NAIC Proceedings 1998 4th Quarter Vol. 11 607

LIFE INSURANCE AND ANNUITIES (A) COMMITTEE

Reference:
1998 Proc. 2nd Qtr. 651 Terri Vaughan, Chair—lowa
1998 Proe, 3rd Qtr. 516 Neil D. Levin, Vice Chair—N.Y.
CONTENTS
Life Insurance and Annuities Committee Dec, 9, 1998, Minntes ... iceer e 607
Life Tnsurance and Annnities Committee Dec. 5, 1998, Hearing Report
Regarding Viatical Settlements (Attachment One}......c.oooiiiiiiiin 609

Viatical Settlements Working Group Dec. 6, 1998, Minutes {Attachment T'wo)..611
Viatical Settlements Model Regulation Dec, 6, 1998, Draft
(AtLAchment TWo-A) ..o ee e arrre e eae e mmres s eeaaees 613
Life Disclosure Working Group Dec. 7, 1998, Minutes (Attachment Three; ........ 627
Annuity Disclosure Madel Regulation Dec, 7, 1998, Draft,

(Attachment Three-A) ... e eaea e aeas 629
Life Insurance [llustrations Issues (Attachment Three-Bl..oo.oooveeveiceennd 632
Life Disclosure Working Group QOct. 20, 1998, Minutes
(Attachment Three-C) ...t e st e eae e arae 632
Equity Indexed Produets Working Group Dec. 7, 1998, Minutes
(Attachment Four)......c.ooo oo e e e

Suitability Working Group Dec. 8, 1998, Minutes (Attachment Five)
Suitability Working Group Memorandum Dated Dec. 1, 1998, Regarding

Suitability Provision in NAIC Models (Attachment Five-A)................. 630
Proposed Qutline for Suitability Working Group White Paper
(Attachment Five-Bl.....cooiiinii s e 636
Suitability Working Group Nov. 12, 1998, Minutes (Attachment Five-C)....636
Synthetic GIC Working Group Dec. 6, 1998, Minutes (Attachment Six)............. 637
Synthetic Guaranteed Investment Contracts Model Regulation Dec. 13, 1998,
Draft (Attachment SIZ-A).....cooiinime e e 638
Memorandum fram Doug Barnert Dated Dec. 6, 1998
(Attachment Six-Bl.......co e 648
1899 Charges of Life Insurance and Annuities (A) Committee
(AR IMENIE S BVEI Y, ot re e eee e et ee e s bt eee e e eatbe e et ante e seeeasesaneesnnns 648
2000 Charges of Life Insurance and Annuities (A) Committee
(Attachment EIZht) ..ot eran e e 0642
MINUTES

The Life Insurance and Annuities (A) Committee met in Salon IV of the Walt Disney World Dolphin
Hotel in Orlando, Fla.,, at 11 a.m. on Dec. 9, 1998. A quorum was present and Roger Sirauss,
representing Terri Vaughan (Iowa) chaired the meeting. The following committee members or their
representatives were present: Lester Dunlap representing James H. Brown (La.); Cindy Martin
representing Linda Ruthardt (Mass.); Clyde Dailey representing Mark O'Keefe (Mont.); Mike Batte
representing Chris P, Krahling (N.M.); Dan Keating representing John Crawford (Okla.); and Leslie
Jones representing Lee P. Jedziniak (5.C.).

1. Report of Viatical Settlements Working Group

Lester Dunlap (La.) said the working group met Dec. 6, the day following the hearing held by the Life
Insurance and Annuities (A) Committee, (A summary of the testimony is Attachment One.) The
working group first discussed whether to finish its charge or to go back and raview the entire project,
based on the discussion at the hearing. The working group decided to finish the redraft of the Viatical
Settlements Model Regulation, hopefully completing this work by conference call about Feb. 1, 1999.
Mr. Dunlap expressed the desire to bring the completed document to the A Committee for adoption at
the Spring National Meeting. Mr. Dunlap said the working group changed Section 4 to reinsert the
minimum standards table with the “reasomableness” test as an alternative approach, The working
group has several suggested charges for 1999 to pursue other issues identified at the Life Insurance
and Annuities (A) Commitiee hearing. He said the most important project is to develop an “Alert”
package to inform regulators, consumers and investors about issues of current concern regarding
viatical settlements. Tom Foley (N.D).) offered to head the group working on that project. Mr, Dunlap
said that the working group will ask for a charge in 1999 to examine the investor’s side of the viatical
transaction, He said the group hopes to come to some conclugions that will help regulate that side of
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the process. Mr. Dunlap said there are a number of insurance-related issues that were raised at the
hearing about insurable interest and sales of policies by healthy individuals. The A Commitiee may
wanl to appoint. a separate working group to consider those issues.

Mike Batte (N.M.) moved and Dan Keating (Okla.) seconded a motion to receive the report of the
Viatical Settlements Working Group (Attachment Two). The motion passed.

2. Report of the Life Disclosure Working Group

Mr. Foley said he was pleased to present two reports to the Life Insurance and Annuities (A)
Committee and in both cases he is able to report a finished product. The Life Disclosure Working
Group completed itz development of the Annuity Disclosure Model Regulation. This produect, in
conjunction with the buyer’s guide adopted during the last quarter will make a good disclosure
package. He said he anticipates that the 1999 activity of the working group will involve life insurance
disclosure issues.

Mr. Batte moved and Mr. Keating seconded a motion to adopt the report of the Life Disclosure
Working Group (Attachment Three). The motion passed.

3. Report of the Life and Health Actuarial (Technical) Task Force

Mr. Foley reported that the task force continued its discussion of the Actuarial Opinion and
Memorandum Regulation and discussed a new concept for a unified valuation law. Lengthy discussion
took place on both of these issues and Mr. Foley said he anticipates eontinued discussion in 1999. The
State of Florida will chair a subgroup to continue work on the life nonforfeiture project.

Mr. Foley zaid the task force adopted revisions to the Valuation of Life Insurance Policies Model
Regulation (commonly known as XXX). Mr. Foley said this is important for all of the life insurance
industry. He anticipates the model heing adopted by many states in early 1999. The insurance
industry has committed to support this project.

Mr. Batte moved and Mr. Dunlap seconded a motion to adopt the report of the Life and Health
Actuarial (Technical) Task Force. The motion passed,

4, Report of the Equity Indexed Products Working Group

Mr. Batte reported that the working group reviewed its charge and work plan to decide if it addressed
all of the issues identified earlier in the year. The working group considered a recommendation on
agents education and recommends to its parent that insurers train their agents about equity-indexed
products and that regulators monitor this training. The working group would like to request a 1999
charge to prepare recommendations on the contract review process.

Mr. Batte moved and Mr, Dunlap seconded a motion to receive the report of the Equity Indexed
Products Working Group (Attachment Four). The motion passed,

5. Report of the Suitability Working Group

Paul DeAngelo (N.J.) said the Suitability Working Group is reviewing suitability standards in place in
related industries and in some of the states and to lay the ground work for a white paper on
suitability. The second part of this working group's charge is to draft amendments to the Life
Insurance Advertising Model Regulation, Two conference calls will be held after the first of the year,
one on each issue. The working group intends to survey states on their views about what should be
included in suitability standards. The second conference call will consider amendments to the
advertising regulation. Mr. DeAngelo said the working group heard a presentation from a broker-
dealer on the suitability standards it uses. The working group requests a continuation of its charge to
review the advertising regulation, and a modification of the charge on suitability to say the group will
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draft a white paper. Mr. DeAngelo said the conclusions of the white paper may indicate a necessity to
develop a model act or regulation on suitability, so a tentative charge for 2000 is included.

Clyde Dailey (Mont.) moved and Mr. Keating seconded a motion to receive the report of the Suitability
Working Group (Attachment Five). The motion passed.

6. BHeport of the Synthetic GIC Working Group

Mark Peavy (NAIC/S380) said that the working group’s materials include a copy of the Synthetic
Guaranteed Investment Contract Model Regulation, which the working group recommends for
adoption. Larry Gorski (Ill.} also noted at the working group meeting that its mission has been
fulfilled and he asks that it be disbanded. Mr. Peavy pointed out that the work of the S8ynthetiec GIC
Working Group was coordinated with the Separate Accounts (EX4) Working Group and, if changes are
desired to the Synthetic Guaranteed Investment Contract Model Regulation, they need to be
coordinated with the Separate Accounts Model Regulation also being considered for adoption.

Mr. Batte moved and Mr. Dunlap seconded a motion to adopt the report of the Synthetic GIC Working
Group (Attachment Six).

Scott Cipinko (National Alliance Life Companies—NALC) called the attention of the working group to
Section 5 of the model regulation. He said the NALC objects to the requirement of $1 billion in
admitted assets. He said the quality of a company is not dictated by its size and his organization
ohjects to any barriers placed on the market based on company size. He said he brought this request
to the working group at each of its meetings and asks the A Committee to consider removal of the
language now. Bob Brown (CIGNA) drew the committee’s atiention to the second sentence of that
paragraph, which says the commissioner may set other limits. He opined that this language, added to
address the concerns of small companies, gives the commissioner flexibility to set other standards not
based on company size. Roger Strauss (Iowa) said that Mr. Cipinko’s comments acknowledge that his
concerns have been considered by the working group. He noted that it is always an option for a state
to change a model and he spoke against making a change to the draft as presented. The mation to
adopt the report of the Synthetic GIC Working Group, including the model, pasaed.

7. Rewview Charges for 1999 and 2000

Mr. Dailey moved and Mr. Dunlap seconded a motion to adopt the 1999 charges (Attachment Seven)
and the 2000 charges (Attachment Eight) developed by the A Committee and its working groups. The
mation passed.

Having no further business, the Life Insurance and Annuities (A) Committee adjourned at 11:40 a.m.

ATTACHMENT ONE

Hearing on Viatical Settlement
Orlando, Florida
December 5, 1998

The Life Insurance and Annuities (A) Committee held a hearing on Dec. 5, 1998, at the Walt Disney World Delphin Hotel in
Orlando, Fla., to hear testimony about practices related to viatical settlements. First to testify was Commissioner Glenn
Pomeroy (N.D.). Commissioner Pomeroy said the regulators are facing increasgingly impaortant questiona relative to the viatical
settlement industry, The Life Insurance and Annuities (A} Committee is the perfect place to air these issues and make public
policy decisions. Commissioner Pomeroy described his first introduction to the viatical settlemant industry while he waa a
securities regulator in North Dakota. He said North Dakota looks at this issue from the view point of protecting insured
persons in the state. Potential viators need to understand the tax implications, receive other disclosures, and receive a fair
amount in return for signing over the policy to the viatical settlement provider. He said North Dakota has provided for these
disclosures with the first generation NAIC Viaticat Settlements Model Act. Commissioner Pomeroy emphasized that he helieves
there is a role for viatical settlements until all insurers offer accelerated death benefits, to meet the needs of people who are in
desperate need of cash. However, viatical settlement transactions must be carefully regulated.
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He asked the committee to take a look at how thia industry has evolved and ask itself whether the regulators are comfortable
with the direction the industry is going. He asked if it is appropriate to have life insurance turned intec an investment
contract—“death futures,” investing in a person’s death. He asked regulators to consider whether there are insurahle interest
concerns and to deal! with the public policy questions. He thanked the members of the viatical settlement industry who are
working with regulators to solve these difficult issues.

Tom Foley (N.I).} described four categories of viatical settlernents that need te be considered: 1) people with a life expectancy of
no greater than two years; 2) the chronically ill, who do not have a normal life expectancy, but are expected te live more than
two years; 3) persens with a normal life expectancy; and 4) people who do not now own life insurance. Activity takes place in all
four of these categories that needs to be considered by the regulators. Mr. Foley said that the viatical settlement industry
started cut with people who had a very short life expectancy and typically had no dependents. The way the NAIC's Viatical
Settlements Model Act is current drafted, the term “viator” applies only to categories 1 and 2.

Mr. Feley described some materials that have recently come to his attention. He described a letter to agents encouraging them
to lock at life insurance policies they have written to identify those who might be approached to viaticate the pelicies. He noted
advertisements that encourage people to buy life insurance and immediately viaticate the pelicies. He peinted out a newspaper
article that said billions of dollars of insurance are being viaticated. It concluded that “homicide becomes more than a remote
possibility.”

Mr. Foley recommended several courses of action to the A Committee. He asked that an “Alert” be developed ta deseribe for
investors, regulators, the media and other interested parties the direction the market is going. He said that inaction on the part
of the NAIC will endorse the direction of the market, He asked the A Committee to form a working group to look at all aspects
of the insurance issue such as insurable interest, solicitation of those who do not currently own insurance, ete. He asked that
the current model act and regulation be frozen in place to await the results of the above activity.

Doug Head (Medical Escrow Society) spoke on behalf of the National Viatical Association and the Viatical Association of
America, who have been working together on these issues. He opined that it is time for the working group and the A Committee
to adapt the regulation prepared by the working group over the past months, That draft addresses categories 1 and 2 described
by Mr. Foley, but does not answer questione related to categories 3 and 4, which he suggested should be a separate project. He
noted that life insurance is a form of property and the owner has discretion about what to do with that property. He opined that
there is a broad consumer need for viatical settlements or the industry would not have grown to the extent that it has. Holly
Roth (Viaticus) suggested that the issues raised by Mr. Faley he addressed by the technical resource advisors that assisted the
Viatical Settlements Working Group. She =aid that set of advisora included representatives from hoth the viatical settlement
industry and the life insurance industry. Because these groups share concerns about the categories 3 and 4 described by Mr.
Foley, they should work together, Cindy Martin (Mass.) asked about the position of the viatical settlement industry relative to
categories 3 and 4. Mr. Head responded that the viatical associations have taken no pesition. He said it is an important item for
discussion, but it is really not a reason to stop discussion on the Viatical Settlement Medel Regulation, which covers Mr. Faoley's
categories 1 and 2.

Ms, Martin asked if Viaticus is now transacting business in categories 3 and 4. Gary Chedes (Viaticus) said his company
currently purchases policies from category 3 individuals with a high net worth., He said in 1998 Viaticus will purchase $300
million worth of policies, three-fourths of these from well individuals who no longer need the high amounts of coverage they
purchased. Mr. Chodes said that the entire viatical settlement industry purchases approximately $400 to $500 million warth of
ingurance per year, He said this is about 4,000 to 5,000 policies. Mr. Chodes opined that it is not financially feasible to buy
insurance from well pecple except for very large policies. Marty Carus (N.Y.) asked if Viaticus purchased policies from New
York residents. Mr. Chodes said he was not sure, but he believed so. Mike Batte (N.M.) asked Mr. Chodes if his company was
invelved in buying structured settlements, lottery winnings, ete. Mr. Chodes responded in the negative. Mr. Carus said he
assumed that viatical settlement providers could not buy policies from well individuals in a state with the NAIC model in place.
Mr. Foley responded that the NAIC’s model does not regulate sales of policies of well individuals, g0 a viatical settlement
provider can do whatever it wants, Mr. Chodes confirmed that his company believes that the model and state laws onty apply to
terminally and chronically ill so would not prevent the sale of a policy of a well person. Tom Jacks (N.C.) said that his state
researched this issue and agrees with the conclusien that it is not illegal even though it is outside the parameters of the Viatical
Settlements Act adopted in North Carolina.

Cornmissioner Terri Vaughan (lowa) said that three-fourtha of the transactions hy Viaticus by face amount are for well
individuals and asked if that is typical. Mr. Chodes responded that his company is providing the vast majority of funds for sales
of policies of well individuals because Viaticus has institutional capital available. Commissioner Vaughan asked if these policies
are treated any differently because the individuals are well. Mr. Chodes responded that the disclosure used complies with the
Viatical Settlements Model Act but it is modified where irrelevant or inappropriate. He gave as an example disclosure that the
sale of a policy by a well individual will not be a tax-free event. Commissioner Vaughan asked Mr. Chodes if he thought brokers
understand the difference. Mr. Chodes responded that typically they act with the aid of & financial planner ar insurance agent
that works with high income individuals, He said his company makes clear that it technically is not a viatical settlement.
Commissioner Vaughan asked if the protections in the current draft of the Viatical Settlements Model Regulation include
requirements that are not appropriate for well individuals. Mr. Chodes responded that some language is not applicable, For
example, the standards for reasonable payment do not fit. Commissioner Vaughan said those testifving have not yet responded
to Mr. Foley's concerns ahout soliciting sormeone to buy a pelicy so that it can be viaticated. She asked Mr. Chodes to provide
more information. Mr, Chodes responded that his company will buy pelicies only of people who purchased insurance to meet a
need and with the lapse of time that need no lenger exists. He said it is always beyond the twe-year incontestability peried. He
said Viaticus would not buy policies that had just been issued and does not condone that practice. He said he believed it is being
done by a few agents to generate commissions and it is not clear that many, if any, will actually be purchased by a viatical
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settlement provider, because the viatical settlement provider would be betting against the underwriting of the insurer. He
opined that this policy would have been taken out in bad faith as a wagering contract.

Mr. Carus expressed concern that, merely because an individual is heaithy, the laws on the backs do not protect him.
Commissioner Vaughan confirmed that the viatical settlement industry and the regulators agree that that is the case and that
thia subjeet needs review, Mr. Feley pointed out that, in his opinion, regulators should recogniza that the protections in the
model are poor at best. Mr. Carus asked if there was a downside to extending protection for all into the draft now and contin-
uing to study the issue to see if there are stronger protections needed for some. Mr. Chodes said that all the definitions would
need to be reviewed and changes would be needed in all sections of the model act and regulation to apply to well individuals,

Michael McNerney (Mutual Benefits Corporation) said the privacy issues and reasonable payment issues have been debated at
grear length in the working group. He said it is not correct to say that these issues have not been addressed, but rather a small
mincrity does not agree with the decisions made by larger states with more experience. He opined that privacy is a code word
for “we don’t think the viatical gettlement industry should exigt,” He summarized the issues as he saw them: for privacy issues,
the working group has a recommendation; for reasonable payments, the working group has a recommendation; and everyone
agrees that it is necessary to look at Mr. Foley's 3 and 4. He opined that it would be a mistake to stop work on the regulations
covering Mr. Foley's items 1 and 2,

Julie Spiezio (American Council of Life Insurance—ACLI) said the life insurance industry has been supportive of the NAIC's
model and said she came before the A Committee to talk about Mr. Foley's categories 3 and 4. She said the life insurance
industry is concerned about the buying and selling of insurance on healthy lives. She said she is aware of instances where
policies have been viaticated within 10 days of their purchase. People are heing approached by agents and encouraged to buy a
policy to viaticate. She outlined the most important issues for the life insurance customers and industry; 1) Insurable interest.
It is the law that the person purchasing a policy must have an insurable interest. If someone buys a policy and then quickly
sells it, he or she has violated the insurahle intereat law. 2) Increased fraud perpetuated on insurance companies. Individuals
may stretch the truth to get the policy and then turn around and sell it, so they don't care what happens. A couple of courts
have already required the insurer to pay proceeds to the viatical settlement company even though there was evidence of fraud.
3) The public pelicy purpose of life insurance is being weakened hy this practice. Ms. Spiezio said the ACLI agrees that it would
be helpful to set up a group to look at these issues.

