policyholder if the cash value on any policy processing day is equal to or less than the

amount necessary to keep the policy in force until the next following policy processing day. The report must indi-

¢ate the minimum payment required under tﬁ_é terms of the policy to keep it in force and the length of the grace
period for payment of such amount.

ARTICLE X: FOREIGN COMPANIES

If the law or regulation in the place of demicile of a foreign company provides a degree of protection to the policyholders
and the public which is substantially similar to that provided by these regulations, the Commissioner to the extent deemed
appropriate by him in his discretion, may consider compliance with such law or regulation as compliance with these regula-

tions.

ARTICLE XI:  QUALIFICATIONS OF AGENTS FOR THE SALE OF VARIABLE LIFE INSURANCE

1, Qualification to Sell Variable Life Insurance

a,

No person may sell or offer for sale in this state any variable life insurance policy unless such person is an
agent and has filed with the Commissioner, in 2 form satisfactory to the Commissioner, evidence that such
person holds any license or authorization which may be required for the solicitation or sale of variable life
insurance, [by any federal or state securities law.]

Any examination administered by the Department for the purpose of determining the eligibility of any
person for licensing as an agent shall, afrer the effective date of this regulation, include such questions
concerning the history, purpose, regulation, and sale of variable life insurance as the Commissioner deems
appropriate,

2. Report of Disciplinary Actions: Any person qualified in this state under this Article to sell or offer to sell variable
life insurance shall immediately report to the Commissioner:

any suspension or revocation of his agent’s license in any other state or territory of the United States;

the imposition of any disciplinary sanction, including suspension or expulsion from membership, suspension,
or revocation of or denial of registration, imposed upon him by any national securities exchange, or national
securities association, or any federal, state, or territotial agency with jurisdiction over securities or variable
life insurance;
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L3 any judgment or injunction entered against him on the basis of conduct deemed 1o have invalved fraud,
deceit, misreprescntation, or violation of any insurance or securities law or regulation.

3. Refusal to Qualify Agent to Sell Variable Life Insurance: Suspension, Revocation, or Nonrenewal of Qualification:
The Commissioner may reject any application or suspend or revoke or refuse to renew any agent’s qualification
under this Article to sell or offer to sell variable life insurance upon any ground thar would bar such applicant or
such agent from being licensed to seli other life insurance contracts in this state, The rules governing any proceeding
relating to the suspension or revocation of an agent’s license shall also govern any proceeding for suspension or
revocation of zn agent’s qualification to sell or offer to sell variable life insurance,

ARTICLE XIl: SEPARABILITY ARTICLE

If any provision of this regulation or the application thereof to any person or circumstance is for any reason held to be
invalid, the remainder of the regulation and the application of such provision to other persons or circumstances shall not be
affected thereby.

[EEEZER IR R 2RSSR LRSS R S 2]

ATTACHMENT THREE

Speech by Jerold Rosenblum at the NAIC Meeting
June 7, 1982

Good afternoon, my name is Jerold Rosenblum. | am vice president and senior staff counsel of Life Insurance Company of
North America, 2 subsidiary of CIGNA Corporation. I am the chairman of the ACLI task force responsible for analysis of
the current VLI Model and for recommending and drafting appropriate changes to that regulation t0 accommodate new
forms of equity based life insurance.

My purpose is to explain briefly the genesis and background of the council’s amended VLI Model Regulation which you
have before you, In addition, I would like to explain why the council and several cooperating industry groups believed thar
it was necessary to undertake this project and why our proposal recommends cerrain changes from the current madel.

The economy in tecent years, characterized by rising, double-digit inflation, increasing expenses and taxes, and volatile,
rising interest rates has placed an extraordinary strain on financial institutions of all types. Because of this, the traditional
barriers between life insurance companies, depository institutions (such as banks and savings and loans), mutual funds
{particularly money market funds), and investment banker/broker-dealers are breaking down. The economic realities have,
in fact, outpaced today’s regulatory structure and, as these financial institutions struggle in ever increasing competition, we
see the federal banks, savings and loans, mutual funds, and investiment bankers, scrambling to eliminate or alter the regula-
tion of their constituencies in order to allow them to compete more effectively in this new economic environment.

The current economy has hastened the creation of a more financially sophisticated public, more responsive to higher
yielding financial products and better financial services. Thus, institutions and individuals, battered by inflation, high
interest and other adverse cconomic circumstances, both need and demand financial products and services that provide
protection against the ever increasing prospect that their hard earned life savings and the estates they hope to pass on to
their inheritors will be rendered worthless.

The life insurance industry has historically devoted a great deal of effort and imagination to meeting the public’s demand
for products that are responsive to these needs. In recent years, the ¢fforss have intensified as never before, Varjable annui-
ties, current forms of variable life insurance and universal life insurance are all recently developed products that reflect the
insurance industry’s efforts.

Although we believe that these products are all on the right track for roday, there are other insurance products ready to
come off the drawing boards that are inhibited by the current Model Variable Life Insurance Reguladion. We believe that
this is unfortunate and unnecessary. Therefore, we have deliberated and collectively decided to propose changes that are
believed 10 be responsible yet substantive, and ones which will allow these products to be offered within an effective
regulatory atmosphere. One of the proposed products which gave immediate risc to our efforts is one which combines the
features of current forms of variable life insurance with the flexibility inherent in universal life. In essense, our propasal
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will permit the issuance of a life insurance product which will permit the purchaser to make flexible premium payments,
select an amount of insurance coverage which may be changed by him from time to time in zccordance with need, and will
have variable cash values and duration of coverage, all supported by an equity portfolio arrangement of a company spon-
sored separate account.

Before we embark upon a brief analysis of the proposed model, I thought it would be helpful to you if { briefly summarize
the history of the current VLI Model,

The current Variable Life Model Regulation was developed under somewhat unusual circumstances at a time when the
NAIC, the insurance industry and the SEC had just some through a decade of molding variable annuity regulations into a
rough but workable regulatory scheme. At the same time, however, companies proposing to issue variabie life insurance,
with the participation of both the NAIC and the SEC, were trying to suggest a regulatory framework for this product that
would avoid so many of the regulatory pitfalls that plagued the development of variable annuities, In the wake of the birger
battle between the insurance industry and the SEC regarding the sccurities law status of variable annuities, the combatants
determined that a more sensible approach o dealing with securities law issues concerning insurance products would be a
process of discussion and negotiarion,

Therefore, in early 1972 representarives of the insurance industry petitioned the SEC for rules waiving regulation under the
Investment Company Act of 1940 for Variable Life Insurance Separate Accounts,

After hearings, the SEC, in carly 1973, proposed and then adopted Rule 3a-4 which exempted variable life insurance
separate accounts from investment company regulation under the 1940 Act. Rule 3a-4 provided this exemption for only a
very limited type of VLI Product, The rule set forth very specific and restrictive limitations on the type of product which
would receive exemption from 1940 Act regulation. In granting this ¢xemption, the SEC made clear thar it expected
adequate protections for the consumer to be imposed by state regulators which took into account the securities aspects of
variable life insurance.

