414 NAIC Proceedings - 1989 Vol. II

LIFE INSURANCE (A) COMMITTEE

Reference:
1989 Proc. I p. 670 Harold C. Yancey, Chairman—Utah
1988 Proc. I1 p. 478 Mike Weaver, Vice Chairman—Ala.

JUne 7,1989 ... s s e rennan
Update on Life Insurance Legislation (Attachment One)
Report on State Adoptions of NAIC Amendments on Preneed Funeral Plans

Funded with Life Insurance or Annuities (Attachment Two) ...........ocovvveen 418
Life Insurance Buyer’s Guide {Life Insurance Disclosure Model

Regulation Appendix A) (Attachment Three) .........ccoooceeeeeereeceeereeeeisrens 419
March 21, 1989 Report (Attachment Four) ......cccevicmvmsnnensesneiincvenins 422

AGENDA
Adopt Little Rock Minutes
Report of Life Cost Disclosure Task Force
Report of Product Development Tazk Force
Report on Accelerated Benefit Riders
Report of Life and Health Actuarial Task Force
Report on State Adoption of Amendments on Preneed Funeral Plans Funded With Life Insurance or Annuities
Reaffirmation of Life Insurance Buyer's Guide
Any Other Matters Brought Before the Committee

e R ol ol

REPORT
The Life Insurance (A) Committee met in Sections E/F of the Hyatt Regency in Cincinnati, Ohio,
at 10:30 a.m. on June 7, 1989. A quorum was present and Harold C. Yancey (Utah) chaired the
meeting. The following committee members or their representatives were present: Mike Weaver,
Vice Chair (Ala.); Roxani Gillespie (Calif.); Margurite C. Stokes (D.C.); William D. Hager (Iowa);
Douglas D. Green (La.); Gerald Grimes (Okla.); and Theodore “Ted” Kulongoski (Ore.).

1. Adopt Little Rock Minutes

Upon motion duly made and seconded, the minutes of the March 21, 1989 meeting held in Little
Rock, Ark., were adopted (Attachment Four).

2. Report of Life Cost Disclosure Task Force

Superintendent Margurite C, Stokes (D.C.) reported that the task force had concluded six years
of work on a proposal for an alternative to the Life Insurance Disclosure Model Regulation. She
said the task force recommended the adoption of the Optional Form of the Life Insurance
Disclosure Model Regulation with Yield Index as an alternative to the Life Insurance Disclosure
Model Regulation for those states wishing to use the yield index. Superintendent Stokes expressed
the task force’s appreciation to Ted Becker (Texas) and John Montgomery (Calif.) for the
exceptional work they did on this product.

Upon motion duly made and seconded, the committee adopted the report of the Life Cost Disclosure
Task Force, including its recommendation that the task force be disbanded upon adoption of their
work product at the Executive Committee meeting in Cincinnati.

3.  Report of Product Development Task Force

Commissioner William Hager (Iowa) presented the report of the task force, commenting specifi-
cally on the report of the Consumer Disclosure Issues Working Group. The task force adopted
disclosure statements for universal and indeterminate premium life products designed to assist
consumers in their comparison of different types of interest sensitive life insurance products. After
a survey of the states determined regulatory problems existed with these products, disclosure
statements were developed as amendments to the NAIC Life Insurance Disclosure Model
Regulation and the Universal Life Insurance Model Regulation. Commissioner Hager highlighted
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the requirement that disclosure statements be delivered at the time of application or no later than
15 days thereafter. He said further that if these disclosure statements are not provided until the
time of policy delivery, consumers would receive an additional five-day free look. In order to be
certain that the disclosure statements are comprehensible by consumers, these statements will be
field-tested over the next three or four months. If amendments are necessary, they will be
considered for adoption at the December meeting of the task force. He emphasized that the field
testing of these statements is extremely narrow in scope, related only to the readability of the forms
by consumers. _

Upﬁn motion duly made and seconded, the committee adoﬁi’.éd the réport of the Product
Development Task Force.

Commissioner Harold Yancey (Utah) commended Commissioner Hager and Mr. Becker for their
diligence on this project.

4, Report on Accelerated Benefit gn,d_‘ Living Benefit Riders

Commissioner Yancey discussed the need for committee attention to be directed to the issue of
accelerated benefit and living benefit riders. He reported that many states had begun to take action
in the form of life insurance legislation on these riders and distributed to the committee an update
on state legislation prepared by the NAIC staff (Attachment One). He reported that the officers
have requested that this project receive priority consideration from the committee in order to have
a report ready for the September meeting; therefore, he would schedule a meeting in Kansas City
in late June in order to decide how to proceed. In an effort to encourage participation from states
which do not serve on this committee, letters will be sent to all commissioners inviting them to
attend and assist in identifying minimum requirements or standards necessary for these riders.
He hopes that the committee will have recommendations drafted which can be forwarded to the
states for comment prior to the September meeting. Issues he anticipates will need to be addressed
include: rates, actuarial projections and reserving practices.

Commissioner Hager agreed with this approach and commented that public policy dictates that
the appropriate method of dealing with the riders be pursued. Further he brought to the
committee’s attention that the Life and Health Actuarial Task Force has just received approval of
a technical project and will begin to focus its resources on the reserving issues. He inquired of Mr.
Becker what time frame would be necessary to have the actuarial component ready; Mr. Becker

‘responded that a preliminary report would be made to the Actuarial Task Force meeting Oct. 5 and
6 in San Francisco. Mr. Becker hopes an exposure draft will be ready for presentation to the Life
Insurance (A) Committee in December. Jim Swenson (Ore.) commented that Oregon has been
approving these riders subject to limited guidelines established in that state. He feels strongly that
more formal guidelines need to be adopted. He further commented that the scope of this project
should encompass a review of long-term care products as well.

5. Report on Adoption of Amendments of Preneed Funeral Plang

Commissioner Hager commented that he chaired the task force last year that drafted model
language for preneed funeral plans funded with life insurance or annuities. At the direction of the
Life Insurance Committee, he was asked to report at this meeting on the status of state adoption
of those NAIC amendments. He reported that three states had adopted model language or similar
language (Attachment Two). He encouraged other states to review these amendments and adopt
this regulatory mechanism to deal with preneed funeral plans.

6. Reaffirmation of Life Insurance Buver’s Guide

Commissioner Yancey reported on the Life Insurance Buyer’s Guide which is attached as Appendix
A tothe Life Insurance Disclosure Model Regulation. He said a review of the NAIC Proceedings had
determined that the amendments to the Buyer’s Guide adopted in 1984 were inadvertently omitted,
so there is no permanent record of the current correct version. He further commented that many
insurance companies may be using the incorrect version from the model laws.
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Upon motion duly made and seconded, the Life Insurance Buyer’s Guide as attached to these
minutes was adopted and will be included in the NAIC Proceedings (Attachment Three).

7.  Any Other Matters Broughi Before the Committee

Commissioner Yancey discussed information received from the Texas Insurance Department con-
cerning the proliferation of contracts in the funeral expense insurance business. He said the
contracts, which are sold to older citizens or those in poor health, will frequently pay as a death
benefit only the premium paid in at the date of death with perhaps a minimal interest accumulation.
On some occasions, an accidental death benefit is sold with the policy for a separate premium; thus,
the only mortality risk incurred is subject to separate charges. Considerable discussion ensued
about the nature of these products. Superintendent Stokes encouraged the commitiee to consider
these issues, and Mr. Swenson concurred. Mr. Swenson said that Washington had addressed this
issue with rate regulation and that the issue is currently in the courts. David Rogers (Wash.}
commented on the need to address funeral expense insurance problems, confirming that they are
currently in court on this issue.

Upon motion duly made and seconded, NAIC staff was directed to gather information from the
various states on this issue and to prepare a briefing paper for consideration in September,
scheduling this issue for formal review in September.

Commissioner Yancey discussed a May 5, 1989, letter from Merle Pederson (N.D.) regarding the
proliferation of senicr citizen life insurance products being sold, often times at substandard rates,
without notice to the senior citizens. Commissioner Yancey suggested that possible approaches to
review of the subject might include the adoption of model legislation on rules designed to provide
clear notice to senior citizens that their policy rates are substandard, if that is the case; prohibiting
the issuance of life insurance policies to senior citizens where the targeted annual premiums are
insufficient to maintain the policy to maturity; or possibly adopting premium guidelines such as
those implemented in the State of Washington. Commissioner Yancey requested NAIC staff to
gather information on this issue as well and to agenda further discussion for the September
meeting of the committee.

8.  Report of the Life and Health Actuarial Tagk Force

Mr. Becker made the report of the Life and Health Actuarial Task Force. He reminded the committee
that items previously presented to the Product Development Task Force and the Life Cost
Disclosure Task Force would be approved upon adoption by the Life Insurance (A) Committee of
these task force reports. Mr. Becker brought four other projects to the attention of the committee:

(1) Areview of the Standard Valuation Law, chaired by John H. Tweedie, which calls for an
actuarial opinion. Further work is needed on this project and no recommendation is made at
this time.

(2) Review of Standard Nonforfeiture Law, chaired by Walt Miller (American Academy of
Actuaries). Mr. Becker and Bob Callahan (N.Y.) are liaisons to the Academy for this study.

(3) Actuarial Aspects of Reinsurance Transactions, chaired by James V. Schibley. This
committee is preparing reports on surplus release, mirror reserving, and scrutinizing of future
cash flows and/or statutory earnings.

(4) The Actuarial Standards Board is developing a standard of practice reflecting the

financial implications of AIDS for life insurance. An exposure draft should be ready on this
issue by December.
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The following recommendations are made by the task force to the Life Insurance (A) Committee:

(1) Approve the actuarial task force’s request to add two new projects entitled “Election of
Operative Dates Under Standard Valuation Law and Standard Nonforfeiture Law” and “NAIC
Model Regulation Concerning Use of Gender-Blended Mortality Tables and Smoker-Non-
smoker Mortality Tables.”

(2) If the project entitled “Election of Operative Dates Under Standard Valuation Law and
Standard Nonforfeiture Law” is approved, that the proposed actuarial guideline be adopted for
exposure and comment.

(3) Adopt the report of the Product Development Task Force which will automatically adopt
any recommendations made in this area.

(4) Adopt the Report of the Life Cost Disclosure Task Force which will automatically adopt any
recommendations made in this area. ' o

(Editor’s Note: Through oversight, one recommendation was omitted from the Life and Health
Actuarial Task Force report to the Life Insurance (A) Committee, dated June 7, 1989. This
recommendation was to release the Report of the Special Advisory Committee of the Standard
Veluation Law for exposure. The report is Attachment One-A to the actuarial task force report.

Under this recommendation, the Report of the Special Advfsory Committee of the Standard
Valuation Law, dated June 3, 1989, should have been recommended for exposure and comment.|

Upon motion duly made and seconded, the committee adopted the report of the Life and Health
Actuarial Task Force, including the four recommendations referenced above.

Having no further business, the Life Insurance (A) Committee adjourned at 11:20 a.m.
Harold C. Yancey, Chair, Utah; Mike Weaver, Vice Chair, Ala.; Roxani Gillespie, Calif.; Margurite

C. Stokes, D.C.; William D. Hager, Iowa; Leroy Morgan, Ky.; Douglas Green, La.; Gerald Grimes,
Okla.; Theodore “Ted” Kulongoski, Ore. . :

ATTACHMENT ONE .

Life Insurance Legislation
Living/Accelerated Benefits
Long-Term Care Insurance Benefits

CALIFORNIA SCR 40: (living benefits)
-memorializes life insurance underwritersto investigate the feasibility of selling policies providing for “living benefits” which
are to be paid from proceeds of the policies;

- memorializes insurance department and franchise tax board to work with industry to determine tax and consumer
considerations

4/13/89 - before the Senate Insurance Committee

CONNECTICUT S.B. 859: (long-term care benefits)
act concerning life policies which include long-term care benefits and increasing insurer flexibility in developing such policies

5/30/89 - has passed both chambers
GEORGIA H.B. 206: P.L. 89-552 (4/10/89) (long-term care benefits)
- allows long-term care insurance to be provided through a rider to a life insurance policy or by inclusion of a long-term care

provision within a life policy;
- prohibits requirement of institutionalization prior to payment of benefit in certain policies
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ILLINOIS

H.B. 2737: (living benefits/long-term care benefits)

- would authorize sale of life insurance policies which provide an indemnity for a terminal illness;
- would impose limitations on long-term care policy regarding restrictions on eligibility for benefits;
- disclosure requirement for long-term care policies

5/18/89 - passed House
5/24/89 - before Senate Insurance Committee

S.B. 865: (living benefits) ‘ .
provides that life policyholders may collect 25% of the value of the life policy if diagnosed as having a qualifying or terminal
disease

5/23/89 - passed Senate
5/31/89 - House reported favorably

5.B. 379: same as 5.B. 865
4/6-7/89 - introduced, referred to Senate Insurance Committee

KANSAS H.B. 2383: (long-term care benefits)
authorizes incorporation of long-term care insurance into certain life insurance policies

4/17/89 - approved by Governor

MATNE S.B. 42: PL. 89-26 (4/5/88) (living benefits)

provides that life insurance pelicies providing acceleration of life or annuity benefits due to nursing home confinement,
diagnesis of terminal illness, etc. may only be offered by insurers with certificate of authority to transact life or life/health
insurance; requires Superintendent to promulgate rules

MICHIGAN S.B. 246: (living benefits)

expands definition of life insurance to provide for prepayment of a lump sum of the death benefit in life-threatening situations
involving the insured

'5/16/89 - to Governor

MINNESOTA H.B. 812: PL. 89-125 (5/16/89) Effective: 5/17/89 (living benefits, long-term care benefits)

- allows life, endowment and annuity benefit acceleration toinsureds who are receiving medically prescribed long-term care;
- excludes contracts with such accelerated benefits from limit on combination policies;

- provides these policies are not subject to long-term care insurance regulation

8.B. 870: same as H.B. 812; indefinitely postponed

NEBRASKAL.B. 479:
to adopt rights of terminally ill

3/8/89 - hearing

NEW MEXICO S.B. 640: P.L. 89-376 (4/6/89) Effective: 6/17/89 (living benefits)
prohibits living benefits contracts: definitions

OKLAHOMA H.B. 1314; (living benefits)
- modifies life insurance definition to include certain additional benefits which provide for acceleration of benefit payments;
- requires riders providing additional benefits to conform to certain requirements

5/22/89 - 10 Governor

gk

ATTACHMENT TWC
REPORT ON STATE ADOPTIONS
NAIC AMENDMENTS ON PRENEED FUNERAL PLANS
FUNDED WITH LIFE INSURANCE OR ANNUITIES

ADOQPTION OF MODEL LANGUAGE OR SOMETHING SIMILAR:

Iowa - Regulation 191-15.69(4) adds provisions to the life insurance disclosure regulation regarding preneed funeral
contracts funded with life insurance or annuities.
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Kentucky - 806 KAR 12:130 regulates preneed funeral contracts funded with life insurance or annuities by means of stand-
alone regulation. .

Virginia - Model amendments added to a section of funeral directors'laws (not in insurance code).
oo o ok ok ook ok ok skksk skabesk ok sk sk skkeok ek ok
ATTACHMENT THREE
Life Insurance Disclosure Model Regulation
Appendix A
Life Insurance Buyer’s Guide
The language in the Buyer's Guide is limited to that contained in the following pages of this Appendix, or to language
approved by [title of supervisory authority]. However, companies can vary the type style and format and are encouraged to
enhance the readability, design, and attractiveness of the Buyer’s Guide.
The face page of the Buyer’s Guide shall read as follows:
Life Insurance Buyer's Guide
This guide can help you get the most for your money when you shop for life insurance. It can help you answer questions about:
*  Buying Life Insurance
*  Deciding How Much .you Need
*  Finding a Low Cost Policy
*  Things to Remember ‘

Prepared by the National Association of Insurance Commissioners

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

This Guide Does Not Endorse Any Company or Policy
Reprinted by. . .
Buying Life Insurance

When you buy life insurance, you want coverage that fits your needs and doesn't cost too much.

First, decide how much you need—and for how long—and what‘you can afford to pay.

Next, find out what kinds of policies are available to meet your needs and pick the one that best suits you.

Then, find vut what different companiés charge for that kind of policy - for the amount of insurance you want. You can

231(:1 Ei!mpcu'tant. cost differences between life insurance policies by using cost comparison indexes as described in this
It makes good sense to ask a life insurance agent or company te help you. An agent can be particularly useful in revievéing
your insurance needs and in giving you information about the kinds of policies that are available. If one kind doesn’t seem

to fit your needs, ask about others,

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

What About Your Present Policy? Think twice befare dropping a life insurance policy you already have to buy a new one.

- * It can be costly because much of what you paid in the early years of the policy you now have was used for the
company's expense of selling and issuing the policy. This expense will be incurred again for a new policy.

*  Ifyou are older or your health has changed, premiums for the new policy will often he higher.
*  You may have valuable rights and benefits in your present policy that are not in the new one.

*  You might be able to change ydur present policy or even add to it to get the coverage or benefits you now want.
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Check with the agent or company that issued your present policy—get both sides of the story. In any case, don’t give up vour
present policy until you are covered by a new one.

How Much Da you Need?

To decide how much life insurance you need, figure out what your dependents would have if you were to die now, and what
they would actually need. Your new policy should come as close to making up the difference as you can afford.

Infiguring what you have, count your present insurance —including any group insurance where you work, social security or
veteran’s insurance. Add other assets you have—savings, investments, real estate, and personal property.

In figuring what you need, think of income for your dependents—for family living expenses, educational costs and any other
future needs. Think also of cash needs—for the expenses of a final illness and for paying taxes, mortgages or other debts.

What Is the Right Kind?

All life insurance policies agree to pay an amount of money when you die. But all policies are not the same. Some provide
permanent coverage and others temporary coverage. Some build up cash values and athers do not. Some polices combine
different kinds of insurance, and others let you change from one kind of insurance to another. Your choice should be based
on your needs and what you can afford.

Awide variety of plans is being offered today. Here is a brief description of two basic kinds—term and whole life—and some
combinations and variations. You can get detailed information from a life insurance agent or company.

Term Insurance covers you for a term of one or more years. It pays a death benefit only if you die in that term. Term
insurance generally provides the largest immediate death protection for your premium dollar.