John Matthews (Allstate Life) pointed out that more insurers are attending meetings on viatical settlements than ever before.
The issues raised by Mr, Foley have gotten the attention of the ACLI and of life insurance companies. Bob Heigler (I11.) asked if
the ACLI hae a recommendation on stopping work on the current Viatical Settlement Mode] Act Ms, Spiezio responded that
the ACLI does not take a position on the current model and traditional viatical settlements. She agreed the model is one way to
go. Commissioner Vaughan asked if it was Ms. Spiezio's perception that the market for well individuals was strictly for those
with high income. Mr. Spiezio responded that there seem to be some individuals who buy more than one policy and then
viaticate all of them.

George Coleman (Prudential) expressed concern with the current draft of the Viatical Settlements Model Regulation, which
deletes the minimum payment requirement and replaces it with a “reasonahle” standard. He pointed out the model contains no
authority to change the viatical settlement if regulators find it to be unreasonable. He noted thal in his experience inaurance
departments do not like to enforce *reasonable” standards. He opined that this will tie up insurance departments’ time in
review. He noted that his company alse had experienced an increase in individuals buying policies and immediately turning
around and selling them. He said nene of the information on the application would have given the company a clue that the
individual planned to turn around and sell the policy. Commissioner Vaughan asked why and Mr. Matthews responded that
currently his company does not have a question on its application that would help them determine this.

Lester Dunlap (La.), chair of the Viatical Settlements Working Group, asked how the A Committee wished his working gronp to
proceed. He asked if they should go ahead and finalize the Viatical Settlements Mode! Regulation or stop work. Cemmissioner
Vaughan responded that they should make recommendations to the A Committee on whether and how to proceed with a model
regulation, which would be considered by the parent.
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ATTACHMENT TWO

Viatical Settlements Working Group
Orlando, Florida
December 6, 1998

The Viatical Settlements Working Group of the Life Insurance and Annuities (A) Committee met ix. Salon [V of the Walt Disney
World Dolphin Hotel in Orlando, Fla, at 3 pm. on Dec, 6, 1998. Lester Dunlap (La.) chaired the meeting, The following
working group members or their representatives were present: Elizabeth Bookwalter for Michael Bownes {Ala.); Kevin McCarty
{Fla.); Robert Heisler (Ill.); Marlyn Burch {(Kan.); Tom Jacks (N.C.); Tom Foley (N.1D.); Dan Keating (Okla.); Louis Littlehales
for Joel Ario (Ore.); and Rhonda Myron (Texas).

1. Consider Results of Viatical Settlements Hearing

Lester Dunlap (La.) began by summarizing the hearing held by the Life Insurance and Annuities (A) Committee. He said it was
an extremely praductive undertaking with good presentations on regulatory concerns. Two alternatives were suggeated for the
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working group: 1) to continue disenasion of the Viatical Settlements Model Regulation and bring it to the A Committee for
consideration; or 2) go back and reconsider the regulations provisions in light of the concerns raised at the hearing.

Tom Jacks {N.C.) recommended that the working group go forward with the draft as proposed. He said this document is a
product of extensive debate. He acknowledged there are still issues regarding privacy and reasonableness but asked that the
document not be put on hold while the working group considers issues related to well individuala. He said these other issnes
cause him great concern but states are waiting for the regulation, so it should be finished quickly. Martin Carus (N.Y.) said the
working group should consider whether the draft can be expanded to cover healthy lives, This would prevent regulators from
going back to the legislature twice. If the decument is easy to amend 8o it can cover all people who might want to viaticate a
palicy, that should be done. Mr, Jacks aaid his insurance department has legislation ready te be considered in January and he
does not believe that the working group can evaluate viatical settlements of the healthy by that time. Kevin McCarty (Fla.) gaid
the draft being considered by the working group represents a well-debated model. There may be heated debate on whether the
working group's model should even allow viatication of policies by healthy individuals. He suggested the warking group needs
to put to rest iseues on chronically and terminally ill first.

Tom Foley (N.D.) said one of the North Dakota recommendations received no comment at the A Committee hearing, He had
suggested development of a “Alert” package to allow regulators, inveators and consumers to understand what is going on in the
marketplace. He gaid this type of informational packet might alleviate some of New York's concerns. Marlyn Burch (Kan.)
spoke in favor of the Alert package. He said Kansas is in a unigque position because the securities commissioner of Kansas is the
chair of a task force of securities regulators, He said insurance department staff have met with the securities regulators and
have raised concerns and the Kansas Securities Commission is very supportive of the NAIC model. His state would like to go to
the legislature with the model in January but would not mind going bhack later te add provigions for healthy lives. Mike Batte
(N.M.) said New Mexico also has a committee sponsoring the model in the legislature and, assuming the model iz adopted, the
state will then issue regulations under the medel. The regulators in New Mexico desperately need something like the Alert
package to help with providing information. He suggested a charge for 1999 to look at the other issues raised in the A
Committee hearing. Holly Roth (Viaticus) said she had been requested to assist in developing an informational brochure that
insurance departments can use (which will become Appendix A of the model regulation) and sugpgested the information in this
packet might he useful for the Alert package. Mr. Jfacks said he also was eager to use the Alert materials to help inform
consumers. He learned a lot at the hearing about activities in the viatical settlement industry and was eager to share that
information with consumers in his state.

George Coleman (Prudential) reminded the working group that he raised the issue at the hearing about the elimination of the
minimum payouts for those who have a life expectancy of 24 months or less, He recommend reinstating that table and using the
“reasonableness” test for longer life expectancies, Julie Spiezio (American Council of Life Insurance—ACLI) said the life
ingurance industry has just now become interested in the Viatical Settlements Model Regulation because of their awareness of
the viatication of policies by healthy individuals and the solicitation of individuals who are not insured to buy life insurance and
immediately viaticate the policy. Because of the life insurance industry's increased concern, they are now leoking at the
regulation and several have expressed concern about the issue raised by Mr. Coleman. Ms. Spiezio said that the ACLI has
supported the adoption of the Viatical Settlements Model Act in states, but cautioned that the organization may not be able to
suppert the new regulation because of the concern expressed over this change.

Mr. Foley eaid that, like Mr. Jacks, he waa astounded by the information he was receiving about activities in the viatical
settlement industry. He raised the concern that there could be significant tax changes as a result of this activity. There is a
great risk that the Treasury Department may question the tax benefit provided to life insurance minus insurable interest. He
said the Alert package wmild spread this type of information. Andy Plant (Benefits America) agreed that the proliferation of
viatical settlement industry information is good but he did not like the idea of calling the document an “alert” hecause it might
raige alarms. Delora Schafer (Okla.) opined that “red alert” would be good. She expressed concern over the experience she had
in Qklahoma, which she described ag “appalling.” Mr. Jacks moved that the working group separate the issues related to the
model regulation from the future projects but move forward with the Alert project currently. Mr. Foley aeconded the motion and
it passed. Mr. Jacks then moved that the working group finish the model regulation so that it can be adopted expeditiously. Mr.
McCarty seconded the mation and it passed. Mr. McCarty said that Florida has experienced viatication of thousands of
contracts withcut incident. Unfortunately, the industry has moved dramatically from the viatication of policies of ill
individuals. He now gets numerous calls from investors who were told they would get huge returns. He opined that this would
have a tremendous impact on the life inanrance industry with a great potential for fraud.

2, Consider Viatical Settlements Model Regulation

Mr. Dunlap asked the werking group to give further consideration to the standards for reasonable payment that were deleted
from Bection 5 at a prior drafting session. He suggested putting the table back as one alternative, using the Texas standards for
reasonableness as a second alternative, and letting each state decide which direction it shonld go. He also suggested developing
a guidance manual to help states determine reasonableness, Mr. Jacks endorsed the idea. He said North Carolina already has
the table in its regulation, and he does not plan to delete the table when the North Carolina regulation is revised, He said the
draft described by Mr, Dunlap would acknowledge that both are good alternatives. Mr. Burch and Mike Hessler (I11.} spoke in
support of that.opinion. The working group agreed to include the two alternatives in the model.

Ma. Roth said she would provide an electronic copy of her submission for Appendix A to Carolyn Johnson (NAIC/SSO} for
inclusion in the next draft of the regulation. Mr. Dunlap asked for comments on the changes ta the regulation (Attachment
Twao-A) by Feb. 1, 1999, and eaid the working group will hald a conference call in February to review the draft. He expressed the
hope that the model could be finalized at the Spring National Meeting.
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3.  Consider Charges for 1899 and 2000

The working group considered recommendations for charges based on the discussion items from the prior working gronp meet-
ings and from the A Committee hearing, Mr, McCarty said the highest priority should be given to the investment side of the
viatical settlements. Dan Keating (Okla.) said that the Alert program shounld alac be considered a high priority, Dong Head
(Medical Escrow Society) said the Viatical Association of America, which he represents, is delighted that the working group will
he looking at the investment side. He opined the insurance regulators are far ahead of their colleagues in the securities divi-
giong. He said that the term “viatieal” is an inappropriate term to reference sales of life insurance policies by individuals who
are not terminally or chronically ill. He suggested changing the charges from “viatical settlements” to “life inaurance sales.”

Michael McNerney (Mutual Benefits Corp.) suggested that the charges for 2000 include development of a continuing education
program for viatical settlement providers and agents.

Ms. Johnson summarized a recent court case, Life Partners, Inc. v. Life Insurance Co. of North America, which will affect state
regulatora.

Having no further businesg, the Viatical Settlements Working Group adjourned at 4:45 p.m.
ok sk kol
ATTACHMENT TWO-A

Viatical Settlements Model Regulation
Draft: December 6, 1998
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Section 1, Autherity

This regulation is adopted by the commissioner pursuant to the authority in Section [insert reference to state statute
equivalent to Section 10 of the Viatical Settlements Model Act].

Drafting Note: States considering adoption of this version of the regulation should be sure the corresponding elements
contained in the current Viatical Settlements Model Act have heen put in place.

Section 2. Definitions

In addition to the definitions in Section [insert reference to equivalent to Section 2 of the Viatical Settlements Model Actl, the
following definitions apply to this repulation:

A, "Chronically ill" means:

(1) Being unable to perform at least two (2) activities of daily living (i.e., eating, tcileting, transferring, hathing,
dressing or continence),

(2) Requiring substantial supervision to protect the individual from threats to heslth and safety due te severe
copnitive impairment; or

(3) Having a level of disability similar to that described in (1) above as determined by the Seeretary of Health and

Human Services,

B. “Insured” means the person covered under the policy being considered for viatication;
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C. “Life expectancy” means the mean of the number of months the individual ingured under the life insurance policy to
be viagticated can be expected to live as determined by the viatical settlement provider considering medical records and
appropriate experiential data.

D). “Net death henefit” means the amount of the life insurance policy or certificate to be viaticated less any outstanding

debts or liens;

E. “Patient identifying information” means an insured’s address, telephone number, facsimile number, electronic mail
address, photograph or likeness, employer, employment status, social seeurity number, or any other information that is
likely to lead to the identification of the insured; and

F. “Terminally ill” means having an illness or sickness that can reasonably be expected to result in death in twenty-four
(24) months or legs.

Section 13.  License Requirements for Viatieal Settlement-Providers

€A. In addition to the information required in Section [insert reference to state law equivalent to Section 3 of the Viatical
Settlements Model Act], Fthe commissioner may ask for sueh-additional other information as—s-necessary to determine
whether the applicant for a license as a viatical settlement provider, viatical settlement broker or viatical settlement
representative complies with the requirements of Section [insert reference tn state law equivalent to Section 3 of Viatical
Settlements Model Act].

€B. The application shall be accompanied hy a fee of $linsert amount]. The license may be renewed yearly hy payment of &
fee—of-Blinsert amount] and a eurrent copy of a letter of good standing obtained from the filing officer of the applicant’s

state of domicile. If a viatical settlement provider, viatical settlement hroker or viatical settlement representative fails
Failure to pay the renewal fee within the time prescribed, or a viatical settlement provider fails to submit the reports
required in Section 6 of thia Act, such nonpayment or failure te submit the required reports shall result in automatic
revocation of the license. If a viatical settlement provider has, at the time of renewal, viatical settlements where the
insured has not died, it shall do one of the following:

{1) Renew or maintain its current license status until the earlier of the following events:

{a) The date the viatical settlement provider properly assigns, sells or otherwise transfers the wviatical
settlements where the insured has not died; or

{h) The date that the last insured covered by viatical settlement transaction has died,

{2) Appoint, in writing, either the viatical settlement provider that entered intn the viatical settlement, the broker
who received commissions from the viatical settlement, if applicable, or any other viatical settlement provider or
broker licensed in this state to make all inguiries to the viator, or the viator's designee, regarding health status of the
viator or any other matters.

Drafting Note: If fees are covered in state law or a comprehensive fee regulation, delete reference to fees in Subsection R,

E—A-viat:

vibh—th e hpalean’ £i s o A,
witnthe Drofersexposure, & FOThe AITeC-COmITIRAIONer:;

C. The license issued to a viatical settlement provider, viatical settlement broker or viatical settlement representative
shall be a limited license which that allows selicitationenlyof viatieal-settlements: it to operate only within the scope of its
license,
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Section 4. Appointment Requirements for Viatical Settlement Representatives

A viatical settlement representative, as defined in [insert reference to Section 2 of Viatical Settlement Actl, shall not solicit a
viatical settlement contract without first obtaining an appointment from a licensed viatical settlement provider or licensed
viatical settlement broker.

A. The appointment shall be made on a form required by the commissioner.

B. The appointment shall be accompanied by a fee of $linsert amount]. The appointment may be renewed vearly by
payment of a fee of $linsert amount]. Failure to pay the renewal fee within the time prescribed may result in automatic
expiration of the appointment,

C. If the appointment is revoked by either party, the appointing viatical settlement provider or viatical settlement
broker shall notify the commissioner of the revocation within thirty (30) days.

Bection 45.  Standards for Evaluation of Reasonable Payments
[Alternative T]

[In order to assure that viators receive a reasonable return for viaticating an insurance policy, the following shall be minimum
digcounts:

Minimum Percentage of Face Value
Less Outstanding Loans
Insured’s Life Expectancy Received by Viator
Leaa than 6 montha [80%]
At least 6 but less than 12 months {T0%]
At least 12 but less than 18 months [65%]
At least 18 but Jess than 24 montha ‘ [60%
Twenty-four months or more (0%

The percentage may be reduced hy [5%] for viaticating a poliey written by an insurer rated less than the highest (4] categories
by A.M. Best, or a comparable rating by another rating agency.]

[Alternative 11]

LA viatical settlement company or broker shall not enter into a viatical settlement that provides a payment te the viator that is
unreasonable or unjust. In determining whether a payment is unreagonable or unjust, the commissioner may congider, among
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other factors, the life expectancy of the viator, the applicable rating of the insurance company that issued the subject policy hy a

rating service generally recognized by the insurance industry, regulators and consumer groups, and the prevailing discount

rates in the viatical settlement market in [insert state], or if insufficient data is available for [ingert state], the prevailing rates

nationally or in other states that maintain this data.]

Section 8.

Reporting Requirement

On March 1 of sach calendar year, each viatical settlement provider licensed in this state shall make a report of all viatical

gettlement transactions where the viator is a resident of this state and for all states in the aggregate containing the following

information for the previcus calendar year:

A. For viatical settlements contracted during the reporting period:

n

Date of viatical settlement contract:

(2)

Viator's state of residence at. the time of the contract;

(3

Mean life expectancy of the insured at time of confract in months;

(4}

Face amount of policy viaticated;

(5}

Net. death henefit viaticated;

(6

Estimated total premiums to keep policy in force for mean life expectaney;

(7}

Net amount paid to viator;

(8

Source of policy (B-Broker; D-Direct Purchase; SM-S8econdary Market);

)]

Type of coverage (I-Individual or G-Group);

(10} Within the contestable or snicide peried, or both, at the time of viatical settlement (yes or no);

(11} Primary ICD Diagnosis Code, in numeric format, as defined by the international elaasification of diseages, as

puhlished by the 1J.8. Depariment of Health and Human Services; and

{12) Type of funding (I-Institutional; P-Private).

B. For viatical settlements where death has occurred during the reporting period:
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(1} Date of viatical settlement contract;

(2) Viator's state of residence at the time of the contract:

(3) _Mean life expectancy of the insured at time of contract in months;

(4) Net death benefit collected;

(5) Total premiuma paid to maintain the policy (WP-Waiver of Premium; NA-Not Applicable);

(6) Net amount paid to viator;

{7) Primary ICD Diagnosis Code, in numeric format, as defined by the International classification of diseases, as
published by the U.8. Department of Health and Human Services;

{8) Date of death,

{9)  Amount of time between date of contract and date of death in months:

{100 Difference hetween the number of months that passed between the date of contract und the date of death and the
mean life expectancy in monthe as determined by the reporting company;

C. Name and addreas of each viatical settlement broker through whom the reporting company purchased a policy from a
viator who resided in this state at the time of contract;

D.  Numbher of policies reviewed and rejected; and

E. Number of policies purchased in the secondary market as a percentage of total policies purchased.

Section 67,  General Rules

A.  With respect to policies containing a provision for double or additional indemnity for accidental death, the additional
payment shall remain payable to the beneficiary last named by the viator prior to entering into the viatical settlement
agreement contract, or to such other beneficiary, other than the viatical settlement provider, as the viator may thereafter
designate, or in the absence of a designation beneficiary, to the estate of the viator.