Thus, with Rule 3a-4 in hand, the NAIC and the industry embarked upon development of the current NAIC model. The
model, of necessity, was fashioned to regulate and foster only the restrictive design criteria necessitated by the restrictive
SEC exemprtions.

Concerned with a slow pace of adoption by the states, and spurred by a lawsuit brought by the mutual fund industry, the
SEC, in late 1973, proposed amendments to Rule 3a-4. These amendments would have specifically conditioned an exemp-
tton from the 1940 Act on an SEC state by state determination that a particular state’s regulation of variable life insurance
provided adequate consumer protection. In other words, the SEC proposed to review cach system of state VLI Regulation.

Thus, the regulation which was adopted imposed not only 2ll of the limits set forth in SEC Rule 3a-4, but others, all of
which were included in the hopes of assuring that the SEC would consider the state law strict enough, Yet the SEC was
again threatening to create state disparity by its state by state proposal.

It is worth keeping in mind that at this time many insurance companies were still possessed by a mortal fear of federal
regulation, and particularly of regulation by the SEC in light of the variable annuity experience. Similarly, many members
of the NAIC were concerned that 1940 Act regulation of VLI separate accounts would be the first step in a process of
federal usurpation of state insurance regularion,

Then in early 1975 the SEC proposed to rescind the current 3a-4 exemption and instead adopt a new proposal to subject
variable life separate accounts to the 1940 Act registration. This newly proposed and subsequently adopted Rule 6e-2
ultimately required 1940 Act regularion of VLI separate accounts but provided specific exemptions from certain trouble-
some provisions, The adoption took place in 1976,

Thus, the efforts of the NAIC and the industry to avoid 1940 Act regulation of constructing an extraordinarily restrictive
system of state regulation of VLI was foiled by SEC Rule 6e-2. This left the insurance industry in its current state of
affairs with both 1940 Act regulation and restrictive state regulazion.

Economic circumstances, specifically the dramatic decline in equity markets and escalating interest rates, stymied for a
time the industry’s interest in variable life insurance, For some time, only one company entered the marker with a VLI
product, with a few others following later.



558 NAIC Proceedings - 1982 Vol. 11

However, recent economic conditions have regenerated a new public interest in variable life insurance, as demonstrated by
recent sale figures of the compauies marketing the product, In addition, the publie’s current acceptance of universal life as
weli as other modern consumer oriented life products lead us to conlude that the current VLI regulation should be changed
to accommodate further development of variable life products.

The recitation of this VLI history is particularly important in light of the fact that mosr of the changes advocated in the
proposed madel reflect either deletion or revision of provisions that were included in the current model for one of two
reasons:

First, because they parallel or duplicate provisions of the 1940 Act and were included in the current model in order
to support the contention that the 1940 Act regulation was unnecessary; ~ when 1940 Act regulation was imposed,
such state regulation became duplicative.

And second, they limit the permissible policy design. Most model provisions were originally included in the hopes of
assuring that the VLI product had sufficient “traditional insurance characteristics” so that federal regulation would
not be necessary.

Obviously, there is substantial overlap between these two types of provisions.
Many of the changes suggested reflect a combination of each of these facrors,

In reviewing the model with a view to recommending changes, the council has tried to keep in mind all relevant factors
concerning state insurance regulation, The proposed amendments are designed to accommodate emerging innovative
product designs, such as flexible premium variable life insurance, without compromising the adequacy and comprehensive-
ness of the current basic framework of state regulation of variable life insurance. Also, we have endeavored to keep in mind
other considerations, For the most part, the changes will continue to entrust the pure securities aspects of the proposed
VLI product 1o the SEC. At the same time, it will retain for the states all aspects of insurance regulations over VLI prod-
ucts and their issues. In addition, it will also keep for state regulation some provisions of the current model which, although
securities oriented, still have relevance for consumer protection within a state regulatory scheme, For example, Section 3
of Article I} of the current regulation imposes upon insurers standards of suitability which are substantially identical to
the suitability requirements imposed by the federal securities laws, While these standards do parallel those imposed by the
securities law, we believe that it is appropriate to include such standards in the model, We are well aware, for example, of
the conflict the NAIC continues ro experience with the National Association of Securities Administrators concerning
tegulation of new insurance products. This is just one example of a provision which we have recommended be retained,
even though it is arguably adequately covered by federal regulation.

Another example of change involves Articles 111 and VI of our proposal concerning investment policy. The current provi-
sions reflect assumptions made in the eatly '70's that state regulation of separate account invesument policies would
become a replacement for the current SEC and policyholder approval requirerhents, as well as the portfolio diversification
requirements contained in the 1940 Act. As a result of the SEC’s ‘76 action which re-imposed SEC requirements, VLI
separate accounts are subject to both SEC and state investment policy limitations. Our proposal attempts to strike a
balance between the regulatory jurisdictions which recognize the primacy of SEC regulation over the investment policies of
1940 Act registered separate accounTs.
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NAIC Proceedings - 1982 Vol. 11 359

ATTACHMENT FOUR

MEMORANDUM TO THE
VARIABLE LIFE INSURANCE REGULATION (A) TASK FORCE

Philadelphia, Pennsylvania
June 7, 1982

INTRODUCTION

On behalf of its 527 member companies, the Ametican Council of Life Insurance {council) is pleased to submit an expo-
sure draft of a Proposed Amended Variable Life Insurance Model Regulation for consideration by the Variable Life Insur-
ance Regulation Task Force. This memorandum explains the 1mperus for the proposed amendmengs and summarizes the
rationale underlying the significant departures from the model. 1

Life insurance companies, like ali {inancial intermediaries, have felt the tremendous impact on their business of doubie-
digit inflation, rising expenses and taxes, and volatile interest rates. The continuing ability of insurers to compete in today’s
marketplace depends in large part on their ability to develop effective new products, particularly products that are respon-
sive to a consuming public that is placing more and more emphasis on near-term financial rewards and the flexibility to
adjust as financial needs change.

The life insurance industry has devoted a great deal of effort and imagination to meeting the public’s demand for products
responsive to changing consumer needs and the prevailing economy. Variable life insurance is such a product, However, the
full potential of this product is impeded by a restrictive and ourmoded system of state regulation that severely inhibits the
development of innovative variable life insurance product designs.