Most term insurance policies are renewable for one or more additional terms even if your health has changed. Each time you
renew the policy for 2 new term, premiums will be higher. Check the premiums at older ages and how long the policy can be
continued,

Many term insurance policies can be traded before the end of a conversion period for a whole life policy—even if you are not
in good health. Premiums for the new policy will be higher than you have been paying for the term insurance.,

Whole Life Insurance covers you for as long as you live, The common type is called straight life or ordinary life insurance—
you pay the same premiums for as long as you live. These premiums can be several times higher than you would pay at first
forthe same amount ofterm insurance. But they are smatler than the premiums you would eventually pay if you were to keep
renewing a term policy until your later years,

Some whole life policies let you pay premiums for a shorter period such as 20 years, or until age 65. Premiums for these
policies are higher than for ordinary life insurance since the premium payments are squeezed into a shorter period.

Whale life policies develap cash values. If you stop paying premiums, you can take the cash—or you can use the cash value
tobuy continuing insurance protection for a limited time or a reduced amount. (Some term policies that provide coverage for
a long period also have cash values.)

You may borrow against the cash values by taking a policy loan, Any loan and interest on the loan that you do not pay back
will be deducted from the benefits if you die, or from the cash value if you stop paying premiums.

Combinations and Variations. You can combine different kinds of insurance, For example, you can buy whole life
insurance for lifetime coverage and add term insurance for the period of your greatest insurance need, Usually the term
insurance is on your life—but it can alse be bought for your spouse or children.

Endowment insurance policies pay a sum or income to you if you live to a certain age. If you die before then, the death benefit
is paid to the person you named as beneficiary,

Other policies may have special features which allow flexibility as to premiums and coverage. Some let you choose the death
benefit you want and the premium amount you can pay. The kind of insurance and coverage period are determined by these
choices.

One kind of flexible premium policy, often called universal life, lets you vary your premium payments every year, and even
skip a payment if you wish. The premiums you pay (less expense charges) go into a policy account that earns interest and -
charges for the insurance are deducted from the account. Here, insurance continues as long as there is enough money in the
account to pay the insurance charges.

Variable life is a special kind of insurance where the death benefits and cash values depend upon investment performance

of one or more separate accounts. Be sure to get the prospectus provided by the company when buying this kind of policy. The
method of cost comparison outlined in this Guide does not apply to policies of this kind.
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Finding a Low Cost Policy

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

* Do Premiums or benefits vary from year to year?

*  How much eash value builds up under the policy?
*  What part of the premiums or benefits is not guaranteed?
*  What is the effect of interest on money paid and received at different times on the policy?

Cost Comparison Index numbers, which you get from life insuranece agents or companies, take these sorts of items into
account and can point the way to better buys.

Cost Comparison Indexes. There are two types of cost comparison index numbers. Both assume you will live and pay
premiums for the next 10 or 20 years.

1. The Surrender Cost Comparison Index helps you compare costs over a 10 or 20 year period assuming you give up
{surrender) the policy and take its cash value at the end of the period. It is useful if you consider the level of cash values to
be of special importance to you.

2. TheNet Payment Cost Comparison Index helps you compare costs over a 10 or 20 year period assuming you will continue
to pay premiums on your policy and do not take its cash value. It is useful if your main concern is the benefits that are to be
paid at your death.

The two index numbers are the same for a policy without cash values.

_ Guaranteed and Nlustrated Figures. Many policies provide benefits on a more favorable basis than the minimum
guaranteed basis in the policy. They may do this by paying dividends, or by charging less than the maximum premium
specified. Or they may do this in other ways, such as by providing higher cash values or death benefits than the minimums
guaranteed in the policy. In these cases the index numbers are shown on both a guaranteed and currently illustrated basis.
The currently illustrated basis reflects the company’s current scale of dividends, premiums or benefits. These scales can be
changed after the policy is issued, so that the actual dividends, premiums or benefits aver the years can be higher or lower
than those assumed in the indexes on the currently illustrated basis.

Some policies are sold only on a guaranteed or fixed cost basis. These polices do not pay dividends; the premiums and benefits
are fixed at the time you buy the policy and will not change.

Using Cost Comparison Indexes. The most important thing to remember is that a ﬁolicy with smaller index numbers is
generally a better buy than a similar policy with larger index numbers.

Compareindex numbers anly for similar policies—those which provide essentially the same benefits, with premiums payable
for the same length of time. Make sure they are for your age, and for the kind of policy and amount you intend to buy.
Remember that no one company offers the lowest cost at all ages for all kinds and amounts of insurance.

Small differences in index number should be disregarded, particularly where there are dividends or non-guaranteed
premiums or benefits, Also, small differences could easily be offset by other policy features, or difference in the quality of
service from the agent or company. When you find small differences in the indexes, your choice should be based on something
other than cost.

Finally, keep in mind that index numbers cannot tell you the whole story. You should alse consider:
*  The patternof policy benefits. Some policies havelow cash valuesin the early years that build rapidly later on. Other
policies have a more level cash value build-up. A year-by-year display of values and benefits can be very helpful. {The
agent or company will give your a Policy Summary that will show benefits and premiums for selected years.)
*  Any special policy features may be particularly suited to your needs.
*  The methods by which non-guaranteed values are calculated. For example, interest rates are an important factor
in determining policy dividends. In some companies dividends reflect the average interest earnings on all policies
whenever issued. In others, the dividends for policies issued in a recent year, or a group of years, reflect the interest
earnings on those policies; in this case, dividends are likely to change more rapidly when interest rates change,

Things to Remember

*  Review your particular insurance needs and circumstances. Choose the kind of policy with benefits that most closely
fit your needs. Ask an agent or company to help you.
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*  Be sure that the premiums are within your ability to pay. Don’t look only at the initial premium, but take account
of any later premium increase.

*  Ask about cost comparison index numbers and check several companies which offer similar policies. Remember,
smaller index numbers generally represent a better buy.

*  Don't buy life insurance unless you intend to stick with it. It can be very costly if you quit during the early vears of
the policy.

*  Read your poliey carefully. Ask your agent or company ahout anything that is not clear to you,

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

Life Insurance (A) Committee
Little Rock, Arkansas
March 21,1989

The Life Insurance (A) Committee met in Salon B of the Excelsior Hotel in Little Rock, Ark., at 2 p.m. on March 21, 1989. A
quorum was present and Harold C. Yancey (Utah) chaired the meeting. The following committee members or their
representatives were present: Mike Weaver, Vice Chair (Ala.); Margurite C. Stokes (D.C.}; William D. Hager (Iowa); Douglas
D. Green (La.); and Gerald Grimes (Okla.).

1. Review 1989 Charges

Commissioner Hareld C. Yancey (Utah) read the mission statement of the Life Insurance (A) Committee and reviewed the
charges approved at the Executive Committee meeting in Denver on Feb. 10, 1989.

2. Report of Life Cost Disclosure Task Force

Reginald Berry (D.C.) gave the report of the Life Cost Disclosure Task Force. The task force received the adjustment to the
yield index prepared by the Life & Health Actuarial Task Force. Copies of the adjustment will be attached to the minutes of
this task force and distributed to the Life Insurance (A) Committee members prior to the June meeting. Upon motion duly
made and seconded, the Committee received the adjustments to the yield index as an exposure draft.

3. Report of Product Development Task Force

Commissioner William D. Hager (lowa) reported that the task force met and considered a working draft relating to disclosure
for interest-sensitive products. Upon motion duly made and seconded, the Committee voted to receive this work product as
an exposure draft for consideration at the June meeting. Commissioner Hager cornmented further that there are still
problems with the exposure draft and additional responses will be received for consideration. The Product Development Task
Force will meet again in Kansas City, Mo., on April 20 in order to have a final document ready for adoption in June.

4. Accelerated Benefit Ridersg

Commissioner Yancey discussed the need for the Committee to address the issue of accelerated benefit riders. These riders
are usually attached to whole life insurance contracts and pay a certain percentage of the death benefit if the policyholder
contracts a certain health cendition such as heart attack, stroke, bypass surgery, or life threatening cancer.

Commissioner Hager stated he felt the riders were very constructive from a public policy perspective. He feels they should
be encouraged because they get money into the hands of the policyholders at a time when additional funds are necessary.
Commissioner Hager encouraged the A Committee to give positive review to the validity of such riders to facilitate the
drafting and encourage the adoption of necessary model regulation, Jim Swenson (Ore.) stated that any efforts by this
Committee should be coordinated with the Long-Term Care Task Force which is also considering riders which aceelerate
payment of benefits. Commissioner Yancey stated that he would undertake the project to review any existing models and see
what other items need to be considered in order to have a report prepared for the June meeting. Commissioner Hager
encouraged consultation with affected members of industry who might provide additional suggestions for items to bring to
the June meeting.

5. Priorities of the Life & Heal i k For
Commissioner Yancey commented that NAIC President David Gates had requested at the Executive Committee meetingin

Denver (February 1989} that the Life & Health Actuarial Task Force prioritize the projects under their consideration,
assigning the highest priority to those projects which could be completed in 1989.
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Ted Becker (Texas) reported that the pricrities of this task force had been reordered and distributed the list of projects for
the Life Insurance {A) Commitiee with appropriate priorities assigned. Upon motion duly made and seconded, the
Committee approved the priority project list as presented by the task force.

Having no further business, the Life Insurance (A) Committee adjourned at 2:20 p.m.
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AGENDA
1. Adopt Little Rock Minutes
2. Report of Life and Health Actuarial Task Force
3. Consider Continuation of Task Force
4. Any Other Matters Brought Before the Task Force

REPORT
The Life Cost Disclosure (A) Task Force met in Section E of the Hyatt Regency in Cincinnati, Ohio,
at 3 p.m. on June 5, 1989. A quorum was present and Margurite C. Stokes (D.C.) chaired the
meeting. The following task force members or their representatives were present: Harold C.
Yancey, Vice Chair (Utah); Roxani Gillespie (Calif.); Kenneth D. Merin (N.J.); and A.W. Pogue
(Texas).

1. Adopt Little Rock Minutes

Upon motion duly made and seconded, the minutes of the Little Rock, Ark., meeting of March 20,
1989 were adopted (Attachment Three).

2. Report of Life and Health Actuarial Task Force

John Montgomery (Calif.) made the task force report. (See Attachment Three to the Life & Health
Actuarial Task Force report.) He discussed the background on the interest yield index disclosure
issue which led to the proposal for an alternative to the Life Insurance Disclosure Model
Regulation. Mr. Montgomery stated that the task force recommends the adoption of the Optional
Form of the Life Insurance Disclosure Model Regulation With Yield Index as an alternative to the
Life Insurance Disclosure Model Regulation for those states wishing to use the yield index.
Further, he said they recommend that the charge to the Life and Health Actuarial Task Force
relating to the yield index be concluded. Additionally, the task force recommended that two
attachments be included in the Proceedings: 1) a letter dated April 12, 1989, from the American
Academy of Actuaries addressing the interest-adjusted cost index (Attachment One), and 2) a letter
dated May 25, 1989 from the American Council of Life Insurance (ACLI) with an attached
statement pertaining to the use of the yield index (Attachment Two). Superintendent Stokes
agreed that these two documents would be attached to the minutes and made a part of the
Proceedings.

John Booth (ACLI) emphasized several points from the statement, including ACLI’s conceptual
objection to a mandated yield exposure. He noted there were three major concerns that should be
considered by the states before they adopt this alternative model: 1) these yield indexes give the
impression that life insurance is an investment product, 2) yield index formulas produce results
that may lead to misleading conclusions, and 3) when used as a cost comparison measure, there
is a high correlation to the same relative rankings as the interest-adjusted cost indexes.

Superintendent Stokes reminded Mr. Booth that the task force had agreed to send forward this

exposure draft as an optional model which she felt would address the ACLI concerns. Mr, Booth
expressed his appreciation of Superintendent Stokes’ leadership in setting that course of action.
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Upon motion duly made and seconded, the report of the Actuarial Task Force was adopted. Afurther
motion was adopted that the two attachments previously mentioned be included with these minutes
and in the Proceedings as informational material.

3. ‘S sonsider Continuation of Task Force

Superintendent Stokes stated that having completed the only charge to this task force, she was
recommending that the task force not be continued. Mr. Montgomery moved the conditional
termination of the Life Cost Disclosure (A) Task Force; termination to be conditional upon the
adoption of the work product at the Executive Committee in Cincinnati. Superintendent Stokes
extended her personal thanks to Mr. Montgomery and Ted Becker (Texas) for the outstanding work
they have done on the alternative yield index model.

Having no further business, the Life Cost Disclosure (A) Task Force adjourned at 3:15 p.m.

Margurite C. Stokes, Chair, D.C.; Harold C. Yancey, Vice Chair; Utah; Roxani Gillespie, Calif.;
Kenneth D. Merin, N.J.; AW. Pogue, Texas

ATTACHMENT ONE

American Academy of Actuaries
1720 I Street, N.W., 7th Floor
Washington, D.C. 20006

April12,1989

Mr. John O. Montgomery, F.S.A.

Chief Actuary and Deputy Insurance Commissioner
California Department of Insurance

600 South Commonwealth Avenue

Los Angeles, California 90005

Dear John:

The attachment to this letter addresses a concern that you expressed that the interest-adjusted cost (IAC) index was flawed
because the interest-adjusted premium (IAP) index seemed to track better with the yield index. | hope the following table
and explanatory tahle, developed by Dave Becker of our committee, are of assistance to you.

If you have any questions, please write or call.

Sincerely,

. John Palmer, F.S.A.
Chairman, AAA Committee on Life Insurance

Hk gk

Relationship Between the TAC, IAP, and the Yield Index

The following table presents certain data from Appendix H of the report on the yield index prepared by the AAA Committee
on Life Insurance. In addition to the data included in the original report the interest-adjusted premium (IAP) index is also
shown. The narrative following the table below deseribes some of the interrelationships between these values.

Ex. PremiumAssumptions : ¥I IAC IAP

A Guideline Single Premium, then 0 o 8.48% -17.00 2257
B Guideline Level Premium all years : o 8.30 -8.50 20.28
C Target Premium all years 8.63 2.54 13.74
D Target Premium 1-10 only, then 0 8.82 4.08 8.51

E Target Premium1-5,0,6-15,1,200,16-20 9.46 6.66 6.78
F  ART Premium Scenario : . 10.07 7.59 7.59

Please note that the IAC and IAP for Example F areidentical asthereis no Qigniﬁcant amount of money in the 20th year cash
value under an annua! renewable term premium scenario.
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The examples were ordered in terms of “the most money in first.” This reflects not the absolute quantity of premium dellars
but the most premium dollars at work the earliest. For example, the total premivm paid in Example A is less than that in
Example B. But there is more money at work earlier in Example A than in Example B. After Example B the total amount
of premium does decline with each added example.

The Y1 drops from Example A to B, but increases after that. Paying the guideline single premium has two effects: it reduces
the net amount at risk (NAR) on which mortality charges are made and it allows for the maximum amount of funds to begin
earning interest within the policy. The size and timing of that single premium versus the guidelinelevel premium of Example
B result in the higher Y1 for Example A,

In Examples B through F the premiums paid do decrease and the Y1s increase. The lower the premium paid the larger the
NAR will be. When this is coupled with the differential between the cost of insurance used in the product and the rate as
defined by the YI methodology the resultis an increasing YI. This happens as follows. First, when the actual cost ofinsurance
is less than the rate used in the YI, a fictitious “gain from mortality” results. Second, this “gain” is multiplied by the NAR,
so thelarger the NAR the “gain”is yet larger. Thus the smaller the premium, other conditions constant, the larger the “gain”
and the higher the YI.

InExample Athe NAR issmaller than Example B, but the large amount ofinterest on the guideline single premium compared
to that on the guideline level premiums causes the YI of Example A to be larger than Example B, ‘

Now the EAPs have a partly similar result. The IAPincreases from Example Ato Example B and then subsequently declines,
but not uniformly. The IAP increases from Example E to Example F. When the level of funding approaches that of term there
is less interest earned within the policy that could reduce future premium needs. This means more premium has to be paid
to keep the policy in force which results in the increase in the IAP

The YT continues from example E to Example F instead of declining as might be expected if the pattern universally holds.
This is contrary to the pattern for the IAP. So they are not consistent in their workings.

As the level of premium approaches term, the TAP and the IAC should converge to the same value, That expectation is
confirmed in Example F.

Therefore, the information shown in the table does not indicate a parallel between the YT and the IAP.
We believe that the conclusions from the original report are valid:

Due to the strong correlation between the YI and the TAC and the strong correlation between rankings of
policies by these methods neither method provides a superior index when comparing similar plans;

Neither the YI nor the IAC is an adequate index for digsimilar plans;

Due to the “mixed signals” presented by the Y1 and the IAC in certain gituations, it is not recommended to
show both indices; and

Consideration of the above coupled with the misleading hehavior of the YI in low premium plans and the
obgervations in Section V suggest that the YT is not a worthy replacement of the [IAC as a comparative
measure of financial performance.

Section V of the original report describes several concerns regarding the YL First, there is the danger of confusion and/or
misuse of the “yield” index in its similarity to an interest rate. Second, the distortion of the actual mortality charges used
versus the fixed charges prescribed by the YT methodology are intensified by the introduction of “preferred” smoker and
nonsmoker classes in addition to the “standard” smoker and nonsmoker classes. Third, the computation of the mortality
charges to be used by the YI method for various combinations of smoker, nonsmoker, sex, single life status, joint life status,
last survivor status, unisex blend, and age last/age nearest are lengthy and complex. This suggests that the YI may not be
correctly calculated in many of these situations.
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ATTACHMENT TWO
Statement on Behalf of the
American Council of Life Insurance to the
NAIC Life and Health Actuarial Task Force and
to the NAIC Life Cost Disclosure (A) Task Force
June 3, 1989

This statement is presented on behalf of the American Couneil of Life Insurance, whose 634 member companies account for
about 93% of the life insurance in force in the United States.
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We would like to address your proposal to adopt regulatory language and related commentary for use by states that wish to
require disclosure of yield indexes for life insurance products. This material was distributed to the NAIC Life and Health
Actuarial Task Force with John Montgomery’s letter of March 10, 1989,

First, we would like to reiterate the ACLI's conceptual objections to mandated yield index disclosure for lifeinsurance. These
abjections were set forth in our statement of June 22, 1987, to the NAIC Market Conduct Surveillance (EX3) Task Force and
the NAIC Life Cost Disclosure (A) Task Force. We will surmmarize them briefly at this time:

1. Theuseofyieldindexes would give the impression thatlife insurance is an investment product similar to a bank account,
certificate of deposit, or security. It is inevitable that they would be used in a misleading fashion in comparison with the
interest rates or yields on these other products.