B. Payment of the proceeds of a viatical settlement pursuant to [insert citation for Section 9D of Viatical Setilements
Model Act] shall be by means of wire transfer to the account of the viator or by certified check ar cashier’s check.

C Payment of' the proceeds to the wator pursuant to a v1at1cal sett]ement sha]l be made in a lump sum Retentienofa

; : ot ovi eRCTOW-Ag reaigsible: except where—Instaliment

the vmtlcal settlement fﬁmpﬂﬂy pro v1de has purchased an annulty or gimilar financial

instrument issued by a licensed insurance company or bank, or an affiliate of either. Retention of a portion of the proceeds
by the viatical settlement provider or escrow agent is not permissible.

ID. A viatical settlement provider, viatical settlement er—broker or viatical settlement representative shall not
discriminate in the making or solicitation of viatical settlements on the basis of race, age, sex, national origin, creed,
religion, occupation, marital or family status or sexual orientation, or discriminate between viators with dependents and
without.

E. A viatical seitlement provider, or-viatical settlement broker or viatical settlement representative shall not pay or offer

to pay any finder’s fee, commission or other compeneation to any viater’s ingured’s physician, or to an attorney, accountant
or other person providing medical, legal or financial planning services to the viator, or to any other perason acting as an
agent of the viator with respect to the viatical settlement,

GF. A Vviatical settlement provider and-brekers-shall not knowingly solicit investors who eould-inflnence-the-treatment-of
have treated or have been agked to treat the illneas of the viaters insured whose coverage would be the subject of the
investment.

HG. Advertising standarda:

(1) Advertising shenld related to the viatical settlement shall be truthful and not misleading by fact or implication.
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{2) If the advertiser emphasizes the speed with which the viatication will occur, the advertising must disclose the
average time frame from completed application to the date of offer and from acceptance of the offer to receipt of the
funds by the viator.

{3) If the advertising emphasizes the dollar amounts available to viators, the advertising shall disclose the average
purchage price as a percent of face value obtained by viators contracting with the advertiser during the past six (6}
months.

H. If a viatical settlement provider enters into a viatical settlement that allows the viator to retain an interest in the
policy, the viatical settlement contract shall contain the following provisions;

{1) A provision that the viatical settlement provider will effect the transfer of the amount of the death benefit only to
the extent or portion of the amount viaticated. Benefits in excess of the amount viaticated shall be paid directly to the
viator's beneficiary by the insurance company;

(2) A provision that the viatical settlement provider will, upon acknowledgment of the perfection of the transfer,
either;

(a) Advise the insured, in writing, that the insurance company has confirmed the viator's interest in the policy;
or

(b) Send a copy of the instrument sent from the insurance company to the viatical settlement company that
acknowledges the viator's interest in the policy: and

(3) A provision that apportions the premiums te he paid by the viatiecal settlement company and the viator. It is
permissible for the viatical settlement contract to specify that all premiums ghall be paid by the viatical settlement
company. The contract may also require that the viator reimburse the viatical settlement provider for the premiams
attributable to the retained interest.

Section 8. Disclosure

A, A disclosure document containing the disclosures required in [insert reference to state law enacting Viatical
Settlements Model Act] and this regulation shall be provided before or concurrent with taking an application for a viatical
settlement contract.

B. The disclosure document shall contain the following language: “All medical, financial or personal information solicited
or ohtained by a viatical settlement company or viatical settlement broker about a viator and insured, including the viator
and insured's identity or the identity of family members, a spouse or a significant other, ig confidential.” The information
ghall not be diaclosed in any form to any person, unless disclosure:

(1) Is necessary to effect the viatical settlement between the viator and the viatical settlement provider; and

(2) The viator and insured have provided prior written consent to the disclosure.

C. The disclosure shall include advising the viator and insured that the information may he provided to financing
entities including individual and institutional purchasers.

Section 9. Prohibited Practices

A. A viatical settlement provider, viatical settlement broker or viatical settlement representative shall not provide
patient identifying information to any person, unless the insured and viator provide written consent to the release of the
information at or before the time of the viatical settlement transaction pursuant to Section 8B8.

B. A viatical settlement provider, viatical settlement broker or viatical settlement representative shall obtain from a per-
gon that is provided with patient identifying information a signed affirmation that the person or entity will not further
divulge the information without procuring the express, written consent of the insured for the disclosure. Notwithstanding
the foregoing, if a viatical settlement provider, viatical settlement broker or viatical setflement representative is served
with a subpoena and, therefore, compelled to produce records coniaining patient identifying information, it shall notify the
viator and the insured in writing at their last known addresses within five (5) business days after receiving notice of the

aubpoena.

C. A viatical gettlement provider shall not act alse as a viatical settlement broker, whether entitled to collect a fee
directly or indirectly, in the same viatical settlement.

D. A viatical settlement broker shall net, without the written agreement of the viator ohtained prior to performing any
services in connection with a viatical settlement, seek or obtain any compensation from the viator.

E. A viatical settlement provider shall not use a longer life expectancy than is realistic in order to reduce the payout to
which the viator is entitled.
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Drafting Note: Market conduct examiners should review annual reports closely to detect a pattern of abuse in artificially
raising the Iife expectancy.

Section 10.  Insurance Company Practices

A. Life ingurance companies authorized to do business in this state shall respond te a request for verification of coverage
from a viatical settlement provider or a viatical settlement broker within thirty (30} calendar days of the date a request is
received, subject to the following conditions:

{1) A current authorization consistent with applicable law, signed by the policvowner or certificateholder,
accompanies the request;

{2) In the case of an individual policy, submission of a form substantially similar to Appendix B, which has been
completed by the viatical settlement provider or the viatical settlement hroker in acecorclance with the ingtructions on
the form.

{3) In the case of proup insurance eoverage:

{1} Submission of a form substantially similar to Appendix C, which has bezn completed by the viatical
settlement provider or viatical settlement broker in accordance with the inztructions on the form, and

{2) Which has previously been referred to the group policyholder and completed to the extent the information is
available to the group policyholder.

B. Nothing in this section shall prohibit a life insurance company and z viatical settlement provider or a viatical
settlement broker from using another verification of coverage form that has been mutually agreed upon in writing in
advance of submission of the request.

C. A life insurance ecompany may not charge a fee for responding to a regueat for infarmation from a viatical settlement
provider or viatical settlement broker in compliance with this section in excess of any usual and customary charges to
contractholders, certificateholders or insureds for similar services.

D. The life insurance company may send an acknowledgment of receipt of the request for verification of coverage to the
policyowner or certificateholder and, where the policy owner or certificate owner is other than the insured, te the insured.
The acknowledgment may contain a general description of any accelerated death benefit that is available under a provision
of or rider to the life insurance contract.

Section 11.  Effective Date

This regulation is effective [insert datel. A viatical settlement provider, viatical settlement broker or viatical settlement
representative transacting business in this state may econtinue to do so pending approval of the provider, broker or repre-
sentative's application for a license as long as the application is filed with the commissioner by [insert datel.

APPENDIX A Informational Brochure [All new material |

Some life ingurance policy holders and some investors may be interested in a new option availahle in the changing life inaur-
ance market. Individuals with terminal or chronic illnesses are able to sell their life insurance for a percentage of the face value
of the policy, thereby obtaining immediate cash. The transaction is called a viatical settlement. This brochure defines some
bagic terms and offers other important tips for policyowners considering a viatical settlement, It also explores key questions for
potential viatical settlement investors to consider.

Common Terms:

+  Viatical Settlement: The proceeds from the sale or assignment of a life insurance poliey, either individual or group, which
insures the life of a terminally or chronieally ill individual te a third party (known as a viatical settlement provider). The new
owner maintaing any premium pavments, and eventually collects the entire death benefit.

+  Viator {seller): The owner of a life insurance policy or certificate which is the subject of a viatical settlement.

»  Viatical Settlement Broker: An individual or company representing the seller (viator) who “shaps” the policy to more than
one viatical provider, creating competitive hidding for the pelicy, in return for a commission paid hy the viatical settlement

provider on the eventual sale. No commission is paid if the viatical settlement is not effected.

»  Viatical Settlement Provider {purchaser/buyer): The purchaser of a life insurance policy insuring the life of a terminally or
chronically ill individual.

«  Viatical Settlement Agent or Representative: An individual or company representing either a single viatical settlement
provider or viatical settlement broker.
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A viatical settlement is the sale of a life insurance policy to a third party, (typically a licensed viatical settlement provider}
wherein the policy holder receives cash during hig or her lifetime. In these transactions, the wviatical settlement provider
becomes the owner and/or beneficiary of the life insurance policy and maintains the premium payments, collecting the death
benefit of the policy upon the death of the ingured.

Most life insurance policies, including individual, emplover-sponsored group and association life policies, allow for assignment
or sale of such coverage to a third party, including a viatical gettlement provider. Also, the both the Federal Government and
the U.5. Military allows ite employees or personnel to assign or convert their coverage for viatical settlements.

Accelerated Death Benefits

Some insuranee companies offer a rider to pay a portion, typically 25% to 50%, of the policy’s death benefit, minus any policy
debt, before the death of the insured. Such companies will pay this amount for an insured diagnosed as terminally ill, although
certain illngss limitations may apply, and with a relatively short life expectancy, typically a year or less. Upon the death of the
insured, the beneficiaries receive the remainder of the death benefit. In some cases the policy holder may pay an additional
premium on the base policy for this option or the insurer may assess a small service fee against the death benefit or accelerated
(advanced} payment. You should contact your insurance company or agent to determine if your policy includes such a provision.

Viatical Settlements

A viatical settlement can provide a cash benefit before the death of an insured for the policyholder, called a “Viator.” The term
“viatical” comes from the Latin word “Viaticum” which means supplies for a long journey.

In a viatical settlement, a viator sells the “face value” (the amount pavable to the beneficiaries) of a life insurance policy to a
viatical settlement provider in return for an immediate cash payment. The viator will receive a negotiated payment for less
than the face value. In return, the viatical provider, investar or trust will become the owner of and/or beneficiary under the life
insurance policy.

A viatical settlement, like any complex financial or legal transaction, requires clese scrutiny. When considering such a
settlement, you may wish to consult one or more of the following: an attorney, physician, life insurance agent or company, tax
advisor, accountant or financial planner. A viatical settlement may not be in the best interest of a viator since each individual
has specific financial and peraonal needs. In certain eases, alternative options include; borrowing from your policy’s cash value;
or canceling the policy and using its surrender value; or borrowing against the value of your policy from a lending institution,
Additionally, you may wish to contact representatives of any government agency which may be providing government benefits
or entitlements, as the proceeds from a viatical settlement may affect eligibility for such government programe and services.

The (STATE) Department (REGULATES/DOES NOT REGULATE) viatical settlement providers and hrokers, and their
representatives. For special requirements affecting viatical settlements, and a complete list of authorized providers, brokers,
and their representatives in the state of (STATE) call the Department of Insurance at (PHONE).

The Process

Viators who are contemplating a viatical settlement should understand how the process works and the timing of its various
phases. The entire viatical settlement process takes 2 to 6 weeks depending on turn-around time at each phase, which varies
from case to case, and can take longer.

Phase 1-—Underwriting process:

Once a viatical settlement broker or provider receives a viator's application and the necessary signed authorizations for the
release of medical and other pertinent information, the broker or provider contacts the appropriate:

1. Attending physician and/or clinic for complete medical records. The viatical settlement provider utilizes these records in
determining the insured’s life expectancy and may use in-house or third-party medical reviewers, or a combination of both.
Depending on their methods and assumptions, life expectancies may vary from one provider to the next. All medical
mformation obtained is subject to state law relating to confidentiality of medical information.

2. Insurance company for policy information. The hroker and provider utilize this information to determine if the policy has
any limitations or restrictions that would affect or impede the viatical settlement. With group life insurance, the broker or
provider may also need to contact the administrator of a poliey.

Each of the brokers or providers you have applied with will contact your doctor for medical records and insurance company for
policy information.

Phase 2—Offer process:

The viatical settlement provider(s), using the information obtained in the underwriting phase, determine(s) an offer. In
determining a propesal, a viatical settlement provider takes into account various factors, including:

+  FEstimated life expectancy and medical condition of the insured. Generally, the shorter the life expectancy of the insured,
the more the viatical settlement provider will offer for the policy.
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The amount of life insurance coverage.

Loans or advances, if any, previously taken against the policy.

Amount of premiums necessary to keep the life insurance policy in force.
The rating of the issuing insurance company.

Prevailing interest rates.

State laws, if any, that may affect the policy or transaction.

Phase 3—Closing process:

1. Upon accepting the offer, a clesing package is forwarded to the viator, While closing documents will vary from one funding
company to another, they typically include an offer letter, a viatical settlement contract, and the applicable insurance company
change forms necessary to transfer the policy.

2. The closing documents are then returned to the provider for signature.

d.  The viatical provider will place the proceeds in escrow (See General Consurner Tips) and send the signed insurance change
forms to the insurance company for recording.

Phase 4 —Funding process:

Once the insurance company notifies the viatical settlement provider that the changes on the life insurance policy have been
recorded, funds are released te the viator, usually the next business day.

This ig a relatively simple procedure similar to the process associated with selling a house. A property is listed or offered by the
owner; an offer is extended; an offer is accepted and funds are escrowed; the sale is closed only with the agreement of all parties
and the assets are transferred.

General Congumer Tips for Viators;

If afrer reading this brochure you decide to pursue a viatical settlement, consider the followirg guidelines for making an
informed decision:

¢ Inorder to determine the market value of your policy, you may wish to contact several viatical settlement providers or use
a viatical settlement broker to contact several providers for you.

*  Remember that you are not ohligated to accept a particular viatical settlement offer. You can delay a sale or ask for new
offera at any time hefore the settlement is completed. In most states, you have the right to change your mind about the
settlement up to 15 days after you receive the proceeds, provided that you return all of the proceeds, Be sure your right of
rescizsion is clearly stated in the viatical contract.

. Make sure the purchaser uses an escrow account with an independent escrow agent or financial institution to ensure the
safe transfer of proceeds. Like a real estate transaction, you want assurance of the proper transfer of your money, and the
viatical settlement provider or investor should ensure this by depositing the full value of the offer you accept into the escrow
account.

»  Prior to accepting an offer, you should ask what will happen to any dividends, additional increases in the face amount of
the policy, accidental death benefits or other benefits under the policy once you have entered into the viatical settlement.
Depending on your poliey and the issning company, you may be able to retain these additional bexefits, You may wish to seek
the advice of vour insurance agent.

*  Make sure you are comfortable with the confidentiality provisions offered by each party to the viatical settlement. You will
want to note the conditions nnder which there may be an obligation, hoth during the settlement process and after the
settlement is complete, to release further medical information, or to disclose other information about your life insurance policy
or your medical condition. Parties to the transaction may include any or all of the following: a viatical settlement provider, a
viatiral settlement broker, ar a representative of either of these entities; an escrow agent; an individual investor; a medical
underwriter; other advisors or consultants.

. Understand the time frame for your viatical settlement. While each transaction varies, the probable time frame is 2 to 6
weeks from the initial call. Various circumstances, which a broker or provider can discuss with you, can lengthen that time.

. Understand where the viatical settlement pravider obtaina fund to purchase the policy. In general, there are three
financial structures: self-funding, institutional funding and individual investors. To purchase policies: self-funded companies
uge their own financial resources as capital; institutionally-funded companies rely on institutional investors, like lending
establishments or pension funds; and individual investor-funded companies use capital obtained from individual investors.

. The purchaser ia allowed to contact the viator after the settlement has taken plaece, but there are limitations. For the
purpose of determining the health of the insured, a viatical settlement provider, viatical settlement broker or viatical
settlement representative may contact you up to ance every three monthe for insureds with a life expectancy of more than one
year, and no more than once per month for insureds with a life expectancy of cnie year or less.
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s As a result of passage of the 1996 Health Insurance Portability and Accountability Act, the proceeds from these
settlements are free of federal tax for two groups of people: (1) persons who have been be diagnosed with a terminal illness and
with a life expectancy of 24 months or less and (2) certain chronically ill individuals. If you qualify for this federal tax-free
advantage, you must use a viatical settlement provider who is licensed in the state where you live, or, in statea where licensing
is not required, who complies with the standards of the National Association of Insurance Commissioners Model Viatical
Settlement Act. Check with your financial or tax adviser.

Viators shonld understand that some states regulate viatical settlements and some states to not. The National Association of
Insurance Commissioners has adopted model legislation for such transactions with the intent of protecting the viator.

General Tips for Viatical Settlement Investors,

People make investments for many reasons. But most rely on this fundamental understanding: investments which offer high
returns usually involve greater risk. Viatical settlement investors should carefully weigh the risk of losing their investment
against the potential return. Some key issues to understand include the following:

. Determine who holds the responsibility to pay premiums on the policy. A lapse in preminm payments may lead to the loss
of your entire investment.

o The life expectancy of the insured is a medical estimate, not a guarantee, The actual life span of the insured, not the
egtimate, will determine when an investor is patd. This, in turn, will impact the actual return en the inveatment. Ask who is
making the life expectancy estimate and their credentials/experience. Additionally, inquire about medieal research regarding
the suceess of new treatments or drug advancements for the treatment of the illness or illnesses suffered by the insured.

s What type of statements will investors receive about the status of their investment? Are there extra fees for thia service?
How will the investor know when their investment has matured? Who will obtain the death certificate and file the elaim with
the insurance company and will this involve an extra fee?

= What control do you retain over your investment? If you perzonally suffer some emergency, is there any provision for the
return of all or a part of your investment? What would be the cost of such an event?

+  Could you lose or tie up investment dollars indefinitely if the provider company or the insurance company go bankrupt?
What financial information or written statements will the provider disclose to you about the provider's history or reliahility?

+  Will the insurer and potential heirs of the viator agree to a change of beneficiary? Do the heirs have any lawsuits pending
against the viator which may affect the security of your designation as beneficiary?

+  With respect to financial stability, how do rating services, such as AM. Best, Standard & Poor’s Corp., and Moody's
Investor Services, rate the insurance company offering the policy?

The Viatical Association of America developed the following standard disclosures for investors which should be part of your
understanding and agreement with the provider when you provide investment funds.

*  The annual return on a viatical settlement transaction depends on the accurate estimate of the insured’s life expectancy
and the timing of his/her demise. An “annual return” can never he “guaranteed.”

