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Payne, California, volunteered and was accepted as one of the task force chairman. The
interim report is attached.

Commissioner DuRose gave a report on each of the matters discussed and the actions taken
by the Task Force on Life Insurance Cost Comparisons. The Subcommittee voted that the
report be adopted (attached).

A report was given in open session by Richard W. Plumber on a new interest adjusted
consumer cost index he had prepared. The Subcommittee members during executive session
received the report and referred it to the Task Force on Cost Comparison for consideration.

The report of the Split Life Task Force was presented by Harold Jacobsen, its Chairman.
The report was received by the Subcommittee and is attached. The Subcommittee members
will study the recommendations of the Task Force and communicate their thoughts to the
Subcommittee Chairman or the Task Force members. The Task Force will report back to
the (C3) Subcommittee at the June, 1974, Annual Meeting (San Francisco).

The California Department asked that the report of their investigation into deposit term life
insurance be postponed until the June, 1974, Meeting. A brief discussion ensued and it was
decided to broaden the study and appoint a task force. The Chairman of the Subcommittee
appointed a task force with Commissioner Payne as chairman to conduct the study in this
area.

The fifth item on the agenda was the discussion on guaranteed issue life insurance. There
was very little interest generated on this subject either in the open or executive sessions. For
this reason it was decided it would not be given further consideration at this time.

Having no further business, the meeting adjourned.

Dick L. Rottman, Chairman, Nevada; Stanley C, DuRose, Vice-Chairman, Wisconsin; John J.
O’Shea, Alaska; J. Richard Barnes, Colorado; William H. Huff I1I, lowa; Frank M. Hogerty,
Jr., Maine; Evelyn Gandy, Mississippi; Kenneth E. DeShetler, Ohio; Carlos R. Rios, Puerto
Rico; Joe Christie, Texas; Samuel H. Weese, West Virginia.

Task Force on the Proposed In-Depth Study of the Life Insurance Industry
Springfield, Hlinois

QOctober 2, 1973
The Task Force met on October 2, 1973, at the time of the Zane IV meeting in Springfield, Hlinois. The meeting was in
executive session, As a result of the discussion at that meeting, this Task Force has conciuded that although many areas of
the life insurance industry are in need of an in-depth study by the NAIC, 2 single comprehensive study is not an
appropriate approach for meeting this need. Since many areas of regulatory concern involving the life insurance industry
are currently under study by NAIC committecs, an all encompassing comprehensive study would lead to unnecessary
duplication of effort, :
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The Chairman reported that he had received various communications concerning the model regulations attached to the
June, 1973, Task Force report. Commissioner Rotrman, Nevada suggested certain changes in Section 4 of the Deceptive
Practices in Life Insurance Model Regulation. The changes suggested were editorial in nature to accommodate the text of
the rule to direct response merchandising. The Task Force voted to modify Section 4 of the model regulation on Deceptive
Practices in Life Insurance 1o read as shown in the attached redraft of that section following this report.

In addidon, at request.of Commissioner Rottman, the Task Force voted to modify the model regulation on Deceptive
Practices in Life Insurance by adding an explanatory note following Section 5 as follows:

EXPLANATORY NOTE: In direct response merchandising, it is intended that an appmbriate interrogatory
at the time of the application for inserance, as to the applicant’s opinion of the suirability of the product
after a review of his insurance needs and means, be deemed to meet the requirements of Section 5(g).

Mr. Robert Seiler, General Counsel, Allstate Life Insurance Company, made 2 siatement (attached) before the Task Force
concerning the Life Insurance Interest Adjusted Cost Comparison Index Model Regulation. Several comments were made
by industry representatives in attendance, both in support of and opposition to the statement of Allstate Life,

The Chairman noted that several commissioners had directed his attention to a misunderstanding of the action of the (C3)
‘Subcommittee at the June meeting concerning alternate model regulation Janguage contained in the Subcommittee report
which amended the Life Insurance Interest Adjusted Cost Comparison Model Regulation. The result of the action of the
(C3) Subcommittee as to the disclosure requirements of Section 5 was that a state regulation that would provide either:

1. thar “‘the agent or insurer shall furnish” [the index] “‘upon request of a sales prospect” (emphasis added),
OR

2, that “the agent or insurer shal} furnish the sales prospect™ in all cases,

would be consistent with the Model Regulatdon. [Note: the text of Sec, 5 as published in the 1973 Proc, Vol. 11 p. 540
incorrectly fails to provide two alternate versions of the second sentence in that section. ]

Having no further business, the Task Force adjourned.

Stanley C DuRose, Chairman, Wisconsin; William H. Huff, 111, lowa; Dick L, Rottman, Nevada; Clay Cotten, Texas;
Samuel H. Weese, West Virginia.

ok Kk ok % ok

Deceptive Practices in Life Insurance Model Regulation;
Section 4 as Revised, December 3, 1973

(Additions are Underlined; Deletions are in Brackets)
Section 4. BASIC REQUIREMENTS. In connection with the seiling of life insurance:
A, An agent shall inform the prospective purchaser that he is acting as an insurance agent and pive the purchaser the

full name of the insurance company for which he is a licensed agent or an insurer shall inform the purchaser of its
full name,

B.  The agent or insurer shall provide to the prospective purchaser prior to or with the delivery of a contract, a written
proposal describing the elements of the contract including but not limited to:

1, the name and signature of the insurance agent or the name of the employee of the insurer if no agent is
involved, who assumes responsibilicy for the proposal;

2, the full name of the company in which the life insurance is to be written;
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1. to adopt a new method of calculating life insurance costs to replace the traditional net cost method, which you
determined to be misleading;

2. to furnish the consumer with additional information which will enable him to make 2 more enlightened decision to
buy; and

3. to enhance competition.

While the interim model has started down the road toward those goals, in our view, it falls far short of its objectives
because it contains four very basic deficiencies.

Four Basic Deficiencies.

These deficiencies are:
1, some of the language used is inaccurate and capable of deception;

2 the interim model omits certain material information which not only makes the disclosure deceptive but actually
prevents a consumer from comparing the relative costs of similar policies;

3. the regulation is inconsistent with the NAIC Model Regulation on Replacements, which seeks to achieve comparable
objectives, and also with the Model Regulation on Deceptive Sales and Advertising Practices in Life Insurance; and

4, as presently drafted there is serious question of its constdtutionality under the 14th Amendment to the U.S.
Congtitution.

These deficiencies are interwoven throughout the regulation. Let us Jook at these deficiencies in the order mentioned.

.

Inaccurate and Deceptive Language.