The amendments the council is proposing are intended 1o address these concerns by broadening the scope of the existing
model so as to accommodate innovative products. More specifically, these changes would permit life insurance companies
ta offer a product now in the evolutionary stage referred to as flexible premium variable life insurance. This product is a
hybrid of two rather recent innovations - universal life insurance and existing variable life insurance - and possesses
characteristics of both. In broad overview, the product is conceived of as a flexible premium, separate account preduct,
with the death benefit and cash value varying with investment experience, As a separate account product, flexible premjum
variable life differs from first generation, general account based universal life. Moreover, the flexible premium fearure of
this new product distinguishes it from current forms of variable life insurance which contemplate a scheduled stream of
premium payments,

As presently envisioned, many features of flexible premium variable life insurance would parallel those of universal life
insurance policies now being marketed. For example, policyholders could be afforded flexibility as to the amount and
timing of premium payments, the selection of death benefit schedules, the amount of death benefits after issue, and the
underlying investment options, Additionally, this type of policy mighr be designed to continue in effect so long as its
cash value is sufficient to cover charges for the cost of insurance,

The proposed amendments are designed to permir the model to accommodate emerging innovative product designs, such
as flexible premium variable life, without compromising the adequacy and comprehensiveness of the basic framework of
state regulation of variable life insurance. In attempting to achieve these twin goals, those drafting the proposed amend-
ments have searchingly examined the existing medel to determine the necessary provisions for effective and thorough
state regulation of variable life insurance. Those portions of the model that constitute unnecessary impediments to the
development of innovative flexible premium products have been deleted,

In addition, the proposed revisions take cognizance of the regulatory atmosphere prevailing at the tme the model was
adopted, Specifically, it was recognized that the model was adopted in large part in response to concerns about possible
dual (i.e,, federal and state) regulation of variable life insurance. Prior to 1973, the Securities and Exhcnage Commission
(SEC) considered requests by the NAIC and the insurance industry that variable life insurance be exempted complerely
from federal securities law regulation. In 1973, the SEC adopted Rule 3c-4 under the Investment Company Act of 1940
(the 1940 Act). This rule exempted certain separate accounts funding variable life insurance policies from the requirement

1. A commentary will be furnished separately to the task force discussing in detail each of the changes proposed to the
model,
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that they be registered as investment companies under the 1940 Act, At the same time, the SEC determined that variable
life insurance policies themselves were securities subject to the registration and prospectus delivery requirements of the
Securities Act of 1933 and the antifraud and broker/dealer requirements of the Securities Exchange Act of 1934.

Rule 3c-4 exempted only those separate accounts funding policies which met certain restrictive design criteria intended to
satisfy various 1940 Act regulatory concerns. These criteria were adopted with the understanding that the NAIC would
move expeditiously to develop, refine and adopt appropriate regulations with respect to variable life insurance so that 1940
Act regulation would be unnecessary. Accordingly, in drafting the present model, the NAIC generally limited its scope so
as to accommodate only those policies which were described in Rule 3c-4.

As a review of the notes and commentary to the existing model indicates, the NAIC was aware that there were several
policy designs under consideration which did not meet the design criteria set forth by the SEC in Rule 3c-4 and subse-
quently embraced in the model. While recognizing thac these designs were also insurance, the NAIC nevertheless deter
mined to limit severely policy designs “for the present” to those described in Rule 3¢-4,

In 1975, spurred by lawsuits initiated by the investment company industry contending that state insurance regulation was
an inappropriate substitute for the 1940 Act and concerned with the lack of activity by the states in adopting the NAIC
Model, the SEC rescinded Rule 3c-4, and reasserted 1940 Act jurisdiction over all forms of variable life insurance. In place
of Rule 3c4, the SEC adopted Rule 6e-2 which provides a number of necessary exemptions from the provisions of the
1940 Act tailored specifically for variable life insurance,

The NAIC model and the state statutes based thereon were never significantly amended, even after the rescission of Rule
3c-4 and the adopted of Rule 6e-2, Thus, variable life insurance is currently subject to both state insurance Jaw and federal
securities law. Unfortunately, the model contains many provisions which overlap unnecessarily with the federal securities
laws,

With this historical perspective in mind, the proposed model recommends the removal of those provisions of the existing
model that overlap or duplicare provisions of the 1940 Act. These overlaps were not intended by the otiginal draftsmen of
the model and serve only to confuse and complicate the regulatory scheme applicable to variable life insurance.

For this reason, and in light of the unnecessarily restrictive nature of the model noted above, the council believes that it is
appropriate to revise the model as proposed. Moreover, we believe that these revisions can be effected without compromis-
ing the efficacy of state regulation of variable life insurance. This premise underlies the proposed amendments, which are
summarized below.

ARTICLE 1I: DEFINITIONS

The proposed amendments to Article I1 of the model regulation add several new definitions that are centrai to the overall
goal of restructuring the model regulation to encompass flexible premijum variable life products while preserving the
existing regulatory framework for conventional vatiabie life products. Perhaps the most fundamental of the proposed new
definitions is the demarcation between “flexible premium’’ policies {Article 11, Section 7, p. 2) and “scheduled premium”
policies (Article 11, Section 15, p. 4). The basic approach has been to define a “scheduled premium pelicy” to include
“traditional”’ variable life insurance policy designs. Accordingly, a “scheduled premium policy” is defined as “any vatiable
life insurance policy under which the amount and timing of premium payments are specified under the terms of the
policy,” Having established the boundaries of conventional variable life policies, the proposed model has defined “flexible
premium” policies expansively to encompass all other variable life policy designs. Accordingly, a “flexible premium
policy” has been defined as “any variable life insurance policy other than a scheduled premium policy as specified in
Section 15 of this Article 1L The breadth of this definition is intended to include flexible premium variable life products.

To allow for the flexibility inherent in flexible premium products, it has also been necessary to propose an amended defini-
tion of “‘variable life insurance policy.” The current model regulation {Article 11, Section 16) defines a variable life insur-
ance policy as “any individual policy which provides for lifc insurance which varies according to the investment experience
of any separate account or accounts established and maintained by the insurer as to such policy .. .” (emphasis added).
This definition could be construed as mandzting that the amount of the death benefit under a variable life insurance policy
must vary to reflect investment experience. Such an interpretation would not be compatible with flexible premium variable
life insurance product design. Since insurance coverage under a flexible premium variable policy continues as long as the
policy’s cash value is sufficient to support charges for the cost of insurance, it may be the duration of the policy, rather
than the amount of the death benefit, which varies with the investment experience of the separate account. Accordingly,
the proposed model recommends that the definition of “variable life insurance policy” be expanded to include “any
individual palicy which provides for life insurance the amount or duration of which varies” in accordance with investment
experience. (See p. 4 of attached draft.)
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The proposed amendments to Article 11 also introduce the concept of the “policy processing day,” defining this term as
“the day on which charges authorized in the policy are deducted from the policy’s cash value,” (Article ii, Section 14,
P. 3.} As explained more fully in the discussion of the proposed amendments to Articles IV and X, the “policy processing
day™ plays a central role in triggering the grace period for flexible premium policies and in measuring the length of the
grace period once it is activated (Article IV, Section 3(b)(2}, p. 17; Article IX, Section 3, p. 44),

ARTICLE I1i: QUALIFICATION OF INSURER TO 1SSUE VARIABLE LIFE INSURANCE

This article sets forth requirements applicable to all insurers as 2 conditien of their obtaining and maintaining authority to
issue variable life insurance products in the state. The current provisions reflect both traditional life insurance regulatory
concerns and the concern with avoiding federal securities regulation in connection with variable life insurance,

The changes suggested in the proposed model would leave in place the traditional insurance regulatory structure. Some
provisions reflecting the concern wich federal securities regulation have been retained because they tie in weil with insur-

ance regulatory concerns, while other such provisions have been deleted.