2. Because of the assumptions involved, any yield index formula will produce some results that are anomalous or that can
lead to misleading conclusions. For example, the formula developed by the Yield Index Advisory Committee, which is a major
element of the proposed package, will sometimes produce yield indexes higher than the actual credited interest rates, higher
yields for males as compared with females, and higher yields for amokers as compared with nensmokers.

3. When used as a cost comparison measure, yield indexes produce basically the same relative ranking among different
policies as the interest-adjusted cost indexes that have become well-established and accepted. This similarity in relative
rankings was demonstrated most recently in the study conducted by American Academy of Actuaries Committee on Life
Insurance. Under these circumstances, we fail to see any justification for the expense and dislocation that would be involved
in shifting from one type of index to ancther.

With regard to the contents of the proposed material, we urge the following changes:

1. The introductory statement (Attachment Three-B of the Life & Health Actuarial Task Force Report) should be given
prominence by placing it at the heginning of the package. This statement points out that the regulatory provisions are for.
the optional use of states that wish to require yield indexes, thus making it clear that the NAIC is not taking a position as
to whether or not these indexes should in fact be required.

2. InMr Montgomery's March 10 letter, delete the statementin page1,item 2 regardingless distortions undera vieldindex
than under other indexes, and the statement in page 2, item 3 that the yield index is much less of a problem when comparing
dissimilar plans than the interest-adjusted cost index. We simply do not find support for these statements in the reports of
either the Yield Index Advisory Committee or the American Academy of Actuaries Committee on Life Insurance.

Thank you for the opportunity to comment. We will be glad to answer any questions you may have.
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ATTACHMENT THREE

Life Cost Disclosure (A) Task Force
Little Rock, Arkansas
March 20,1989

The Life Cost Disclosure (A) Task Force metin Salon Aof the Excelsior Hotel in Little Rock, Ark., at 4 p.m. on March 20, 1989.
A quorum was present, and Reginald Berry chaired the meeting on behalf of Superintendent Margurite C. Stokes(D.C.). The
following task force members or their representatives were present: Harold Yancey, Vice Chair (Utah); Roxani Gillespie
(Calif.); and Edwin J. Smith, Jr. (Texas).

A memorandum dated March 10, 1989 to members of the NAIC Life and Health Actuarial Task Force with certain
attachments was distributed to members of the task force. It was noted that the Yield Index Proposal was developed by the
Life and Health Actuarial Task Force in March and that the document was now ready for exposure. After a motion and second,
the task force accepted the Yield Index Proposal and modifications to the regulations for exposure. It was noted that all
comments on the exposure draft should be submitted to Jean Olson by May 1, 1989, to give the actuarial task force time to
complete iis work and report back to this group.

Tony Spanc (American Council of Life Insurance) noted that the time frame would probably only allow for a preliminary
report. : .

Having no further Business, the Life Cost Disclosure (A) Task Force adjourned at 4:20 p.m.

Life Cost Disclosure Task Force
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REPORT
The Product Development (A) Task Force met in Section B of the Hyatt Regency in Cincinnati,
Ohio, at 9 a.m. on June 6, 1989, A quorum was present and Robert D. Haase (Wis.) chaired the
meeting. The following task force members or their representatives were present:Theodore “Ted”
Kulongoski, Vice Chair (Ore.); Roxani Gillespie (Calif.); J oaquin G. Blaz (Guam); John E.
Washburn (I1L); William D. Hager (Iowa); Gerald Grimes (Okla.); A.-W. Pogue (Texas); and Harold
C. Yancey (Utah).

1. Adopt Little Rock Minutes

Upon motion duly made and seconded, the minutes of the Product Development (A) Task Force
meetingin Little Rock on March 21,1989, were adopted (Attachment Three). Also adopted were the
Consumer Disclosure Issues Working Group minutes from the April 20, 1989, meeting in Kansas
City (Attachment Two).

2.  Report of Consumer Disclosure Issues Working Group

Commissioner William Hager (Iowa) presented the report of the working group, outlining the
original charge which was to prepare disclosure statements to assist consumers in their compari-
son of different types of interest sensitive life insurance products. A survey of the states was
conducted in order to determine if regulatory problems existed with these products. Commissioner
Hager reiterated the working group’s aim was to make these disclosure statements easier to
understand and to get them into the hands of the consumers early enough in the purchase process
to aid in making a meaningful comparison. He further commented that he appreciated the advisory
committee’s efforts to assist the working group in developing a useful format for amendments to
the NAIC Life Insurance Disclosure Model Regulation and the Universal Life Insurance Model
Regulation. The working group recommends that disclosures should be delivered at the time of
application or no later than 15 days thereafter. He further stated that if these disclosure statements
are not provided until the time of policy delivery, consumers will receive an additional five-day free-
look period. Commissioner Hager discussed suggestions made by the advisory committee and
agreed to by the working group that it would be constructive to test-market these disclosure forms
for readability. The American Council of Life Insurance agreed to participate and arrangements
are being made to complete the testing before the September meeting. If amendments need to be
made to the disclosure forms, they will be considered at the September meeting for adoption in
December.
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Ted Becker (Texas) suggested the addition of a brief transmittal document in those cases where a
change is made after delivery of the disclosure statement. This document will be used to focus the
consumers’ attention on the changes, Commissioner Hager concurred with Mr. Becker’s proposal
and requested that a corrected draft of the transmittal document be attached to the Consumer
Disclosure Issues Working Group report of the Product Development (A) Task Force minutes.

TUpon motion duly made and seconded, the report of the Consumer Disclosure Issues Working
Group, recommending amendments to the NAIC Life Insurance Disclosure Model Regulation and
the Universal Life Insurance Model Regulation as well as the Supplemental Transmittal document,
were adopted (Attachment One).

Jack Blaine (American Council of Life Insurance) thanked the working group for addressing the
advisory committee’s concerns and stated that he felt the approach selected appropriately
addressed those concerns. He further stated that the market test of the disclosure statement would
ensure the form is truly comprehensible by consumers. He will discuss with the ACLI board
members their participation in the survey and appropriate funding for that survey.

Mr. Blaine raised the issue of using a narrative explanation of the disclosure form as presented by
the ACLI at an earlier meeting and requested that this form receive further consideration by the
working group. :

Commissioner Hager inquired what the ACLI position was as it relates to the disclosure documents
and further whether ACLI would support adoption of these models in the individual states. Mr.
Blaine responded that he would be presenting these documents to the ACLI board, and he expected
the board to support adoption of the models in the individual states.

3. Report of Life and Health Actuarial Task Force

Mr. Montgomery presented the report of the Life and Health Actuarial (Technical) Task Force,
calling the members’ attention to Actuarial Guideline XXX which is included as Attachment Two-
Dinthe Life and Health Actuarial (Technical) Task Force report. This is an actuarial interpretation
regarding minimum reserves for certain forms of life insurance and is an expansion of Actuarial
Guideline IV, recognizing that the validity of the principles there extends beyond term plans
without cash values valued on the 1958 CSO Mortality Table.

The NAIC Life and Health Actuarial (Téchnical) Task Force has asked the ACLI and the National
Association of Life Companies: '

(1) Toexamine, in the light of current levels of mortality and the potential impact of AIDS on
mortality and the types of products currently sold including products with reentry features,
the current practices and methods used:

(a) To determine minimum statutory reserves for certain forms of life insurance with
non-level premiums or benefits, and

(b) To determine the overall adequacy of statutory reserves for such products to make
good and sufficient provision to meet a company’s future obligations, and

(2) To develop recommendations with respect to:

(a) A consistent and appropriate interpretation of the Standard Valuation Law as it
applies to such products, and

(b} The establishment of actuarial standards of practlce for determmmg the overall
adequacy of reserves for such products, and

(c) The appropriateness of the current statutory mortality standards, including whether
or not the 1980 CSO Mortality Table and/or Select Factors need to be modified.
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Upon motion duly made and seconded, the task force adopted the report of the Life and Health
Actuarial {Technical) Task Force (See Attachment Two to the Life & Health Actuarial Task Force
report), including the following recommendations: ‘

(1) Adopt proposed Actuarial Guideline No. IX-A in June 1989.

(2) Adopt for exposure and comment two proposed actuarial guidelines relating to reserves
for certain plans with guaranteed increasing death benefits.

{3) Extend the exposure and comment period for the current version of Actuarial Guideline
XXX,

(4) Approve the Life and Health Actuarial (Technical) Task Force's request to add four new
projects on leveraged corporate owned life insurance, reverse mortgages, joint life and last
survivor policies relating to nonforfeiture and valuation, and accelerated death benefits.

Having no further business, the task force adjourned at 9:30 a.m.

Robert D. Haase, Chairman, Wis.; Theodore “Ted” Kulongoski, Vice Chairman, Ore.; Roxani
Gillespie, Calif.; Joaquin G. Blaz, Guam; John E. Washburn, I1l.; William D. Hager, Jowa; Roger
M. Singer, Mass.; Michael A. Hatch, Minn.; Gerald Grimes, Okla.; A.W. Pogue, Texas; Harold C.
Yancey, Utah.

ATTACHMENT ONE

Report of the Consumer Disclosure Issues Working Group
of the Product Development (A) Task Force
Cincinnati, Ohio
June 6, 1989

1. Background

The Consumer Disclosure Issues Working Group was given the charge of preparing disclosure statements to assist
consumersin comparison of different types of interest-sensitive life insurance products, The aim was to make the statements
easy to understand and distribute them to the consumers early enough in the purchase process to aid in meaningful
comparison. -

The group identified several abuses now occurring:

illustrations with outrageous interest rate assumptions,

current rate illustrations based on a different rate than the one currently being paid,
non-guaranteed elements built into the calculations,

assumptions that are unrealistic such as increasing interest, decreasing mortality,
illustrations which include things not even in the contract.

Lk LoD b

The working group attempted to address these issues in the drafts developed. The disclosure statements being presented for
adoption are no longer than two pages for either universal life or indeterminate premium life insurance. Thisisin contrast
to the drafts presented in Little Rock in March, which were complete, but so long that they would have been mere difficult
to comprehend by the average consumer.

2. NAIC Mode] Legislation

The proposal from the working group consists of amendments to the NAIC Life Insurance Disclosure Model Regulation and
the Universal Life Insurance Model Regulation. These amendments include a disclosure statement and instructions for
insurers to use in completing themn. Changes to the models also are made to indicate that the disclosures should be delivered
at the time of application or within 15 working days thereafter.

It had been the desire of the working group to require delivery at the time of application, but small insurance companies

would have a great deal of trouble complying with that requirement due to lack of computer resources, so the extra period
is allowed by way of compromise.
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3. Recommendation

It is the recommendation of the working group that the model amendments be adopted as attached to this report. A
suggestion has been made by the industry that these forms be tested to be sure they are truly comprehensible by consumers.
Arrangements are being made to complete this testing by the September meeting, and if any changes need tobe made in the
disclosure statements, this can be done in December.

The working group also prepared a disclosure statement for variable life insurance, but recommends deferring adoption of
that until communication with the SEC has verified that no conflict exists between the NAIC model and securities laws.

Draft 5/22/89
POLICY [MFORMATION FOR APPLICANT - LNIVERSAL LIFE POLICY

Name of Insurance Campany
Address of I[nsurance Company

Hame of [rsured Joint Life Policy YES NO
Date of Apglication
Name of Agent Agent's Telephone Number ( )

Agent's Address

Policy Name:
Form Mumber:

Type of Universat Life Insurance Policy: Flexible Premiun Fixed Premium

toverage Applied For and Premium NOTE: This information does not inclucde amy extra benefit riders Which you may apely for
with this policy. Riders méy affect your premium and cash values. Ask your sgent for & full explanation of any riders.

First Year Death Benefit Applied Far:
First Year Anual Premium:
1f premium is nat pafd cnce a year, state the frequency of and the amount of the pericdic premium:

Risk Classification (nformation (as applied for):
[ F Age. Smokar Non-Smoker Other

ILLUSTRATION OF POLILY VALUES

Chart A: The following values are based on tha interest
rates which are guaranteed by the company and based on
your timsly payment of the premiums in folwmn 1,

Chart B: The fo{lewing velues are based on the interest rates
- which the company 8 currently crediting on this policy form.
Interest rates mey increase or decrease fram this rate. Aisa
this chart assumes you pay the premiums shawn in Col‘u:m 1.

|

|

!

|

1 2 . 3 4 | 1 - 2 . | : 6
YEAR ANMUAL DEATH INTEREST SURRENDER | “ANNUAL: GEATH IKTEREST SURREMDER YEAR
PREMIUN BENEFLT RATE VALUE AT | PREMIUN BEMEFIT RATE VALUE AT
YEAR €N | YEAR END

1 I 1
2 | 2
3 j 3
4 t “
5 { 5
] | )
7 | 7
B | 8
? ] 9
10 I 0
1" | n
12 { 12
13 | 13
14 l 14
15 ! 15
16 ) 16
17 ] 7
18 | 8
1% | 19
20 | 20
age &0 | Age &0
Age 65 | Age &5
Age __ | Age __

tn addftion to interest rates, certain other verisbles affect polfcy performance and affect the illustrations in Chert B.
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The company will pay an encdowment benefit to the insured if the policy is still in force, and the insured is living arc
attains the age of . This is called the Haturity Age, and it corresonds to policy year

Sased on guarsntesd assumptions, consigtent with those iilustrated in Chart A, will the policy termirate before the Matur:ty
Age? Yes Ho,  If “yes,™ wvhat is the policy year in which it would tarminate? .

Based on current assumptions, consistent with Chart B, will the policy terminate before the Maturity Age?
Yes No. If "yes, " what is the policy year in which it would terminate?

Level Annuai Premium Required to Provide the First Year Death Benefit to Maturity Age on a Guaranteed Basis
{Flexible Preamium Pelicies Only),

OTHER [MPORTANT INFOAMATICM ABOUT THIS POLICY

The compary has the right to change the interest rotes cradited to smounts paid in to this policy, The compary reviews
intarest rates every

The mortaiity charge, which is the amount used to fund the death benefit, may alsa change. The company reviews mortality
charges every .
The maximum mortality charge is f
The current mortality charge is

The company (does/does mot) charge a fee for administration of this policy. The fee may change from time to time,
The current fee is .
The maximum fee that cen be charged is .

This policy’s interest rate {is/is not) intersst/indexed. [t it ia intereat indexed, this means that the interest rate
credited  to  the amoants paid in to  the policy follows & formuta based on changes in  the
Bond Index.

The company makes these changes every .

In order to support the valuss illustrated in Chart B, the company investment earnings, befare investment expenses, must be

in the range of . MHoody's Corporate Average Yield for the previous catendar quarter is
Will the illustrated values in Chart B be paid if economic and mortality conditionn do not change? Yes Mo, If
"no, " explain.

Experse Deductiore (front end icads):
Haximm

- Current

Surrencier Charges (back end loads):
Maximum
Current

Disclaimar Hotice Regarding Tax Lew
The information in this “Palicy Informetion for Applicant® is not interded to bw used in tex planning nor is it

intended far the purpose of providing tax sdvice. The poseibility of future changes in tax laws nust be recognized ard
taken into considaration. .
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POLICY TMFORMATICN FOR APPLICANT - IEDETERNINATE PREMILM LIFE POLLICY

Name of [nsurance Company
Address of [rsurance Compeny
Name of [nsured
Dare of Application
Name of Agent
Agent's Address

Jaint Life Palicy YES

Agent's Telephone Number ( )

Palicy Mame:
Form Number:

Coverage Applied For snct Premium MOTE: This information does not include any extra benefit riders which you may agply for

Wwith this policy. Riders moy sffsct your premium snd cash values. Ask your agent for a full enplanation of any riders.

Death Benefit Applfed For:

NO

First Year Anrwal Premiunm:

It premium is not paid once 8 year, state the frequency of and the amount of the periodic premium for the first year:

Risk Classification Information (as applied for): )
] F Age. Smoker Non=Smoker Other

LLLUSTRATION OF POLICY VALUES
The following values ere besed on your timely payment of the premiums required.

(93] £2)

Maximn Passible [£}]
Anruial Premium Aral Premiums (3 Surrender
{Cuaranteed {Current Oeath value ot
Agsumptions) - Assumptions) Eerafit Year End

O D~ WP AN
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OTHER ICPORTANT [OFCWATIOY APOUT THIS FOLICY

The company has the right to change the mmowunts of premiums required under this policy. The company reviews amounts of
premiuma every :

Anants of premiun required will not exceed the smounts shown in Column 1 of the "Iilustration of Policy Valuess.® Are there
any other Limitaitons on the compary’s right to change premiums? Yes No. [If “yes," explain.

The poiicy (is/is not) 8 perticipating policy. If it is g participating policy, there may be naminal dividends paid to tae
policy owner. The "illustration of Policy valuee¥ does not includa eny dividends.

Disclaimar Hotice Regerding Tax Lao

The information in this “Policy Information for Appl jcant® is not intended to be used in tax planning nor is it jntended for
tha purpose of providing tax sovice. The possibility of future changes in tax laws must be recognized and Taken into
cons ideration.

INSTRUCTIONS FOR FILLING IN
“POLICY INFORMATION FOR APPLICANT - UNIVERSAL LIFE POLICY”

The completed pelicy information statement may be delivered at, or before, the time an application is made. If the completed
policy information statement is not delivered at the time of application, it must be delivered within 15 working days after
application is made, but at least five days before delivery of the policy except as provided in the next sentence. If the policy
is delivered sooner than five days after the completed policy information statement is delivered, then the free-look period
shall be extended to 15 days. This policy information statement is required in connection with all applications for universal
life policies, except where the policy is solicited by direct mail.

Ifany ofthe information filled in on this policy information statement changes between the date when it is delivered and the
date the policy is delivered, then a new revised policy information statement based on the changed information must be
delivered at the same time as the policy. In any such case, a written notice shall be furnished which outlines the major reason
for the change. For example, the notice might state that the “Current Interest Rate” shown in Chart B has changed. As
another example, the applicant could have applied as a standard risk and after underwriting been found to be a substandard
risk requiring higher mortality charges.