First, throughout the regulation the phrase "interest adjusted cost comparison index” is used to describe the ‘‘cost”
information to be displayed. This is an improper label. In point of fact, the regulation now requires only that a gurrender
cost index be set forth, Yet the Janguage purports to tell the consumer that this is a cost index for all purposes; that, by
implication at least, it is the only cost index that is important (this is equivalent to saying that the index represents the true
cost of insurance, an inaccuracy which has been perpetuated in Commission Denenberg’s latest Shopper’s Guide), That is
an error and is deceptive. There is another cost index that is not only meaningful but necessary information, the death cost
index (or annual net payments index). Unless a death cost index is included, the regulation shouid clearly call the mdex)
Unless a death cost is included, the regulation should clearly call the index a “surrender” cost index.

Second, but obviously just a drafting error, the language of Section 4(a)(1) of the regulation does not require the first ten
-and first twenty year periods to be used in calculating the surrender cost index. Meaningful comparisons of policies will not
be possible if companies can select any ten or twenty year period, as the regulation now allows,

Third, the last sentence of Section 5 of the regulation states that a lower cost index represents a better buy than a higher
one, This can be very deceptive when comparing two or more participating policies, When cost indexes are recalculated
using actual dividends paid, the results inay often be quite different. In addition, the langnage tends o be deceptive in that
it ignores other factors which must be taken into consideration in determining the best buy — the value of the agent’s
services, the financial strength of the company and, of course, the death benefit cost index.

Fourth, the language of Section 6 of the reguladon implies that the dividends actually paid will differ from the illustrated
dividends used to calculate the cost index only if the’ company’s investment earnings, mortality experience and expense
experience differ from that currently being experienced by the company. Recognized authorides in the life insurance
industry as well as numerous court decisions and the NAIC Model Replacement regulation itself clearly state that the
amount of dividends actually paid is in the sole discretion of management,

Material Information Omitted,

It has long been recognized by the regulators, and the courts, that the omission of material information can be as deceptive
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Company Nusorated Paid
California Western 1 5
Occidental 2. 6
Integon Life 3 7
Natjonwide 4 8
U.S. Life 5 9
MONY 6 2
Security ‘Benefit 7 10
Southern Farm Bureau 8 4
Life and Casualty (Tenn.) 2 3
Columbus Mutual 10 1

The person who bought on the basis of the No. 1 ranking in 1962 found, ten years later, he actually bought No. 5. And so
on ~ proof that dividends as variables are important to a cost comparison of participating policies and should be disclosed
separately, Proof also that dividends are equally important to a comparison of a participating and non-participating policy,

Both industry and the NAIC may have lost their perspective on the switch from traditional net cost to interest adjusted
cost. A study of the same source material discloses that there is a greater variance in company rankings evidenced by a
comparison of illustrated dividends with actual dividends than that produced by comparing traditional net cost rankings
with interest adjusted cost rankings. Comparing illustrated dividends with actual dividends paid: seventeen companies
changed more than five positions in the rankings (eight changed ten or more positions and nine cornpanies changed six to
nine positions). Comparing net cost positions with interest adjusted cost posmons only eight companies changed more
than five positions in the rankings.

We should also point out that the interim model regulation is inconsistent with the NAIC Model Regulation on Replace-
ments, which seeks to serve a comparable purpose ~to permit a comparison of twe policies. The repiaceme_nt regulation
requites that illustrated dividends be set forth separately from tabular cash values. Obviously, if such a requirement is
necessary to produce a proper comparison of policies, similar treatment must be given to cost indexes (both surrender and
death benefit), ’ | - ' '

Inconsistency With Other Regulations,

The model regulation clearly sets forth as a deceptive practice the use of any cost comparison which does not recognize the
time value.of money. This is in direct conflict with the NAIC Model Replacement Regulation which requires a compatison
of premiums, dividends and increasing cash values, with no allowance for interest. The Model Replacement Regulation also
requires that dividends must be displayed separately from guaranteed values, As already noted, the interim regulation does
not even require dividends to be displayed — an obvious deficiency, in addition, we have already noted the inconsistency
between the two regulations in the description of dividends. Finally, because of the inaccuracies and omissions described
above, the practices required by the interim regulation would seem to be prohibited by the Model Regulation on Deceptive
Sales and Advertising Practices in Life Insurance adopted by the NAIC in June, 1973,

Constitutionality ’ -

It appears to us that a very good argument can be made that the interim regulation is unconstitutional because it does not .
confer equal protection of the laws upon those subject to the Regulation, As drafted it requires some companies to display
a cost index on a guaranteed value basis but does not require other companies to do so. Differentiating between companies
in this fashion is an improper classification for the purpose of the rule and is therefore unconstitutional, It acts to the

- detriment of one group of companies compared to the other by conferring a competitive advantage upon one group nat

available to the other,

The Arkansas Insurance Department has sought to cure this constitutional objection by requiring companies writing
participating policies to set forth the interested adjusted cost index for the jllustrated dividends separately from the
surrender cost index net after deducting illustrated dividends. Perhaps a court would find- that requirerhent solves the
constitutional problem, who knows, One thing [ know for sure, it does not solve the problem from the standpoint of the
consurner. He is not told that he must add those two indexes together in order to get the equivalent guaranteed surrender
cost or death cost index so as to compare similar participating and non-participating policies. That approach atuributes a

4.
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The Comumittee concluded that the conventional approach embodied in method {2)(b) was generally satisfactory and
should be permitted for California and other states where the statutes did not specifically require the use of methed
{2)(a). It was also felt that method (3) had much to commend it and probably came closest to satisfying the spirit of the
valuation statutes, This method should be permitted as an alternative to any of the methods under (2),

Congiderable concern was expressed that under methods (2)(b) and (3) the use of very high gross premiums at advanced
ages could result in elimination or substantial reducton of deficiency reserves that would be required by a more realistic
scale of renewal premium rates, The Committee also recognized that such artificial premiums might be set at so high a level
that their only purpose is avoidance of deficiency reserves at earlier durations.

After considerable discussion it was agreed that a practical solution to this problem would be to limit the gross prémium
loading at the higher ages which may be used in calculating deficiency reserves, Loading in this context is defined as being
the excess of the gross premium in any renewal period over the net valuation premium calculated by the conventional
method, i.e., by treating each renewal as a discreet entity. Before making any deficiency reserve calculations a new series of
gross premiums would be developed in which such maximum ‘‘recognized” loadings (as defined below) would be sub-
stituted for the actual loadings for any attained age at which the actual loadings are larger, Deficiency reserves would then
be calculated using these adjusted gross premiums and either method (2)(b) or (3) above, It should be emphasized that
no restriction would be put on the actual gross premium which might be charged.