+  Know the identity of the party or parties who would he responsible for future premiums after the investor purchases the
policy, and how these premium payments are gnaranteed. If preminms are prepaid in eserow for a certain period of time, the
identity of the party who would pay premiums if the insured lives beyond his‘her life expectancy. The policy may lapse if
premiums are not paid.

» If a policy is on waiver of premium, and the insured's health improves to where he/she is no longer disabled, the member
company shall disclose who would be responsible for the payment of premiums.

*  There are certain risks peculiar to group policies, owned by employers or other organizations. The primary risk is the
possibility that the owner or the insurance company may terminate the group policy. This termination will trigger the need to
convert the group coverage to an individual policy. Member companies shall disclose if there are any limitations or caps in the
conversion rights and that additional premiums will have to be paid once the policy is converted, as well as identify the party
responsible for the payment of such additional premiums.

*  Viatical aettlement companies shall disclose who determines the life expectancy of the insured, e.g., with in-house staff,
independent physicians, specialty firme that weigh medical and actuarial data, etc. These parties make the determination of
life expectancy hased on medical evidence presented to the viatical company by the insured’s physician and/or hospital. Devel-
opments in medical treatments or unexpected changes in the insured’s medical condition could affect the accuracy of such
determination.

» Insurance companies may contest death claimas for policies that have not been in effect for more than two years at the date
of death and the death henefit payment could be denied on various grounds. If the insured commits suicide within two years of
the issuance of the policy, the insurance company may not pay the death benefits.

«  The purchase of a viatical settlement should not be considered a liquid inveatment, since it is impossible to predict the
exact timing of its maturity and the funds may not be availahle until the death of the insured.
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*  Membher companies should not offer purchasers examples of matured policies and rates of return without disclosing how
many other policies purchased hy that company are still cutstanding—or have matured—beyond the estimated life expectancy
of the insured.

¢  Under certain conditions, the insurance company may cancel the waiver of premium status on certain policies. In this
event, premium payments will then be required and member companies shall identify the party or parties who shall be required
to make those payments.

Investors should understand that some states regulate viatical settlements and some states do not,

APPENDIX B [All new material]

Standardized Viatical Settlement
Verification Of Coverage For Individual Policies

Section One: (To be completed by the Viatical Settlement Provider or Viatical Settlement Broker)

Insurance Company: Name of Policyowrner:
Policy Number: Owner's Social Security Number;
Name of Inzured: Policyowner’s Address:

Street
Insured’s date of birth:

City/State

Please provide the information requested in Section Two (below) with regard to the policy identified above and in accordance
with the attached authorization.

In addition, please provide the forms checked below which are available from your company to complete a viatical settlement
transaction:

[ Absolute Assignment/Change of Ownership/Viatical Assignment Form
[0 Change of Beneficiary
Release of Irrevocable Beneficiary (if applicable)

Waiver of Premium Claim Form

o oo

Disability Waiver of Premium Approval Letter

Date Signature of a representative of Viatical Settlement Broker
or Viatical Settlement Provider

Full name and address of Viatical Settlement Broker
or Viatical Settlement Provider

Section Two: (To be completed by the life insurance company)

1) Face amount of policy:

2) Original date of isue: / / Month/Date/Year)

3) Was face amount increased after original issue date? (] no [ yes
a) Ifyes, when! / /

4) Type of Policy: {Term/Whole Life/Tniversal Life/Variahle Life}

5) Is policy participating? [] no [ yes
a) Ifyes, what is current dividend election?

6) Current Net Death Benefit; {(Enter full amount payable, including any additional
insurance, and/or dividends accurnulated at interest, minus policy loans, outstanding interest on policy loans and/or accelzrated
death benefita paid)
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7))  Current cash value: § {Enter full amnount, including eash value of any additional insurance and/or dividends
accumulated at interest, minus policy loans and outstanding interest on policy loans

8) Terms of policy loans:
a) Amount of policy loans: §
b) Amount of outstanding interest on policy loan: §
¢) Current interest rate:

9) Is policy in force? [ne [ yes
a) Ifyes, has policy ever heen reinstated? [1no [ yes
If yes, date of reinstatement: L i
10) Has policy lapsed? [ no [ yes
a) If yes, when did policy lapse?
If policy has lapsed, is coverage continued under non-forfeiture option? (] no O yes

if ves, indicate which aption, amount of coverage, duration, ete.:

11) Amount of Contract/Scheduled premiums: §

12} Current premiom mode: (Monthly, semi-annually, etc.)
a} When is next premium due? / ! (Month/Day/Year)

13) Does the policy include a THaability Premium Waiver provision/rider? [] no O yes
a) Ifyes, are premiume currently being waived? [] no [ yes
b) If yes, since when? /

¢) How often is continued eligibility reviewed?
d) When is next review? / /

14) Can payment of all or part of the death benefit be accelerated under this policy? Ona  [dyes
a) If yes, by what method is the benefit calculated, the lien method or the discount method?
b) Iflien method, what is the interest rate?

15) Ias a claim for Accelerated Death Benefit been submitted? O neo O yes
a) Ifyes, was payment made under this provigion? [ no [ yes
Amount paid; Date paid:

16) Do current records show any assignments of record? [] no [ yes

17) Do current records show any outatanding liens or encumbrances of record? [ no [ yes

18) Please identify current primary beneficiaries;
a) Are they named irrevocahly, or is owner otherwise limited in designation of new beneficiaries? [] no Ll yes

19) Have any riders been added to this policy after issue? [ I no [ yes
If yes, please identify:

20) If an ownership or beneficiary change or assignment were to be made on this policy, to whom would the completed forms
be sent?

Name: Title:

Company Name: Department:

Address (No P.{Q). Box, please)

City: State: ZIP;

Telephone No: Fax:

The answers provided reflect information contained in the company's records as of: ___ (date)
Sipnature; Name: (Printed}

Title:

Company:

Direct Telephone No: Direct Fax No:
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APPENIIX C [All new material]

STANDARDIZED VIATICAL SETTLEMENT VERIFICATION OF
GROUP LIFE INSURANCE BENEFITS

Section One: {To be completed by the viatical settlement provider or viatical settlement broker)

Insurance Company Name of Employee/Member
Employer/Policyholder Name Insured's Date of Birth

Policy Number Insured’s Social Security Numher
Certificate Number Employee/Membership Number

Please provide the information requested in Section Two or Section Three, as appropriate, with regard to the individual and
coverage described, in accordance with the attached authorization.

In addition, please provide the forms checked below which are available from your company to complete a viatical settlement
transaction;

[0 Absolute Assignment

Change of Beneficiary (irrevocable if applicable)
Disability Waiver of premium claim ar
Disability Waiver of premium award letter

[/

Date Signature of a representative of Viatical Settlement Broker
or Viatical Settlement Provider

Full name and address of Viatical Settlement Broker
or Viatical Settlement Provider

Section Twa: (To be completed by the emplover/group policyholder)

1) BASIC COVERAGE:

a) Is the plan self-insured or is coverage provided under a group policy issued by a life insurance company?
If hy a group policy, please provide the name of the insurance company for BASIC life insurance coverage:

b) Effective date of BASIC life inaurance coverage:

¢} Face amount of BASIC life insurance:

d) Does BASIC coverage plan have contestable provisions? [ no [ yes

e) Ts BASIC coverage subject to a suicide provision? (Jne [ yes

fy  Monthly premium paid by employer/group policyholder for BASIC life insurance: &

g} Monthly premium paid by employee/insured for BASIC life insurance: $

h) Is BASIC life insurance coverage [] Term [] Universal Life?
i} If TIniversal Life, please indicate cash value, if any: Is this amount payable in
addition: to the face amount? |_| no yes

i} Ig coverage in force? no [ yes

1Y When is next premium due?

k) Has employee's coverage under this plan ever heen reinstated? One d yes

1} Ifyes, date of reinstatement:

2} BUPPLEMENTAL (OPTIONAL) COVERAGE
a} Insurance Company for SUPPLEMENTAL life insurance coverage:
b} Effective date of SUPPLEMENTAL life insurance coverage:
¢)  Face amount of SUPPLEMENTAL life insurance:
d) Does SUPPLEMENTAL coverage plan have contestable provisions? [ no | yes
e} Is SUPPLEMENTAL coverage subject to a suicide provision? Onoe  [Oyes
f)  Monthly premium paid hy employer/group policyhalder for SUPPLEMENTAL life insurznee; $
g)  Menthly premium paid by employee/insured for SUPPLEMENTAL life insurance; §
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h) Is SUPPLEMENTAL life insurance coverage [ ] Term [ Universal Life?

i}  If Universal Life, please indicate cash value, if any: Is this amount payahle in
addition to the face amount? [ ] no [ yes
i} Is coverage in force? O no [ yes

i) When is next premium due?
k) Has employee’s coverage under this policy ever been reinstated? [ no [ yes
i}  Ifyes, date of reinstatement:

3) DISABILITY WATVER OF PREMIUM
a) Does plan provide for waiver of premium in the event of employee/insured’s disahility?
BASIC [ no O yes  What is the waiting period?
SUPPLEMENTAL [ ] no {Jyes What is the waiting period?
b)  Are premiums currently being waived under disahility premium waiver?
BASIC? One yes
SUPPLEMENTAL'?D no [ Jyes
¢)  Who pays premiums under disability premium waiver?
BASIC O Insurance carrier [] Employer
SUPPLEMENTAL [ ] Insurance carrier [ Employer
dy What was the date of approval?
e) Next review date?
f)  If the insured is no longer eligible for waiver, what amount of coverage can be converted to an individual policy? §
iy  Will a new suicide/contestahility ¢lanse be in effect for the converted poliey? [] no [ yes
i) Will assignee be notified if insured is no longer eligible for waiver? One [Oyes

4) BENEFICIARIES, ASSIGNMENTS AND LIMITATIONS
a)  Who are the primary beneficiaries of the coverage(s)?

BASIC
SUPPLEMENTAL
by Is any heneficiary under this pelicy designated irrevocably, or is insured otherwise limited in designation of new
beneficiaries? no YES
g) Can this coverage be agsigned?
BASIC One [uyes
If yes, to a corporation? [Ono [Jyes Tosomeonenotrelated toinsured? [Tno  [yes
SUUPPLEMENTAL Clno  [yes
If yes, to a corporation? [ no Oyes Tosomeone not related to insured? [Ino Oyes
d) Do records show any aggignments of record'? Ono  Oyes
e) Do recorda show any outstanding liens or encumbrances of record? O no [ yes
) Will an Assignee be notified if the master policy is canceled? One  [ves
g) Can Assignee convert the coverage without the permission of insured? Llne  [dyes

5y ACCELERATED DEATH BENEFITS

a) Isthere an Accelerated Death Benefit available under the coverage?
BASIC Cne  [yes
SUPPLEMENTAL [] no [ yes

b) Has request for Accelerated Death Benefit been made? [One [ yes

¢) Has payment heen made to insured under this provision? [1noe  [J yes
1) Amount paid: Date paid:
i} Is this amount a lien against death proceeds? [ 1no [Jyes Interestrate

6) MISCELLANEQUS
a) TIs coverage portable?
no [ yes
SUPPLEMENTAL [(dne [yes
h) Ifingured is no longer eligible for coverage under the g'rou will Assignee be notified? [Jno  [] yes
¢} Is this plan administered by a third party? yes
If ves, please provide the name, address and telephone number of administrator:

Name: Title
Company name: Department:
Street Address:
(No B.Q. Box please)
City: State: ZIP:
Telephone number: () Fax: ()
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If a change of beneficiary form or assignment were to be made for this coverage, to whom should the completed forms

be sent?
Name: Title
Company name: Depariment:
Street Address:
(No P.Q, Box please)
City: State: ZIP;
Telephone number: { ) Fax: ()
The answers provided reflect information in our files as of (date).
Signature: Name:
Date: Title:
Company:
Direct telephone number: () Direct fax number: { )

Information not provided by the employer may be obtained from the insurance company if different from
administrator identified above:

Name: Title

Company name: Department:

Address:

City: State: ZIP:
Telephone number: () Fax:{ )

Section Three:

Under the terms of Section 10 of the NAIC Model Viatical Settlement Regulation covering insurance company practices, the
insurance company or the third-party administrator named above is requested to complete the information not provided by the
employer in Section Two, ahove, Ttems number;

The answers provided to the identified questions reflect information in the files of the insurance company as of (date).

Signature: Name:

Date: Title:

Company:

Direct telephone number: () Direct fax number: { )
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ATTACHMENT THREE

Life Disclosure Working Group
Orilando, Florida
December 7, 1998

The Life Disclosure Working Group of the Life Insurance and Annuities (A) Cemmittee met in Salen E3 of the Walt Disney
World Dolphin Hotel in Crlando, Fla., at 10 a.m. on Dec. 7, 1998. Tom Foley (N.D.) chaired the meeting. The following working
group members or their representatives were present: John Hartnedy (Ark.); Sheldon Summers (Calif.); Roger Strauss (Iowa);
Lester Dunlap (La.); Paul DeAngelo (N.J.}: Mike Batte (N.M.); Louis Belo (N.C.); Dan Keating (Okla.); and Mary Keller {Texas),
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1. Consider Adoption of Annuity Disclosure Model Regulation

Roger Stranss (Towa) said the only substantive issue left to discuss is whether the free look should be 15 or 30 days. Mr. Strauss
moved to adopt a 15-day free look with the proviso that, if a free look is already in place in the state, this runs concurrent with
the already existing provision. The motion was seconded by Lester Duniap (La.}. Tom Foley (N.D.) summarized that the model
would then require the buyer's guide to be delivered at or before the time of application in a face-to-face meeting; but if ne face-
to-face meeting oceurs, the buyer's guide would be delivered within five days and a 15-day free look would be allowed after the
contract was received. Mary Keller (Texas) asked how the 15-day period was measured. She asked if it starta to run when the
purchaser receives the contract or when the company mails it. She asked also when the period ends; when the applicant sends
the contraet back or when the company receives it. Julie Spiezio (American Council of Life Insurance —ACLI) said all 50 states
and the District of Columbia now have a free-look period for life ingurance, so this is not something new for insurers to deal
with, The practice is to count from the day the inaurer expects the applicant would receive the eontract and to end with the
postmark on the returned contract or the date the individual gives it to the agent. She said companies have had no trouble
interrupting the provisions now in place and opined that it was not necessarv to add these specifics in the model regulation.
The motion to adopt the 15-day free-look period passed.

Mr. Strauss pointed out that the technical resource advisors submitted several comments for technical correctiong to the model
and he expressed support for those changes. Paul DeAngelo (N.J.) questioned the provision of Section 5A(2)a) that considers
the igsue of Internet sales. He asked if a peraon ean always print off a document that is on a Weh site or whether somse
individuals might not have that technical capacity. Mr. Foley suggested rephrasing the provisien to say that insurers should
maximize the ability to view and print the buyer’s guide. The working group agreed to this suggestion. Howard Creene
(Teachers Insurance and Annuity Association—TIAA) pointed out a comment in his company’s snbmission that suggests
offering the opportunity to get a buyer’s guide from the insurance department or the insurer. The working group agreed to that
change. The working group reviewed several other technical changes suggested by the technical resource advisors and agreed to
include those in Section 5. Mr, Strauss moved and Mr. DeAngelo seconded a motion to adopt the Annnity Disclosure Model
Regulation (Attachment Three-A). The motion passed.

2.  (ive Direction to American Academy of Actuaries on Self Support and Lapse Support Tests for Annuities

Mr. Foley said the Ameriean Academy of Actuaries (AAA) has been reviewing the issues of self support and lapse support for
the prior year. Under consideration is whether to take concepts from the Life Insurance Illustrations Model Regulation and
apply those to annuities. He said the project has heen losing steam hecause it appears that insurers seldom use annuity
illustrations. Mr. Foley said he was more comfortable that the current level of disclosure alerts applicanta that they need to
understand the “trust me” concept so that they will deal with reputable companies. He said he no longer thinks the self support
and lapse support tests need to be pursued by the AAA. Don Pearsall (N.Y.) said a new law mandates the department to have
self support and lapse support tests. Barbara Lautzenheiser (Lautzenheiser & Associates), on behalf of the AAA, said the New
York law deals with the issue of the contract, whereas the working group was considering disclosure. The AAA intends to assist
New Yark in developing its standards and, if the working group decides to include them later, the New York efforts can
hopefully he modified.

3. Issues Related to Life Insurance Illustrations

Mr. Foley said he asked Carolyn Johnsen (NAIC/SSO) to identify issues related to life insurance illustrations that had been
discussed at prior meetings (Attachment Three-B). Mr. Foley asked the members of the working group and interested parties to
review that list and to be prepared to discuss it at the Spring National Meeting. He invited participants te change or add to that
list as necessary. George Coleman (Prudential) said interested parties have worked hard in advocating eonsistency in state
adoptions of the Life Insurance Illustrations Model Regulation. He said they would not want to see wholesale changes made to
the model that has been adopted by 32 states. Mr. Foley asked if those adoptions are generally uniform, Mr, Coleman
responded that there have been several minor deviations bui most states have been very faithful to the model. Most of the
changes that did occur have not required any software modifications hy the companies. Mr. Coleman pointed out that there are
no programmers availahle now to deal with software changes, so he would not want to see major changes made to the model.
Mr. Foley agreed that the intent of the working group is to make technical changes to the model that were identified when the
Life Disclosure Working Group prepared questions and answers to assist in implementation of the Life Insurance Illustrations
Maodel Regulation.

4.  Adopt Minutes of Oct. 20, 1998, Conference Call

Mr. Strauss moved and Mr. Dunlap seconded a motion to adopt the minutes of the Oct. 20, 1998, eonference call (Attachment
Three-C). The motion passed,

5. Constder Charges for the Working Group

The working group reviewed the 1998 charges and identified that only one of the four charges applicable to this working group
have heen completed, The working group decided to move the other charges to 1998. Mr. Foley suggested a 2000 charge to
review the Annuity Disclosure Model Regulation and the buyer’s guide for possible changes. Mr. DeAngelo said that the
Suitability Working Group is identifying problems with the Life Insurance Advertising Model Regulation and will include
isgues related to illustrations and disclosure in its review,

Having no further business, the Life Disclosure Working Group adjourned at 11:45 a.m.