“Joint Life Policy” - If “yes” is checked, fill in the name of only one person under “Name of Insured.” Also, fill in the blanks
under “Risk Classification Information” on that sheet with appropriate information on the sex, smoking status and age
for that particular person. Aseparate Page | sheet for the policy information statement must then be completed for each
other insured under the joint life policy, with appropriate fill-in under “Risk Classification Information” for that
particular person on that same sheet. It is sufficient to fill in Chart A and Chart B of the “Illustration of Policy Values™
on only one of these Page 1 sheets. Only one Page 2 sheet is required to be filled in for joint life policies,

“Risk Classification Information (as applied for)” - If the insurance company does not distinguish between smokers and
non-smokers for the policy applied for, check neither “smoker” or “non-smoker.” Instead, fill in “composite” following the
word “other” in the line below.

If the insured applies for a policy on a substandard basis, this should be disclosed following the word “other.”

“IMustration of Policy Values” - If “flexible premium policy” is checked, Charts A and B are based on a policy with level
annual premiums and level death benefits. This policy is assumed not to contain any extra benefit riders that require
an additional premium or additional periodic charge. This policy is also assumed not to have any policy loans against it
at any time,

If“fixed premium policy”is checked, Charts Aand B are based on a policy with annual premiums and death benefits
consistent with automatic options in the language of the policy applied for. This policy is assumed not to contain any
extra benefit riders that require an additional premium or periodic charge. This policy is also assumed not ta have
any policy loans against it at any time.

“Age 60,” “Age 65” and “Age __” - Both Chart A and Chart B contains lines for “Age 60,” “Age 65” and “Age __” in the
“Year” columns. “Age 60" refers to the year that the insured would have attained age 60 by the end of that year, For
example, if the issue age of the insured is filled in as 34, “Age 60" refers to the year that the insured would have attained
age 65 at the end of that year. If the issue age is 34, “Age 65” would refer to the 31st year. Finally, “Age __” refers to the
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year on which the insured would attain the age when an endowment would be paid by the company, if the insured is still
living. The blank should be filled in to show that age. If no such age is specified in the policy, 100 should be used in this
blank. Assuming that 100 is the Maturity Age and assuming that the issue age is 34, “Age 100" would refer to the 66th
year. ] ‘

“ChartA”- Chart Ais anillustration on a “Guaranteed Basis,” assuming that theinsurance company consistently credits
interest at the minimum rate permitted by the language in the policy, and that all charges and deductions are the
maximums permitted by the policy language. However, as stated above, it is assumed that the policy contains no extra
benefit riders requiring an additional premium or periodic charge.

The following instructions apply to Chart A if “flexible premium policy” is checked.

(1) The “Annual Premium” must be a level amount equal to the “First Year Annual Premium” shown, except that
the “Annual Premium” must be shown as zero if there is no death benefit pravided by the policy during that year.

(2) The “Death Benefit” shall be an amount equal to the “First Year Death Benefit” (but increased if the amount
earning interest under the policy is so large that an increase in death benefit is generated by the policy language).
However, if a death benefit equal to the “First Year Death Benefit” cannot be provided for the entire year, the death
benefit for that year shall be filled in as the “First Year Death Benefit” foltowed by a slash mark and a zero. The

_“Policy Information for Applicant” form may provide, but is not required to provide, an explanatory footnote to
indicate how long into that particular year the “First Year Death Benefit” could be provided. The “Death Benefit”
shall be shown as zero for any subsequent years.

(3) The “Interest Rate” column must disclose the applicable guaranteed interest rate, used in calculating the
amounts in the “Surrender Value at Year End” column. These guaranteed interest rates must be consistent with the
guaranteed interest rates described in the policy. However, these guaranteed interest rates must be filled in on an
annual interest rate basis. An equivalent annual interest rate must be filled in, if the “Surrender Value at Year End”
is determined by making monthly calculations for each twelve months.

(4) The “Surrender Value at Year End” must be filled in as the amount which would actually be paid as a cash
surrender value. If the cash surrender value would be negative at the end of any year which is illustrated, the
“Surrender Value at Year End” must be shown as zero for that year. Some universal life policies contain provisions
for surrender charges which are deducted under certain conditions, but not' under others. {(Such provisions are
commonly called “bail-out” provisions.} The surrender values for policies containing such provisions must be
iltustrated assuming that the insurance company can and will deduct the maximum surrender charge.

(5) At least one of the three lines for “Age 60,” “Age 65” and “Age __” must be filled in unless the following sentence
applies. This is not required if either (a) the “Death Benefit” is filled in as zero in Chart A for the twentieth year or

. (b)the “Death Benefit” would go down to zero before the year in which insured would attain age 60 at the end of the
year, Guaranteed assumptions are used in testing for this possibility. Please see the note above in theseinstructions
describing “Age 60,” “Age 65,” and “Age __” for additional information concerning these three lines.

To fill in Chart Aif“fixed premium policy”is checked, use the same principles described above for a flexible premium
poliey with the following three exceptions. First, the “Annual Premium” column must be filled in using annual
premiums actually deseribed in the universal life fixed premium policy, without any extra benefit riders, and
assuming that the policy owner does not exercise any sption tochange the amounts of premiums. Second, the “Death
Benefits” column must be filled in using the appropriate actual death benefits provided under the policy in each year,
without any extra benefit riders, and assuming that the policy owner does not exercise any option to change the
amounts of death benefits and also assuming that the premiums are paid consistently with the amounts of premiums
ghown in the “Annual Premiums” column. Third, some fixed premium universal life policies define the cash
surrender value as the larger of two separate quantities. The “Surrender Value at Year End” column must be filled-
in consistently with any such provision in the policy language.

“Chart B” - Chart B is an illustration on a “Current Basis,” assuming that the company consistently credits interest at
current interest rates, and all charges and deductions are also on a current basis. These current interest rates, and
eurrent charges and deductions, are not guaranteed. The insurance company has the right to change these current
interest rates, and charges and deductions, to the extent described in the contract. However, as stated above, it is
assumed that the policy contains no extra benefit riders requiring an additional premium or periodic charge.

The following instructions apply to Chart B if “flexible premium policy” is checked.

(1) The “Annual Premium” must be a level amount equal to the “First Year Annual Premium” shown, except that
the “Annual Premium” must be shown as zero if there is no death benefit provided by the policy during that year.
Since Chart B is based on current assumptions, the “Annual Premium” will in some cases become zero in a later year
under Chart B than under Chart A. -

(2) The “Death Benefit” shall be an amount equal to the “First Year Death Benefit” (but increased if the amount
earning interest under the policy is so large that an increase in death benefit is generated by the policy language).
However, if a death benefit equal to the “First Year Death Benefit” cannot be provided for the entire year, the death
benefit for that year shall be filled in as the “First Year Death Benefit” followed by a slash mark and a zero. The
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“Policy Information for Applicant” form may provide, but is not required to provide, an explanatory footnote to
indicate how long into that particular year the “First Year Death Benefit” could be provided. The “Death Benefit”
shall be shown as zero for any subsequent years. Since Chart Bisbased on current assumptions, the “Death Benefit”
may become zero in a later year under Chart B than Chart A.

(3) The “Interest Rate” column must disclose the applicable interest rate, used in calculating the amounts in the
“Surrender Value” at Year End” column, No increase in this interest rate can be illustrated for future years, unless
such an increase is specifically described and guaranteed in the policy language, However, the current interest rates
must be filled in on an annual interest rate basis. An equivalent annual interest rate must be filled in, if the
“Surrender Value at Year End” is determined by making monthly caleulations for each twelve months.

(4) The “Surrender Value at Year End” is the amount which would actually be paid as a cash surrender value. Chart
Bisintended toillustrate cash surrender values on a current basis, and not on the basis of non-guaranteed future
improvements that may be anticipated or hoped for. No enhancement or increment can be illustrated in Chart B
unless such enhancement or increment is specifically deseribed and guaranteed in the policy language. If the cash
surrender value would be negative at the end of any year which is illustrated, the “Surrender Value at Year End”
must be shown as zero for that year, Some universal life policies contain provisions for surrender charges which are
deducted under certain conditions, but not under others.(Such provisions are commonly called “bail-out” provi-
sions.) The surrender values for policies containing such provisions must be illustrated assuming that the insurance
company can and will deduct the current surrender charge.

(5) At least one of the three lines for “Age 60,” “Age 65” and “Age __” must be filled in unless the following sentence
applies. This is not required either if (a) the “Death Benefit” is filled in as zero in Chart B for the twentieth year, or
(b) the “Death Benefit” would go down to zero before the year in which the insured would attain age 60 at the end
of the year. Current assumptions are used in testing for this possibility. Please see the note above in these
instructions, describing “Age 60,” “Age 65” and “Age __” for additional information concerning these three lines.
To fill in Chart B if “fixed premium policy” is checked, use the same principles described above for a “flexible
preminm policy” with the following three exceptions. First, the “Annual Premium” column must be filled in using
annual premiums actually described in the universallife fixed premium policy, without any extra benefit riders, and
assuming that the policy owner does not exercise any option to change the amounts of premiums, Second, the “Death
Benefits” column must be filled in using the appropriate actual death benefit provided under the policy in each year,
without any extra benefit riders, and assuming that the policy owner does not exercise any option to change the
amounts of death benefits and also assuming that the premiums are paid consistently with the amounts of premiums
shown in the “Annual Premiums” ¢column. Third, some fixed premium universal life policies define the cash
surrender value as the larger of two separate quantities. The “Surrender Value at Year End” column must be filled
in consistently with any such provision in the policy language.

Maturity Age - This must be filled in consistently with the policy language. Please see also the note above, in these
instructions, describing “Age 60,” “Age 65” and “Age __.” The Maturity Age, referred to in that note, means an age
consistent with the age filled in for this blank.

“Policy Year of Termination under Chart A” - If “yes” is checked, this blank must be filled in. The fill-in must be consistent
with the fill-in for the “Annual Premium” and “Death Benefit” columns in Chart A, if termination would occur during
one of the years illustrated in that Chart.

Please see also Note (5), in these instructions, describing how te fill in Chart A for a flexible premium policy. In
testing to determine if any of the three lines for “Age 60,” “Age 65” and “Age __" need to be filled in for Chart A, this
same policy year of termination should be used.

“Policy Year of Termination under Chart B”- If “ves” is checked, this blank must be filled in. The fill-in must be consistent
with the fill-in for the “Annual Premium” and “Death Benefit” columns in Chart B, if termination would oceur during
one of the yearsillustrated in that chart. Since Chart B isbased on current assumptions, the “Policy Year of Termination
under Chart B” may be a later year than the “Policy Year of Termination under Chart A”.

Please see also Note (5}, in these instructions, describing how to fill in Chart B for a flexible premium paolicy. In
testing to determine if any of the three lines for “Age 60,” “Age 65" and “Age __” need to be filled in for Chart B, this
same pelicy year of termination should be assumed.

“Other Important Information about this Policy” - The section of Page 2 below thisline contains several blanks preceded
by the word “every.” Each of these hlanks must be filled in with a period of time, such as “*month,” “quarter” or “year.”
Of course, the fill-in must be appropriate for the manner in which the insurance company makes calculations under the
policy applied for. .

All of the blanks below this line continue to assume that the policy does not contain any extra benefit riders that
require an additional premium or additional periodic change.

“Maximum Mortality Charge” - Fill in the blank with the guaranteed mortality charge for Year L. The fill-in must also

include wording that indicates the maximum mortality charge increases each year, if this is the case. For example,
consider the case of a universal life policy on which the maximum mortality charge for Year 1 was $8 per $1,000 amount
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at rigk, with annual increases in the maximum mortality charge thereafter. This blank could be filled in as follows:"$8
annual charge used for Year 1, per $1,000 amount at risk, with annual increases in mortality charge thereafter.”

The blank must be filled in on the basis of an annual mortality charge, evenif the insurance company actually makes '
calculations monthly. (In such cases, the annual mortality charge would be twelve times the applicable monthly
charge.)

This blank must also be filled in on the basis of a $1,000 amount at risk, no matter what the actual death benefit may
be.

Since Chart A illustrates guaranteed values, the “Surrender Value at Year End” for Year 1 must be calculated
consistently with the amount filled in for this blank - subject to the two preceding paragraphs and the two notesin
the paragraph which follows.

Note, that if a negative Year 1 cash surrender value is generated by the calculation, the illustrated Surrender Value
at Year End for Year1 in Chart A must be shown as zero. Note also that some fixed premium universal life policies
define the cash surrender value as the larger of two separate quantities. In such cases, the illustrated Surrender
Value at Year End for Year 1 in Chart A must be filled-in consistently with the provisions in policy language.

“Current Mortality Charge” - Fillin the blank with the current mortality charge for Year L. The fill-in must also include
wording that indicates that the current mortality charge is expected toincrease each year, ifthisis the case. For example,
consider the case of 2 universal life policy un which the maximum mortality charge for Year 1 was $6 per $1,000 amount
- at risk, with annual increases in the current mortality charge thereafter. This blank could be filled in as follows:"$6
annual charge used for Year 1, per $1,000 amount at risk, with annual increases in mertality charge thereafter.”

This blank must be filled in on the basis of an annual mortality charge, evenifthe insurance company actually makes
caleulations monthly. (In such cases, the annual mortality charge would be twelve times the applicable monthly
charge.) . .

This blank must also be filled in on the basis of a $1,000 amount at risk, no matter what the actual death benefit may
be.

Since Chart B illustrates current values, the “Surrender Value at Year End” for Year 1 must be calculated
 consistently with the amount filled in for this blank - subject to the two preceding paragraphs and the two notes in
the paragraph which follows.

Naote that if a negative Year 1 cash surrender value is generated by the calculation, the illustrated Surrender Value
at Year End for Year 1 in Chart B must be shown as zero. Nate also that some fixed premium universal life policies
define the cash surrender value as the larger of two separate quantities. In such cases, the illustrated Surrender
Value at Year End for Year 1 in Chart B must be filled in consistently with the provisions in the policy language.

“Fee for Administration” - The policy information statement contains blanks for both the current and the maximum fee
for administration. For the purpose of filling in these blanks, a “fee for adminigtration” refers to any type of charge made
by the insurance company, other than a mortality charge, which is applied whether or not a premium is paid and which
is required to maintain the policy in force.

“Current Fee for Administration” - If the policy language makes no provision for a fee for administration, this blank must
be filled in with appropriate wording such as “none” or “not applicable.”

If there are such fees, the fill-in for this blank must describe those fees on a current basis for each and every year.
The amount of the fee need not be filled in on an annual basis, but the frequency with which the fee is charged must
be indicated in the fill-in. Thus, in the case of a universal life policy on which the current fee was $5 each month for
the first five years only, this blank could be filled in as follows: $5 each month for the first five years, no fee
thereafter.”

In some cases, the policy language may pmﬁde for such a fee, but it is not currently being charged by the insurance
company. In the case of such a policy, this blank could be filled in as follows “no fee is currently being charged;
however, policy language permits such a fee during the first five years.”

Since Chart B illustrates current values, the “Surrender Value at Year End” amounts must be calculated
consistently with the current fee for administration, if there is such a fee. However, this is subject to the two notes
in the paragraph which follows.

Note that if any negative cash surrender values are generated by the calculations, the illustrated Surrender Values
at Year End in Chart B must be shown as zero for such years. Note also that some fixed premium universal life
policies define the cash surrender value as the larger of two separate quantities. In such cases, the illustrated
Surrender Values at Year End in Chart B must be filled in consistently with the provisions in the policy language.

“Maximum Fee for Administration” - If the policy language makes ne provision for a fee for administration, this blank
must be filled in with appropriate wording such as “none” or “not applicable.”
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Ifthere are such fees, the fill-in for this blank must describe those fees on a guaranteed basis for each and every year.
The amount of the fee need not be filled in on an annual basis, but the frequewncy with which the fee is charged must
beindicated in the fill-in. Thus, in the case of a universal life policy on which the guaranteed fees was $1 0 each month
for the first five years only, this blank could be filled in as follows:"$10 each month for the first five years, no fee
thereafter.”

Since Chart A illustrates guaranteed values, the “Surrender Value at Year End” amounts must be calculated
consistently with the maximum fee for administration, ifthere is such a fee. However, this is subject “o the twonotes
in the paragraph which follows,

Note that if any negative cash surrender values are generated by the calculations, the illustrated Surrender Value
at Year End in Chart A must be shown as zero for such years. Note also that some fixed premium universal life
policies define the cash surrender value as the larger of two separate quantities. In such cases, the illustrated
Surrender Values at Year End in Chart A must be filled in consistently with the provisions in the pelicy language.

Range of Company Investment Earnings - This blank must be filled in on an annual basis, with two interest rates
differing by no more than 1%. Thus, the blank could be filled in “9% to 10%,” assuming that that was the appropriate
range of earnings for that insurance company.

Moody's Corporate Average Yield - This blank must be filled in for the last calendar quarter on which published data on
this yield rate is readily available.

“Will the Illustrated Values in Chart B Be Paid If Economic and Mortality Conditions Do Not Change?” - In most cases,
this blank should be filled in “yes.” If “no” is checked, a detailed explanation is required.

“Expense Deductions (Front End Loads)” - The policy information statement contains blanks for both the maximum and
the current expense deductions. For the purpose of filling in these blanks, an “expense deduction® refers to a charge
which is deducted by the insurance company when premiums are paid - but not otherwise.

These expense deductions are sometimes called “front end loads” because they are deducted immediately after
premiums are paid. Therefore, they affect the amount earning interest under the policy, while that policy is
maintained in force.

“Maximum Expense Deductions” - If the pohcy language makes noe provision for an expense deduction, this blank must
be fiiled in with appropriate wording such as “none” or “not applicable.”

Ifthere are such expense deductions, the fill-in for this blank must describe those deductions on a guaranteed basis
for each and every vear. Thus, in the case of a universal life policy in which the maximum expense deduction was
8% of each premium paid, this blank could be filled in as follows: “8% of each premium paid.”

Since Chart A illustrates guaranteed values, the “Surrender Value at Year End” amounts must be caleulated
consistently with the maximum expense deductions, if there are such deductions. However, thisis subject to the two
notes in the paragraph which follows.

Note that if any negative cash surrender values are generated by the calculations, the illustrated Surrender Values
at Year End in Chart A must be shown as zero for such years. Note also that some fixed premium universal life
policies define cash surrender values as the larger of two separate quantities. In such cases, the illustrated
Surrender Values at Year End in Chart A must be filled in consistently with the provisions in the policy language.

“Current Expense Deductions” - If the policy language makes no provision for an expense deduction, this hlank must be
filled in with appropriate wording such as “none” or “not applicable.”

Ifthere are such expense deductions, the fill-in for this blank must describe these deductions on a current basis for
each and every year. Thus, in the case of a universal life policy in which the current expense deduction was 8% of
each premium paid, this blank could be filled in as follows: “8% of each premium paid.”