Section 1,  Licensing and Approval to Do Business in This State,

Paragraph (a) of this section currently requires that the insurer be licensed and organized to conduct a life insurance
business {n the state. Paragraph (b), in conjunction with Articte VI of the existing model, is concerned with regulation of
the investment policy of the separate accounts funding the policy. Paragraph {c) requires the commissioner to consider the
plan of cperation of the company, the character, reputation, and experience of the manggement, and the present and
foreseeable future financial condition of the issuer before authorizing an insurer to sell or deliver variable life insurance in
the state,

The proposed draft recommends that paragraphs (a) and (c) be retained. Consistent with the changes suggested for Article
V1, it is recommended that subparagraph (b) of the current section be deleted. This subparagraph reflects the hope of the
industry and the state insurance regularors at the time it was adoptred that this provision and the provisions in Article VI
would be considered an adequate substitute for the federal securities law provisions regarding investment policy.

As is discussed at greater lengrh in connection with the proposed revisions of Article V1, the fact that variable life insurance
is subject to the federal securities [aws substantially changes the assumptions on which the existing Model’s provisions
regarding investment policy were based. Not only is extensive disclosure of separate account investment paolicy required by
the federal securities laws, but restrictive regulations and limitations are imposed with regard to investment policies of
separaie accounts and procedures for changing such policies,

Section 2. Filing for Approval to Do Business in This State,

The existing model requires that an insurer must, before delivering or issuing for delivery any variable life insurance policy
in the state, file with the department various documents and items of information not unlike those required to be filed in
connection with the sale of a conventional whole life insurance policy, In additicn to the information which must be filed,
other information may be filed if requested by the commissioner.

The primary change suggested would permit the commissioner, at his discretion, to require that the insurer file with the
department the various items currently required to be filed. Thus, if the commissioner did not feel that certain information
was necessary, its filing would not be mandated.

Subparagraph (b) of this section currently requires a description of the methods of operation of the issuer. The proposed
model recommends adding to this desctiption a general description of the methods of distributien of the variable life
insurance business of the insurer. This suggestion reflects the recognition that the methods of selling flexible premium
variable life insurance products may differ from the merhods of selling more traditional life insurance products. Because of
these anticipated changes, it is not unlikely that the commissioners will take a particular interest in these sales activities,

Subparagraph (g) in the propased model is an addition which requires companies to demonstrate the mortality and expense
risk assumed.
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Section 3,  Standards of Suitability

This section, which was included in the current model in the hopes of avoiding federal securities regulation of variable tife
insurance, has been retained and simplified,

The substantive standard set forth in this provision is:

“that no recommendations shall be made to an applicant to purchase a variable life insurance policy and that
no variable life insurance policy shall be issued in the absence of reasonable grounds to believe that the
purchase of such policy is not unsuitable for such applicant on the basis of information furnished after
reasonable inquiry of such applicant concerning the applicant’s insurance and investment cbjectives, financial
situgtion and needs, and any other information known to-the insurer or to the agent making the recom-
mendation,”

This standard is derived from suitability requirements under the federal securities laws and the holding in Anderson v.
Knox, 297 F.2d 702 (9th Cir., 1961) cert. den, 370 U.8, 915 (1961). We believe thar it is appropriate that such a standard
be set forth as a requirement in the model.

However, we recommend that certain modifications be made to the current standard. For example, the current standard
requires that the insurer “adopt by formal action of its board of directors and file with the commissioner a written state-
ment specifying the standards of suitability to be used by the insurer...” We believe that such a requirement of formal
action by the board of directors is unprecedented in NAIC mode] insurance statutes and that such a requirement adds litde
to the sujtability concept, Similatly, we believed that the provisions specifying to whom the standards of suitability would
be applicable are unnecessary in that the standard would apply with regard to any recommendation and sale, and their
applicability would vary according to the facts of the particular situation,

We strongly recommend that the provisions in the existing model specifying that lapse rates be utilized as indicators of the
suitability of sales by an insurer should be deleted. Wtih regard to conventional insurance policy’s lapse rates, even those
reflecting experience over a very long period of time, are suspect as an indjcator of whether or not sales of insurance were
sujtable when made. Lapse rates are even less relevant to the switabitity of sales of variable life insurance, Lapse rates are
affected by a variety of factors, the most significant of which ordinarily are changes in the policyholder’s perception of the
attractiveness of the policy due to changes in the general economy and in the economic circumstances of the policyholder.
In the case of variable life insurance, an additional important factor is the performance of the separate account relative to
other financial alternatives. Because of the significance of these and other factors, we suggest that the use of lapse rates as
a measure of suitability is particularly inappropriate and inaccurate,

Section 4.  Use of Sales Materials.

This section requires that the insurer may not use false, misleading, deceptive, and inaccurate sales materials, advertising
materials or descriptive literature. The proposed model suggests no material change in this requirement,

The proposed draft does recommend deletion of subparagraph (a) to this Section. The comments to the existing model
indicate that the NAIC was concerned with reconciling SEC and NAIC policies with regard to advertising and sales materi-
als, Therefore, it required that all variable life insurance advertising and agent training materials be submitted to the
commissioner, The comments to the existing model make it clear that this was considered an interim measure only, Noth-
ing in this section was intended to modify the commissioner’s authority to regulate the dissemination of saies materials in
the state, We suggest that subparagraph (a) is unnecessary in light of the fact that the commissioner can obtain all sales
materials on request,

Section 5. Requirements Applicable to Contractyal Services.

Subparagraph (a) of this provision requires that contracts between the insurer and suppliers of specified services must be in
writing, and that the supplier of such services will furnish the commissioner with any information or reports in connection
with such services that the commissioner requests in ordet to ascertain whether the variable life insurance operations of the
insurer are being conducted in a manner consistent with the law and regulations, Subparagraphs (b} and (¢} require that
such contracts be fair and equitable, not endanger policyholders, and not relieve the insurer from any responsibilities or
obligations imposed by law or regulation,



NAIC Proceedings - 1982 Vol. I1 363

The proposed model suggests that subparagraph (a) be amended to require that only material contracts must meet the
requirements of that provision and that subparagraphs (b} and (¢) be deleted inasmuch as their provisions are more
germand to state contract iaw provisions than to an insurance regulation,

Section 6,  Repots to the Commissioner.

This section requires that an insurer issuing variable life insurance submit to the commissioner an annual statement of the
business of its variable life insurance separate account in a form presctibed by the NAIC, any information furnished appli-
cants, reports to policyholders, and any other information requested by the commissioner, The section also gives the
commissioner the authority to disapprove of any marterial if it is found to be false, misleading, deccptive, or inaccurate in
any material respeet, Also, if any false, misleading, or deceptive, or inaccurate material bas been dissemninated, the commis-
sioner may require the distriburion of amended marerial.