Aok ok
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ATTACHMENT THREE-A

Annuity Disclosure Model Regulation
Draft: December 7, 1998
Adopted by the Life Insurance and Annuities (A) Committee

Table of Contents
Section 1. Purpose

Section 2. Authority
Section 3, Applicability and Scope

Section 4. Definitions

Section 5. Standards for the Disclosure Document and Buyer's Guide
Section 6. Report to Contract Owners

Section 7. Penalties

Section 8 Separability

Secticn 9. Effective Date

Appendix A, Buyer’s Guide

Section 1. Purpose

The purpose of this regulation is to provide standarde for the disclosure of certain minimum information about annuity
contracts to protect consumers and foster consumer education. The regulation specifies the minirnum information which mnat
be disclosed and the method for discloging it in connection with the sale of annuity contraets. The goal of this regulation is to
ensure that purchasers of annuity contracts understand certain basic features of annuity contracts.

Section 2. Authority

This regulation is issued hased upon the autharity granted the commissioner under Section {cite any enabling legislation and
state law correspanding to Section 4 of the NAIC Unfair Trade Practices Act].

Section 3. Applicability and Scope
Thie regulation applies to all group and individual annuity contracts and certificates except:
A, Registered or non-registered variable annuities or ather registered products;
B. Immediate and deferred annuities that contain no nenguaranteed elements;
C. (1) Annnities used to fund:
{a) An employee pension plan which is covered by the Employee Ratirement Income Security Act (ERISAY,

(b} A plan described hy Sections 401(a), 401k} ar 403(h) of the Internal Revenue Code, where the plan, for
purposes of ERISA, is estahlished or maintained by an employer,

{cr A governmental or church plan defined in Section 414 or a deferred compensation plan of a state or local
government or a tax exempt organization under Section 457 of the Internal Revenue Code; or

{d) A nonqualified deferred compensation arrangement established or maintained by an employer or plan
SPONSOT.

(2) Notwithstanding Paragraph (1), the regulation shall apply to annuities used to fund a plan or arrangement that
is funded solely by contributions an employee elects to make whether on a pre-tax or after-tax basis, and where the
ingurance company has been notified that plan participants may chense from among two (2) or more fixed annuity
providers and there is a direet solicitation of an individual emplovee by a producer for the purchase of an annuity
contract. As used in this subsection, direct solicitation shall not include any meeting held by a producer solely for the
purpose of educating or enrolling employees in the plan or arrangement;

D. Structured settlement annuities;
E. [Charitable gift annuities; and]
F. [Funding agreements].
Drafting Note: States that regulate charitable gift annuities should exempt them from the reguirements of this regulation.

States that recognize or regulate funding agreements as annuities should exempt them froem the requirements of this
regulation,
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Section 4. Definitions

For the purposes of this regulation:

A, [“Charitable gift annuity” means a transfer of cash or other property by a donor to a charitable organization in return
for an annmuity payable over one er two lives, under which the actuarial value of the annuity is less than the value of the
cash or other property transferred and the difference in value constitutes a charitable deduction for federal tax purposes,
but does not include a charitable remainder trust or a charitable lead trust or other similar arrangement where the
charitable organization does not issue an annuity and incur a financial obligation to guarantee annuity payments.]

B. “Contract owner” means the owner named in the annuity contract or certificate holder in the case of a group annuity
contract,

C. *“Determinable elements” means elements that are derived from processes or methods that are guaranteed at issue
and not subject to company discretion, but where the values or amounts cannot be determined until some peint after issue.
These elements include the premiums, eredited interest rates (including any bonus), benefits, values, non-interest hased
credits, charges or elements of formulas used to determine any of these. These elements may be deseribed as guaranteed
but not determined at issue. An element is considered determinable if it was calculated from underlying determinable
elements only, or from hoth determinable and guaranteed elements,

D. [*Funding agreement” means an agreement for an insurer to accept and accumulate funds and to make one or more
payments at future dates in amounts that are not based on mortality or morbidity contingencies.]

E. “Generic name” means a short title deseriptive of the annuity contract being applied for or illustrated such as “single
premium deferred annuity.”

F. “Guarznteed elements” means the premiums, credited interest rates (including any honus), benefits, values, non-interest
hased credits, charges or elements of formulas used to determine any of these, that are guaranteed and determined at issue, An
element iz considered guaranteed if all of the underlying elements that go into its calculation are guaranteed.

G. “Non-guaranteed elements” means the premiums, credited interest rates {including any bonus), benefits, values, non-
interest based credits, charges or elements of formulas used to determine any of these, that are subject to company discretion
and are not guaranteed at issue. An element is considered non-guaranteed if any of the underlying non-guaranteed elements
are nsed in its ealeulation.

H. “Structured settlement annuity” means a “qualified funding asset” as defined in section 130{d) of the Internal Revenue
Code or an annuity that would be a qualified funding asset under section 130(d) but for the fact that it is not owned by an
assignee under a qualified asgipnment.

Section o. Standards for the Disclosure Document and Buyer's Guide

A. (1) Where the application for an annuity contract is taken in a face-to-face meeting, the applicant shall at or before
the time of application be given both the disclosure document described in Subsection B and the Buyer’s Guide
contained in Appendix A,

(2) Where the application for an annuity contract is taken by means other than in a face-to-face meeting, the
applicant shall be sent both the disclosure document and the Buyer's Guide no later than five (8) business days after
the completed application is received by the insurer,

(a} With respect to an application received as a result of & direct solicitation through the mail:

(i} Providing a Buyer's Guide in a mailing inviting prospective applicants to apply for an annuity contract
shall be deemed to satisfy the requirement that the Buyer’s Guide be provided no later than five (5} business
days after receipt of the application.

(ii) Providing a disclosure document in a mailing inviting a proapective applicant to apply for an annuity
contract shall be deemed to satisfy the requirement that the disclosure document be provided no later than
five (5) busineas days after receipt of the application.

(b) With respect to an application received via the Internet:
(i} Taking reasonahle ateps to make the Buyer's Guide available for viewing and printing on the insurer’s
Web site shall be deemed to satisfy the requirement that the Buyer’s Guide be provided na later than five (5}
buginess day of receipt of the application.
(ii) Taking reasonable steps to make the disclosure document available for viewing and printing on the

insurer's Web site shall be deemed to satisfy the requirement that the disclosure document be provided no
later than five (5) business days after receipt of the application.
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(¢) A solicitation for an annuity contract provided in other than a face-to-face meeting shall include a statement
that the proposed applicant may eontact the insurance department, of the state for a free annuity Buyer's Guide.
In liew of the foregoing statement, an insurer may include a statement that the prospective applicant may
contact the insurer for a free annuity Buyer's Guide.
(3} Where the Buyer's Guide and dizclosure document are not provided at or before the time of application, a free
Inok period of no less than fifteen (15) days shall be provided for the applicant te return the annuity contract without
penalty. This free look shall run concurrently with any other free look provided under state law or regulation.

B. At a minimum, the following information shall be included in the disclosure document required to be provided under
this regulation:

(1} The generic name of the contract, the company product name, if different, and forma number, and the fact that it
is an annuity;

(2) The insurer'a name and address;

(3) A description of the contract and its henefits, emphasizing its long-term nature, including examples where
appropriate:

(a) The guaranteed, non-gnaranteed and determinable elements of the contract, and their limitations, if any,
and an explanation of how they operate;

(b} An explanation of the initjal crediting rate, specifying any bonus or introductory portion, the duration of the
rate and the fact that rates may change from time to time and are not guaranteed;

{¢) Periodic income aptions both on a guaranteed and non-guaranteed basis;

{d) Any value reductions caused by withdrawals from or surrender of the contract;
{e) How values in the contract can be acreaaed;

{fi  The death benefit, if available and how it will be calculated;

{g} A summary of the federsl tax status of the contract and any penalties applicable on withdrawal of values
from the contract; and

(h) Tmpact of any rider, such as a long-term care rider.
{4) Specific dollar amount or percentage charges and fees shall be listed with an explanation of how they apply,

{d) Information ahout the current gunaranteed rate for new contracts that contains a clear notice that the rate is
subject to change.

C. Insurers shall define terms nsed in the disclosure statement in langnage that facilitates the understanding by a
typical person within the segment of the public to which the disclosure statement is directed.

Section 6. Report ta Contraet Owners

For annuities in the payout period with changes In non-guaranteed elements and for the accmnulation period of a deferred
annuity, the insurer shall provide each contract owner with a report, at least annually, on the status of the contract that
contains at least the following information:

A, The beginning and end date of the current report period;

B. The accumulation and cash surrender value, if any, at the end of the previous report period and at the end of the
current report peried;

Drafting Note: States adopting this regulation with an effective date hefore J[uly 1, 2000, should consider a delayed effective
date for including the cash surrender value that is after June 30, 2000, because it appears programming changes may be
required for many inaurera.

C. The total amounts, if any, that have been credited, charged to the contract value or paid during the current report
period; and

D. The amount of outstanding loans, if any, as of the end of the current report period.
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Section 7. Penalties

In additicen to any other penalties provided hy the laws of this state, an insurer or producer that violates a requirement of this
regulation shall be guilty of & violation of Section [cite state’s unfair trade practices actl.

Section 8. Separabhility

If any provision of this regulation or its application to any persen or cireumstance is for any reasen held to be invalid by any
court of law, the remainder of the regulation and ita application to other persons or circurnstances shall not be affected.

Section 9. Effective Date
This regulation shall hecome effective [insert effective date] and shall apply to contracts sold on or after the effective date.
Appendix A Buyer's Guide

[The Buyer's Guide has already heen adopted hy the NAIC, and is currently an appendix to the Annuity and Deposit Fund
Disclosure Model Repulation, which this model will replace. It is not reproduced here.]
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ATTACHMENT THREE-B
Life Insurance [llustrations Issues

Technical amendments to model

Fix model regarding laptop illustrations with noe print-out

Reinsurance in cash flow testing

Illustrations still too complex?

Generally Recognized Expense Table (GRET)

Including an in-force illustration in the annual report (toc long)

Conflicts with other models (disclosure, advertising, universal life, etc.}
Length of illustrations

Equity-indexed life insurance

Modifications for certain indeterminate premium policies (see attached letter)
Buggestion by American Academy of Actuaries to transfer some practice note material into the regulation
Add variable lifa
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ATTACHMENT THREE-C

Life Disclosure Working Group
Conference Call
October 20, 10928

The Life Diselosure Working Group of the Life Insurance and Annuities (A) Committee met by conference call at 1 p.m. on Qet.
20, 1998. Tom Foley (N.D.) chaired the meeting. The following working group members or their representatives participated:
Harold Phillips for Sheldon Summers (Calif.); Roger Strauss (Iowa); Lester Dunlap (La.}; Cindy Martin (Masgs.); Paul DeAngelo
{(N.JI.); and Ted Becker (Texas).

Roger Strauss (Iowa) suggested that the working group's comments be limited to the issue regarding delivery of the Annuity
Buyer's Guide. Tom Foley (N.I).) said it wasg his impression that the working group members are in agreement. on the rest of the
Annuity Disclosure Model Regulation. He suggested that the buyer’s guide issue be dealt with first, and then if there is
additicnal time remaining on the call, any other issues can be discussed.

Mr. Foley said it appears that everyone is agreed that, in a face-to-face meeting, delivery of the buyer’s guide will he at that
time. Riva Kinstlick (Prudential) said this is a concern among some companies, but most can live with that requirement, John
Mathews (Allstate Life) referred the working group members to his written comments that note there are costs involved with
this provigion, The regulators affirmed that they had received Mr. Mathew’s comment, Mr, Foley said that the difficulty comes
in other than face-to-face meetings. Mr. Strauss said he looked favorably toward the written comment from William Geiger
{Aegon) and suggested putting this in the regulation in place of Section 5A and B of the Sept. 15, 1998, draft. Mr. Geiger’s
suggestion does not inelude a number of days to be inserted as a requirement. The members of the working group agreed that
five days is a reasonable requirement. Paul DeAngelo (N.J.) expressed concern that a five-day turnaround would mean thaf the
individual got the contract, the buyer’s gunide and the disclosure document all at the same time, Peg VanDrisse (American
Express Financial) affirmed that would he true for her company. It would be much more expensive to send the documents
separately. Mr. Foley asked Ms. VanDrisse what free-look period her company used and Ms. VanDrisse reaponded that it was
30 days. Mr. Strauss said he would be comfortable with a five-day turnareund and a 30-day free-lack period. Ms, Kinslick
opined that a 15-day free look is more than adequate. Because of the disintermediation problem, 30 days is teo long. Hareld
Phillips (Calif.) said his state already requires a 30-day free-lock period for senjor citizens but the amount returned is the
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current account value rather than the face value. Cindy Martin (Mass.) and Lester Dunlap (La.) also spoke in favor of the 30-
day free-look period. Mr. Phillips asked what additional cost is involved in the extra days of the free-lock period. Roger Wiard-
Bauer (LifeUSA) said the company needs to sell assets that it has just invested, so this could result in a higher cost if interest
rates have moved during this time period. The insurer would be investing for the long term, not the short term. He said the
problem is that many people will choose ta return the contract if there has heen a dramatic ehange in the interest rates. The
working group agreed to revise the draft as Mr. Stranss suggested and to include an option for either 15 or 30 days for the free-
look period. Mr. Foley asked those who are concerned about the cost for this longer periad to provide information on what those
costs are and the working group will make a decision at the Winter National Meeting. Ms. Kinstlick agreed to provide that
information to the working group. Ms. Kinatlick asked ahout, the free-look period in a face-to-face sale. She asked if the industry
could assume that no free-look period would be provided. Mr. Foley said it would be the current free look, which in most states
is 10 days. Ms. VanDrisse suggested adding language that started the time running when a completed application was received
s0 that two mailings are not necesaary.

Mr. Dunlap said that he did not have a problem with the elimination of Section 5B, but he would like to see reference to the
attempt to broadly distribute the buyar’s guide someplace. Mr. DeAngelo caid it is really the job of the regulator to disseminate
the buyer's guide generally, and asked how the indnstry would feel about a proposal that solicitationa be required to suggest
that consumers contact the insurance department for a buyer's guide. He said the buyer’s guide developed by this group is on
the New Jersey Web site and this requirement would let people know that insurance regulators have the document available.
The regulators agreed this was a good idea. Mr. Geiger asked if the suggestion from Mr. DeAngelo was meant to only apply to
direct solicitation and Mr. DeAngelo responded that it should be available in any case except face-to-face where they are
receiving the buyer's guide. Mr. Phillips said he objected violently to the comment in one of the letters that it was the
responsibility of insuranee regulators to educate the public. He opined that the industry has some respansibility too.

Me. Kinstlick suggested that in Internet sales it would be redundant to suggest contacting the insurance department for a
buyer’s guide, when the Internet site had the buyer's guide available. Mr. Foley responded that it would still be useful because
someone might not be able to print the buyer's guide and then would have the option of calling the insurance department.
Walter Wells (Hartford) suggested that it is not always clear when the free-look period starts. He asked if this would be
measured from the time the company mails the buyer’s guide. Mr. Foley responded that it might instead be when the buyer's
guide was received by the insured, but Mr, Wells asked how the company would knaw when the guide had been received.

Mr. Btrauss suggested having another conference call to make sure there is agreement on all issues, so that the model can be
adopted at the Winter National Meeting. Mr. Foley suggested that any regulators or interested parties with coneerns should
address those eoncerns in writing to Carolyn Johnson (NAIC/SS0) within 10 days after the revised draft is mailed by Ms.
Johnson. Mr. Johnson agreed to mail the document by Qct. 28, and regulators and interested parties should have comments to
Mas, Johnson by Nov. 13. If there is need for a conference call, one will be scheduled after Nov. 13.

Having no further business, the Life Discloaure Working Group adjourned at 2:10 p.m.
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ATTACHMENT FOUR
Equity Indexed Products Working Group

Qrlando, Florida

December 7, 1908
The Equity Indexed Products Working Group of the Life Insurance and Annuities (A) Committee met in Salon IV of the Walt
Disney World Dolphin Hotel in Orlando, Fla., at 3 p.m. on Dec. 7, 1998. Mike Batte (N.M.) chaired the meeting. The following
working group members were present: Alfred Franz (Del.); Roger Strauss and Rosanne Mead (Iewa); Lester DPunlap (La.);
Frank Cote {Mont.); Dan Keating (Okla.); and Leslie Jones (8.C.).

1. Review 1998 Charges and Work Plan

Mike Batte (N.M.) said this group was organized in March and developed a work plan for its projects. The group gathered
information from states on contract filing guidelines and distributed those at the 1998 Summer National Meeting. The group
reviewed market conduct treatment for equity-indexed products in the Market Conduct Examiners Handbook and decided that
the handbook is broad enough to cover issues velated to equity-indexed products. The working group heard a presentation on
agents' training for variable products and gathered samples of training materials from insurers. The working group also
discussed guaranty fund issues and referred that question to the Guaranty Fund Tssues (EX5) Working Group.

Frank Cote (Mont.) said the working group needs to discuss agents training more extensively and opined that the working
group’s charge will then be completed.

2. Consider Recommendation en Agents Education

My, Cote asked the working group to recollect its discussion at the last meeting and said that the working group had
encouraged agents groups and others to comment at the Winter National Meeting. Lester Dunlap (La.) said he would like to
hear more from companies about who sells the product and what training they recsive, Reese Boyd (American Council of Life
Insurance—ACLI) said he provided samples with specific information including sample videos, software, ete., that eompanies
use when training agents, He gaid he thought that answered questions from the working group. Mr. Cote asid it seems to him
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the working group is leaning in the direction of requiring companies to train their agents and to demonstrate that as part of the
contract approval process. He asked if the industry is comfortable with that approach. Mr, Boyd responded that states are
already lnoking at training as part of the filing process and none of the companies have expressed eoncern to him.

Mr. Cote moved that the working group suggest to its parent that companies should be required to demoenstrate that they train
their agents as part of the contract filing process. Leslie Jones (5.C.) seconded the motion for discussion purposes. Roger
Strauss (Towa) asked if the working group will come up with a model or a white paper on this issue. Mr. Batte responded that it
is the working group’s responsibility to decide if more work needs to be done and make recommendations. He said the working
group has already accumulated information about what other states are deing. Dan Keating (Okla.) said he thought it would be
heipful to provide more specific information on what states should laok at. He opined that it does not serve our purpose to just
say “look at agents’ training.” He suggested looking at state filing requirements and asking which of these are most valuable
and compiling these in a recommendation in the parent committee. The motion made by Mr. Cote passed.