Amount of Maximum **Recognized”” Loadings

The Committee decided to propose that the maximum “recognized” loadings should be equal to the one year term cost
muliiplied by the factor shown in column 1 of the attached Table A, Table A also illustrates the resulting “recognized"
loadings using the 1958 CSO Table at 3-1/2% based on age nearest birthday,

" Application of Recommended Principles

The Committee concluded that the application of the above valuation basis to all forms of renewable term insurance was
not appropriate at this time and, in any event, lay outside the charge to the Committee. It was agreed that the Commitree’s
recommendations should apply only to Split Life and only to policies issued after the operative date of any regulations
which might be promulgated as a result of this report, However, the Committee decided to recommend to the Society of
Actuaries Committee to Study Valuation and Nonforfeiture Laws, Regulations, and Praetices that the principle of basing
valugtion of renewable term insurance on the concept of continuous coverage be considered for adoption for all kinds of
renewable term insurance, In addition, the Society Committee would be urged to define net premiums using the *'uniform
percentage of gross”’ method referred to above for the guaranteed premium period under renewable term insurance. The
adoption of this latter principle by the states would lead to uniformity in calculating deficiency reserves for all renewable
term policies,

, Other Actuarial Matters

The Committee reviewed certain other questions of an actuarial nature which had been raised concerning Split Life. These
included the following: .

a, Possible “evasion' of Standard Nonforfeiture Law . ‘ -

To the extent that Split Life might be regarded as being a substitute for a whole life insurance palicy, it could be
eriticized for not providing reduced paid up or extended term insurance benefits, although if the term porton and
the annuiry portion are combined, the annuity cash values are generally higher than required by application of the
nonforfeirure laws. The Commirtee did not regard this as a serious problemn although there was a feeling that the
Society of Acruaries Committee on Nonforfeiture Laws might be asked 10 review this question,

b, Premium Taxes
Since most states either have a lower premium rax rate on annuities as compared with life insurance, or do not tax

annuities at all, the widespread sale of Split Life as 2 substitute for whole life could result in some loss in revenue to
the states, This was not felt to be serious at the present fime but should be watched,
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d. Servicing Multiple Life Contracts

It was recognized that the “sprinkling™ of life insurance coverage among several lives would increase the costs of
writing 5plit Life. The Committee determined that this occurred in only a small minority of policies issued and
should be of minimal concern. .

e. Other approaches to Split Life

These include:

1.  Participating Split Life contracts wherein the gross premium is usually the net valuation premium and
dividends are used to reduce the costs of term insurance,

11. Nonparticipating contracts wherein the rates ate guaranteed to be no greater than the net valuation premiurn,
The company actually charges a lower premium comparable with prevailing nonparticipating rate,

Neither of the above approaches were felt to carry with them any special actuarial problems. However, the use of a current
rate which is not guaranteed (except as to a possible maximum) should receive some attention to determine if full

disclosure is made to the prospective policyholder.

Summary of Prncipal Recommendations

The Commitree recommends the following:

1. For purposes of valuation of renewable term insurance contained in Split Life such term coverage shall be con-
sidered continuous for the period for which premiums are guaranteed including any automatic conversion to whole
tife insurance,

2. " Resulting deficiency reserves may be calculated using either 2 method which- permits offset of “negative deficien-
cies”, or through the use of the “uniform’ percentage of gross method.. )

3. At advanced ages, the amount of each gross premium used in the calculation of deficiency'resérves should be limited
to certain specified amounts recommended by the Committee,

Respectfully submitted,

Alan Richards, Chairman; David R, Carpenter; Harold Crandall; Louis Garfin; John Gilchrist; Myles Gray: Howard Kayton;
Harold Deutscher; Richard V., Minck; Tan Rolland

ok ok ok ok Kk

Proposed “Extended” Draft of the Split Life
(C3) Task Force Report of October 29, 1973

The C3 Split Life Task Force met on October 29 at the Continental Lodge in Reno, Nevada, Task Force members
attending were Harold Jacobsen, CLU, Chairman; Commissioner Lester Rawls of the Oregon Insurance Departument; Harold
W, Baird, CLU, Northwestern Mutual Life; Donald R. Sondergeld, F.S.A,, Hartford Life; and, Thomas M. Sullivan,
Counsel, Aetna Life & Casualty for Willard P, Yeats, Counsel, Aetna Life & Casualty,

Following an organizational meeting on November 13, 1972, members of the Task Force reviewed pertinent regulatory
materials including all current guidelines, etc, Also, a considerable amount of research was done in an effort to resolve the
major legal questions presented by the split life concept, i.e. compliance with entire contract requirements, compliance
with unfair discrimination statutes, etc.

Following are the Task Force recommendations to the C3 Subcommittee.
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The split life insurarice arrangements which have been reviewed by this Department do not on their
face violate Insurance Code Section 790,03 (f) which prohibits unfair discrimination, including when
the yeatly renewable term life component of such plan is being offered at lower rates than the same
insurer would issue a conventional yearly rencwable term life policy. We are not aware of any insurer
that offers two identical term life policies to persons of the same underwriting risks, at different
premium rates, '

(Emphasis supplied.) See also,-the memorandum by Deputy Insurance Commissioner Lemke of
Vermont, pages 2-3.

That the rate charged is not hased on the class of risk or expectation of life but rather on the “tie<in” between the
annuity and the term policy is of more relevance to the question of the sufficiency of the rate (whether viewed
along or in conjunction with the rate charged for the annuity) that it is to the question of discrimination. It is an
oversimplification to state that the mere fact that the term policy under the split life arrangement is available on a
uniform basis to all members of a particular class obviates the discrimination problem. But onee one acknowledges
that the purchaser of the term policy in the split life arrangement does assume an “extra” risk or obligation, the
problem becomes one of semanties,

On the basis of the foregoing, the Task Force does not feel that the split life concept should be construed as unfair
discrimination under the state insurance laws, as long as split life policies are offered to the public in a uniform way,
not unfairly discriminating between individuals of the same class in expectation of life that apply for such policies.

DISCLOSURE AND CONVERSION.