We recommend no matetial changes to this provision,

Section 7. Authority of Commissioner to Disapprove.

This provision gives the commissioner authority to disapprove material filed with the department if it fails to comply with
the standards established by this regulation,

ARTICLE IV: INSURANCE POLICY REQUIREMENTS

Policy Benefit and Design Requirements

The proposed model recommends revisions in Article IV of the model regulation to provide companies with sufficient
flexibility to offer flexible premium variable life insurance as well as other variations on more traditional forms of variable
life insurance. Many of the proposed amendments to this article consist of deletions from the mandatory Policy Benefit
and Design Requirements of Section 2 (pp. 10-14). Specifically, the Proposed Amended Variable Life Insurance Model
Regulation would delete or modify the following mandatery policy benefit and design requirements now contained in
Section 2: (1) the requirement of lifetime insurance coverage (Section 2(a}); (2) the requirement that “[g] ross premiums
for death benefits shall be a level amount for the duration of the premium payment period” {Section 2(b}}; (3) the “mini-
mum multiples” (Section 2(d}); (4) limitations on the manner in which the policy design reflects investment performance
(Section 2(e)); (5) the requirement of substantjally increased nonforfeiture benefits whenever premiums exceed a certain
“conditional maximum™ (Section 2(j)}; and (6) a limitation on the types of charges that the insurer may deduct in deter-
mining the net investment return to be applied to the benefir base (Section 2(k)).

Deletion of the foregoing portions of Section 2 is proposed because of their inconsistency with the rudiments of the
product design envisaged for flexible premium variable life insurance. Moreover, wholly spart from the substantial flexi-
bility that would result from the deletions, it shoutd be emphasized that these strictures need not be perpetuated for the
sake of the thoroughness and efficacy of state insurance regulation of flexible premium varjable life insurance, Several of
these requirements - the whole-of-life limitation, the minimum multiples, the limitation on the manner in which invest-
ment performance is reflected, and the mandatory increase in nonforfeiture benefits ~ were adopted in response to the
restrictive design criteria s¢t forth by the SEC in Rule 3¢-4 and in an effort on the part of the NAIC to avert dual federal
and state regulation of variable life insurance, The commentary to the model regulation clearly refiects that the NAIC
subcommittee assumed that the limitations which Article IV, Section 2 imposes on variable life policy design would be
temporary only. The rescission of Rule 3¢c-4 by the SEC has removed the underpinnings for these restrictive design criteria.
Their retention in the model regulation would be anachronistic and would stifle product development unnecessarily with-
out any concomitant benefit to the public or to state regulation of variable life insurance,

Another portion of the existing model which was adopted in response to Rule 3c-4 is that setting forth the requirement
that a minimum death benefit be provided “in an amount ar Jeast equal to the initial face amount of the policy so long as
premiums are duly paid . .." (Article IV, Section 2(c).) Section 10 of Article Il of the model, in turn, defines “minimum
death benefit” as “the amount of the guaranteed death benefit. . . payable under a variable life insurance policy regardless
of the investment performance of the separate account.” (Emphasis added.)

The proposed amendment to the minimum death benefit guarantee (Article 1V, Section 2(c)) would differentiate between
the minimum death benefit which must be offered under scheduled premium and flexible premium policies. Under the
proposed amendment, the existing minimum death benefit guarantee - ie., the requirement that the minimum death
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benefit never be less than the “injtial face arnount of the policy” ~ would be limited to scheduled premium policies, The
minimum death benefit guarantee for flexible premium policies would be addressed in the context of a new provision
governing grace periods for flexible premium policies (Article IV, Section 3(b)(2), p. 17)

Specifically, proposed new Section 3{(b)(2) has two interre¢lated components. First, Section 3(b}(2} requires that flexible
premium policies contain a provision for a grace period to begin on the “policy processing day” (se¢ discussion of Article
II, Section 14 supra) when the policy’s cash value is insufficient to pay all authorized charges necessary 1o keep the policy
in force until the next policy processing day. The grace period would end not less than 61 days after the date that the
policyholder is mailed the report contemplated by Section 3 of Article IX (p. 44). The latter provision requires the insurer
to mail a report to the policyholder of record if the policy’s cash value on any policy processing day is equal to, or less
than, the amount necessary to keep the policy in force until the next following policy processing day. The report must
inform the policyholder of the minimum payment required to keep the policy in force and the length of the grace period
for making this payment.

In addition to delineating the length of the grace period for flexible premium policies, Section 3(b}(2) provides that during
the grace period the insurer must pay a death benefit equal to the death benefit that was in effect immediately prior to the
grace period, less any overdue charges. Thus, Section 3(b)(2} in effect prescribes the minimum death benefit payable under
a flexible premium policy, Apart from this minimum death benefit, an insurer would not be required to include a mini-
mum death benefit guarantee in a flexible premjum variable life insurance policy. Of course, nothing in the proposed
madel would preclude an insurer from offering a greater minimum death benefit guarantee under a flexible premium vari-
able life insurance policy.

Other Proposed Amendments to Article IV

In addition to the foregoing salient amendments, the drafting groups have proposed several revisions to Article IV which
are designed to clarify how provisions of the existing model would apply to flexible premium pelicies, to limit to scheduled
premium policies those provisions that cannot be applied meaningfully to flexible premium products, and to provide the
industry with enhanced flexibility in product development. For example, Sections 3(1) (pp. 18-19) and 5(a) (p. 23) have
been revised 1o clarify how the incontestability clause and suicide exclusion in a flexible premium variable life insurance
policy would operate with respect to increases in coverage applied for by the policyowner subsequent to the policy issue
date. The requirement that a reinstatement privilege be provided (Section 3(c), p. 17} has been limited to scheduled
premium policies on the theory that there is nothing to reinstate under a flexible premium policy once the policy’s cash
value has been depleted by deductions for the cost of insurance and other charges. Finally, insurers are afforded increased
flexibility both in product development and investment practices by amendments such as the proposed deletion of the
current restriction that the separate account be used to fund only variable life insurance benefits (Section 3{e)(1), p. 18).

ARTICLE V: RESERVE LIABILITIES FOR VARIABLE LIFE INSURANCE

Subparagraph 1

Subparagraph 1 of the existing model requires that reserve liabilities for variable life insurance be established under the
Standard Valuation Law in accordance with actuarial procedures that recognize the variable nature of the benefits provided
and any mortality guarantees. Both the existing model and the proposed model recognize the the Standard Valuation Law
is prospective in nature and requires 2 knowledge of future benefits, Since under varjable life insurance future benefits are
unknown, this subparagraph recognizes that the Standard Valuation Law cannat be applied without appropriate modifica-
tions.