Ifthe maximum expense deductions and the current expense deductions are the same, the blank for current expense
deductions can be filled in as follows: “same as maximum expense deductions.”

Since Chart B illustrates current values, the “Surrender Value at Year End” amounts must be calculated
consistently with the current expense deductions, if there are such deductions. However, this is subject to the two
notes in the paragraph which follows.

Note that if any negative cash surrender values are generated by the calculations, the illustrated Surrender Values
at Year End in Chart B must be shown as zero for such years. Note alse that some fixed premium universal life
policies define cash surrender values as the larger of two separate quantities. In such cases, the illustrated
Surrender Values at Year End in Chart B must be filled in consistently with the provisions in the policy language.

“Surrender Charges (Back End Loads)” - The policy information statement contains blanks for both the maximum
and the current surrender charge. For the purpose of filling in these blanks, a “surrender charge” refers to acharge
which is deducted by the insurance company if the policy is surrendered for its cash surrender value - but not
otherwise.
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The surrender charges are sometimes called “back end loads” because they do not affect the amount earning interest
under the policy, while that pelicy is maintained in force. -

“Maximum Surrender Charges” - If the policy language makes no provision for a surrender charge, this blank must be
filled in with appropriate wording such as “none” or “not applicable.”

Ifthere are such surrender charges, the fill-in for this blank must describe these charges on a guaranteed basis for
each year that there is such a charge - up to and including Year 20. Thus, in the case of a universal life policy with
a surrender charge of $400 in Year 1, reducing by $25 each year until the charge is extinguished, this blank could
be filled in as follows “Year 1 - $400, Year 2 - $375, reducing by $25 each year until it reaches 0 at Year 13.”

A surrender charge must be disclosed if the policy contains a provision that this surrender charge can be charged
under certain conditions, even ifit is waived by the insurance company under other conditions.(Such provisions are
commauonly called “bail-out” provisions.)

Since Chart A illustrates guaranteed values, the “Surrender Value at Year End” amounts must be caleulated
consistently with the maximum surrender charges, if there are such charges. However, please see the two notes in
the paragraph which follows.

Note that if any negative cash surrender values are generated by the calculations, theillustrated Surrender Values
at Year End in Chart A must be shown as zero for such years. Note also that some fixed premium universal life
policies define cash surrender values as the larger of two separate guantities. In such cases, the illustrated
Surrender Values at Year End in Chart A must be filled in consistently with the provisions in the policy language.

_“Current Surrender Charges” - If the policy language makes no provision for a surrender charge, this blank must be filled
in with appropriate wording such as “none” or “not applicable.”

Ifthere are such surrender charges, the fill-in for this blank must descﬁbe these charges on & current basis for each
year that there is such a charge - up to and including Year 20. ‘

However, if the maximum surrender charges and the current surrender charges are the same, the blank for current
surrender charges can be filled in as follows: “same as maximum surrender charges.” :

A surrender charge must be disclosed if the policy contains a provision that this surrender charge can be charged
by the insurance company under certain conditions, even if it is waived by the insurance company under other
conditions.(Such provisions are commonly called “bail-out” provisions.)

Since Chart B illustrates current values, the “Surrender Value at Year End” amounts must be calculated
consistently with the current surrender charges, if there are such charges. However, please see the two notes in the
paragraph that follows.

Note that if any negative cash surrender values are generated by the calculations, the illustrated Surrender Values
at Year End in Chart A must be shown as zero for such years. Note also that some fixed premium universal life
policies define cash surrender values as the larger of two separate quantities. In such cases, the illustrated
Surrender Values at Year End in Chart B must be filled in consistently with the provisions in the policy language.

INSTRUCTIONS FORFILLINGIN.
“POLICY INFORMATION FOR APPLICANT - INDETERMINATE PREMIUM LIFE PLANS”

The completed policy information statement may be delivered at, or before, the time an application is made. Ifthe completed
policy information statement is not delivered at the time of application, it must be delivered within fifteen working days after
application is made, but at least five days before delivery of the policy except as provided in the next sentence. If the policy
is delivered sooner than five days after the completed policy information statement is delivered, then the free-luok period
shall be extended to fifteen days. This policy information statement is required in connection with all applications for
indeterminate premium life policies, except where the policy is solicited by direct mail. .

If any of the information filled in on this policy information statement changes between the date when it is delivered and the
date the policy is delivered, then a new revised pelicy information statement based on the changed information must be
delivered at the same time as the policy. In any such case, a written notice shall be furnished which outlines the major reason
for the change. For example, the applicant could have applied as a standard risk and after underwriting been found to be.a
substandard risk requiring higher premium rates. :

«Joint Life Policy” - If“yes” is checked, fillin the name of only one person under “Name of Insured.” Also, fill in the blanks
under “Risk Classification Information” on that sheet with appropriate information on the sex, smoking status and age
for that particular person. Aseparate Page 1 sheet for the policy information statement must then be completed for each
other insured under the joint life policy, with appropriate fill-in under “Risk Classification Information™ for. that
particular person on that same sheet. It is sufficient to fill in the “Illustration of Policy Values” on ane of these Page 1
sheets. Only one Page 2 sheet is required to be filled in for joint life policies.
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“Risk Classification Infermation (as applied for)” - If the insurance company does not distinguish between smokers and
non-smokers for the policy applied for, check neither “smoker” or “non-smoker.” Instead, fill in “composite” following the
word “other” in the line below.

If the insured applies for a policy on a substandard basis, this should be disclosed follawing the word “other.”

“INustration of Policy Values” - The values in this illustration are based on a policy with annual premiums and death
benefits consistent with automatic options in the language of the policy applied for. This policy is assumed not to contain
any extra benefit riders that require an additional premium or pericdic charge. This policy is also assumed not to have
any policy loans against it at any time,

“Age 60,” “Age 65" and “Age __" - This illustration contains lines for “Age 60,” “Age 65” and “Age __” in the “Year”
columns. “Age 60" refers to the year that the insured would have attained age 60 at the end of that year. For example,
ifthe issue age of the insured iz filled in as 34, “Age 607 would refer to the 26th year. Similarly, “Age 65” refers to the year
that the insured would have attained age 65 at the end of that year. If the issue age is 34, “Age 65" would refer to the
31st year. Finally, “Age __” refers to the year in which the insured would attain the age when an endowment would be
paid by the company, if the insured is still living. The blank should be filled in to show that age. If no such age is specified
in the policy, 100 should be used in this blank. Assuming that the issue age is 34, “Age 1007 would refer to the 66th year.

(1) Maximum Annual Premiums (Guaranteed Assumptions) - The blanks in this column must be filled in with the
maximum annual premium which is allowed under the policy language for the basic policy, but not including the
additional premium for any extra benefit riders. For Year 1, this must be equal to the “First Year Annual Premium”
shown elsewhere on Page 1 of the policy information statement.

(2) Possible Annual Premium (Current Assumptions) - the blanks in this column must be filled in with the amount
of annual premium which would be charged under the insurance company’s current non-guaranteed premium rate
schedule, but not including the additional premium for any extra benefit riders. For Year 1, this must be equal to
the “First Year Annual Premium” shown elsewhere on Page 1 of the policy information statement.

(3) The “Death Benefit” column must be filled in with the amount of death benefit provided at the beginning of the
year under the basic policy, but not including the death benefit for any riders that require an additional premium.
For Year 1, this must be identical to the “First Year Death Benefit,” shown elsewhere on Page 1 of the policy
information statement.

(4) The “Surrender Value at Year End” column must be filled in with the amount which would actually be paid as
a cash surrender value, under the basic policy. The cash value of any extra benefit riders, requiring an extra
premium, is not included. If the cash surrender value would be negative at the end of any year which is ilustrated,
the “Surrender Value at Year End” must be shown as zero for that year.

(5) At least one of the three lines for “Age 60,” “Age 65” and “Age _” must be filled in uniess the following sentence
applies. This is not required ifeither(a) the “Death Benefit” is filled in as zero for the twentieth year or (b) the “Death
Benefit” would go down to zero before the year in which insured would attain age 60 at the end of the year. Please
see the note above in these instructions, describing “Apge 60,” “Age 65" and “Age __" for additional information
concerning these three lines.

“The company reviews amounts of premiums every ." - This blank must be filled in with a period of time, such as
“month,” “quarter” or “year.” Of course, the fill-in must be appropriate for the manner in which the insurance company
makes calculations under the policy applied for.

“Limitations on the Company’s Right to Change Premiums”-If“yes” is checked, describe any such limitations which may
apply. This would include calling attention to any provision in the policy language which could prevent the insurance
company from charging the maximum premiums shown in the illustration on Page 1 of the policy information sheet.

LIFE INSURANCE DISCLOSURE MODEL REGULATION
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Section 5. Duties of Insurers
A. Reguirements Applicable Generally

{1) The insurer shall provide to all prospective purchasers, a Buyer's Gu1de and a Policy Summary pnor to
accepting the applicant’s initial premium or premium deposit; provided however, that:

(a) If the policy for which application is made or its Policy Summary contains an unconditional refund
provision of at least ten days, the Buyer’s Guide and Policy Summary must be delivered with the policy or prior
to delivery of the policy. -

(b} Ifthe Equivalent Level Death Benefit of the policy for which application 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 4M, Ttems (2), {3), (4}, (Ba), (5b}, (5¢), (6), (7),(9), (10}, and (11),

In the ¢ 1 life rminate premium products, th nt of Polic ion for
pp!;;;gm, illustr; gj@d in Apgend]x D must m dﬁl]y_e ed at the time of application or within fifteen working days
thereafter, but at Jeast five days before delivery of the policy.

Informahon forA eli i licy.

(-2-} (4} Ifanyprospective purchaser requests a Buyer’s Guide, a Policy Summary or Pelicy Data, the insurer shall
provide the item or material requested. Unless otherwise requested, the Policy Data shall be provided for pulicy
years one through twenty, r indetermi mium and universal life produ ntiafl

he ill ndix D.
UNIVERSAL LIFE INSURANCE MODEL REGULATION
Table of Contents

Section1. Authority

Section 2,  Purpose

Section 3.  Definitions

Section 4. Scope

Section 5.  Valuation

Section 6. Naonforfeiture

Section 7. Mandatory Policy Provisions

Section 8.  Disclosure Requirements

Section 9.  Periodic Disclosure to Policyowner

Section 10. Interest-Indexed Universal Life Insurance Policies

Appendix A Disclosure Form
¥ & % %
Section 8. Disclosure R-.equirements.
A. Initial Disclosure.
In connection with any advertising, .solicitation, oF negatiation, erpreearement of a universal life insurance policy:
1. Any statement of policy cost factors or benefits shall contain:
a. The corresponding guaranteed policy cost factors or benefits, clearlf identified.

b. Astatement explaining the non-guaranteed nature of any current interest rates, charges, or other fees applied
to the policy, including the insurer’s rights to alter any of these factors. .

¢. Any limitations on the crediting of interest, including identification of those port,ions of the poiicy to which a
specified interest rate shall be credited.

{Note: Policy cost factors are those amounts which affect the price per thousand of life insurance coverage or other

benefits. Theyinclude: interest, mortality, expense charges and fees, including any surrender or withdrawal charges, but
not persistency assumptions.}
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2. Any illustration of the policy value shall be accompanied by the corresponding net cash surrender value.

3. Anystatementregarding the crediting of a specific current interest rate shall also contain the frequency and timing
by which such rate is determined.

4, Ifany statement refers to the policy being interest-indexed, the index shall be described. In addition, a description
shall be given of the frequency and timing of determining the interest rate and of any adjustments made to the index in
arriving at the interest rate credited under the policy.

5. Anyillustrated benefits based upon non-guaranteed interest, mortality, or expense factors shail be accompanied by
a statement indicating that these benefits are not guaranteed.

6. If the guaranteed cost factors or initial policy cost factor assumptions would result in policy values becoming
exhausted prior to the policy’s maturity date, such fact shall be disclosed, including notice that coverage will terminate
under such circumstances.

7. These requirements ma m of the discl ent defined in Section 8B below.

(Note:It is not intended that this section conflict with or supersede the Model Act on Unfair Trade Practices or model
regulations on advertising and solicitation. This section supplements those models to the extent that they do not
contemplate universal life insurance policy forms and covers those areas which appear to be most subject to
misunderstandings by the public.)

B. Disclosure at Time of Sale.

comparison wi er ohc1es

C. Direct Response Solicitation

of at least ten dags,

ekt ook oo ke sk Aokl ok ok kRl ok ok ok R ok

ATTACHMENT TWO

Consumer Disclosure Issues Working Group
of the Product Development (A) Task Force
April 20, 1989
Kansas City, Missouri
NAIC Offices

The Consumer Disclosure Issues Working Group of Product Development {A) Task Force met at 9:30 a.m. on April 20, 1989.
Roger Strauss (Iowa), Dave Heinick (Wis.) and Ted Becker (Texas) attended the meeting, which was chaired by
Commissioner William D. Hager (Iowa).

The purpose of the meeting was to consider comments on the sample disclosure statement distributed as an exposure draft
at the March meeting in Little Rock. The group reviewed the advisory committee comments of April 14 (Attachment Two-
A) and the suggested replacement to the disclosure statement drafted by John Hurley (Equitable Life Insurance Company)
(Attachment Two-B). Ted Becker (Texas) expressed the opinion that the disclosure statements had become much too long and
cumbersome and recommended using the advisory committee’s shorter version as a starting point and modifyingit toinclude
essential elements from the earlier draft. Mr. Becker saw the greatest problem as the lack of instructions to companies, so
aregulator could not tell if the questions were being interpreted consistently. The working group agreed with Mr. Becker that
the advisory committee’s suggestion to include the instructions fur the forms as legislative history in the Proceedings would
not be enough.

At 11 a.m. the advisory committee and other industry representatives met with the working group to present additional

comments. Attending were William N. Albus (National Association of Life Underwriters), John Ogg (National Association of
Life Companies), Myriam Marquez Bailey (American Association of Retired Persons), John R. Hurley (Equitable Life),
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Anthony T. Spano and Jack Blaine (American Council of Life Insurance), Mike McMahon (Principal Financial Group), and
Jack Burbidge ar_xd Jack Kispert (IDS Life).

Commissioner Hager explained to the advisory committee that the working group had decided to use the shorter draft from
John Hurley and make additions, He asked for further comments. The comments centered around several major issues:
{1) A concern that using the disclosure statement as conceived by the working group may violate Securities Exchange
Commission (SEC) rules for the sale of variable life products; (2) Timing of the disclosure; (3) Whether the disclosure
regulation should apply to direct marketing; and (4) A requirement for a rigid format.

After listening to the advisory committee comments, the working group met in executive session to consider the issues
presented. Commissioner Hager requested that NAIC Assistant Counsel Carolyn Johnson prepare an opinion on whether
the disclosure requirements would conflict with SEC rules on the issue of variable life sales. The working group voted to
present only the universal life and indeterminate premium life disclosure forms for adoption in June and to recommend to
its parent committee that further work and consultation with the SEC be undertaken before adopting a disclosure rule for
variable life.

The advisory committee favored requiring the disclosure statement at the time of delivery of the policy. The working group
felt disclosure at the time of solicitation was the most valuable, but decided to require disclosure no later than the time of
application, as proposed in a Little Rock (March 1989} draft.

The working group decided to accept the advisory committee recommendation and exempt direct marketing sales from the
regulation. A recommendation will be made to the parent committee to revisit the issue in June 1991 and remove the
exemption if abuses are found. ‘

The working group alse decided to continue use of the format standards for disclosure now contained in the Life Insurance
Disclosure Model Regulation instead of preseribing a specific format because the models already give authority to prevent
abuse, and the advisory committee had urged a flexible format to aveid reprogramming costs.

The working group also instructed Mr. Becker to make revisions to the form to include years 11-20 in the chart to add
information on how the rate paid on a universal policy is determined and to revise the instructions in the version exposed
in Little Rock to help insurers fill out the form. NAIC counsel was instructed to draft modifications to the Universal Life
Insurance and Life Insurance Disclosure Model Regulations to reflect the decisions made by the working group. The meeting
adjourned at1:30 p.m. ’ -

ok R

ATTACHMENT TWO-A
April14,1989

For: Working Group on Consumer Disclosure Issues of the Product Development Task Force of the
Life Insurance (A) Committee :
From: Advisory Committee

On behalf of the Advisory Committee, we urge that the following comments be considered and acted upon by the Working
Group: . .

1. Both regulators and industry have concluded that the drafts would be a disaster for consumers. They are too lengthy,
too verbose and too complicated. - ' :

2. Thelength and verbosity is partly attributable to the fact that definitions and instructions areinterspersed with factual
information. The current disclosure system was developed first through a regulation and then a model format for compliance
{the policy summary). However, before the regulation was developed, certain goals had to be agreed upon in order that there
be focus on the mechanics of achieving what was intended. That is lacking here.

3. The industry has no objection to providing the basic data in the form of useful disclosure information. We agreed to that
in the original NAIC Model Cost Disclosure Regulation and policy summary, We believe there exist no objections now to
expanding the information to be provided to consumers. The problem exists in agreeing on how much information can be
furnished at time of application. Much of the information required in the draft disclosure forms simply cannot be provided
at time of application without forcing prospective insureds to delay their purchase, perhaps at the very time when they need
life insurance protection the most. ‘ ‘

4. Variablelife insurance should not be included in this proposal. Another layer of regulation on top of Securities Exchange
Commission disclosures—especially inconsistent requirements—and existing state insurance regulations would be an
intolerable burden.

5. Rigidity of format serves fioc purpose other than to preclude addition of other useful information and to impose on

companies the expense of Fé-programming systems to accommodate it. Companies should be allowed to format the
information to be consistent with their current systems.

Product Development Tashk Force



444 NAIC Proceedings - 1989 Vol. 11

We sincerely believe that a workable disclosure system can be arrived at with a minimal amount of controversy, if the
Working Group would enunciate more explicitly the objectives it hopes to achieve. In doing so, it should alse recognize the
limits to the type and amount of information that agents can reasonably be expected to produce on their own at time of
application. By building on the existing system, it seems to us we can add whatever data is meaningful and helpful to the
consumer. In addition, Equitable’s comments on the existing exposure drafts cught to be considered to be the information
from the final document.