The fact that the continuation of the term coverage is contingent upon the renewal of the annuity contract causes
the Task Force to feel that the insured should not be exposed to loss of his protection if the annuity is terminated.
Thus, the Task Force recommends that each term contract include a provision giving the insured the right to convert
without evidence of insurability to any ordinary life or endowment policy being issued by the company at the time
of conversion or a level-term contract, convertible and renewable, within 30 days after he receives notice of
terminagon of his life coverage from the company,

In addition, the Task Force helieves that further consideration should be given to requiring some form of disclosure
statément concerning, for instance, the tax treatment of policy proceeds, etc, if the Subecommittee feels that sucha

requirement is necessary because of the novelty of the product,

DEFICIENCY RESERVES

After a thorough review of the report of the California Split Life Actuarial Advisory- Committee, the Task Force
generally endorses the Committee’s Recommendations, However, the members of the Task Force feel that it would
be inappropriate for us to comment on the specific requirements recommended by the Committee. Rather, we
suggest that the report be reviewed by the appropriate Committee of the NAIC in order to establish specific reserve
requirements. ’

ADVERTISING AND SALES CONCEPTS

The Task Force advocates strong regulation of misleading advertising and the use of unfair comparisons, Split life
coverage, advertising, szles matetial and brochures should all be subject to the Unfair Trade Practices Acts of the
several states and to any Deceptive Practices Regulations which may be in effect,

The Task Force suggests that it may be necessary to modify Unfair Trade Practices Acts and Deceptive Practices

Regulations in ordet to make them more svitable for application to this unique product, if only to take account of
the fact that the split life policy typically encompasses two separate contracts.

REPLACEMENTS

The Task Force recommends that the standards of full disclosure in any replacement involving split life be followed
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A motion was made and seconded that the proposed regulation, as amended today, be
adopted, The motion was unanimously adopted.

The following resolution was proposed and seconded: Resolved that this Subcommittee
develop a comprehensive summary of historical comments, notes, and other explanatory
material relating to the deliberations and decisions which were made in formulating the
Variable Life Insurance Model Regulation, and that the NAIC Central Office Staff should
commence, at the earliest possible date, a draft of such a comprehensive supplemental
report. The resolution was unanimously adopted.

The following resolution was proposed and seconded: Resolved that questions relating to
appropriate illustrations of hypothetical variable life insurance benefits should be referred to
the Insurance Advertising Regulations and Guidelines (B6) Subcommittee. The motion was
adopted. ' ‘

The Subcommittee adopted the minutes of all the previous meetings of the drafting task
force and this Subcommittee. _ :

Chairman Jackson expressed appreciation to all of the members of the Subcommittee for
their time and efforts in developing the model regulation.

- Chairman Jackson also expressed his appreciation for the work of Mike Kessler of the NAIC
Central Office in connection with the development of the model regulation.. '

There being no further business to come before the Subcommittee, the meeting was ad-
journed. .

James M, Jackson, Chairman -- Nebraska; Gleeson L, Payne, Vice-Chairman -- California;
Thomas White, Connecticut; Maximilian Wallach, D.C.; Fred A. Mauck, Illinois; Frank M.
Hogerty, Jr., Maine; Daniel J. Demlow, Michigan; Berton W, Heaton, Minnesota; Edward G.
Farmer, Jr., Missouri; Benjamin R. Schenck, New York; Halbert L. Carter, Jr., Tennessee.
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“General account™ means all assets of the insurer ocher than assets in separate accounts established pursuant to
Section — of the Insurance Laws of this state, whether or not for variable life insurance.

“Incidental insurance benefit” means all insurance benefits in a variable life insurance policy, other than the

_variable death benefit ‘and the minimum death benefit, including but not limited to accidental death and

dismemberment benefits, disability income benefits, guaranteed insurability options, family income, or fixed
benefit term riders,

“May" is permissive,

“Minimum death benefit” means the amount of the guaranteed death benefit, other than incidental insurance
benefits, payable under a variable life insurance policy regardless of the investment performance of the separate
account, :

“Ner investment return” means the rate of investment return actually credited to a variable life insurance policy,
after deduction of charges for taxes, investment expenses and mortality and expense guarantees in accordance with
the terms of the policy. :

“Person” means an individual, corporation, parmership, association, trust, or fund.

“Separate account” means a separate account established nnder Section ____ of the Insurance Laws of this state for
variable life insurance. :

“Shall” is mandatory.

“Variable death benefit” means the amount of the death benefit, other than incidental insurance benefits, payable
under a variable life insurance policy dependent on the investment performance of the separate account, which the
insurer would have to pay in the absence of the minimum death benefit.

“Variable life insurance policy” means any individual policy which provides for life insurance which varies
according to the investment experience of any separate account or accountsestablished and maintained by the
insurer as to such policy, as provided for in Section .. of the Insurance Laws of this state.

ARTICLE 1Il: QUALIFICATION OF INSURER TO ISSUE VARIABLE LIFE INSURANCE

‘The following requirements are applicable to all insurers either seeking authority to issue variable life insurance in this state
or which have authority to issue variable life insurance in this state.

Licensing and Approval to Do Business in This State: An insurer shall not, dehver or issue for delivery in this state

any variable life insurance policy unless:
a, the insurer is licensed or organized to do a life insurance business in this state;

b. the state of domicile of such insurer requires that permissible investments be substantially the same as
provided in Section 3 of Article VI and thac changes in the investment policy of the variable life insurance
scparate account be regulated in a-manner substantially similar to that required under Article VI for such
separate accounts operated by insurers domiciled in this state; and

c. the insurer has obtained the written approval of the Commissioner for the issuance of variable life insurance
policies in this state. The Commissioner shall grant such written approval only after he has found that:

1. the plan of operation for the issuance of variable life insurance policies is not unsound;

2. the general character, reputation, and experience of the management and those persons or firms
proposed to supply consulting, investment, administrative, or custodial services to the insurer are
such as to reasonably assure competent operatxon of the variable life insurance business of the
insurer in this state; and
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its agents are engaging, as a general business practice, in the sale of variable life insurance to persons for
whom it is unsuitable. For purposes of this subsection, coaversions from variable life insurance to fixed
benefit life insurance policies pursuant to this regulation shall not be considered lapses.