The proposed model recommends no change in this subparagraph.
Subparagraph 2

Subparagraph 2 in the existing model deals with reserves for minimum death benefit guarantees, The purpose of the reserve
for the minimum death benefit guarancee (MDBG) is to accumulate funds to provide for the contingency of death occuring
when the guaranteed minimum death benefit exceeds the death benefit that would have been payable in the absence of
such a guarantee, The existing model contains a two-part MDBG reserve system consisting of the greater of (1) a one-year
term reserve to assure coverage of next year’s claims, or (2) a reserve designed to protect against an extended period of
poor investment experience of the separate account.

The proposed model suggests that this current MDBG reserve requirement be limited to scheduled premium policies.
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Subparagraph 3

Subparagraph 3 is a new subparagraph designed to deal with reserves for any minimum death benefit guarantee under a
flexible premium policy. The minimum reserve proposed is 2 term reserve equivalent to that defined in subparagraph 2(a)
for scheduled premium policies. Because the timing of furure premium payments is uncertain, an “attained age level”
reserve cannot be calculated for a flexible premium policy and, therefore, this reserve system is not included for flexible
premium policies.

Subparagraph 4
This subparagraph in the current model requires that reserve labilities for all fixed incidental insurance benefits musrt be
maintained in the general account in amounts determined in accordance with the actuarial procedures appropriate to such

benefits.

The proposed maodel simply adds to the current requirements the requirement that reserve liabilities for all variable inciden-
tal insurance benefits may be maintained in a separate account.

It should be noted that, according to the original comments to the existing model reserve standards for minimum death
benefit guarantees were to be reviewed periodically to insure their satisfactory operation.

ARTICLE VI: SEPARATE ACCOUNTS

Section 1. The Establishment and Administration of Separate Accounts.

The introductory language to Section 1 has been modified to make clear that the domiciliary state has exclusive jurisdic-
tion over the esrablishment of sepatate accounts and to clarify that a commissioner may not require foreign Insurers to
establish separate accounts in his or her state. This change is consistent with the intent of the existing model as expressed
in the comments, Cotresponding changes are recommended to Section 1(a) in order to be consistent with this concept.

Subsection {b} provides thar no one can be emplayed in a position permnitting access 1o separate account assets if within
the last ten years they have been convicted of certain crimes or found to have violated certain insurance or secutities laws.
Subsection (c} requires that zil persons with access 1o separate account assets be bonded. No change is suggested in these
provisions,

Subsecrion (d) requires that an insurer desiring o establish more than one separate account for variable Jife insurance must
file with the commissioner a justification for such action and must obtain the commissioner’s approval for the establish-
ment of each additional separate account. The subsection also probibits the creation of additional separate accounts for the
purpose of avoiding lower maximum charges against the separate account. We recommend deletion of this subsection
because flexible premium vaviable life products will normally be registered with the SEC under the 1940 Act, which
regulates permissible charges against a registered separate account. By deleting this section, unnecessary dual regulation at
the state and federal levels would be eliminared.

in the existing model, subsection (f) provides that a separate account, exempt from regulation under Section 3(c)}11) of
the 1940 Act because of the tax qualified status of the policies funded thereby, shall not be used to fund other variable
life insurance policies. Subsection (f) was included in the existing mode! in ovder 1o prohibit companies from jeopardizing
the exempt status under the 1940 Act of Section 3{c}(11) separate accounts by placing in those accounts assets from non-
exempt policies. The comments to the existing model make clear that the NAIC intended to prevent dual SEC-NASD
jurisdiction over these accounts by this prohibition. The proposed model recommends deletion of this provision to afford
the insurer the flexibility to decide whether there are economies or benefits to be gained from pooling 3(c)(11) assets
with non-exempt assets in one scparate account.

Similarly, subsection (g} states that except for separate accounts exempt pursuant to Section 3(c){11) of the 1940 Act,
variable life insurance separate accountis shall not be used for variable annuities or the investment of funds corresponding
to dividend accumnulations or other policyholdet liabilities not involving life contingencies. This provision was included in
the existing model to assure that insurers not jeopardize the partially exempt 1940 Act status of variable life insurance
separate accounts by pooling thern with assets funding variable annuities when variable annuity separate accounts were
subject to full 1940 Aect regulation, We recommend deletion of this provision on the ground that the model should not
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preclude the insurer from deciding whether it is more advantageous to pool the separate account assets into one 1940 Act
regulated account, or, on the other hand, to maintzin two separate accounts, one a 1940 Act regulated variable annuity
separate account and the other a variable life insurance separate account that is partially exempt from the 1940 Act.

Sectipn 2. Amounts in the Separate Accounts.

This section requires the jnsurer to maintain assets in each separate account equai to the greater of the valuation reserve for
the variable portion of the policy or the benefit base for such policy. Subsections (b} and (¢} provide instructions for
calculating the benefit base for purposes of this section. The proposed model recommends that subsections (b), (c) and (d)
be deleted,

The valuation reserves underlying the variable portion of the policy measure the amount of current liabilities arising from
the obligation to pay future variable benefits. Thus, for solvency reasons this section requires corresponding assets to be
maintained in the separate account because the required reserve will fluctuate in direct response to changes in variable
henefits (See Article V, Section 1),

Assets at least equal to the benefit base must be maintained in the separate account in order to assure that sufficient
investment return exists to provide the benefits tequired by Article 1V, Sections 2¢ and 2d, The reference to the “valuation
reserves for the variable partion of the policy” is not intended to encompass reserves for fixed nonforfeiture benefits,
reserves whether for dividend accumulations or for dividends applied to purchase paid-up insurance, or reserves for inciden-
ta] insurance benefits,

Article 1V, Sections 2¢, 2d, and 2f require that the policy design reflect invesiment experience in an actuarially sound
manner, the full net investment return be credited to the benefit base, and the method of computation of ronforfeiture
benefits be consistent with the Standard Nonforfeiture Law, Article V, Sectjon 1 requires reserves to be established under
the Standard Valuation Law. These provisions ensure that the benefit base will be soundly defined and that adequate
reserves wili be maintained for the benefits generated. Accordingly, Article V1, Sections 2b, 2c, and 2d of the existing
regulation, which define the minimurm benefit base, are unnecessary and have been deleted.

Section 3.  Investmenss of the Separate Account.

Subsection (a) in the existing model places strict limitations upon sales and exchanges of assets between and among the
insurer, its affiliates, and the separate account, This provision is intended eo prevent unfair or discriminarory transfer
between accounts. The proposed model recommends the retention of this provision.

Subsection (b} of the existing model requires that assets allocated to variable life insurance separate accounts be held in
cash or investments having 2 ‘‘reasonably ascertainable market value,” and sets forth restricted categories of investments
fulfilling this standard. The commentary to the existing model indicates that this extremely limited definition of permissi-
ble investments was adopted ““for the time being,” implying that it would be reconsidered in the future. The suggested
revisions to subsection (b) set forth a standard which will pravide adequate safety and liquidity for separate accounts
while also providing the greater investment flexibility needed in today’s economy. The proposal would delete the require-
ment that the entire portfolio of the separate account be composed of the specified types of assets designated by the
regulation as having a “reasonably ascertainable market value,” and would substitute a reguirement that the account
maintain in jts portfolio readily marketable assets and assets producing investment income such that the total of such assets
and income are sufficient to meet anticipated withdrawals under policies funded by such account. In other words, to deter-
mine liquidity of the account, the net income from investment plus the aggregate amount of publicly traded securities,
cash items and other readily marketable assets will be compared with anticipated withdrawals to meet obligations under
the policies, In this way, the proposed standard for liquidity would focus upon the entire separate account rather thap
individual assets in the separate account.