HgkE

— ATTACHMENT TWO-B

Advisory Committee draft 4-18-89

XYZ Life [nsurance Compeny
S$t. Louis, Misgouri

FOLICY IHFOEATICY HIR APPLICAMT

Name of Insured Joint Life Policy | | Yes | | w0
Date of Application
Nema of Agent Apent’s Telephoma Humber ( 3

Agent‘s Address

Type of Life Insurance Policy:

Univergal Life Fiex{bie Premium [ndeterminata Premium Life
Universal Life Fixed Premium Voricbla Lite

Policy Hama:

Form Kunber:

Coversge Applied For and Premium NQTE: This information does not include any extra bengfit riders which you may apply fcr
with this pelicy. Riders may effect your premium and cash values. Ask your agent for 4 full explamatiom of eny riders.

Death Bemefit Applied For:
Armusl Premium;
If premium is not paid once a year, state the frequency of and the amount ¢f the periodic premium:

Risk Classification Information (as applied for):
" F Smoker Non-Smoker
Age Qther

ILLUSTRATION OF POLICY VALUES

chart A: The following values are based on the interest
rates which are guaranteed by the company and based on

chart B8: The following velues are based on the interest retes
chich the compeny is currently creditirg on this palicy form,

1
|
your timely payment of the premiums in Colum 1. | nterest ra incre of: rease from this rate. Also
| this chart assumzs you pay the premiums shown in Column 1.
1 2 3 4 | 1 2 3 &
YEAR ANMUAL DEATH INTEREST SURREKDER | ANFUAL DEATH INTEREST SURRENDER YEAR
© PREMILM BENEFIT RATE VALUE AT | PREMIUH BENEFIT RATE VALUE AT
YEAR END | YEAR END
1 ' | i
? | 2
3 | 3
4 1 4
5 i 5
[ | 6
7 I 7
8 1 8
9 | 9
0 | 10
20 | 2
Age &0 | Age 60
Aga &5 | hge 65
AoR | Age

Level anmol Pronium Required to Provide the Inicial Death Bemafit to Hoturity Age on a Guarenteed Basis
¢(Flexible Premium Policies Only).
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The company will pay sn endownent benefit to the irsured if the Tnsured is Yiving and sttains the age of

OTHER IMPORTANT INFORMATION ABQUT THIS POLICY

The conpany has the right to change the interest rates crodited to smounts paid in to this polfcy. The compery
reviews interest rotes every

The mortality charge, which 1s the emount used to fund the desth berefit, may also change. The company reviews
mortel lty cherges every
The max|mm mortality charge {2
The current mortel ity charge ia

The compary (does/does not) charge o fee for sdmintstration of thia policy., The fes mey charge frem time to time,
The current fee 1%
The meximum fee that con be charged is

Thia poilcy’s intereatr rats (1s/ia not) Interest/Indexed, Thls means that we charge an interest rote credited te
the amounts pald in to the policy based on charges Fn the Bord index).
We make these chenges svery . We may adjust our credited interest rate by more or less
than the change in the index.

Expense Dechctions (front end loads):
Kaximm Current

Surrender Charges (back end Laads):
Maximm Current

Digelaimer wot‘l:t Regardirg Tan Lew

The informstion in this "Pollcy Information for Applicant® is not intended to be used In tax plamning ror is it
intended for the purpose of providing tax pdvice. The pessibility of future changes’ in tax laws must be recognized ard
teken into consiceration.

ATTACHMENT THREE

Product Development (A} Task Force
Little Rock, Arkansas
March 21, 1989

The Product Development (A) Task Force met in Salon B of the Excelsior Hotel in Little Rock, Ark., at 1 p.m. on March 21,
1989. A quorum was present and William D. Hager (Iowa) chaired the meeting. The following task force members or their
representatives were present:Robert D. Haase (Wis.); Theodore “Ted” Kulongoski, Vice Chair{Ore.); John E. Washburn (IIL.};
-Gerald Grimes (Okla.); Edwin J. Smith, Jr. (Texas); and Harold C. Yancey (Utah).

The task force went directly to the report of the Consumer Disclosure Issues Working Group and called upon Ted Becker
{Texas) to deliver said report. Mr. Becker reported that the working group had met on March 1, 1989, in Kansas City at the
NAIC offices, and the minutes of that meeting are Attachment Three-A. Mr. Becker stated that in executive session the
working group had agreed that there was a need to require disclosure for all types of life insurance plans as well as universal
and variablée. He stated that after meeting he returned to Austin and redrafted the disclosures and retitled them to be
consistent with the NAIC Life Insurance Disclosure Regulation. Mr. Becker stated that the documents were much longer
than he originally hoped and that it was his wish that the task force could find a way to shorten them. He noted that Myriam
Bailey ( American Association of Retired Persons-AARP) had made suggestions regarding utilizing a simplified language
approach but that his efforts to follow up with Myriam had been unsuccessful to date.

Commissioner William D. Hager (Iowa) noted that the working group should plan on one additional interim meeting to
consider comments on the exposure draft. He directed that the comments be made to the advisory committee chair, John
Hurley (Equitable Life).

Commissioner Harold C, Yancey (Utah) stated that he had the same concerns as previously expressed by Mr. Becker as to
the length of the documents. It was his opinion that the focus of the working group should now be on streamlining the
document as much as possible. Commissioner Hager agreed and noted that it was his desire to see an operative document
that shows in tab form the development of the policy in language simple enough that those without actuarial experience will
be able to understand. He stated that he would prefer to sacrifice actuarial depth in the interest of increasing the
understanding of the consumers. Commissioner Hager again noted that he was committed to producing a final product by
June 1989,

After a motion and second, the task force voted to expose the drafts presented by Mr. Becker and they are included herein
as an attachment to the March 1 task force minutes.

Having no further business, the Product Development (A} Task Force adjourned at 1:30 p.m.

L k2]
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ATTACHMENT THREE-A

Consumer Disclosure Issues Working Group
of the Product Development (A) Task Force
March 1, 1989
Kansas City, Missouri

The Consumer Disclosure Issues Working Group of the Product Development (A) Task Force met on March 1, 1989, in
Kansas City at 9 a.m. Tony Higgins (N.C.), Roger Strauss (Iowa), Dave Heineck (Wis.), Ted Becker (Texas) and John
Montgomery (Calif ) attended the meeting which was chaired by Commissioner William D. Hager (Towa).

The purpose of the meeting was to hear comments on the sample disclosure statements prepared by Ted Becker (Texas).
(Attachment Three-Al ) Commissioner William D. Hager (Iowa) emphasized his goal of having a product ready to distribute
as an exposure draft at the Little Rock (March 1989) meeting with adoption in June. It is the intent of the working group
that these disclosure statements address a number of perceived problems and identified the following:

—

INhstrations with outrageous interest rate assumptions,

2. Current rate illustrations based on a different rate than the one currently being paid,
3. Non-guaranteed elements built into the calculations,

4. Assumptions that are unrealistic, such as increasing interest, decreasing mortality,

5. THustrations which include things not even in the contract.

Commissioner Hager first asked for general comments from the advisory committee members, which he appointed at the
December 1988 NAIC meeting. Appointed were: William N. Albus (Natienal Association of Life Underwriters), Jon Ogg
(National Association of Life Companies), Myriam Marquez Bailey (American Association of Retired Persons), John R.
Hurley (Equitable Life) and Anthony T. Spano (American Council of Life Insurance).

The advisory committee expressed the opinion that most customer complaints come from a lack of understanding, becaiise
in most cases they are already getting a tremendous amount of information. There was also concern about the timing of the
disclosure. Computer software could be readily modified to produce a document such as the committee was contemplating,
but if it were required at the time of initial contact, the risk classification would be unknown. Smailer companies without
computer capabilities might alse have trouble complying with such a requirement. It is typically their practice to make an
initial contact to gather information and then return later with computer generated illustrations. Tony Higgins (N.C.)
emphasized the committee’s position that the disclosure statements be provided at the time an application is taken and found
no confliet with the procedure described.

The advisary committee also suggested that the disclosure statement be included with all types of policies, not just those that
areinterest sensitive; limited disclosure might be viewed by the consumer as focusing unduly on interest- sensitive products.
They recommended building on the policy summary requirements in the existing Life Insurance Disclosure Model
Regulation and keeping the provision in the Variable Life Model Regulation which states that a prospectus required by the
Securities Act would satisfy the model’s requirements. They also suggested that the illustration be for the policy being
purchased, rather than a generic policy. Riders would affect the resulting numbers so a generic disclosure statement could
be misleading.

Mr. Becker said his proposed disclosure statements were designed so that a purchaser could take several basic policies and
lay them side by side to compare; this couldn’t be done if each had different riders. However, he had no objection to the idea
of two illustrations, so that agents could show what the consumer was contemplating and a general policy for comparison.

Mpyriam Bailey (AARP) emphasized the need for clear disclosure. Because insurance is now touted as an investment vehicle,
consumers need to be able to compare this product with others. She recommended changes in wording to make the disclosure
statements more readable and less technical and stressed the need for uniformity of format. Tony Spano (ACLI), represerniting
the industry viewpoint, spoke against a rigid format.

Commissioner Hager then asked for technical comments and requested that these also be forwarded in writing to Mr. Becker.
The comments received included: incorporating disclaimer language pointing out the possibility of tax law changes, specific
suggestions on substitute wording that would be easier to understand and eliminating the column in the discussion draft
which illustrated the accumulation value. Mr. Spano stated that it was of little use to know that figure because the consumer
couldn’t get it, and it served to confuse buyers. He also spoke in favor of disclosure of front-end loads, surrender charges and
other similar expenses in the same place on the form so that more importance was not given to one type of expense.

The advisory committee was thanked for its input and the working group moved into executive session. They found merit
in the suggestion to include more than interest-sensitive products in the disclosure requirements, but since the charge was
only to develop the statement for interest-sensitive products, that would be the limit of the exposure draft.

They alse discussed the suggestion to allow variable life disclosure requirements to be met by distribution of a prospectus.

It was the consensus of the group that the prospectus was too complex and would not allow the kind of easy comparison by
consumers that was the goal of the working group.
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The NAIC staff support was directed to prepare a summary of the elements to be included in the exposure draft documents
for Little Rock.

Having no further buginess, the working group adjourned at 2 p.m.

Fkek sk

LIFE INSURANCE DISCLOSURE MODEL REGULATION

Draft 3/7/89
Table of Contents
Section 1. Authority
Section 2. Purpose
Section 3. Scope
Section 4. Definitions
Section 5. Duties of Insurers
Section 6. Special Plans
Section 7. Preneed Funeral Contracts or Prearrangements
Section 8. General Rules
Section 9. Failure to Comply

Section 10. Separability

Section 11. Effective Date

Appendix A. Life Insurance Buyer’s Guide

Appendix B. Examples of Calculations of the Discontinuity Index
Appendix C. Test Limits for Discontinuity

Appendix D. Statement of Policy Cost and Benefit Information

Section 4. Definition

M. Policy Summary. The Policy Summary is a written statement describing the elements of the policy, including, but
nat. limited to:

(1) Aprominently placed title as follaws: STATEMENT OF POLICY COST AND BENEFIT INFORMATION.

(2) 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 inquiries regarding the Policy Summary.

(3) 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.

(4) - The Generic Name of the basic policy and each rider.

(5) The following amounts, where applicable, for the first five policy years and representative policy years
thereafter sufficient to clearly illustrate the premium and benefit patterns; including, but net necessarily limited
“to, the years for which Cost Comparison Indexes are displayed and the earlier of at least one age from sixty through
sixty-five and policy maturity:

"{a) 'The annual premium for the basic policy;

(b} The annﬁal premium for each optional rider;

(¢} The 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) Thetotal cash surrender values at the end of the year 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);

() Any endowment amounts payable under the policy which are not included under cash surrender values
above;

(g} Ifthepolicy has a Non-guaranteed Factor, the maximum premium, minimum amount payable upon death,

minimum cash value, and minimum endowment amounts allowed by the policy. These amounts may be shown
in addition on the basis of the Company’s Current Rate Schedule and Current Dividend Scale.
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(6) 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 adjustable, the Policy
Summary shall also indicate that the annual percentage rate will be determined by the company in accordance with
the provisions of the policy and the applicable law.

(7) The Cost Comparison Indexes for ten and twenty years but in no case beyond the premiuvm-paying period.
Indexes shall be shown on the Guaranteed Basis as defined in Sections 4.J(2) and 4J(4) and, if there are dividends
or a Non-guaranteed Factor, shall also be shown on the Illustrated Basis as defined in Sections 4J(1) and 4J(3).
Separate indexes shall be displayed for the basic policy and for each optional term life insurance rider. Such indexes
need 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 twelve months and guaranteed
insurahility benefits; nor for any basic policies or optional riders covering more than one life.

(8% 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.

(9) Ifthe policy has a Non-guaranteed Factor, a statement indicating that the insurer reserves the right to change
the Non-guaranteed Factor at any time and for any reason. However, if the insurer has agreed to limit this right in
any way; such as, for example, if it has agreed to change a Non-guaranteed Factor only at certain intervals or only
if there is a change in the insurer’s current or anticipated experience; the statement may indicate any such
limitation on the insurer’s right.

(10) Thiz statement in close proximity to the Cost Comparison Indexes:
“An explanation of the intended use of these indexes is provided in the Life Insurance Buyer’s Guide.”
{11) The date on which the Policy Summary is prepared.

{12) The Policy Summary for a universal life, indeterminate life, or variable life policy shall be in the format
lustrated in Appendix D.

The Policy Surnmary must consist of 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 ocbscure. Any amounts which remain level for two
or more vears of the policy may be represented by a single number if it is clearly indicated what amounts are
applicable for each policy year. Amounts in Item (5) 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, death benefits shall be displayed
separately for each insured or for each class of insuredsif death benefits do not differ within the class. Zero amounts
shall be displayed as a blank space.

Bk R

Section 5. Duties of Insurers

A. Requirements Applicable Generally

(1) The insurer shall provide, to all prospective purchasers, a Buyer’s Guide and a Policy Summary prior to

accepting the applicant’s mitiat-premivmorpremiumdeposit application; provided, however, that:

(a) If the policy for which application is made or its Policy Summary contains an unconditional refund
provision of at least ten days, the Buyer (] Gulde and Pohcy Summary must be dehvered w1th the pohcy or pnur
to delivery of the policy, e i )

endlx D mus dehvered at the tlme of a hcatlun If he polic Subse uentl delwered vanes from

(b) Ifthe Equivalent Level Death Benefit of the policy for which application 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 4M, Items {2), (3}, (4), (5a), {&b), (5e), (6), {7), (D), (10), and {11}.

(2) If any prospective purchaser requests a Buyer's Guide, a Policy Summary or Policy Data, the insurer shall
provide the item or material requested. Unless otherwise requested, the Policy Data shall be provided for policy
years one through twenty, except interest-sengitive products shall conform to the illustration in Appendix D).
Variable Life Insurance Regulation
ARTICLE VIL: INFORMATION FURNISHED TO APPLICANTS
Aninsurer delivering or issuing for delivery in this state any variable life insurance policies shall deliver to the applicant for

such 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 shati-be-deemed-to-have-beerraatisfred-torthe
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EXte that-adi O3y oo n atio saatred-by-thisArticle ta-deliy '-' er-trt areinaddi;jgn;g
any disclosure in the form of (1) a prospectus included in the requirements of the Securities Act of 1933 and which was
declared effective by the Securities 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 principal features of the policy, including a description of the
manner in which the variable benefits will reflect the investment experience of the separate account and the factors which
affect such variation. Such explanation must include notices of the provision required by Article IV, Sections 3a(5) and 3f;

2. A statement of the investment policy of the separate account, including:

a. A description of the investment objectives intended for the separate account and the principal types of investments
intended to be made; and -

b. Any restrictions or limitations on the manner in which the operations of the separate account are intended to be
conducted;

3. Astatementofthe net investment return of the separate account for each of the last ten years or such lesser period
as the separate account has been in existence;

4. A statement of the charges levied against the separate account during the previous year;
5. A summary of the method to be used in valuing assets held by the separate account;

6. A summary of the federal income tax aspects of the policy applicable to the insured, the policyholder and the
beneficiary;

7. Tlustrations of benefits payable under the variable life insurance contract. Such illustrations shall be prepared by
the insurer and shall not include projections of past investment experience inte the future or attempted predictions of
futureinvestmentsexperien e—provided-thra othinecontrined-heretnprehibitsuseo P teal-asstmedrateso

22 23

ATTACHMENT THREE A-1

SUMMARY OF THE CONSUMER DISCLOSURE WORKING GROUP
EXPOSURE DRAFTS .

The working group has developed the attached disclosure statements designed for distribution in connection with the sale
of interest-sensitive life insurance products. These are intended to assist the consumer in comparing different types of life
products, and in comparing the policies of different companies. The group recommends that its charge be expanded to cover
the issuance of these disclosure statements for non-interest sensitive products alse.

The specifie format shown must be followed. This will enable consumers to easily compare different policies. No other
illustrations should accompany this disclosure, to avoid overwhelming the purchaser with so much information that he
doesn’t know what is important. If the purchaser is considering riders which would affect the basic calculations, an
itlustration shall be prepared for the basic policy without the riders and also one for the policy with the rider(s).

The Statement of Policy Cost and Benefit Information contains a cover page which will quickly and easily identify the policy
form and the assumptions being used in the illustration. The second page contains a chart illustrating the policy premium,
death benefit, interest rate and cash value for each specified year using both the current interest rate and the guaranteed
rate, based on a yearly premium payment. A third page illustrates the actual policy being considered, with any riders or
alternate modes of payment. Following this are notes which will reveal expense charges, surrender charges and non-
guaranteed elements; and which explain the terms used and the importance of that information to the consumer.

Changes will also be necessary to the model regulations dealing with life insurance disclosure, universal life and variable life.
The amendments will make clear that the consumer disclosure documents must be provided at the time the application is
received, with a modified form provided at delivery if the policy actually delivered differs from the one first illustrated.