Mr. Keating opined that the charge to the working group is vague and he asked what it means to “eonsider issues.” He noted
that one of the parts of the filing requirements normally reviewed is nonforfeiture. Mr. Batte responded that this working group
does not want to duplicate other groups’ work. This issue is being addressed by the Life and Health Actuarial (Technical) Task
Force, This group’s responsibility is to make sure all of the issues are being addressed and to consider those issues not being
addressed elsewhere. Don Pearsall (N.Y.) said that, as a result of a new derivatives law passed in New York recently, com-
panies will now be able to sell equity-indexed products. He said he would appreciate more specific direction from the working

group.

3. Report on Guaranty Fund Issues

Rob Sweeney (ACLI) reported that he and Mr. Boyd made a proposal to the Guaranty Fund Issues (EX56) Working Group to
suggest changes to the Life and Health Insurance Guaranty Association Model Aet to cover equity-indexed products in what the
ACLI considers to be an appropriate faghion. That working group is now discussing the proposal. He offered to provide further
information to the working group so it also could consider these issues. Mr. Batte said this issue is being considered in the
appropriate working group, and there ig no need to duplicate that effort here,

4. Consider Need for 1999 Charges

Ms. Jones said she thought it would be an appropriate charge to develop contract filing guidelines, even if it just a compilation
of what other states have already. She said that South Carolina uses the American Academy of Actuaries (AAA) report on
equity-indexed products, which contains a section on filing guidelines. She said she would like to see the working graup develop
something along that line. Mr. Keating opined that if the working group does a list of recommendations, the AAA report is the
place to start. He said he certainly is not recommending drafting a model or something else more formal. He hoped for a short
list that wonld identify issues and make recommendations to the states. Mr. Keating moved that the working group ask for a
charge to develop a work product congisting of a list of items states should consider in reviewing contract filings and agents
training. Ms. Jones seconded the motion and it passed.

Having no further business, the Equity Indexed Products Working Group adjeurned at 4 p.m.
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ATTACHMENT FIVE

Buitahility Working Group
Orlando, Florida
December 8, 1998

The Suitability Working Group of the Life Insurance and Annuities (A) Committee met in Salon IV of the Walt Disney World
Dolphin Hotel in Orlando, Fla., at 2 p.m. on Dec. 8, 1998, Paul DeAngelo (N.J.) chaired the meeting. The following working
group members were present: Lester Dunlap (La.); Cindy Martin (Mass.); Rebert Commedore (Minn.); Stephen Stark (Mo.);
Louis Belo (N.C.); Joel Ario (Ore.); and Mary Keller (Texasg).

1. Consider Life Insurance Advertising Model Regulation

Paul DeAngelo (N.J.) said that comments on the regulation have been received from Texas to add to the earlier comments from
Massachusetts and Louisiana. He encouraged other states that have comments on specific provisions of the regulation to
provide those to Carolyn Johnsen (NAIC/SS0) by Jan. 15, 1999, He said a conference call will be scheduled on Jan, 27, 1999, to
discusg the Life Insurance Advertising Model Reguiation.

2,  Suitability Issues

Mr, DeAngeln referred to 2 memorandum he asked Mas. Johnson to prepare outlining suitability provisions in existing NAIC
meodels (Attachment Five-A}. Ms. Johnson reported that only two NAIC models contain guitability requirements for the ingurer
and several models have a duty to provide information that might be helpful so that an individual could determine suitability
for himself. Mr. DeAngelo commented that the brevity of the liat may help the working group determine whether it should
prepare a model regulation on suitability of purchase of life insurance and annuities,
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Mr. DeAngelo referred the working group members to a memorandum prepared by Ms. Johnson for the Annuities (A) Working
Group in the spring of 1997, He said that the Annuities Working Group surveyed states asking their opinion about suitability
requirements for annnity purchasers. He pointed out that three states had standards in place and one more intended to adopt a
law or regulation. He also thought it was interesting that 19 states that responded to the survey thought the NAIC should
develop a model regulation with suitability requirements. He suggested following up on that memo to see what those states
thought were important provisions to include in a model.

George Coleman (Prudential} pointed out that the NAIC has nearly finished work on an Annuity Disclosure Model Regulation
that may help people make an intelligent decision about suitability of purchase, so that standards may not need to be developed
by this working group, Mr, DeAngelo said in his mind there is a distinction between putting the oaus on the buyer to decide for
himself whether a purchase is suitable and putting the onus on the company to determine suitability. Joel Ario (Ore,) suggested
it would alse be helpful to get information from the states that have suitability standards. They should be asked whether these
standards help in market conduct examinations and complaint handling. Mr, DeAngelo asked for suggestions for appropriate
questions to ask states on a survey, He asked those with input to submit it to Ms. Johnson by Jan. 29, 1999, A survey will then
be prepared and reviewed by the working group in a conference call. Mr. Commodore said that even though many states do not,
have standards in their laws or regulations, a number of them attempt ta deal with these issues on a case-by-case basis. He
suggested asking states to describe cases they have seen and the resolution. This might help point the working group in the
direction it needs to go.

Mr, DeAngelo said he offered at the interim conference call to draft an outline for a suitability white paper. He said the group
might need to ask for a modification to its charge to prepare this paper. Mr. Ario suggested a change to the white paper outline
and Mr. DeAngelo agreed to include that in the outline (Attachment Five-B}. Cindy Martin (Mass.) asked about the timetable
for the white paper. Mr. DeAngelo responded he did not think it wag realistic to expect a first drafl before June.

3. Adopt Minutes of Nov. 12, 1998, Conference Call

Robert Commeodore (Minn.) moved and Stephen Stark (Mo.) seconded a motion te adopt the minutes of the Nov. 12, 1938,
conference call (Attachment Five-C}. The motion passed.

4.  Presentation from Edward Jones

Laura Ellenhorn and Richard Link (Edward Jones} presented information te the working group about the suitability practices
used by their firm. Ms. Ellenhorn said that Edward Jones sells securities and insurance. They are required to follow rules from
the National Association of Securities Dealers and from the New York Stock Exchange. Both of these have suitahility
requirements. Mr. Link said the organization considers several suitability factors: the investment. ohjectives of the client, need
for diversification in relation to other investments, the age of the individual, and the need for liguidity, He said suitability for
life insurance is measured by the following standards: whether the amount of the insurance purchased matches the individual’s
needs, whether the premium payments match his or her income, how long insurance will be needed, and the risk tolerance of
the individual. Members of the working group expressed appreciation to Ms, Ellenhorn and Mr Link for their presentation,
which was very informative.

Having ne further business, the Suitability Working Group adjourned at 3 p.m.
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ATTACHMENT FIVE-A

To: Suitability Working Group

From: Carolyn J. Johnson, CLU, Senior Counael (NAIC)
Date: December 1, 1998

Re: Suitability Provision in NAIC Models

A number of NAIC medels contain suitability provisions. They can be divided into two types: those that impose a duty on the
agent or insurer to determine suitability, and those that require the agent or insurer to provide information to make it easier
for the applicant to determine for himself whether a purchase is suitable.

DUTY TO DETERMINE SUITABILITY OF PURCHASE

1. Long-Term Care Insurance Model Regulation (#641). Insurers must develop standards for suitability of purchage and train
their agents in use of the standards, It is the responsibility of the agent and the insurer to measure whether a purchase is
suitable. The Appendices include a worksheet for the consumer to use in determining if the purchase is suitable, helpful
information and a aample letter far the insurer to use when it appears a purchase is unsuitable.

2.  Model Regulation to Implement the Medicare Supplement Insurance Model Act (#651). The agent should make reasenable
efforts to determine if a purchase is suitable.

DUTY TO PROVIDE INFORMATION

1. Annuity Buyer's Guide (adopted Dec, 7, 1998), The guide has information to help an individual decide if an annuity is right
for him.
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2. Credit Insurance Model Act (#360). Section 6A includes a reguirement to disclose to the consumer that, if he has other
insurance, he may not need or want credit insurance.

3. Life Insurance Disclosure Model Regulation (#580). The Guide to Buying Life Insurance After Age 60 makes the agent or
company responsible for providing infermation to help the buyer determine if his policy will cost more that his beneficiary will
receive in death benefits, Another appendix to the regulation includes the Life Insurance Buyer's Guide, with information to
help a consumer determine if this ig a suitable purchase.

4. Life Insurance lllustrations Model Regulation (#582). A readahle illustration will help a consumer determine if the policy
he is considering will help meet hia goals.

5. Replacement of Life Insurance and Annuities Model Regulation (#613). The notice of replacement cautiona the purchaser
to consider whether replacement of his current policy is suitable. The notice lists some reasons why replacement may not be
suitable,
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ATTACHMENT FIVE-R
Proposed Outline for Suitahility Working Group White Paper

Introduction

Survey Results

State Suitability Statutes and Standards
NASD/SEC Suitability Standards

NASD Enforcement Procedures
Applicable Cagelaw

Voluntary Suitahility Standards

A, Insurance Marketplace Standards Association (IMSA)
B. Other

. Industry Viewpoint

9,  Conclusions and Recommendations

A. Life Products

B. Annuity Contracts
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ATTACHMENT FIVE-C

Buitability Working Group
Conference Call
November 12, 1998

The Suitability Working Group of the Life Insurance and Annuities {A) Committee met by conference call, at 1 p.m. on Nov. 12,
1998. Paul DeAngelo (N.J.) chaired the meeting. The following working group memhers or their representatives participated:
Erin Klug {Ariz.}; Rosanne Mead (Iowa); Lester Dunlap {La.); Cindy Martin (Mass.}; Robert Commodore (Minn.); Phil Bisesi
and Kip May {Ohin); Joel Ario (Ore.); Mary Keller and Bill Goodman {Texas); and Tom Van Cooper (V1.}.

Paul DeAngelo (N.J.) stated that the charge of the working group is to leok at issues regarding suitability of purchase of life
insurance and annuities and also to recommend whether any changes need to be made to the Life Insurance Advertising Model
Regulation.

1. Buitability

Mr. DeAngelo thanked Rosanne Mead (Iowa) for her review of case law on suitability standards in the sale of securities and
insurance products. He also thanked Joel Ario (Ore.) for his review of existing state suitability statutes for insurance products.
Mr. DeAngelo responded that he had also provided some materials to the working group on the current suitability standards of
the National Association of Securities Dealers (NASD). He said these three sets of materials provide background material that
should be helpful to the working group. He suggested that the working group needs this hackground infermation to draft a
white paper and needs a white paper before the group can decide whether it is useful to draft a model act or regulation. Mr.
Ario agreed with that approach and also pointed out that it would be helpful for the working group to get more written
information from companies about their own standards for self-policing suitability of purchases. He also pointed out that the
Inaurance Marketplace Standardas Association (IMS3A) might have some useful information. Mr. DeAngelo responded that
Edward Jones will make a presentation at the Winter National Meeting and IMSA and the NASD have both agreed to make
presentations at the NAIC Spring National Meeting in Washington, D.C. He speculated that the working group would then he
in a position to release a white paper draft by the 1999 Summer National Meeting, Mr. Aric suggested that companies become
involved in the IMSA presentation. He said the IMSA standards require companies to have proviaions in place, and it would be
helpful to hear from companies abont their standards.
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Tom Van Cooper (Vi) said that he found a review of Ms. Mead’s paper very interesting but he was not clear about how the
standards used in a court varied from the suitability standards that an insurance department might use for enforcement
actions, Mr, DeAngelo agreed that this iz an important izsue. Mr. Ario noted that he is following up with the five states that
have the mest relevant standards for suitahility (Towa, Kansas, Minnesota, Vermont and Wisconsin) and will report at the
Winter National Meeting as to how the suitability standards in these five states work in practice. Mr. DeAngelo said he would
come to the Winter National Meeting with the beginnings of an outline for the white paper. Mary Keller (Texas) suggested that
it would also be ugeful to identify the magnitude of the problem that a state faces when it has no standards for suitability. She
gaid Texas haz had a number of lawsuits and the state had to look for other methods of dealing with thege issues because Texas
has no suitability standard. She suggested doing a survey to get state experience. Mr. DeAngelo asgked that any states with
litigation in this area send a copy to Carolyn Johnson (NAIC/S3() so that examples can be incorporated in the white paper. Mr,
Ario said he recognized that states fill out a lot of surveys but he opined that a survey on these problems would be useful. Mr.
DeAngelo recalled that the Annuities Working Group had done a similar survey on issues related o suitability for annuity sales
to seniors and he asked Ms. Johnson to bring that material to the Winter National Meeting,

2. Review of the Life Insurance Advertising Model Regulation

Mr. DeAngelo thanked Cindy Martin (Mass.) for her submission to the working group. Massachusetts went through the entire
Life Insurance Advertising Mode]l Regulation and highlighted the discussion items that will be reviewed at the Winter National
Meeting. In addition, Mr. DeAngele noted that he made specific azsignments to states for input on sections of that model. He
thanked Lester Dunlap (La.) for his submission and asked the other states with specific assignments to have that material to
Ms. Johnson before the Winter National Meeting so that it is available for discussion in Orlande. Mr. DeAngelo asked Ma.
Johnaon if the NAIC ataff would provide input about suitability standards in existing NAIC models.

Marybeth Stevens (American Council of Life Insurance —ACLI) asked why this working group was considering changes to the
advertiging regulation. Mr, DeAngelo responded that it has been a long time gince this model was updated, and some ztates
have added provisions to their own regulations that would be helpful additions to the NAIC model. In addition there are many
new products that did not exist when the model was lazt updated, life illustration standards have been developed, and direct
marketing is a more common method of solicitation. All of these contribute to a need to update the Life Insurance Advertising
Model Regulation. :

Having no further business, the Suitability Working Group adjourned at 1:35 p.m.,
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ATTACHMENT SIX
Synthetic GIC Working Group

Orlando, Florida

December 6, 1998
The Synthetic GIC Working Group of the Life Insurance and Annuities (A) Committee met in Salon V of the Walt Disney World
Dolphin Hotel in Orlando, Fla., at 1 p.m. on Dec. 6, 1998, Larry Goreki (I1.) chaired the meeting. The following working group
members or their representatives were present: Sheldon Summers representing Woody Girion (Calif.); Jack Gies (Conn.}; and
Paul DeAngelo representing Neil Vance (N.J.).

The sole topic of the meeting was to finalize changes to the Dec. 2, 1998, draft of the Synthetie Guaranteed Investment
Contracts Mudel Regulation. During the discussions on that draft, the following changes were agreed to:

1. Add definitions of “appointed actuary” and “valuation actuary” consistent with the definitions included in the Separate
Accounts Funding Guaranteed Minimum Benefits Tnder Group Contracts Model Regulation.

2. Modify the definition of “qualified actuary” to be consistent with the definition found in the separate accountz model.

3. Change all references in the draft to “valuation actuary” from either “gualified actusary” or “appointed actuary,” as
appropriate.

4. Change the reference in Section 3 to “Section 4W.”

6. Change “request” to “requests” in Section 5B(2).

6. Insert the word “the” in front of the word “difference” in Section 6B(2)(c).

7. Remove the word “percentage” prior to the word “deduction” in Section 10A(4).

8. Change the word “adequate” to “appropriate™ in Section 10B(5)b) and eliminate the phrase “including the cost of capital”
at the end of that Subsection.

9.  Replace the wording of Section 10B(4)(b) with the following: “an opinion paragraph expressing the valuation actuary’s
opinion with respect to the matters degcribed in Subparagraphs 5A and 5B below.”
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10. In Section 10A(2)a) replace the phrase “one year” with “one-half year.”

With those changes Jack Gies (Conn.) moved and Sheldon Summers (Calif.) seconded a motion te adopt the model. The motion
passed without ohjection. Attachment Six-A is a copy of the adopted model.

Doug Barnert (Barnert and Associates) submitted a statement for attachment to these minutes; his statement is included as
Attachment Six-B.

Larry Gorski (I11.) stated that the charge of the working group had been fulfilled and that a request would be forwarded to the
Life Insurance and Annuities (A) Committee to dishand the working group. Finally, Mr. Summers moved and Mr. Gies
seconded a motien to adopt the Nov. 10, 1998, minutes of the joint conference call with the Separate Accounts Working Group.
(Those minutes are attached to the report of the Separate Accounts Working Group to the Accounting Practices and Procedures
(EX4) Task Force.) The motion passed without ohjection.

Having no further business, the Synthetic GIC Working Group adjourned at 2:30 p.m.
EP T
ATTACHMENT SIX-A
Synthetic Guaranieed Investment Contracts Model Regulation

Draft: December 9, 1998
Adopted by the Life Insurance and Annuities (A) Committee
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Section 1. Authority

This rule is issued pursuant to the authority vested in the commissioner of the State of [insert state] under [insert citation for
authority].

Seetion 2. Purpose
A, The purpose of this regulation ia to preacribe:
(1) The terms and conditions under which life ingurance companies may issue group annuity contracts and other
agreements that in whole or in part establish the insurer's obligation by reference to a segregated portfolio of assets
that is net owned by the inaurer;
(2} The essential operational features of the segregated portfolio of assets; and

(3) The reserve requirements for these group annuity eontracts and agreements.

B. This regulation is intended to aid in the timely approval of such products by the commissioner, and recognizea that
timely approval is essential given the competitive nature of the market for these products.

Section 3. Sceope and Application

This regulation applies to that portion of a group annuity contract or other agreement deseribed in Section 4W and issued by a
life insurer that functions as an accounting record for an accumulation fund and has benefit guarantees relating to a principal
amount and levels of interest at a fixed rate of return specified in advance. The fixed rates of return will he constant over the
applicable rate periods, and may reflect prior and current market conditions with respect to the segregated portfolio but may
naot reference future changes in market conditions. It applies to all contracts issued after the effective date of this regulation.
Contracts that have been negotiated prior to the effective date need not be refiled with the commissioner.

Drafting Note: This explanation of the fixed rate of return is intended to clarify the fact that the regulation excludes products
such as those that guarantee the future performance of a stated index. It is recognized that versiona of synthetics other than
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those described in the acope section may evolve over time; the intent of the regulation iz not to preclude the issuance of zuch
products, but rather to deseribe how a specific set of synthetics (those described in the scope) should be regulated.

Drafting Note: It i3 expected that individual regulators, where applicable, will retain the rigat to withdraw approval of
previously filed contract forms for new issuance if they do not conform to the regulation, Therefore, no language explicitly
withdrawing approval of previously filed forms was included.