Subsection (c) of the existing model precludes certain separate account investments because they were considered to be
cither incapabie of uniform valuation or unreasonably speculative. The proposed model would delete this subsection in
order to permit separate accounts to hold a wider range of investments. Deletion of this subsection is consistent with the
concept of the proposed revision of subsection (b) which permits determination of liquidity by reference to the aggregate
account rather than requiring that every investment in the account meet conservative liquidity standards. With this dele-
tion, separate accounts would be permitted to acquire certain currently attractive forms of investment while maintaining
safety and liquidity.
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Section 4,  Limitations on Ownership,

This section provides that a separate account shall not acquire greater than 10% of the total issued and outstanding voting
securities of any single issuer. In addition, this section prohibits a separate account from allocating greater than 10% of its
portfolio to the securities of any issuer other than United States guaranteed securities. These quantitative limitations are
designed 1o promote diversification of portfolio assets and to limit investment risk. The proposed model suggests no mate-
rial changes to these provisions.

Section 5. Valuation of Separate Account Assets.

This provision in the current model requires that investment of the separate account shall be valued at market value on the
date of valuation. The proposed model would alse permit investments to be valued at their amortized cost if it approxi-
mates market value. This change is recommended to permit valuation consistent with the cutrent SEC position on the
amortized cost method of valuation,

Subsections (a)(1), (2) and (3) define the term “market value” for purposes of this section. The proposed model recom-
mends deletion of these subsections because state insurance law and state separate account law regulate asset valuation. In
addition, because most flexible premium variable products will require SEC registration, the separate account portfolio
assets will normally be regulated by the SEC. For the same reasons, Section 5(b), which delineates valuation of investments
which cease to be traded, is recommended for deletion.

Section 6, Beparate Account Investment Policy.

Section 6(a) of the existicg model provides that separate account investment policy shall not be changed without the
approval of the Commissioner, and sets forth administrative procedures for such approval.

The proposed model proposes to modify subsection (a)(2) to provide that approval of a change in invesument policy shall
be granted unless the commissioner determines that the change is detrimental to the interests of policyholders participating
in the specific separate account and to eliminate the requirement for a mandatory public hearing to consider any proposed
material changes in investment policy, The public hearing requirement is recommended for deletion as unnecessary in light
of existing authority to hold hearings under state insurance and administrative procedure laws, Further, under most
circumstances the federal securities laws will grant contractholders the right to vote upon changes in investment policy and
the SEC has authority to review such changes, The medifications were intended to eliminate duplicative state administra-
tive and regulatory procedures while leaving with the commissioner the authority to disapprove material changes in invest-
ment policy whenever they are determined to be detrimental to the interests of the affected policyholders,

Consistent with the modifications recommended for subsection {(a){2), the proposed model recommends deletion of
subsections (a)(3) and (4) pertaining to hearing procedures.

Subsection (a)(5) to the existing model, which permits shareholders objecting to marerial changes in investment policy to
convert to a general account life insurance policy, is recommended for deletion. At the time the existing model was drafted,
it was hoped that variable life insurance could avoid SEC regulation, and the ¢onversion right of objecting shareholders
was viewed as a substitute for the voting procedures mandated under the securities laws. The hoped for exemption from
the 1940 Act was not realized. Under the federal securities laws, shareholders have the right to vote upon proposed changes
in investment policy. This right, together with the SEC oversight review of changes in investment policy, provides adequate
policyholder protection from undesirable changes in investrent policy.

Section 7.  Charges Against Separate Account,

This section in the existing model limits charges against the separate account to specifically enumetated categories. The
proposed model recommends modification of the section to provide that the insurer must disclose in the policy all charges
that may be made against the separate account including, bur not limited, to the charges currently enumerated in Section
7. Flexible premjum variabie life products registered under the 1940 Act will be limited by that act as to the charges which
may be levied against separate accounts. As a result, the specific limitations in the existing mode] are unnecessarily restric-
tive. Policyhotders will be adequately protected by the commissioner’s oversight review and the SEC statutes and regula-
tions, In addition, we believe that separate account charges should not be restricted to specific categories thereby limiting
future product design. The proposed modifications would expand the enumerated charges to permit administrative ex-
penses and charges for incidental insurance benefits to be charged against the separate account of the flexible premium
products,
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The proposed model suggests deletion of the limits in subsection 7(2){4) on investment management eXpenses as a percent-
age of average net asset value. The 1940 Act regulates the amount that can be charged for invesumnent management expense.

The proposed model suggests that subsection 7(a)}(5) be modified to remove the limits on charges for mortality and
eXpense guarantecs.

Subsection 7(b) is also deleted in the proposed model. The prohibition against performance fees for investment advisers is
regulated by the 1940 Act and the Investment Advisers Act making these regulations superfluous,

Section 8,  Standards of Conduct.

Section 9. Conflicts of Interest.

Sections 8 and 9 of the existing model, addressing standards of conduct and conflicts of interest, are interrelated, in as
much as the prohibited transactions set forth in Section 9(b) are presently subsumed in Section 8. Consequently, these
sections were considered jointly, and the proposed revisions reflect an effort to eliminate redundancies and clarify the
scope of the two provisions,

Subsections 9(b)-(d} of the current model do not appear in the proposed model because they duplicare the provisions of
Section 17(a)-(¢) of the 1940 Act and the rules thereunder relating to transactions with affiliated persons and underwriters.
Section 9 of the proposed model would simply incorporate by reference all state conflict of interest laws and specify their
applicability to those responsible for the management of the separate account.

Section 8 has been modified to clarify that it governs standards of conduct relating to insider trading of separate account
investments. For this reason, and because the separate account will be subject to the aforementioned provisions in connec-
tion with transactions with affiliates, the reference to Section 9(b) has been deleted,

Since 1980, Rule 17j-1 under the 1940 Act has prescribed in general terms certain fraudulent or manipulative trading
activities by insiders of registered investment companies and their investment advisers and principal underwriters. In
additjon, the rule requires every registered investment company to adopt a written code of ethics governing insider trading
in such 2 company's portfolio investments. Section 8 has been modified to provide that its requirements shall be deemed
satisfied by the adoption of a code of ethics as required by Rule 17fL

ARTICLE VII: INFORMATION FURNISHED TO APPLICANTS

This article specifies that certain information must be provided to applicants for variable life insurance policies including
a summary explanation of the policy, a statement of the investment policy of the separate account, a statement of the
recent net investment return of the separate account, a description of commissions, a statement of taxes, brokerage fees
and other charges, 2 summary of the federal tax aspects, and other information. The article states that its provisions will
be satisfied to the extent that disclosure containing the informarion required by the article is delivered in the form of a
prospectus satisfying the requirements of the 1933 Act or information and reports required by ERISA.