4. Use of Sales Materials; An insurer authorized to transact variable life insurance business in this state shall nor use
any sales material, advertising material, or descriptive literature or other materials of any kind in connection with
its variable life insurance business in this state which is false, misleading, deceptive, or inaccurate.

a. All variable life msurancc sales material, advertising material, and descriptive literature shall be filed (___
business days prior to use)® (within ___business days after use)’ with the Commissioner who shall require an
insurer to cease the use of any such materials upon finding that any such materials are false, misleading,
deceptive, or inaccurate. Revised versions of such materials containing changes of substantial import from
versions on file with the Commissioner shall be filed with the Commissioner.

b. -For purposes of this reguladon, variable life insurance sales material, advertising material, or descriptive
literature shall include but is not limited to:

1. printed and published material, audio-visual material, and descriprive literature of an insurer used in
direct mail, newspapers, magazines, radio scripts, TV and film scripts, billboards, and similar
displays for variable life insurance;

2. descriptive literature and sales aids of all kinds used to sell variable life insurance by or on behalf of
an insurer or any person authorized to sell variable life insurance for presentation to members of the
insurance-buying public, including but not limited to circulars, leaﬂets booklets, depictions,
illustrations, and form letters; and

‘3, prepared sales talks, presentations, and material for use in the sale of variable life insurance by any -
person authozized 1o sell variable life insurance.

5. Requirements Applicable to Contractual Services
a, Any contract between an insurer and suppliers of consulting, investinent, administrative, sales, marketing,

custodial, or ather services which are material with respect to variable life insurance operations shall be in
writing and provide thar the supplier of such services shall furnish the Commissioner with any information
or reports in connection with such services which the Commissioner may request in order to ascerrain
whether the variable life insurance operations of the insurer are being conducted in a manner consistent
with these regulations and any other applicable law or regulatons.

b. Such contract shall be fair and equitable to all parties and not endanger any policyholders of the insurer in
this state.

c. Such contract shall not relieve the insurer from any responsibilities or obligations imposed upon the
operations of its variable life insurance business by this regulation or any other law or regulation.

6. Reports to the Commissioner : Any insurer authorized to transact the business of variable life insurance in this state
shall submit to the Commissioner, in addition to any other materials which may be required by this regulation or
any other applicable laws or regulations:

5. DRAFTING NOTE: Those states which do not wish to have sales material filed may make appropriate amendments
to this Section. : .

6. DRAFTING NOTE: Those states which desire filing prior to use should include this provision and insert the desired
number of days,

7. DRAFTING NOTE: Those states which desire use and file should use this provision and insert a maximum time

period after use for filing.
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an Annual Statement of rhe business of its variable life insurance separate account or accounts in such form
as may be prescribed by the National Association .of Insurance Commissioners; and

prior to the use in this state any Information Furnished to Applicants as provided for in Article VII; and

prior to the use in this state the form of any of the Reports to Policyholders as provided for in Articte 1X;
and

such additional information concerning its variable life insurance operadons or its variable life insurance
separate accounts as the Commissioner shall deem necessary.

Any material submitted to the Commissioner under this Section shall be disapproved if it is found to be
false, misleading, deceptive, or inaccurate in any material respect and, if previousty distributed, the
Commissioner shall require the distribution of an amended report.

Authority of Commissioner to Disapprove: Any material required to be filed with the Commissioner, or approved

by him, shall be subject to disapproval if at any time it is found by him not to comply with the standards
established by this regulation.

ARTICLE 1V: INSURANCE POLICY REQUIREMENTS

Policy Qualification: The Commissioner shall not approve any variable life insurance form filed pursuant to this regulation

unless it conforms to the requirements of this Article.

1.

Filing of Variable Life Insurance Policies: All variable life insurance policies, riders, endorsements, applications, and

other related documents which are to be attached to and made a part of the policy shall be filed with the

Commissioner and approved by him in writing prior to delivery or issuance for delivery in this state.

a.

The procedures and requirements for such filing and approval shall be, to the extent appropriate and not
inconsistent with this regulation, the same as those otherwise applicable to other life insurance policiés.

The Commissioner may approve variable life insurance policies and related forms with provisions the
Commissioner deems to be not less favorable to the policyholder and the beneficiary than those required by
this regulation,

The requirernents of Sections 2a, 2d, and 3q of this Article shall not apply to variable life insurance palicies
and related forms issued in connection with corporate pension and profitsharing plans and reciremnent
income H.R. 10 pensiocn plans which are exempt pursuant to Section 3(c)(11) of the Investment Company
Act of 1940 and where appllca.ble other provisions of the Federal securities laws because of their tax
qualified status.

Mandatory Policy Benefit and Design Réquirements; Variable life insurance policies delivered or issued for deliver)}

in this state shall comply with the following minimum requirements:

a.

Coverage shall be provided for the lifetime of the insured with the mortality and expense risk borne by the
insurer.

Gross premiums for death benefits shall be a level amount for the duration of the premium payment period,
buc this subsection shall not be construed to prohibit temporary or permanent additional premiums for
incidental insurance benefits or substandard risks. This subsection shall not be deemed to prohibit the use
of fixed benefit preliminary verm insurance for a period not to exceed 120 days from the date of the
application for a variable life insurance policy. The premium rate for such preliminary term insurance shall
be stated scparately in the application or receipt.

A minimum death benefit is provided in an amount at least equal 1o the initial face amount of the policy so
long as premiums are paid when due (subject to the provisions of Section 4b of this Article);

The amount payable upon the death of the insured so long as premiums are paid when due {subject to the
provisions of Section 4b of this Article) shall be not less than a minimum multiple of the gross premium
payable in that year, exclusive of that portion allocable to any incidental insurance benefit, by a person -
who meets standard underwriting requirements, as shown in the following rable:
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ISSUE AGES MULTIPLES
0- 5 g0
6-10 71

11 -15 63
i6-20 55
21-25 47
26 - 30 40
31-35 33
36 - 40 27
41 - 45 21
46 - 50 15
51-55 13-
.56 - 60 11
61 - 65 9
66 - 70 8
71 and over 7

The policy shall provide that the variable death benefit shall reflece the investment experience of che
variable life insurance separate account established and maintained by the insurer and chat the excess,
positive or negative, of the net investment return over the assumed investment rate, as applied to the
benefic base of each variable life insurance policy, shall be used to provide either:

1. fully paid-up variable life insurance providing coverage for the same period as the basic insurance
under the policy or fully paid-up fixed benefit term insurance amounts, positive or negative, as the
case may be, or a combinartion thereof; or

2, variable life insurance amounts, positive or negative, as the case may be, so that the reserve
maintains the same percentage relationship ro the variable death benefit as it would have on a
- corresponding fixed benefit policy.