Section 4. Definitions
Ag uged in this regulation, the following terms shall have these meanings:

A “Account assets” means the assets in the segregated portfulio plus any assets held in the general account or a separate
account to meet the asget maintenance requirements.

B. “Actuarial opinion and memorandum” means the opinion and memorandum of the valuation actuary required to be
submitted to the commissioner pursuant to Section 10B of this regulation.

C. “Affirmatively approved” means approval of an insurer’s plan of operation for a class of contracts containing the form
of contract under review, after the plan of operation associated with the class of contracts hag been reviewed by the
insurer’s domiciliary insurance department, and the plan of operation has been found to be in compliance with the NAIC
Synthetic Guaranteed Tnvestment Contracts Model Regulation by the domiciliary insurance department. Affirmatively
approved does not mean approval as a result of the deemer provision.

D. “Appointed actuary” means the qualified actuary appointed or retained either directly by or by the authority of the
Ioard of directors through an executive officer of the company to prepare the annual statement of actuarial opinion for the
company as a Whole pursuant to Section [insert reference to standard valuation law].

F. “Asset maintenance requirement” means the requirement to maintain assets to fund cordract benefits in accordance
with Section 10 of this regulation.

F. “Class of contracts” means the set of all contracts to which a given plan of operation pertains.

G. “Contract value record” means an accounting record, provided by the contract in relation to a segregated portfolio of
assets, that is credited with a fixed rate of return over regular periods, and that is used to measure the extent of the
insurer’s ohligation to the contractholder. The fixed rate of return credited to the contract value record is determined by
means of a crediting rate formula or declared at the inception of the contract and valid for the entire term of the contract.

H, “Crediting rate formula” means a mathematical formula used to calculate the fixed rate of return credited to the
contract value record during any rate period and based in part upon the difference between the contract value record and
the market value record amortized over an appropriate period. The fixed rate of return calculated by means of this formula
may reflect prior and current market conditions with respect to the segregated portfolio, but may not reference future
changes in market conditions.

I.  “Date of filing,” with respect to a filing for approval of a contract form under this regulation, means the date as
defined by the applicable statutes or regulations of the state of issue with regard to contract filings.

Drafting Note: Individual states may wish to insert a specific reference to the applicable statute or regulation.

J.  “Duration” means, with respect to the segregated portfolio assets or guaranteed contract liabilities, a measure of price
sensitivity to changes in interest rates, such as the Macaulay duration or option-adjusted duration.

K. “Fair market value” means a reazonable estimate of the amount that a knowledgeable buyer of an asset would be
willing to pay, and a knowledgeable seller of an asset would be willing to accept, for the assel without duress in an arm’s
length transaction. In the case of a publicly traded security, the fair market value is the price at which the security is
iraded or, if no price is available, a price that appropriately reflects the latest bid and asked prices for the security. In the
case of a debt instrument that is not publicly traded, the fair market value is the discounted present value of the asset
valculated at a reasonable discount rate. For all other non-publicly traded assets, fair market value will be determined in
accordance with valuation practices customarily used within the financial industry.

L. “Guaranteed minimum benefits” means contract benefits on a apecified date that may be either:

(1) A principal guarantee, with or without a fixed minimum interest rate guarantee, related to the segregated
portfolio;

(2} An assurance as to the future investment return or performance of the segregated portfolio; or

(3) The fair market value of the segregated portfolio, to the extent that the fair market value of the essets
determines the contractholder’s benefits.

M. (1) “Hedging instrument” means:
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{a}) An interest rate futures agreement or foreign currency futures agreement, an option to purchase or sell an
interest rate futures agreement or foreign currency futures agreement, or any option to purchase or sell a
security or foreign currency, nsed in a bona fide hedging transaction; or

{b) A financial agreement or arrangement entered into with a broker, dealer or bank, qualified under applicable
federal and state securities or banking law and regulation, in connection with investment in one or more
securities in order to reduce the risk of changes in market valuation or to create a synthetic investment that,
when added to the portfolio, reduces the rigk of changes in market valuation.
(2) An instrument shall not be considered a hedging instrument or a part of a bona fide hedging transaction if it is
purchased in conjunction with another instrument where the effect of the comhined transaction is an increase in the
portfolio’s exposure to market risk,
N. “Investment guidelines” means a set of written guidelines, established in advance hy the person with investment
authority over the segregated portfolia, to he followed by the investment mansager. The guidelines shall include a
description of:
(1} The segregated portfolio’s investment ohjectives and limitations;
(2} The investment manager’s degree of discretion;
(3) The duration, asset class, quality, diversification, and other requirements of the segregated portfolin; and
(4) The manner in which derivative instruments may be used, if at all, in the segregated portfolio.

0. “Investment manager” means the person (including the contractholder} responsible for managing the assets in the
segregated portfolic in accordance with the investment guidelines in a fiduciary capacity to the owner of the assets.

P. “Market value record” means an accounting record provided by the contract to reflect the fair market value of the
segregated portfolio.

Q. “Permitted custodial institution” means a bank, trust ecompany or other licensed fiduciary services provider.

Drafting Note: When adopting this regulation, individual regulators may wish to review their applicable state laws to ensure
that this definition hasn’t inadvertently authorized an entity to act as a custodial institution that it would not wish te do so.

R. “Plan of operation” means a written plan meeting the requirements of Section 5B(1) of this regulation.

8. “Qualified actuary” means an individual who meets the qualification standards set forth in {insert reference to section
of the regulations related to actuarial opinions and memoranda).

T. “Rate period” means the period of time during which the fixed rate of retum eredited to the contract value record is
applicable between crediting rate formula adjustments.

U. “Segregated portfolio” means:

{1) A portfolio or sub-portfolic of assets to which the contract pertains that is held in a custody or trust account by
the permitted custodial institution and identified on the records of the permitted custodial institution as special
custody assets held for the exclusive benefit of the retirement plans or other entities on whose behalf the
contractholder helds the contract; and

(2) Any related cash or currency received hy the permitted custedial institution for the account of the contractholder
and held in & deposit account for the exclusive benefit of the retirement plans or other entities on whose behalf the
contractholder holds the contract.

V. “Spot rate” corresponding to a given time of henefit payment means the yield on a zero-coupon non-callable and non-
prepayable United States government ebligation maturing at that time, or the zero-coupon vield implied by the price of a
representative sampling of coupon-bearing, non-callable and non-prepayable United States government obligations in
accordance with a formula set forth in the plan of operation. To the extent that guaranteed coniract liabilities are
denominated in the currency of a foreign country rated in one of the two (2) highest rating eategories hy an independent
nationally recognized United States rating agency acceptable to the commisgioner and are supported by investments
denominated in the currency of the foreign country, the spot rate may be determined by reference to substantially similar
obligations of the government of the foreign country. For liahilities other than those deseribed above, the spot rate shall be
determined on a basis mutually agreed upon by the inaurer and the commisgsioner.

W. “Synthetic gnaranteed investment contract” or “contract” means a group annuity contraect or other agreement that in

whole or in part establishes the insurer's obligations by reference to a segregated portfolio of assets that is not owned by
the insurer.
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X. “Unilateral contract termination event” means an event allowing the insurer to unilaterally and immediately
terminate the contract, without future liability or obligation to the contractholder.

Y. “United States government obligation” means a direet obligation issued, assumed, gnaranteed or insured by the
United States of America or by an agency or instrumentality of the United States governmend.

Z.  “Valuation actuary” means the appointed actuary or, alternatively, a qualified actuary designated by the appeinted
actuary to render the actuarial opinion pursuant to Section 10. Written documentation of any such designation shall be on
file at the company and available for review by the commissioner upon request.

Section 5. Financial Requirements and Flan of Cperation

A contract may not be delivered or issued for delivery in this state unless the issuing insurer i3 licensed as a life insurance
company in this state and is financially qualified under the provisions of Subsection A of this section. In addition, a domestic
insurer may not deliver or issue for delivery, either in this state or outside this state, a contract belonging to a apecific class of
contracts unless the insurer has satisfied the requirements of Subasection B of this section with respect te that class.

A An insurer will he financially qualified under this section if its most recent statutory financial statements reflect at
least 31 billion in admitted assets or $100 million in capital and surplus, and its risk-based capital results do not place it
at a regulatory ievel of action. In lien of the requirements in the preceding sentence, the insurer may be required to satisfy
such other financial qualification requirements set forth by the commissioner as having been deemed necessary or
appropriate in a partienlar case to protect the insurer’s policyholders and the publie.

B. A domestic insurer will satisfy the requirements of this section with respect to a class of contracts if the insurer has
filed a plan of operation pertaining te the class of contracts, together with copies of the forme of contract in the class, with
the commissioner and the filing of the plan of operation has been approved or has not been disapproved within the sixty-
day period following the date of filing, in which event the plan of operation shall be deemed approved.

(1) The plan of operation for a class of contracts shall describe the financial implications for the insurer of the
issuance of cantracts in the class, and shall include at least the following:

fa) A statement that the plan of operation will be administered in accordance with the requirements prescribed
by the commissioner pursuant to this regulation, along with a statement that the insurer will comply with the
plan of operation in its administration of the contraet;

th) A statement describing the methods and procedures used to value statutory liabilities for purposes of
Section 10;

{c) A description of the eriteria used by the insurer in appreving the investment manager for the segregated
portfolio of assets associated with a contract in the class, if the investment manager is an entity other than the
insurer or its wholly owned subsidiary;

{d} A description of the insurer’s requirement for reports concerning the assets in each segregated portfolio and
transactions involving the assets, and a description of how the insurer can use the information in a report to
determine that the segregated portfolio is heing managed in accordance with its investment guidelines. The
insurer shall require that the report be prepared no less frequently than quarterly, and include a complete
statement of segregated portfolio heldings and their fair market value;

{e) A demonstration of financial results for one or more sample contracts from the class of contracts, showing at
a minimum the projected contract value records, the applicable fixed rate or rates of return, and the projected
market value records, describing how the investments in the segregated portfolio reflect provision for benefits
insured by the contract and how the contract value and market values and the rates of return may be affected by
changes in the investment returns of the segregated portfolio and reasonably anticipated deposits to and
withdrawals from the segregated portfolio by the contractholder, as well as any advanees made by the insurer to
the contractholder. The sample contracts shall be chosen to reasonably represent the range of results that eould
be expected from possible comhinations of contract provisions of all contracts within the class. The demeonsiration
shall include at least three (3) hypothetical retum scenarioe (level, increasing and decreasing) and for each of
these scenarios, at least three (3) withdrawal scenarios (zero, moderate and high) shall be modeled. The
cominissioner may require additional scenarios if deemed necessary to fully understand the risks under the clasg
of contracts. The demonatration periad shall be the greater of five {§) years or the minimum period the insurer
must underwrite the risk;

() A statement that all contracts in the class of contract satizfy the requirement of Section 9 regarding
unilateral contract terminations, together with a description of all termination events, discontinuation triggers
and options, notice requirements, corrective action procedures, all other contract safeguards, and the procedures
to be followad when a unilateral contract termination event occurs;

(2} A description of the allowable investment parameters (such as objectives, asset classes, quality, duration

and diversification requirements applied to the assets held within the segregated portfolic) to be reflected in the
investment guidelines applicable to each contract issued in the class to which the submitted plan of eperation
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applies; and a description of the procedures that will be followed by the insurer in evaluating the appropriateness
of any specific investment guidelines submitted by the contractholder. If the inaurer chonses to operate a contract
in accordance with investment guidelines not meeting the criteria established pursuant to this subparagraph,
the non-conforming set of investment guidelines shall be filed with the commissioner in accordance with the
filing requirements of this subsection;

(h) An unqualified opinion by a gualified actuary with expertise in these matters as to the adequacy of the
consideration charged by the insurer for the risks it has assumed with respect to the contracts in the class to
which the plan of eperation applies;

(i) A statement that the actuarial opinion and memorandum required by Section 10 shall include, with respect
to the class of contracts to which the plan of operation applies:

(i} If a payment has been made by the insurer in the prior reporting period under a contract in the class,
the amount of aggregate risk charges (net of administrative expenses} for contracts in the clags, and the
aggregate amount of any logses incurred; and

(ii} An inventory of all material unilateral contract termination events in the class that have not been
cured within the time period apecified and that have occurred during the prior reparting period but where
the company decided not te terminate the eontract.

{2) Review of the plan of operation by the commissioner may necessitate requests for information to supplement that
furnished pursuant to Paragraph (1). Eeplies made in compliance with this paragraph should be made in sufficient
detail that any follow-up correspondence can be held to a minimum.
Section 6. Required Contract Provisions and Filing Requirements
Drafting Note: This section may be omitted in its entirety if a state does not require contracts te be filed for approval, and the
state wishes to eliminate required contract provigions. Subsection B of this section may be omitted if a state does not require
contracts to be filed for approval, but wishes to maintain required contract provisions,
A contract may not be delivered or issued for delivery in this state unless the contract satisfies the requirements of Subsection
A of this section and the issuing insurer has satisfied the requirements of Subsection B of this section with respect to the
contract.
A. The contract shall:

(1) Provide that the assets to which the contract pertains and for which a contract value record is established will be
maintained in a segregated portfolio of & permitted euatodial inatitution;

{2) Grant the insurer the right to perform audits and inspections of assets held in the segregated portfolio from time
to time upon reasonahle notice to the permitted cuatodial institution;

{3) Provide that the insurer will receive prior notice of and the right to approve any appointment or change of
investment managers;

{4) Give a description of how the contract value record will be determined, and, where apnplicable, adjusted by a
crediting rate formula;

{5) State the maximum rate period hetween crediting rate formula recalculations that will he permitted, if any;

(6) Provide the insurer with the right to refuse to recognize any new deposits to the segregated portfolio unless there
is a written agreement between the insurer and the contractholder ag to the permissible levels and timing of new
deposits;

(7) Clearly identify all circumstances under which insurer payments or advances to the contractholder are to be
made;

{8) Clearly identify the types of withdrawals made on a market value basis,

(9) Provide either a fixed maturity schedule or a settlement option permitting the contractholder to receive the
contract value record over time, provided that no unilateral contract termination event has occurred; and

(10) Include a provision stating, or substantially similar to, the following:
“No waiver of remedies by the insurer that is a party to this agreement, following the breach of any
contractual provision of the agreement or of the investment guidelines applicable to it, ar failure to

enforce the provisions or guidelines, which conatitutes grounds for termination of this agreement for
cange by the insurer, and ig not cured within thirty (30) days following the insurer's discovery of it,
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shall be effective against an insurance commissioner in any future rehabilitation or insolvency
preceedings against the ingurer unless approved in advance in writing by the commissioner.”

Drafting Note: An adopting state may wish to add an “entire contract”™ provision in this section if such a provision is not
required elsewhere in the adopting state’s insurance code.

B. An insurer will satisfy the filing and approval requirements of this section with respeet to a contract if the insurer has
filed the form of the contract with the commisgioner and it is accompanied by the items specified in Paragraphs (1), (2),
and (3) of this subsection, and the form has been approved or has not been disapproved within the thirty-day period
following the date of filing, in which event the form of contract shall be deemed approved. Notwithstanding the foregoing,
the requirement for filing and approval of the form of contract may be waived at the discretion of the commissioner.

(1) The form of contract filed for approval shall be accompanied by a statement that the conmtract meets the
conditions of Subsection A of this section.

(2) The form of contract filed for appraval shall be accompanied by a statement:

{a) Specifying the range of variation of variable contract provisions, if any, that could have a material effect on
the risk azsumed by the insurer under the contract, including withdrawal methodology, crediting rate formula
and termination events;

Drafting Note: Contract forms covered by this regulation frequently incorporate variable provisions, The gtatement required by
this subparagraph is intended to provide the information regulators need to evaluate the risks associated with such variability.

{b) Describing how the fair market value will be determined, including a description of the rules for valuing
securities and other assets that are not publicly traded;

(¢) Describing the crediting rate formula, if any, and how it will operate to taks into account the difference
between the market value record and the contract value record over time; and

(d; Listing events that give the insurer the right to terminate the contract immediately.

(3) (a) Inthe cage that the plan of operation pertaining to the class of contracts to which the contract belongs has
been affirmatively approved by the commissioner of the state in which the issuing insurer is domiciled, the form
of contract filed for approval shall be accompanied by a statement indicating the receipt of approval, and that the
approval was an affirmative approval.

(b In the case that the ptan of operation pertaining to the class of contracts to which the contract belongs has
been deemed approved in the state in which the izsuing insurer iz domiciled, the form of contract filed for
approval shall be accompanied by a statement indicating that the issuing insurer has met the requirements for
deemed approval.

(e) In the case that the plan of operation pertaining to the class of contracts to which the contract belongs has
not been approved, either affirmatively or by deemer, in the state in which the issuing insurer is domiciled, the
form of contract filed for approval shall be accompanied by a statement of this fact, together with a glan of
operation pertaining fo the contract.

Drafting Note: The state of filing may request the plan of operation for informational purposes and may take it inte account in
deciding whether to approve the form. It is not anticipated that the state of filing would revisw and approve the plan of
operation, but may use it in connection with the review of the form of contract.

Drafting Note: In the case that the plan of operation has not been approved, either affirmatively or by deemer, in the state of
domicile of the issuing insurer, the state of issue, in issuing coniract approvals, may wish to establish requirements to be met
by the issuing insurer {e.g., notice requirement if the plan of operation subsequently changes, or requirement that the contract
be operated in compliance with the plan of operation) in order to maintain its approval.

Section 7. Investment Management of the Segregated Portfolio

A.  The investment manager must have full responsihility for, and control over, the management of all segregated
portfolio assets within the constraints specified in the investment guidelines.

Drafting Note: In the event that the segregated portfolio has multiple managers, all of these managers will be covered by the
investment guidelines.

B. The investment guidelines shalt be submitted to the insurer for underwriting review before the contract becomes
effective.