The proposed model suggests deletion of subparagraph 4 of this article which requires a statement describing, as an approx-
imate percentage of an annual gross premium for each year and for the life of the policy, all commissions or equjvalent
payments for each year of the policy for which such payments are to be made. Such calculation would be difficult for a
flexible premium product. Moreover, there is no reason to impose this type of commission disclosure on varjable life
insurance when it is not required with regard to any other form of life insurance.

The proposed draft also suggests the deletion of subparagraph 9 of this article which currently requires a prominent state-
ment in contrasting color or in bold-faced type at least four points larger than the type size of the largest type used in the
text of any provision on the page, providing:

“The purpose of this variable life insurance policy is to provide insurance protection for the beneficiary
named therein.

No claim is made that this variable life insurance policy is in any way similar or comparable to a systematic
investment plan of a mutual fund.”
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These required disclosures were included in the regulation as part of the effort to assure that the variable life insurance
product would be considered to be insurance not invelving an investment company subject to SEC regulation. Because the
insurance and securities aspects of future products will be considered on the merits of each product, it was determined to
suggese deletion of these paragraphs. We believe that the first required statement is self-evident and that the second state-
ment may not be accurate in the context of certain policy designs.

The proposed draft also suggests simplifying current subparagraph 5 of this article to require a statement of the charges
levied against the separate account during the previous year. It was felt that the language of the existing model ~ which
requires a statement of certain specified costs and charges - might give rise to a negative inference that the disclosure of
ather charges is not required.

In addition, it is suggested that the requirement that the applicant be provided with *a summary of the federal income
tax liabilities™ of the policy be amended to require “a summary of the federal income tax aspects’ of the policy. A discus-

sion of income tax “liabilities” will be subsumed in 2 more comprehensive discussion of the policy’s tax “aspects.”

ARTICLE VIII: APPLICATIONS

Article VI requires that the application for a variable life insurance policy contain a prominent statcment that the death
benefit may be variable or fixed under specified conditions, that cash values may increase or decrease with the separate
account and must include questions designed to elicit informarion which enable the insurer to determine the suitabiliry of
the product for the applicant.

No changes are suggested for this article.

ARTICLE IX: REPORTS TQ POLICYHOLDERS

The flexibility in amount and timing of premium payment which is the hallmark of the universal life concept, and the
fluctuation of cash value and death benefit in accordance with investment expetience which characterizes variable life
insurance, converge in the flexible premium variable product. This highlights the policyholder’s need to be provided with
current, reliabte information concerning the status of his insurance coverage,

The principal proposed amendments to Article IX attempt to satisfy this need. The expansion of the information that must
be included in an annual report in the case of flexible premium policies (Section 1, p. 42), and the notice of impending
expiration of coverage which is envisioned by new Section 3 of Article IX (p, 44), are both designed to alert the policy-
holder to the possible insufficiency of the policy’s cash value and the corresponding necd to make additional premium pay-
ments to keep the flexible premjum policy in force.

Thus, the proposed amendment to Section 1 of Article IX is designed to provide the policyholder of a flexible premium
varjable life insurance policy with a long-range warning that his policy may terminare without value if additional premium
is not paid. In addition to setting forth information concerning changes in the policy’s net cash value and cash surrender
value during the preceding policy year, the proposed expanded annual report would also contain a projection, based upon
specified assumptions, of net cash value and cash surrender value as of the next policy anniversary. If the projected value
is less than zero, the annual report would include a warning message stating that the flexible premium variable policy “may
be in danger of terminating without value in the next twelve months unless 2dditional premium is paid.”

Although the long-range warning notice contemplated by Section 1 provides the policyholder with imporrant information
concerning the possible insufficiency of the cash value to keep the policy in force, the proposed model recognizes the need
for an additional, immediate notice if the cash value is in fact insufficient to keep the policy in effect without payment of
additional premium. Accordingly, as mentioned above in discussing the proposed amendments to Articles Il aznd LV,
proposed new Section 3 of Article 1X (p. 44) requires an insuret to send a report 10 the policyholder in the event that the
“cash value on any policy processing day is equal to or less than the amount necessary to keep the policy in force until the
next following policy processing day.” The mailing of this report triggers the 61 day grace peried for flexible premjum
policies. {Article IV, Section 3(b}(2), p. 17.) Section 3 requires that the report indicate “the minimum payment required
under the terms of the policy to keep it in force until the next following policy processing day.” Thus, the policyholder is
provided with prompt notice of the possible impending expiration of his coverage and of the correlative need 1o take
immediate action to assure that the policy continues in effect.
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The proposed model also proposes several other amendments to Article IX. In Section 1, the current requirement that the
information contajned in reports to policyholders be computed as of forty-five days prior to mailing would be changed o
sixty days to be consistent with the corresponding time period under current SEC regulations, The portion of Section 1
which requires the use of “contrasting color or distinctive type” to highlight the variable nature of the cash value and dearh
benefit would be deleted on the rationale that the principal function of a policyholder report, unlike a policy application,
is to report information, and that Article VIII already requires that an applicant for a variable life insurance policy be
provided with “a prominent statement” of this same information, In addition, requiring contrasting color printing imposes
an unnecessary additional expense.

The proposed model also proposes amendments to the required contents of the 2nnual statement contemplated by Section
2 of Article IX (p. 43). First, the proposed amendment to Section 2(b) is intended to permit an insurer, as a matter of state
law, to furnish comparisons of the investment rate of the separate account for more than a five-year period. In addition,
the requirement embodied in subsections {f) and (g) that the statement include information concerning the insurer’s
principal executive officer, directors, parent companies and ten percent beneficial owners would be deleted. This informa-
tion will normally be provided to the policyholder pursuant to the federal securities laws. Also, it is not directly relevant
to the more material information contained in the report concerning the policyholder’s status with regard to his policy.
Finally, a conforming amendment is suggested in Section 2(d) to be consistent with the proposed deletion of the limita-
tions on the types of charges that may be levied against the separate account. (See Article VI, Section 7, pp. 34-35 and
Article VII, Section 4 {previously Section 5), p. 41.) -

ARTICLE X: FOREIGN COMPANIES

No changes are suggested with regard to this article.

ARTICLE XI: QUALIFICATIONS OF AGENTS FOR THE SALE OF VARIABLE LIFE INSURANCE

Under the existing model this article provides for the qualification of agents to sell variable life insurance, requires that
such qualified persons report any suspension or revocation of their agents license, the imposition of disciplinary action,
and any judgment or injunction entered against them in any jurisdiction. It also provides the commissioner with authority
to refuse to qualify an agent and authority to suspend, revoke or not renew 2 qualification.

No material changes are suggested to this article.

ARTICLE XiI: SEPARABILITY ARTICLE

No changes are recommended to this article.