Each variable life insurance policy shall be credired with the full amount of the net investment return
applied to the benefit base. :

Changes in variable death benefits of edch variable life insurance policy shall be determined at least
annually. :

The cash value of each variable life insurance policy shall be determined at least monthly. The method of
computation of cash values and other non-forfeiture benefits, as described either in the policy or in a
statement filed with the Commissioner of the state in which the policy is delivered, or issued for delivery,
shall be in accordance with actuarial procedures that recognize the variable narure of the policy. The
method of computation must be such that, if the ner investment return credited to the policy ac all times
from the date of issue should be equal to the assumed investment rate with premiums and benefits
determined accordingly under the terms of the policy, then the resulting cash values and other
non-forfeiture benefits must be at least equal to the minimum values required by Section of the
Insurance Laws of this state (Standard Non-Forfeiture Law) for a fixed benefit policy with such premiums
and benefits. The assumed investment rate shall not exceed the maximum interest rate permitted under the
Standard Non-Forfeiture Law of this state. The method of computation may disregard incidental minimum
guarantees as 1o the dollar amounts payable. Incidental minimum guarantees include, for example, but are
not to be limited 1o, a guarantee that the amount payable at death or maturity shall be at least equal ta the
amount that otherwise would have been payable if the net investment return credited to the policy ar ail
times from the date of issue had been equal to the assumed investment rate.

The computation of values required for each variable life insurance policy may be based upon such
reasonable and necessary approximations as are acceptable to the Commissioner.
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2. is issued on any plan of permanent insurance offered by the insurer or an affiliate on the date of
issue of the variable life insurance policy and premium rates in effect on that date for the same class
of insurance;

3. include such riders and incidental insurance benefits as were included in the original policy if such
riders and incidental insurance benefits zre issued with the fixed benefit policy. If the conversion
results in an increase ot decrease in cash value, such increase or decrease will be payable to the
insurer or the insured as the case may be. .

4. The insurer must apply as an advance premium on the new policy any excess of the accrued
premium on the original variable life insurance policy from the date of issue to the date of request
for exchange over the corresponding accrued premium on the new fixed benefit policy, except that
any portion of such excess which is less than a regular mode premium on the new policy may either
be applied as an advance premium or refunded in cash at the option of the insurer.

5. The insurer shall not require evidence of insurability for this exchange.

a provision that the policy and any papers attached thereto by the insurer, including the application if
attached, constitute the entire insurance contract;

a designation of the officers of the insurer who are empowered to make an agreement or representation on
behalf of the insurer and an indication that statements by the insured, or on his behalf, shall be considered
as representations and not warranties;

an identification of the owner of the insurance contract;

a provision setting forch condirions or requirements as to the designation, or change of designation, of 2
beneficiary and a provision for disbursement of benefits in the absence of a beneficiary designation;

a statement of any conditions or requirements concetning the assipnment of the policy;

description of any adjustments in'policy values to be made in the event of misstatement of age or sex af the
insured; ) -

a proéision that the policy shall be incontestable by the insurer after it has been in force for two years
during the lifetime of the insured;

a provision stating that the investment policy of the separate account shall not be changed without the
approval of the Insurance Commissioner of the state of domicile of the insurer, and that the approval
process is on file with the Commissioner of this state;

a provision that payment of variable death benefits in excess of the minimum death benefits, cash values,
policy loans, or ‘partial withdrawals (except when used to pay premiums) or partial swrrenders may be

deferred:

L for up to six months from the date of request; or.

2. for any period during which the New York Stock Exchange is closed for trading (except for normal

holiday closing) or when the Securities and Exchange Commission has determined that a state of
emergency exists which may make such payment impractical.

Settlernent optious shall be provided on a fixed basis only;

a description of the basis for computing the cash surrender value under the policy shall be inciuded. Such
surrender value may be expressed as either: ’

1. a schedule of cash value amounts per one thousand dollars of variable face amount at each attained
age or policy year for at least 20 years from issue, or for the premium paying period, if less than 20
years; or : '
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The policy may provide that if, at any-time, the variable death benefit is less than it would have
been if no loan or withdrawal had ever been made, the policyholder may increase such variable
death benefit up to what it would have been if there had been no loan or withdrawal by paying an
amount not exceeding 110% of the corresponding increase in cash value and by furnishing such
evidence of insurability as the insurer may request.

The policy may specify a reasonable minimum amount which may be borrowed at any time but
such minimum shall not apply to any automatic premium ioan provision.

No policy loan provision is required if the pollc:y is under the extended insurance non-forfeiure
option.

In addition to the foregoing, the policy may contain a partial surrender provision; however, any
such provision shall provide that the policyholder may request part of the cash value and both the
variable and minimum death benefits will be reduced in proportion to the percentage of the cash
value received by the policyholder and the premium for the remaining amount of insurance will also
be reduced to the appropriate rates for the reduced amount of insurance. The policy may provide
that a partial surrender provision shall not require the insurer to reduce the amount of the minimum
death benefit to less than the lowest amount of minimum death benefit which would have been
issued to the insured under the insurance plans of the insurer at the time the policy was issued. The
policy must clearly provide that the policyholder has the option of electing to exercise the cash
value privileges of the policy loan or partial withdrawal provision rather than the partial surrender
provision. ;

All policy loan, partial withdrawal, or partial surrender provisions shall be conscructed so that
variable life insurance policyholders who have not exercised such prowsxon are not disadvantaged by
the exercise thereof. ‘

Monies paid to the policyholders upon the exercise of any policy loan, partial withdrawal, or patrtial
surrender provision shall be withdrawn from the separate account and shall be returned to the
separate account upon repayment except that a stock insurer may provide the monies for policy
loans from the general account.

5. Other Polic‘g Brovision : The following provisions may in substance be included in a variable life insurance policy or
related form delivered or issued for delivery in this state:

a. An exclusion for suicide within two years of the policy issue dare;
b. incidental insurance benefits may be offered on 2 fixed basis only;
c. policies issued on a participating basis shall offer to pay dividend amounts in cash. In addition, such policies |

may offer the following dividend options:

)

2,

the amount of the dividend may be.credited against premium payments;

the amount of the dividend may be applied to provide paid-up amounts of additional fixed benefit
whole life insurance;

the amount of the dividend may be applied to provide paid-up amounts of additional variable life
insurance;

the amount of the dividend may be deposited in the general account at a specified minimum rate of
interest;

the amount of the dividend may be applied to provide paid-up amounts of fixed benefit one-year
term insurance;

the -amount of the dividend may be deposited'as a variable deposit in the separate account in the
case of variable life insurance policies exempt pursuant to Secdon 3(c)11) of the Investment
Company Act of 1940 because of their tax qualified status.
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3. Reserve liabilities for all fixed incidental insurance benefits shall be maintained in the general account in amounts
determined in accordance with the aéwarial procedures appropriate to such benefit.