C. If the insurer accepts a proposed change to the investment guidelines or allows the contract to operate in accordance

with investment guidelines not meeting the criteria established in Section 5B(1Xg), approval of the non-conforming
investment guidelines must be obtained pursuant to Section 58.
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Purchase of Annuities

For contracts that are group annuity contracts, and that make available to the contractholder the purchase of immediate or
deferred annuities for the benefit of individual members of the group, an annuity may not be purchased without the delivery of
the contractually agreed upen consideration in cash to the insurer from the segregated portfolio for allocation to the insurer’s
general account or a separate account. The insurer shall collect adequate consideration for the eost of annuities purchased
under contract option by transfer from the segregated portfolio,

Section 9. Unilateral Contract Terminations

A contract subject to this regulation shall allow the insurer to unilaterally and immediately terminate, without future liability
of the insurer or cbligation to provide further benefits, upon the occurrence of any one of the following events that is material
and that is not cured within thirty (30) days following the insurer’s discovery of it:

A

The investment guidelines are changed without the advance consent of the insurer and the investment manager is not

controlling, contreiled by or under common eontrol with the insurer;

B.

The segregated portfolio, if managed by an entity that is not controlling, controlled by or under common contral with

the insurer, is invested in a manner that does not comply with the investment guidelines; or

C.

Investment diseretion over the segregated portfolio is exercised by or granted to anyone other than the investment

manager.

Section 10.  Reserves

A

Asset maintenance requirements for segregated portfolios governed by this regulation.

(1) At all times an insurer shall hold minimum reserves in the general aceount or one or more separate accounts, as
appropriate, equal to the excess, if any, of the value of the guaranteed contract liabilities, determined in accordance
with Paragraphs (6) and (7) of this subsection, over the market value of the assets in the segregated portfolio less the
deductions provided for in Paragraph {2) of this subsection. The reserve requirements of this subsection shall he
applied on a contract-by-contract hasis.

(2) In determining compliance with the asset maintenance requirement and the reserve for guaranteed contract
liabilities specified in Paragraph (1) of this subsection, the ingurer ghall deduet a percentage of the market value of an
asset as follows:

(a) For debt instruments, the percentage shall be the NAIC asset valuation reserve “reserve objective factor,”
hut the factor shall be increased by fifty percent (50%) for the purpose of this caleulation if the difference in
durations of the assets and liabilities is more than one-half year.

(b For assets that are not debt instruments, the percentage shall be the NAIC agset valuation reserve
“maximwm reserve factor.”

(3) To the extent that guaranteed contract liabilities are denominated in the currency of a foreign country and are
supported by segregated portfolio assets denominated in the currency of the fereign country, the percentape deduction
for these assets under Paragraph (2) of this subsection shall be that for a substantially similar investment
denominated in the currency of the United States.

(4) To the extent that guaranteed contract liahilities are denominated in the currency of the United States and are
supported by segregated portfolio assets denominated in the currency of a foreign country, and to the extent that
guaranteed contract liabilities are denominated in the currency of a foreign country and are supported hy segregated
portfolio assets denominated in the currency of the United States, the deduction for debt instruments under
Paragraph (2) of this subsection shall be increased by fifteen percent (15%) of the market value of the assets unless
the currency exchange risk on the assets has been adequately hedged, in which case the percentage deduction under
Paragraph (2) of this subsection shall be increased by one-half percent (.5%). No guaranteed contract liahilities
denominated in the currency of a foreign country shall be supported by segregated portfolio assets denominated in the
currency of another foreign country without the approval of the commissioner. For purposes of this paragraph, the
currency exchange risk on an asset is deemed to be adequately hedged if:

{a) Itis an obligation of

(i) A juriadiction that is rated in one of the two (2} highest rating categories by an independent nationally
recognized United States rating agency acceptable to the commissioner;

(ii) Any political subdivision or other governmental unit of such a jurisdiction, or any agency or
instrumentality of jurigdiction, political subdivision or other governmental unit; or

(iii) An institution that is organized under the laws of any such jurisdiction; and
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(b; At all times the principal amount of the obligation and scheduled interest payments on the obligation are
hedged againat the United States dollar pursuant to contracts or agreements that ars:

(i} Issued by or traded on a securities exchange or board of trade regulated under the laws of the United
States or Canada or a province of Canada;

(ii) Entered into with a United States banking institution that has assets in excess of $5 billion and that
has obligations outstanding, or has a parent corporation that has obligations outstanding, that are rated in
one of the two (2) highest rating categories by an independent, nationally recognized, United States rating
agency, or with a broker-dealer registered with the Securities and Exchange Commission that has net
capital in excess of $250 million; or

{(iii} Entered into with any other banking institution that has assets in excess of $5 billion and that has
obligations outstanding, or hag a parent corporation that has obligations outstending, that are rated in one
of the two (2) highest rating categories hy an independent, nationally recognized, United States rating
agency and that is organized under the laws of a jurisdiction that is rated in one of the two {2) highest
rating categories by an independent, nationally recognized United States rating agency.

(6) These contracts may provide for the allocation to one or more separate accounts of all or any portion of the
amount needed to meet the asset maintenance requirement. If the contract provides that the assets in the separate
account shall not be chargeable with liabilities arising out of any other business of the insurer, the insurer shall
maintain in a digtinet separate account that is so chargeable:

{a) That portion of the amount needed to meet the asset maintenance requirement that has been allocated to
separate accounts; less

{b) The amounts contributed to separate accounts by the contractholder in accordar.ce with the contract and the
earnings on the contract.

(6) For purposes of this section, the minimum value of guaranteed contract liabilities is defined to be the sum of the
expected guaranteed contract benefits, each discounted at a rate corresponding to the expected time of payment of the
contract benefit that is not greater than the maximum multiple of the spot rate supporfable by the expected return
from the segregated portfolio assets, and in no event greater than 105 percent of the spot rate as described in the plan
of operation (pursuant to Section 5} or the actuary’s opinion and memorandwm, (pursuant to Section 10B), except that
if the expected time of payment of a contract benefit is more than thirty (30) years, it £hall be diseounted from the
expected date of payment to year thirty (30) at a rate of no more than ¢ighty percent (80%) of the thirty-year spot rate
and from year thirty (30) to the date of valuation at a rate not greater than 105 percent of the thirty-year spot rate.

{7) In caleulating the minimum value of guaranteed contract benefits:

{a) All puaranteed benefits potentially available to the contractholder on an ongoing basgis shall be congidered in
the valuation process and analysis, and the reserve held must be sufficient to fund the greatest present value of
each independent gusranteed contract benefit. For purposes of this subparagraph, the right granted to the
contractholder to exit the contract by discharging the insurer of its guarantee obligation under the contract and
taking control of the assets in the segregated portfolio shall not be considered a guaranteed benefit.

(h) To the extent that future guaranteed cash flows are dependent upon the benefit responsiveness of an
employer-sponacred plan, a best estimate based on company experience, or other reasgonable criteria if company
experience is not available, shall be used in the projections of future cash flows.

Actuarial opinion and memorandum for segregated portfolios governed by this regulation.

(1) An insurer that issues a synthetic guaranteed investment contract subject to this regulation shall submit an
actuarial opinion and, upen request, a memorandum to the commissioner annually by March 1 following the
December 31 valuation date showing the status of the accounts as of the prior December 31. The actuarial opinion and
memorandum shall be in form and substance satisfactory to the commissioner.

Drafting Note: The state may wish to include the information contained in the actuarial opinion and memorandum as a part of
its overall filing requirements, rather than mandating a separate filing for synthetic guaranteed investment contracts.

{2) The actuarial memorandum required by this regulation is deemed to bhe confidential to the same extent, and
under the game conditions, as the actuarial memorandum required by [insert reference to state law equivalent to
Section 3 of the NAIC Model Standard Valuation Law].

Drafting Note: A therough review should be performed of the specific laws and regulatiens in a state which may affect the
confidential status of the memorandum.

(3} Except in cases of fraud or willful misconduct, the valuation actuary shall not be liable for damages to any person
{other than the insurance company and the commissioner) for any act, error, omission, decigion, or conduct with
rezpuoct to the actuary’s opinion.
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The statement of actuarial opinien submitted in accordance with Section 10B(1) shall consist of:
{a) A paragraph identifying the valuation actuary and his or her qualification,

{b) A scope paragraph identifying the subjects on which the opinion is to be expressed and describing the seope
of the valuation actuary’s work;

(¢) A reliance paragraph describing those areas, if any, where the valuation actuary has deferred to other
experts in developing data, procedures or assumptions;

(d) An opinion paragraph expressing the valuation actuary’s opinion with respect to the matters described in
SBubparagraphs 5A and 5B below; and,

() One or more additional paragraphs may be needed in individual company cases as follows:
(i Ifthe valuation actuary considers it necessary to state a qualification of his or her opinion;

(i) If the valuation actuary must disclose an inconsistency in the method of analysis used at the prior
opinion date with that used for this opinion;

(iii) If the valuation actuary chooses to add a paragraph briefly descrihing the assumptions which form the
basia of the actuarial opinion.

Contents of the opinion paragraph of the actuarial opinion.

{a) The actuarial opinion shall state that, after taking into account any risk charge payable, the segregated
portfolio assets, and the amount of any reserve liability with respect to the agset maintenance requirement, the
account assets make adequate provision for contract liabilities.

(b) The opinion shall also state that;

(i) Reserves for contract liabilities are calculated pursuant to the requirements of Section 10A(1),

{(ii) After taking into account any reserve liability with respect to the asset maintenance requirement, the
amount of the account assets satisfied the asset maintenance requirement;

(iii} The fixed-income segregated portfolio conformed to and justified the rates used to discount contract
liabilities for valuation pursnant to Section 10A(6);

(iv) Whether any rates used pursuant to Section 10A(6) to discount guaranteed contract liabilities and
other items applicable to the segregated portfolio were modified from the rate or rates described in the plan
of operation filed pursuant to Section 5; and,

(v) The level of risk charges, if any, retained in the general account was appropriate in view of such factors
as the nature of the guaranteed contract liabilities and losses experienced in connection with account
contracta and other pricing factors.

The opinion shall he accompanied by a certificate of an officer of the insurance company responsible for

monitoring compliance with the asset maintenance requirements for synthetic guaranteed investment contracts
deseribing the extent to and manner in which, during the preceding year:

(7:

{a) Actual benefit payments conformed to the benefit payment estimated to be made as deseribed in the plan of
operation;

(b) The determination of the fair market value of the segregated portfolic conformed to the valuation
procedures described in the plan of operation, including a statement of the procedures and sources nsed during

the year; and,

(¢) Any assets were transferred to or from the ingurer's general account, or any amounts were paid to the
insurer by any contractholder to support the insurer’s guarantee.

The actuarial memorandum shall:

(a) Substantially conform with those pertions of Section [insert reference to section of the regulations related to
actuarial memoranda) of these regulations that are applicable to asset adequacy testing and either;

(i} Demonstrate the adequacy of account assets based upon cash flow analysis, or

(ii) Explain why cash flow testing analysis is not appropriate, describe the alternative methodelogy of asset
adequacy testing used, and demonstrate the adequacy of account assets under that methodotogy:
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(b} Clearly describe the assumptions the valuation actuary used in support of the actuarial opinion, including
any assumptions made in projecting cash flows under each class of assets, and sny dynamic portfolio hedging
techniques utilized and the tests performed on the utilization of the techniques;

(c) Clearly describe how the valuation actuary has reflected the cost of capital.

(d} Clearly describe how the valuation actuary has reflected the risk of default on obligations and mortgage
loans, including obligations and mortgage loans that are not investment grade;

(e) Clearly describe how the valuation actuary has reflected withdrawal rigks, if applicable, including a
discussion of the positioning of the contracts within the benefit withdrawal priority order pertaining to the
contracts,

(fy If the plan of operation provides for investments in segregated portfolio asseta other than United States
government obligations, demonstrate that the rates used to discount contract liabilities pursuant to Section
10A(6) conservatively reflect expected investment returns, taken into account any foreign exchange risks;

(g) If the contracts provide that in certain circumstances they would cease to be funded by a segregated
portfolic and, instead would become contracts funded by the general account, clearly deseribe how any inereased
regerves would be provided for if and to the extent these eircumstances ocourred;

(h) Btate the amount of account assets maintained in a separate account that are not, chargeahle with liabilities
arising out of any other business of the insurance company;

(i) State the amount of reserves and supporting assets as of December 31 and where the regerves are shown in
the annual statement; and

{j) State the amount of any contingency reserve carried as part of surplus.
(k} State the market value of the segregated asset portfolio.
(1)  Where separate account assets are not chargeable with liabilities arising out of any other husiness of the

insurance company, describe how the level of risk charges payable to the general account provides an appropriate
compensation for the risk taken by the general account,

C. When the insurer issues a synthetic guaranteed investment contract and complies with the asset maintenance
requirements of Section 104, it need not maintain an asset valuation reserve with respect to those account assets.

D. This section describes the reserve valuation requirements for contracts suhject to this regulation.

{1)

Reserves for synthetic investment contracts subject to this regulation shall be an amount equal to the sum of the

following:

{2)

Section 11.

{a) The amounts determined as the minimum reserve as required under Section 10A{1);

{b}) Any additional amount determined hy the insurer’s valuation actuary as necessary to make adequate
provision for all contract liabilities; and

{c) Any additional amount determined as neceasary by the commissioner due to the nature of the benefits.
The amount of any reserves required by Paragraph (1) of this subsection may be established by either:

{a} Allocating sufficient assets to one or more separate accounts; or

() Setting up the additional reserves in the general account.

Severability

If any provigion of this regulation or its application to any person or circumstances is judged invalid by a court of competent
juriadiction, the judgment shall not affect or impair the validity of the other provisions of this regulation,

Section 12.

Effective Date

Thiz regulation shall take effect [insert date].

EE L LT
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ATTACHMENT SIX-B
To: Separate Accounts Working Group
Synthetic GIC Working Group
From: Doug Barnert (Barnert Associates)
Date: December 6, 1998
Re: Reoommended Changes to the Dec, 2, 1998, Draft of the Synthetic Guaranteed Investment Contracts Model

Regulation

Amend the minutes of the joint conference call of the Separate Accounts and Synthetie GIC Working Groups by adding the
following paragraph hefore to final paragraph to read as follows:

There was some discussion among regulators and interested persons regarding the reporting path to
adopt each model. The Separate Accounts Working Group reports te the Accounting Practices and
Procedures (EX4) Task Force and the Synthetic GIC Working Group reports to the Life Insurance (A)
Committee. However, since both working groups seek to maintain harmonization of the two models
whenever possible and members were concerned that on separate paths, different amendments could
find their way into the models. Alse, there are accounting issues and life insurance issnes in both
modela which ghould be approved by each parent entity.

One suggestion was to make a joint referral at the December meeting to the Accounting Practices and
Procedures (EX4) Tagk Force and the Life Insurance (A} Committee, howaver, no decision was reached.

The joint working groups agreed to consider the issue, consult with staff and the leaders of each parent
entity and decide the question at the Decemher NAIC Meeting.
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ATTACHMENT SEVEN

1999 Charges
Life Insurance And Annuities (A) Committee

The mission of the Life Insuranee and Annuities (A) Committee ig to econsider issues relating to life insurance and annuities,
review new life insurance products and establish priorities of the Life and Health Actuarial (Technical) Task Force.

1. Review Life Insurance Tllustrations Model Reg'ulatmn for possible changes necessitated by revisten-—of-the Lifefranrance
MonferfertureLaw-and-development of equity-indexed life insurance products and state experience in implementing the model.
Make technical changes identified ag necessary during discussion of the model. Complete by Winter National Meeting.

2, Continue review and amendment process for model laws with—petentialfor—that conflict with the Life Insurance
Hlustrations Model Regulation.

3. Beview other NAIC model laws for potential conflicta with the Annuities Diaclosure and Sales Illustrations Madel
Repulation and revise as necessary.

4. Review Universal Life Model Regulation and revise as necesgary,
5. Establish model requirements for poliey illustrations or ledger information disclosed or made available to consumers of

variahle life insurance and variable annuities by the Fall National Meeting, subject to coordination with regulatory initiatives
of the Securities and Exchange Commisgion and the National Association of Securities Dealers.

6. Complete revision of the Viatical Settlements Model BEegulation by the Spring National Meeting.

7. Consider appropriate regulatory response to issues related to investments in viatical settlements, Make recommendations
by the Fall National Meeting.

8. Develop an “Alert” program to describe for regulators, media and investors the viatical settlement industry and the
considerations for those regulating or investing in the market, Develop a packet of materials for distribution by the Summer

National Meeting.

9. Consider issues related to insurable interest, fraud and the impact on the traditional role of life insurance to address
practices related to zoliciting individuals to purchase insurance with the purpose of viaticating the policy. Report by the Winter
Mational Meeting.

10. Develop a handbook to assist regulators in interpretation of viatical setilement data submitted by companiea to determine
reasonableness of payments. Report on progress by Winter National Meeting.

11, Congider development of an NAIC model covering life insurance sales by healthy individuals. Report on progress at Winter
Mational Meeting.
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12. Make recommendations for changes to Life Insurance Advertising Model Regulation. Consider replacement izsues related
to advertising and coordinate with group working on disclosure issues. Complete by Fall National Meeting.

13. Draft a white paper discussing issuea related to suitability of sales of life insurance and annuities. Make recommendations
as to the advisability of drafting a model law or regulation giving insurers responsibility to determine suitability of sales of life
insurance and annuities.

14. Develop a list of items that should be addressed by repulators when reviewing contract filings for equity-indexed products,
including agent training by the insurer.

15. Consider isaues related to sales of structured settlement annuities for immediate cash,

16. Owversee changes and provide technical assistance as appropriate for the production of the Market Skare Reporis for the
Top 125 Life and Fraternal Insurance Groups and Companies by State. This is an on-going charge.
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ATTACHMENT EIGHT

2000 Charges
Life Insurance And Annuities (A) Committee

The missicn of the Life Insurance and Annuities (A} Committee is to consider issues relating to life insurance and annuities,
review new life insurance products and establish pricrities of the Life and Health Actuarial (Technical} Task Force.

1, Develop a handheok to assist regulators in interpretation of viatical settlement data submitted by companies to determine
reasonableness of payments by Winter National Meeting.

2. Develop an NAIC maodel covering life insurance sales by healthy individuals by the Winter National Meeting.
3. Develop continuing education requirements for viatical settlement representatives and brokers.

4. Complete drafting of a white paper discussing issues related to suitability of sales of life insurance and annuities.
Implement recommendation to develop a model law, or take other steps recommended, if necessary.

5.  Review Annuity Disclosure Model Regulation to determine if technical changes are needed, or if illustration requirements
shonld be developed.

6. Oversee changea and provide technical assistance as appropriate for the production of the Market Share Reports for the
Top 125 Life and Fraternal Insurance Groups and Companies by State. This is an on-going charge.
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