If the disclosure is being provided for a variable life policy, the Statement of Policy Cost and Benefits Information shall be

prepared in addition to any documents which might be required by the Securities Act of 1933 or the Employment Retirement
Income Security Act of 1974,
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UNIVERSAL LIFE INSURANCE MODEL REGULATION
Draft 3/9/89

Table of Contents

Section 1.  Authority

Section 2.  Purpose

Section 3.  Definitions

Section 4.  Scope

Section 5. Valuation

Section 6. Nonforfeiture

Seciion 7. Mandatory Policy Provisions

Section 8.  Disclosure Requirements

Section 9.  Periodic Disclosure to Policyowner

Section 10. Interest-Indexed Universal Life Insurance Policies

Appendix A Disclosure Forms

Section 8. Disclosure Requirements.
A. Initial Dis¢losure.
In connection with any advertising, solicitation, gr negotiation, er-precurement of a universal life insurance policy:
1. Any statement of policy cost factors or benefits shall contain:
a. The corresponding guaranteed policy cost factors or benefits, clearly identified.

b. Astaternent explaining the non-guaranteed nature of any current interest rates. charges, or other fees applied
to the policy, including the insurer’s rights to alter any of these factors.

c.  Any limitations on the crediting of interest, including identification of those portions of the policy to which a
specified interest rate shall be credited.

{Note: Policy cost factors are those amounts which affect the price per thousand of life insurance coverage or other
benefits. They include: interest, mortality, expense charges and fees, including any surrender or withdrawal charges, but
not persistency assumptions.)

2. Any illustration of the policy value shall be accompanied by the corresponding net cash surrender value.

3.  Anystatement regarding the crediting of a specific current interest rate shall also contain the frequency and timing
by which such rate is determined.

4. Ifany statement refers to the policy being interest-indexed, the index shall be described. In addition, a description
shall be given of the frequency and timing of determining the interest rate and of any adjustments made to the index in
arriving at the interest rate credited under the policy.

5. Anyillustrated benefits based upan non-guaranteed interest, mortality, or expense factors shall be accompanied by
a statement indicating that these benefits are not guaranteed.

6. If the guaranteed cost factors or initial policy cost factor assumptions would result in policy values becoming
exhausted prior to the policy’s maturity date, such fact shall be disclosed, including notice that coverage will terminate
under such circumstances. :

1. ese requirements m. hi isclogure statement defi i ion 8B

(Note: It is not intended that this section conflict with or supersede the Model Act on Unfair Trade Practices or model
regulations on advertising and solicitation. This section supplements those models to the extent that they do not contemplate
universal life insurance policy forms and covers those areas which appear to be most subject to misunderstandings by the
public.}

B. Disclosure at Time of Sale.

these may be jllustrated,
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2.

repared fol ic poli nd for t icy wi iders.
3. Ifthe policy actual 2 i5 djfferent tha at illu: A _§e ateme
Information illustratin, lic; lly purcha: 1 i t the time ive

EEE ]

State Board of Insurance
1110 San Jacinto
Austin, Texas 78701-1998

March 17,1989
William D. Hager, Commissioner
State of Iowa Department of Insurance
Lucas State Office Building
Des Moines, lowa 50319

Re: NAIC Product Development Task Force Consumer Disclosure Working Group
March 1,1989 Meeting

Dear Commissioner Hager:

Enclosed are new revised drafts of the disclosure statements for universal life policies, indeterminate premium life policies
and variable life policies. I have tried to prepare them in accordance with my instructions at our March 1, 1989, meeting.

These disclosure sheets have been prepared under the assumption that they would be presented to the applicant at the time
of application. It is contemplated that they would be the only disclosure sheets required under the NAIC “Life Insurance
Disclosure Model Regulation,” for the universal life policies and the indeterminate premium life policies.

These disclosure sheets have been retitled as “Statement of Policy Cost and Benefit Infnrfnation,” s0 as touse the title stated
in that NAIC Model Regulation. ’

These disclosure sheets ran much longer than I had hoped. Also, the changes that were required from the documents exposed
in December 1988 were very extensive. .

Please let me know how I should proceed with this project.

Yours very truly,
Ted Becker
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STATEMENT OF POLICY COST AND BENEFIT INFORMATION
Specifications - For Any of the Life Insurance Plans Listed Below
Name of Insured:

Name of Second Insured:
(The name of the second insured should be filled in only if the policy is a “Joint Life” policy as indicated below)

Name of Company:
Company’s Addresa:
Date on which this Disclosure Statement was prepared.

Is there an agent involved in this application? Yes_  No__ {Check one)
If “yes” is checked, the following three questions must be answered.
Name of Agent:
Agent’s Address:
Agent's Telephone Number:
If “no” is checked, describe the procedures for making inquiries concerning this “Statement of Policy Cost and Benefit
Information”

Type of Life Insurance Policy:

Universal Life Flexible Premium
Universal Life Fixed Premium
Indeterminate Premium Life

Variable Life

Policy Form Marketing Name:
Policy Form Number:

Coverage And Premium Specifications (Leave out any extra henefit riders which require an additional premium or an
additional periodic charge. Any such riders are described on Page ___.%:

Initial Death Benefit:

Initial Premium:

Premium Frequency Selected At Issue:

Equivalent Initial Annual Premium:
{This amount is equal to the “Initial Premium” if the premium frequency selected at issue is annual; otherwise fill in the
annual premium which is equivalent to the “Initial Premium®).

Status Specifications:
Single Life Joint Life (Check one)
Additional Specifications If Single Life is Checked
__ Issue Age
Sex

Rigk Classification Applied for
{Disclose such classifications as standard or substandard, smoker or nonsmoker status, degree of substandard rating if
applicable, and any other classifications which would affect premium or surrender values)

Additional Specifications If Joint Life is Checked

Joint First To Die Plan Joint Last Surviver Plan
(Check one of the two plans above)
First Joint Insured Second Joint Insured
Issue Age Issue Age
Sex Sex
Risk Classification Applied For Risk Classification Applied For
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STATEMENT CF POLICY COST AND BENEFIT INFORMATION “age :
‘Use Only for Universal Life Flexible Fremium and Universal Life Fixed
Premium Policies)
ILLUSTRATION SHEET I: FOR COMPARISON WITH OTHER POLICIES
See Note (2) on Page 4. Policy values do not include certain riders.
Policy Values Based on Both Guaranteed and Current Assumptions

—===sE==== === Guaranteed Assumptions======cs=s====s=ssss=s===
{1) {2} {3) (4)
. Surrender
Annual Death Interest Value At
Year Premium Benefit Rate End of Year Year
1 % i
2 % z
3 % 3
4 % -
5 s 3
6 % 6
7 % :
3 % g
; : B
LE 5 2
_2 % L3
la B 1a
15 %5 13
290 % z0
At least cne cof the three lines immediately below must be £ilied in.
Age 60 : % Age 20
Age 63 % Age 63
Age __ ‘ = ~ge
=====cosoes=sssso=====z=== CUurrent Assumptigns T E R S e
(1) {23 (3) 4
] Surrender
Lnnual Deacn aterest vaitve &t
Tear 2remium Senefit Rate ng oI Year Tear
; N :
z o T
; ; :
3 % B
g % %
3 3
2 % 2
22 % La
11 % i
12 5 12
12 % .3
14 % 14
i3 % 135
20 2 20
At ilsast =ne of the three lines immediarely pelow must e Zilled In.
hge &0 % Age 80
Age €5 - - % age 65
Age _ - -
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ZLLUSTRATION SHEET II:
See Note (3) on Page 4.

----------------------- Guaranteed Assumptions

NAIC Proceedings - 1989 Vol. 11

STATEMENT CF POLICY COST AND BENEFIT INFORMATiON
:Jse Cnly for Universal Life Flexible Premium and Universal Life Fixec

Premium Policies)

Zage

FOR THE POLICY APPLIED FCR, AS IT IS EXPECTED 7C BE USEC

Policy values include riders.

Policy Values Based on Both Guaranteed and Current Assumptions

Yeary

Ui L b=

LIES B B [
Ul ka Ls b2 Q0w -~

—

(1)
Sum of
Premiums
During Year

________________________ Current Assumpticns ====
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%
%
l;i
%
%
%
%
%
%
%
%
%

o o
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STATEMENT OF POLICY COST AND BENEFIT INFORMATION
(Use Only For Universal Life Flexible Prémium And Universal Life Fixed Premium Policies)
NOTES TO USER: .

(1) Pages 2 and 3 contain two different illustration sheets. Please see Notes (2) and (3) below for descriptions of these two
sheets.

(2) Illustration Sheet I, on Page 2, is to be used for comparison with other policies. Hlustration Sheet I is based on a policy
with level annual premiums and level death benefits, and which does not contain any extra benefit riders that require an
additional premium or additional periodic charge. The fill-in on Page 9 will indicate if any such extra benefit riders have been
applied for. If there are such riders, the policy values under both “Guaranteed Assumptions” and "Current Assumptions” can
give an appearance that death benefit coverage will continue for a longer period of time than is actually the case.

(3) .INustration Sheet II, on Page 3, is to be based on the policy applied for, if it isused asexpected. Illustration Sheet Il differs
from Illustration Sheet I in three important respects. First, [llustration Sheet II does take into account any extra benefit
riders that require an additional premium or periodic charge. Second, [llustration Sheet Il takes into account any variations
in the amount of premium or death benefit in years after the first year, which are expected when the policy is applied for.

Third, INustration Sheet I1 takes into account the expected actual frequency of premium payments, which may not beannual.

See Page 9 for additional information on the assumptions under which the blanks for “Sum of Premiums During Year” and
“Death Benefits” are filled in. The inclusion of extra benefit riders in Illustration Sheet I causes the policy valuesunderboth
“Guaranteed Assumptions” and “Current Assumptions” to give a more accurate picture as to when death benefit coverage
under the policy would cease than Hlustration Sheet 1, if the policy applied for containg such riders.

{4) In both Illustration Sheet | and Illustration Sheet 11, the policy values shown under “Current Assumptions” are based
on nen-guaranteed interest rates, mortality charges and other charges and fees, as described on page 10. The company has
the right to change these amounts, to the extent described in the policy language.

{5) In both IMustration Sheet I and Illustration Sheet II, there are references to “Age 60,” “Age 65" and “Age ___"in the
“Year” columns. “Age 60" refers to the year such that the insured would have attained age 60 at the end of that year. For
example, il the issue age filled in on Page 1 is 34, “Age 60" would refer to the 26th year. Similarly, “Age 65" refers to the year
such that the insured would have attained age 65 at the end of that year. If the issue age is 34, “Age 65" would refer to the
31st year. Finally, “Age __ " refers to the year on which the insured would attain the age when an endowment wouild be paid
by the company, if the insured is still living. The blank should be filled in to show that age. If no such age is specified in the
policy, 100 should be used in this blank. In the case of a Universal Life Flexible Premium poliey, the fill-in in this blank should
be consistent with the Maturity Age shown in the fill-in on Page 11. Assuming that 100is the Maturity Age and assuming that,
the issue age is 34, “Age 100" would refer to the 66th year.

(6) In Iustration Sheet II, under certain conditions, the policy values shown may require written election: of an option
contained in the policy language, at 4 certain time in the future. See Page 9 for information as to whether such written
election is necessary in the case of the policy applied for.

STATEMENT OF POLICY COST AND BENEFIT INFORM.ATION ' ‘ Page 5
(Use Only For Universal Life Flexible Premium And Universal Life Fixed Premium Palicies)

Instructions for Hlustration Sheet I on Page 2 of “Statement of Policy Cost and Benefit Information”

The following are pertinent to the values shown in Illustration Sheet T under “Guaranteed Assumptmns for Universal Life
Flexible Premium policies:

{1) The “Annual Premium” must be a level amount equal to the “Equivalent Initial Annual Premium"” shown, except that
the “Annual Premium” must be shown as zero if there is no death benefit provided by the policy during that year.

(2) The“Death Beaefit” shall be an amount equal to the “Initial Death Benefit” (but increased if the amount earning interest
under the policy is so large that an increase in death benefit is generated by the policy language). However, if a death benefit
equal to the “Initial Death Benefit” can not be provided for the entire year, the death benefit for that year shall be filled in
as the “Initial Death Benefit” followed by a slash mark and a zero. The company may provide, at its option, an explanatory
footnete to indicate how long into that particular year the “Initial Death Benefit” could be provided. The “Death Benefit” shall
be shown as zero for any subsequent years. -

(3) The “Interest Rate” column must disclose the applicable guaranteed interest rate, used in calculating the “Surrender
Value at End of Year” in Column 4. These guaranteed interest rates must be consistent with the guatanteed interest rates
described in the policy. .

(4) The “Surrender Value at End of Year” is the amount which would actually be paid as a cash surrender value.

(5) At least one of the three lines for “Age 60,” “Age 65” and “Age ___” must be filled in. Please see ' Note (5) under “Notes
{0 User” for additional information concerning these three lines.
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The following are pertinent to the values shown in Illustration Sheet I under “Current Assumptions” for Universal Life
Flexible Premium policies:

(1) The “Annual Premium” must be a level amount equal to the “Equivalent Initial Annual Premium” shown, except that
the “Annual Premium” must be shown as zero if there is no death benefit provided by the policy during that year. Note that
these amounts of annual premium are calculated using current assumptions.

STATEMENT OF POLICY COST AND BENEFIT INFORMATION Page 6
(Use Only For Universal Life Flexible Premium And Universal Life Fixed Premium Policies)

Instructions for Illustration Sheet I on Page 2 of “Statement. of Poliey Cost and Benefit Information” (Continued)

(2) The “Death Benefit” shall be an amountequal to the “Initial Death Benefit” (but increased if the amountearning interest
under the policy is so large that an increase in death benefit is generated by the policy language). Note that these amounts
of death benefit are calculated using current assumptions. However, if a death benefit equal to the “Initial Death Benefit”
can not be provided for the entire year, the death benefit for that year shall be filled in as the “Initial Death Benefit” followed
by a slash mark and a zero. The company may provide, at its option, an explanatory footnote to indicate how long into that
particular year the “Initial Death Benefit” could be provided. The “Death Benefit” shall be shown as zero for any subsequent
Years.

(3} The “Interest Rate” column must disclose the applicable interest rate, used in calculating the “Surrender Value at End
of Year” amounts in Column 4.

(4} The “Surrender Value at End of Year” is the amount which would actually be paid as a cash surrender value. No
enhancement or increment can be illustrated in Column 4 unless it is specifically described in the policy language.

(5} At least one of the three lines for “Age 60,” “Age 65” and “Age __ " must be filled in. Please see Note (5) under “Notes
to User” for additional information concerning these three lines.

Inthe case of a Universal Life Fixed Premium policy, asin a Universal Life Flexible Premium policy, first assume that all extra
benefit riders requiring an additional premium or an additional periodic charge are left out. Having done this, all of the
columns in Illustration Sheet I shall be filled in consistently using the same principles described above for a Universal Life
Flexible Premium Policy with the following two exeeptions. First, the "Annual Premium” shown in column 1 for hoth
“Guaranteed Assumptions” and “Current Assumptions” shall be filled in using annual premiums actually described in the
Universal Life Fixed Premium policy, without the extra henefit riders, and assuming that the policy owner does not exercise
any optien to change the mounts of premiums. Second, the “Death Benefit” shown in column 2 for both “Guaranteed
Assumptions” and “Current Assumptions” shall be the appropriate actual death benefit provided under the policy in each
year, without the extra benefit riders, and assuming that the policy owner does not exercise any option to change the amounts
of death benefits and also that premiums are paid consistent with the amounts of premiums shown in column 1.

STATEMENT OF POLICY COST AND BENEFIT INFORMATION Page 7
(Use Only For Universal Life Flexible Premium And Universal Life Fixed Premium Policies)

Instructions for INlustration Sheet II on Page 3 of “Statement, of Policy Cost and Benefit Information”

The intended differences between Illustration Sheet IT on Page 3 and Illustration Sheet I on Page 2 are stated in Note (3) of
the “Notes to User” on Page 4. The assumptions made in filling in the “Sum of Premiums During Year” and the “Death
Benefits” columns in Iltustration Sheet I must be consistent. with the assumptions described on Page 9. INlustration Sheet
II must not be filled in under the assumption that an option is elected, that requires the consent of the company or that
requires evidence that the insured will still be considered insurable by the company.

The following are pertinent to the values shown in Illustration Sheet IT under “Guaranteed Assumptions” for Universal Life
Flexible Premium policies.

{1) The “Sum of Premiums During Year” must be filled in for the total amount which is actually expected to be paid during
the year, for each year that this sheet requires to be illustrated. Thus, if a premium of $100 is expected to be paid monthly,
the blank in this column for Year 1 would be filled in as $1,200, which is 12 times $100. (No adjustment is made in the amount
filled in if the total amount of premiums is paid in installments during the year.) The “Sum of Premiums During Year” must
be shown as zero if there is no death benefit provided by the policy during the year.

(2} The “Death Benefit” must be filled in for the total amount which is actually expected to be paid as a death benefit at the
beginning of the year, for each year that this sheet requires to be illustrated. The death benefit must include any amount
payable on the death of the insured, including death benefits payable as a rider. However, any amount payable only as an
accidental death benefit must be left out. The death benefit filled in for Year 1 would be equal to the “Initial Death Benefit,”
shown on Page 1, plug the amount of any death benefit on the insured provided under an extra benefit rider (except for an
accidental death benefit). If the death benefit, which would otherwise be filled in as the expected death benefit for the year,
can not be provided for the entire year, then the death benefit for that year shall be filled in as the amount of death benefit
payable at the beginning of the year followed by a slash mark and a zero. The company may provide, at its option, an
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explanatory footnote to indicate how long into that particular year that amount of death benefit could be provided. The
“Ieath Benefit” shalil be shown as zero for any subsequent years.

(3} The “Interest Rate” column must disclose the applicable guaranteed interest rate, used in calculating the “Surrender
Value at End of Year” in Column 4. These guaranteed interest rates must be consistent with the guaranteed interest rates
described in the policy. ‘

(4) The “Surrender Value at End of Year” is the amount which would actually be paid as a cash surrender value.

(5) At least one of thé three lines for “Age 60,” “Age 65” and “Age __” must be filled in. Please see Note (5) under “Notes
to User” for additional information concerning these three lines.

STATEMENT OF POLICY COST AND BENEFIT INFORMATION Page 8
(Use Only For Universal Life Flexible Premium And Universal Life Fixed Premium Policies) .

Instructions for Illustration Sheet II on Page 3 of “Statement of Policy Cost and Benefit Information” (Continued)
The following are pertinent to the values shown in Illustration Sheet IT under “Current Assumptions.”

(1) The “Sum of Premiums During Year” column must be filled in consistently with the same column under “Guaranteed
Assumptions,” with no differences except those that can be directly attributed to the use of current assumptions rather than
guaranteed assumptions.

(2) The“Death Benefit” column must be filled in consistently with the same column under “Guaranteed Assumptions,” with
no differences except those that can be directly attributed to the use of current assumptions rather than guaranteed
assumptions.