ARTICLE V1: SEPARATE ACCOUNTS

The fallowing requirements apply to the establishment and administration of variable life insurance separate accounts:

1. Establishment and Administration_of Separate Accounts; An insurer issuing variable life insurance in this state shall

‘establish one ¢ more separate accounts pursuant to Sections __ of the Insurance Laws of this state.

a. If no law or other regulation provides for the custody of separate account assets and if the insurer jtself is
not the custodian of such assets, all contracts for such custody shall be in writing and the Commissioner of
the insurer’s state of domicile shall approve of both the terms of any such contract and the proposed
custodian prior to the transfer of custody.

b. An insurer shall not without the prior written approval of the Comm1sswner employ in any material
connection with the handhng of separate account assets any person who: I

1 within the last 10. years has been convicted of any felony or a misdemeanor arising our of such

person’s conduct involving embezzlement, fraudulent conversion, or misappropriation of funds or

securities or involving violation of Sections 1341, 1342, or 1343 of Title 18, United States Code; or

2. within the last 101 years has been found by any state regulatory authority to have violated or has
acknowledged violation of any provision of any state insurance law involving fraud, deceir, or
knowing misrepresentation; or

3. within the last 10 years has been found by federal or state regulatory authorities to have violated or
has acknowledged violation of any provision of federal or state securities laws involving fraud,
deceit, or knowing mlsrepresentatlon

c. All persons with access to the cash, securities, or other assets of the separate account shall be under bond in
an amount of not less than $

d. - If an insurer establishes more than one separate account for variable life insurance, justification for the
establishment of each additional separate account shall also be filed with the Commissioner and shall be '
subject to his approval. The creation of additional separate accounts to avoid lower maximum charges
against the separate account is prohibited.

e, The assets of such separate accounts established for variable life insurance policies shall be valued at least as
‘often as variable benefits are determmed but in any event ar least monthly.

f. The same separate account shall not be used to fund both variable life insurance policies which are exempt
pursuant o Section 3(c)(11) of the Investment Company Act of 1940 because of their tax qualified status
and other variable life insurance policies not so exempt.

g Except as provided in Section 5¢(6) of Article TV, variable life insurance separate accounts shall not be used
for variable annuities or for the investment of funds corresponding 10 dividend accumuladons or other
policyholder liabilities not involving {ife contingencies.

2. Amounts in the Separate Account .
a, The insurer shall maintain in each variable life insurance separate account assets with a fair market value at

least equal to the greater of the valuaton reserves for the variable portion of the variable life insurance
policies or the benefit base for such policics.

12..  DRAFTING NOTE: This subsection should he modified to conform 1o state laws concerning previous convictions,
if necessary.
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Notwithstanding any other provision of law or the provisions of subsection b zbove, assets allocated to a
varable life insurance separate account shall not be invested in:

1-- commodities or commodity contracts;

2, put and call options or combinations of such options;

3. short sales;

4, purchases on margins;

5. letter or restricted stock;

6. . units or other evidences of ownership of a separate account of another insurer, except those

registered under the Investment Company Act of 1940; or

7. real estate other than shares of a real estate investment trust listed as described in subsection (2)
"above,

4. Limitations on Qwnership

a.

A wvariable life insurznce separate account shall not purchase or otherwise acquire the securities of any
issuer, other than securities issued or guaranteed as to principal and interest by the United States, if
immediately after such purchase or acquisition the wvalue of such investment, together with prior
investments of such separate account in such security valued as required by these regulations, would exceed
10% of the value of the assets of the separate account. The Commissioner may waive this limitation in
writing if he believes such waiver will not render the operation of the separate account hazardous to the
public or the policyholders in this state. . ’

No separate account shall purchase or otherwise acquite the voting securities of any issuer if as a result of
such acquisition the insurer and its separate accounts, in the aggregate, will own more than 10% of the total
issued and- outstanding voting securities of such issuer. The Commissioner may waive this limitation in
writing if he believes such waiver will nor render the operation of the separate account hazardous to the
public or the policyholders in this state or jeopardize the independent operation of che issuer of such
securities. ' )

The percentage limitation specified in subsection a of this Section shall not be construed to preclude the
investment of the assets of separate accounts in shares of investment companies registered pursuant to the
Investment Company Act of 1940 if the investments and investment policies of such investment companies
comply substantially with the provisions of Section 3 of this Article and other applicable portiens of this
regulation.

5. Valuation of Assets of a Variable Life Insurance Separate Account

a,

Investments of the separate account shall be valued at their market value on the date of valuation.

1. Market value for investments traded on the recognized exchanges means the last reported sale price
on the date of valuation. If there has been no sale on that date, the market value means the last
reported bid quotation on the date of valuation,

2. Market value for investments listed on the NASDAQ System means the last representative bid
quotation on the valuation date. If an investment ceases ro be listed but continues to be traded over
the counter, it shall be valued at the lowest bid quotarion as it appears on the National Quotation
Bureau sheets.

3, If the valuation date referred to in paragraphs (1) and (2) above is 2 day when the exchange or the
NASDAQ System is not open for business, the valuation date shall be the last date when the
exchange or the NASDAQ System was open for business.

If an investment ceases to be traded, it shail be valued at fair value as determined in good faith by or at the
direction of the Board of Directors of the insurer but not in excess of the last reported bid quocation.
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1. taxes Or reserves for taxes attributable to investment gains and income of the separate account;

2, actual cost of reasonable brokerage fees and similar direct acquisition and sales costs incurred.in the
purchase or sale of separate account assets;

3, actuarially determined costs of insurance {(tabular costs) and the release of reserves on the
termination or partial surrender of the variable life insurance policy:

4, charges for investment management expenses, including internal costs attributable to the investment
management of assets of the separate account, not exceeding the following percentages, on an
annual basis, of the average net asset value of the separate account as of the dates of valuation under
Secdon le of chis Article:

Al .75% of that portion of separate account assets valued at or under $75,000,000; and

B. .50% of that portion of separate account assets valued in excess of $75,000,000 but less

than $150,000,000; and

C. .40% of that portion of separate account assets valued in excess of $150,000,000 but less
- than $400,000,000; and

D. -35% of that portion of separate account agsets valued in excess of $400,000,000 but less
than $800,000,000; and

E. .30% of that portion of separate'account assets valued in excess of $800,000,000,

5. A charge, at a rate specified in the policy, not to exceed .50% per year for mortality and expense
guarantecs. ’

Any charges against the separate account made by cither an affiliate of the insurer or an unaffiliated fund
shall be considered part of the charges limited by paragraphs (4) and (5) of subsection a above. Any charge
against the separate account, excluding taxes, shall not vary in accordance with the difference between the
investment performance of the separate account and any index of securities prices or other measure of
investment performance.