(3) The “Interest Rate” column must disclose the applicable interest rate, used in caleulating the “Surrender Value at End
of Year” amounts in Column 4.

{(4) The “Surrender Value at End of Year” is the amount which would actually he paid as a cash surrender value. No
enhancement or increment can be illustrated in Column 4 unless it is specifically described in the policy language.

(5) At least one of the three lines for “Age 60,” “Age 65" and “Age __ " must be filled in. Please see Note (5) under “Notes
to User” for additional information concerning these lines.

In the case of a Universal Life Fixed Premium policy, all of the columns in Itlustration Sheet II shall be filled in consistently
using the same principles described above for a Universal Life Flexible Premium policy, with one exception. The “Sum of
Premiums During Year” column must be filled in under the assumption that the frequency of premium payment (annual,
semiannual, quarterly or monthly} will not be changed after the policy is issued, regardless of how the policy is expected to
actually be used. )

STATEMENT OF POLICY COST AND BENEFIT INFORMATION Page 9
(Use Only For Universal Life Flexible Premium And Universal Life Fixed Premium Policies)
Additional Information Required:

Are any extra benefit riders being applied for, which require an additional premium or an additional periodic charge? Yes
No {Check one)

If “ves” is checked, fill in the following table using a separate line for each such rider.

Rider Form Rider Form Brief Description
Marketing Name Number of Rider Benefits

Are there any differences between the policy values shown in Illustration Sheet [ on Page 2 and Illustration Sheet Ilon Page
3, other than differences resulting from the inclusion of such extra benefit riders?

Yes No {Check one)

If “yes” is checked, describe these differences and explain how they affect the fill in for “premiums and death benefits” in
Columns 1 and 2 on the two illustration sheets.
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If “yes" is checked, also explain if the fill-in for Iltustration 2 on Page 3 requires the written election of an option contained
in the policy language at a certain time in the future. Yes No (Check one)

if“yes”is checked in the immediately preceding line, identify the option and explain the requirements in the policy language
for electing it.

STATEMENT OF POLICY COST AND BENEFIT INFORMATION Page 10
(Use Only For Universal Life Flexible Premium And Universal Life Fixed Premium Policies) .

Additienal Information Required (Continued)

Describe the non-guaranteed nature of any interest rates (including the company’s rights to change interest
rates)

Describe the non-guaranteed nature of any mortality charges (including the company’s rights to change mortality
charges)

Describe the non-guaranteed nature of any charges or other fees applied to the policy (including the company’s rights to
change such charges or fees)

Describe the amounts under the policy to which interest at a specified interest rate shall be eredited

How often is the current interest rate reviewed for the purpese of possible change by the company?

Is the policy interest indexed? Yes No{(Check one) If “yes,” is checked, describe the index and give a description
of the frequency and timing of determining the interest rate. Also describe any adjustments made to the index in obtaining
the interest rate credited under the policy. :

STATEMENT OF POLICY COST AND BENEFIT INFORMATION Page 11
(Use Only For Universal Life Flexible Premium And Universal Life Fixed Premium Policies)

Additienal Information Required (Continued)

Expense deductions while the policy is in force (sometimes called “Front End Loads™

{Include all deductions described in the policy, other than mortality deductions or deductions for benefits under extra benefit
riders, which are applied to premiums paid or which are made as a periodic charge against the amount which earns interest.)

Deductions made if surrender of the policy is requested or in determining when the policy will expire without value
(sometimes called “Back End Loads.”) .

(Describe all deductions described in the policy, which are applied against the amount which earns interest under the policy
at such time as surrender of the policy is requested or in determining when the policy will expire without value.)

Ifthe policy is a Universal Life Fixed Premium plan, is there a numerical minimum for the surrender value each year, solong
as premiums are paid when due or within the grace period? Yes No (Check one)

If“yes”is checked, does this provision affect any of the “Surrender Value at End of Year” amounts shown in either [ltustration
Sheet I on Page 2 or Illustration Sheet H on Page 3. Yes No (Check one)
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What is the Maturity Age? (This is the attained age at which an endowment will be paid by the company
if the insured is still living. Use “100” if no age is specified in the policy. In the case of a joint policy, enter the maturity age
of the younger person.)

Level Annual Premium Required to Provide the Initial Death Benefit to Maturity Age on a Guaranteed Basis

(To be filled in only for Universal Life Flexible Premium policies)

Would the guaranteed cost factors or initial policy cost factor assumptions result in policy values becoming exhausted prior
to the policy’s maturity date? Yes No (Check one}

If “yes” is checked, the policyholder should note that death henefit coverage would also cease under such circumstances.
Based on guaranteed interest rates, guaranteed mortality charges, and the payment of scheduled premiums, death benefit
coverage will end on .

STATEMENT OF POLICY COST AND BENEFIT INFORMATION " Pagel2
{(Use Only For Universal Life Flexible Premium And Universal Life Fixed Premium Policies)

Additional Information Required (Continued)
Policy Loan Interest Information:

What is the percentage rate of interest credited by the company on any amounts which are security for a policy loan?

%o
The percentage rate of interest is Fixed ____ Subject to Chahge (Check one)
If the percentage loan interest rate is fixed, what rate is'stated in the poliey? _____ %
Is this loan interest rafe applied in advance? ___ Yes ____ No (Check one)

If “yes” is checked, what is the effective rate of interest?

Ifthe percentage loan interest rate is subject to change, the annual percentage rate will be determined by the company
in accordance with the policy language and applicable state law.

Disclaimer Notice Regarding Tax Law
The information in this “Statement of Policy Cost and Benefit Information” is not intended to be used in tax planning nor is
it intended for the purpose of providing tax advice. The possibility of future changes in tax laws must be recognized and taken

into consideration.

Cost Comparison Indices Under Current and Guaranteed Assumptions
(Explanations of the intended use of the following indexes are provided in the Life Insurance Buyer’s Guide)

Net Payment Cost Index Surrender Cost Index

Guaranteed Current Guaranteed Current
Year 10

Year 20

{Drafting Note: States which use the Yield Index instead of the Cost Comparison Index should substitute the appropriate
references to the Yield Index.)
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STATEMENT OF POLICY COST AND BENEFIT INFORMATION Page 1
Specifications - For Any of the Life Insurance Plans Listed Below

Name of Insured:
Name of Second Insured:
(The name of the second insured should be filled in only if the policy is a “Joint Life” policy as indicated below)

Name of Company:
Company's Address:
Date on which this Disclosure Statement was prepared

Is there an agent invelved in this application? Yes__ No___ (Check one)
If “yes” is checked, the following three questions must be answered.
Name of Agent:
Agent’s Address:
Agent’s Telephone Number:
If “no” is checked, describe the procedures for making inquiries concerning this “Statement of Policy Cost and Benefit
Information”

0

Type of Life Insurance Policy:
Universal Life Flexible Premium
Universal Life Fixed Premium
Indeterminate Premium Life
Variable Life

Policy Form Marketing Name:
Policy Form Number:

Coverage And Premium Specifications {Leave out any extra benefit riders which require an additional premium or an

additional periodic charge. Any such riders are described on Page )
Initial Death Benefit:
Initial Premium:
Premium Frequency Selected At Issue;
Equivalent Initial Annual Premium:
(This amount is equal to the “Initial Premium” if the premium frequency selected at issue is annual; otherwise fill in
the annual premium which is equivalent to the “Initial Premium™)

Status Specifications:
Single Life Joint Life (Check one)
Additional Specifications If Single Life is Checked
Issue Age
Sex

Risk Classification Applied for
(Disclose such classifications as standard or substandard, smoker or nonsmoker status, degree of substandard rating if
applicable, and any other classifications which would affect premium or surrender values)

Additional Specifications If Joint Life is Checked

Joint First To Die Plan Joint Last Survivor Plan
{Check one of the two plans above)
First Joint Insured Second Joint Insured
Issue Age Issue Age
Sex Sex
Risk Classification Applied For Risk Classification Applied For

(Refer to comments for single life “Risk Classification Applied For” above)
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STATEMENT OF POLICY COST AND BENEFIT INFORMATION Page 2
(Use Only For Indeterminate Premium Life Policies)

ILLUSTRATION I: BASIC POLICY APPLIED FOR, WITHOUT EXTRA-BENEFIT RIDERS

-

2 (2) 3 )

Max imum Possible
Annual Annual
Premium Premium Surrender
(Guaranteed (Current) Death value at
Year Assumptions) Assumptions) Benefit End of Year  Year
1 % 1
2 % 2
3 % 3
4 % 4
5 % 5
[ k4 [
7 % 7
~ 8 % 8
9 % 9
10 % 10
" % 11
12 - % 12
13 e % i3
14 ) % 14
15 3 15
20 3 20
At Least one of the three Lines immedistely below must be filled in.
Age &0 % Age 60
Age 65 % Age 65
Age __ % Age __

ILLUSTRATION If: BASIC POLICY APPLIED FOR, WITHOUT EXTRA-BENEFIT RIDERS

Illustration 11 is not required to be filled-in unless the fill-in on Page 5 indicates that one or more extra
benefit riders have been applied for, requiring an extra premium.

(4 D] {2) 3 (3]
Maximum Possible
Annual Annual
Premium Premium Surrender
{Guaranteed (Current) Death value at
Year Assumptions) Assumptions) Benefit End of Year Year.
1 % 1
2 % 2
3 % 3
4 % 4
5 % 5
[ % 6
7 % 7
8 % 8
¢ % 9
10 % 10
1 * 1
12 % 12
13 % 13
14 % 14
15 % 15
20 % 20
At lemst one of the three lines immediately below must be filled in.
fige 60 % Age &0
Age 65 % Age 65
Age % Age
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STATEMENT OF POLICY COST AND BENEFIT INFORMATION Page 3
{Use Only For Indeterminate Premium Life Plans)

NOTES TO USER:
(1) Page 2 contains two different illustrations. Please see Notes (2) and (3) below for descriptions of these two illustrations.

(2) IllustrationI, is to be used for comparison with other policies. [llustration I is based on a policy with does i:0t contain any
extrabenefit riders that require an additional premium, The fill-in on Page 5 will indicate if any such extra benefit riders have
been applied for.

(3) Illustration II, is to be based on the policy applied for, including any extra benefit riders that require an additional
premium. Illustration II is not required to be filled in, unless one or more such riders are applied for. If there are no such
riders, IHustration IT would be identical to Illustration I.

(4) Inboth Illustration I and NMlustration I1, there are references to “Age 60,” “Age 65" and “Age ___”in the “Year columns.
“Age 60" refers to the year such that the insured would have attained age 60 at the end of that year. For example, if the issue
age filled in on Page 1 is 34, “Age 60” would refer to the 26th year. Similarly, “Age 65” refers to the year such that the insured
would have attained age 65 at the end of that year. If the issue age is 34, "Age 65” would refer to the 315t year, Finally, “Age
— " refers to the year on which the insured would attain the age when an endowment would be paid by the company, if the
insured is still living. The blank should be filled in to show that age. If no such age is specified in the policy, 100 should be used
in this blank. Assuming that 1001is the Maturity Age and assuming that the issue age is 34, “Age 1 00” would refer to the 66th
year.

STATEMENT OF POLICY COST AND BENEFIT INFORMATION Page 4
(Use Only For Indeterminate Premium Life Plans)

Instructions for Htustrations I and IT on Page 2 of “Statement of Policy Cost and Benefit Information”
The following are pertinent to the values shown in Illustration I.

(1) The"Maximum Annual Premium (Guaranteed Assumptions)” must be the maximum premium which is allowed under
the policy language for the basic policy language for the basic policy, but not including the additional premium for any extra
benefit riders. For Year 1, this must be identical to the “Equivalent Initial Annual Premium” shown on Page 1.

{2) The"Possibie Annual Premium{CurrentAssumptions)” shall be the amount of annual premium which would be charged
underthe company’scurrent non-guaranteed premium rate schedule, but not including the additional premium for any extra
benefit riders. For Year 1, this premium must be identical to the “Equivalent Initial Annual Premium” shown on Page 1.

(3) The “Death Benefit” shall be the amount of death benefit provided at the beginning of the year under the basic policy,
but not including the death benefit under any extra benefit riders that require an additional premium. For Year 1, this must
be identical to the “Initial Death Benefit” shown on Page 1.

(4) The “Surrender Value at End of Year” is the amount which would actually be paid as a cash surrender value, under the
basic policy. The cash surrender of any extra benefit riders, requiring an extra premium is not included.

(5} At least one of the three lines for “Age 60,” “Age 656” and “Age __" must be filled in. Please see Note (5) under “Notes
to User” for additional information concerning these three lines.

The following are pertinent to the values shown in lustration II,

1) Tlustration ITis not required to be filled in, unless the policy applied for would contain one ar more extra benefit riders
requiring an extra premium. See Page 5 for information as to whether there are any such riders.

{(2) Ifthere are extra benefit riders requiring an additional premium, the policy values in the “Maximurn Annual Premium
(Guaranteed Assumptions),” “Possible Annual Premium (Current Assumptions),” “Death Benefit” and “Surrender Value at
End of Year” columns must be reviewed and increased appropriately. The amount of “Death Benefit” shall not be increased
on account of a death benefit which is paid only in the event of accidental death. Certain other riders, such as waiver of
premium disability benefit riders, will not affect the “Death Benefit” column.

(8) IfNlustration Ilis required to befilled in, at least one of the three lines for “Age 60,” “Age 65” and “Age ___” must be filled
in, Please see Note (5) under “Notes to User” for additional information concerning these three lines.
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STATEMENT OF POLICY COST AND BENEFIT INFORMATION = - Page 6
(Use Only For Indeterminate Premium Life Policies)

Additional Information Required:

Are any extra benefit riders being apphed for, which require an additional premlum or an additional periodic charge?
__ Yes __ No(Check one) If “yes” is checked, fill in the following table using a separate line for each such rider.

Maximum Annual
Brief Premium for Possible Annual
Rider Form Description Rider Premium for
Marketing Rider Form of Rider (Guaranteed) Rider (Current
Name Number Benefits Assumptions  Assumptions)

Are there any differences between the “Surrender Values at End of Year” shown in INustration I and Illustration Il on Page
2, resulting from the inclusion of such extra benefit riders?
o Yes ___No (Check one)

If“yeq” is checked, identify any of the riders described above w}nch develop their own surrender values in addition to those
developed under the basic policy.

Describe the non-guaranteed nature of any premiums (including any limitation on the company 's right to change premium
rates).

Is the pohcy participatingin dividends? ____ Yes __ No (Check one)
If “yes” is checked, there may be nominal dlwdends pald to the pollcy owner. The pohcy values shown in Illustrations I and
Il on Page 2 do not include any dividends. .

STATEMENT OF POLICY COST AND BENEFIT INFORMATION . . Page 6
(Use Only For Indeterminate Premium Life Policies) -

Policy Loan Interest Infpnnation:

The percentage rate of interest is Fixed _ Subject to Ch'ange {Check one)
If the percentage loan inberegt'ratg is fixed, what rate is stated in the policy? %
Is this loan interest rate applied in a&vanoe? Yes No (Check one)

If “yes” is checked, what is the effective raté of interest?

If the percentage loan interest rate is subject to change, the annual percentage rate will be determined by the company
in accordance with the policy Ianguage and applicable state law.

Disclaimer Notice Regardmg Tax Law )
The information in this “Statement of Pdhcy Cost and Benefit Information” is not intended to be used in tax planning noris
itintended for the purpose of providing tax advice. The possibility of future changes in tax laws must be recognized and taken
into consideration.
Cost Comparison Indices Under Current and Guaranteed Assumptions
(Explanations of the intended use of the following indexes are provided in the Life Insurance Buyer's Guide)
Net Payment Cost Index Surrender Cost Index
Guaranteed Current Guaranteed Current

Year 10
Year 20

(Drafting Note: States which use the Yield Index instead of the Cost Comparison Index should substitute the appropriate
references to the Yield Index.)
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SAMPLE DISCLOSURE STATEMENT
'Use Only For Variable Life Policies)

Additional Information Required

" Table of Surrender Charges. These deductions are used if surrender
of the policy is requested or in determining when the policy will
expire without value. {These deductions are sometimes cailed "Back
End Loads")

surrender Surrender
Year Charge Year Charge

QDWOB ~F g WS
-
N

—

Are there any surrender charges for vears after the twentieth ?
___Yes ___ No (Check one)

If "ses" is checked. describe the surrender charges for these later
years.

Expense Deductions while the poiicy is in force (These deducticns are
sometimes called "Front End Loads")

(include all deductions described in ine policy, other than mortaiity
deductons or deductions fcr benefits under sxtra benefit riders which
are applied to premiums paid or which are made as a pariod charge
against the amount which earns :nterest.:

Describe “he non-guaranteed nature of the cdeath benefits

{Disclose any guarantees of death benefits provided in the policy.)

Is the policy applied for structured such that an insured can lose his
or her entire investment even though the insured has naid the scheduled
pramiums? ___ Yes ___No

{Check cne}

If "yes" is checked, describe briefly how this could happen. Alsc,
explain what the affect would be ¢n any death benefit guarantees (if
any) as provided above if such a loss of the mnsurad's investment would
occur.

Is The Premium In The Policy Fixed or Guaranteed? Yes __ No
(Check onel
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STATEMENT OF POLICY COST AND BRENEFIT I'NFORMATICHN
{Use oOnly for variable Life Policies)
Additional Information Required {Continued)

ATre any extra benefit riders being applied for. which require an additionai
premium or an additional periodic charge ? Yes No (Check one)

If "yes" is checked, fill in the following table using a separate line for each
such rider.

Rider Form : Rider Form Brief Descr:iption
Marketing Name Number of Rider Benefits

Policy Loan Interest Information:

Describe the maximum amount which is available as security for a policy
loan.

What is- the percentage rate of interest credited by the company on anv
amounts which are security for a policy lean ? %

The percentage rate of interest is
Fixed Subject to Change {Check cne}

If the percentage loan interest rate is fixed. what rate is stated in the
policy ?

1s this loan interest rate applied in advance ? __Yes _ No {Check one)
If "ves" is checked, what is the effective rate of interest ?

If the percentage loan interest rate is subject to change, the annual
percentage rate will be determined by the company in accordance with the
peolicy language and applicable state law.

Disclaimer Notice Regarding Tax Law
The information in this "Statement of Policy Cost and Benefit Information”
is not intended to be used in tax planning nor is it intended for the
purpose of providing tax advice. The possibility of future changes in tax
laws must be recognized and taken into consideraticn.

Product Development Task Force