Standards of Conduct: Every insurer seeking approval to enter into the variable life insurance business in this state -
shall adopt by formal action of its Board of Directors and file with the Commissioner a written statement
specifying the Standards of Conduct of the insurer, its officers, directors, employees, and affiliates with respect to
investments of variable life insurance separate accounts and variable life insurance operations. Such Standards of
Conduct shall be binding on the-insurer and those to whom it refers and must contain at & minimum the items
contained in subsection 9b of this Article.

Conflicts of Interest

Rules under any provision of the Insurance Laws of this state or any regulation applicable to the officers
and directors of insurance companies with respect to conflicts of interest shall also apply to members of
any separate account’s committee or other similar body. No officer or director of such company nor any
member of any managing committee or body of a separate account shall receive directly or indirectly any
commission or any other compensation with respect to the purchase or sale of assets of such separate
account. The Board of Directors of the msurer shall be responsible for all acts concerning the separate
account,

Uniess otherwise approved in writing by the Commissioner in advance of the transacton, with respect to
variable life insurance separate accounts, an insurer or affiliate thereof shall not:

1. sell to or purchase from any such separate account established by the insurer any securities or other
property, other than variable life insurance policies;

2. purchase or allow to be purchased for any such separate sccount any securities of which the insurer
or an affiliate is the issuer;
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i . 5

D. a statement provided by the proposed adviser as to whecher the adviser or any person

’ associated therewith:1 '

i has been convicted within ten years of any felony or misdemeanor arising out of
such person’s conduct as an employee, salesman, officer or director of an insurance
company, a bank, an insurance agent, a securities broker, or an investment adviser;
involving embezzlement, fraudulent conversion, or misappropriation of. funds or
securities, or involving the violation of Sections 1341, 1342, or 1343 of Title 18 of
the United States Code; ,

ii, has been permanently or temporarily enjoined by order, judgement, or decree of any
court of competent jurisdiction from acting as an investment adviser, underwriter,
broker or dealer, or as an affiliated person “or as an employee of any investment
company, bank, or insurance company, or from engaging in or continuing any
conduct or practice in connection with any such activity;

i, has been found by federal or state regulatory auchorities to have willfully violated or

has acknowledged willful violation of any provision of federal or state securities laws
or state insurance laws or of any rule or regulation under any such laws; or

iv. ‘has been censured, denied an investment adviser registration, had a registration as an
investment adviser revoked or suspended, or been barred or suspended from being
associated with an investment adviser by order of federal or state regulatory
authorities; and

3. such investment advisory contract shall be in writing and provide that it may be terminated by the

insurer without penalty to the insurer or the separate account upon no more than 60 day's
_written notice to the investment adviser.

The Commissioner may, after notice and opportunity for hearing, by order require such investment

advisory contract to be terminated if he deems continued opcratlon thereunder to be hazardous to the
public or the insurance company’s policyholders.

ARTICLE VII: INFORMATION FURNISHED TO APPLICANTS

An insurer delivering or issuing for delivery in this state any variable life insurance policies shall deliver to the applicant for
the policy, and obtain a written acknowledgement of receipt from such applicant coincident with or prior to the execution
of the application, the following information. The requirements of this Article shall be deemed to have been satisfied by
the delivery to the applicant of a prospectus included in a registration statement which satisfies the requirements of the
Securities Act of 1933 and which was declared effective by the Securities and Exchange Commission to the extent that the
prospectus contains the information required by this Article.

1. A summary explanation, in non-technical terms, of the principal features of the policy, including a description of
the manner in which the variable benefits will reflect the investment experience of the separate account and the
factors which affect such variation;

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

a. a description of the investment objective and orientation intended for the separate account and the
principal types of investments intended to be made; and

-b. any restriction or limitations on the manner in which the operations of the separate account are intended to
be conducted.

13.

DRAFTING NOTE: This subparagraph should be modified to conform to state laws concerning previous
convictions, if necessary.
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The Subcommittee amended former Article IV, Sec. 3a(5), to delete the words “‘prominenty” and ““if not satisfied with
the policy for any reason”,

The Subcommittee voted to delete former Article IV, Sec, 3e.
The Subcommirtee voted to delete at this time former Article IV, Sec. 3g (the 50% return of premium provision).

There were several amendments to the alternative proposals, Former Alternative proposal #5 was deleted and two new al
ternative proposals were added as follows:

7

Alternative propasal number 5.

At any time during the first policy year, the insured may exchange the variable life insurznce policy for any
fixed benefit life, endowment, or level term policy having a level premium offered by the insurer or an
affiliate as follows:

1. if the premium rate for the conversion policy is less than the premium rate for the variable life
insurance. policy the amount of insurance will be the variable life insurance injtial amount, The
difference between the conversion policy premium and the variable life insurance premium for the
period for which premiums have been paid will be refunded to the insured. l

2, if the premium rate for the conversion policy is greater than the variable life insurance premium rate,
the conversion policy amount will be that amount provided by the variable life insurance premium.

3. if the conversion results in an increase or decrease in cash value, such mcrea.se or decrease will be
payable to the insurer or the insured as the case may be.

4, If the policy lapses during the first policy year and no election is madé by the insured, a conversion
will be made to the level term plan with the lowest premium rate offered by the insurer or an affiliate
in the amount of the variable life insurance policy, and the premjum refund due the insured will be
used o pay premiums in advance of such policy. At the subsequent request of the insured, any
premiurns so paid which are in advance of their due dates, shall be refunded. .

Alternative proposal number 6.

1 a provision that at any time prior to the first anniversary of the variable life insurance policy, the
owner may exchange the policy for a policy of level fixed benefirs for the same amount promded that
the new policy:

A, shall bear the same date of issue and age of issue as the original variable life insurance policy;

B. is issued on any plan of insurance offered by the insurer on the date of issue of the variable life
insurance policy and premium rates in effect on that date for the same class of insurance.

C. at the option of the insurer, may include such riders and supplementary benefits as were
included in the original policy.

2. the insurer must apply the difference in premiums for the two policies on a pro rata basis from the
date of issue on the new policy to the date of request for the exchange as premiums paid in advance,

3. the insurer shall not require evidence in insurability for this exchange.
The Subcommirtee further adopted the following resolution:

At this ime it is the sense of this Subcommitiee that either Alternativé number 3 or number 4 should be
adopred.
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The Subcommittee amended Alternative proposal number 3 to include a maximum dollar limitation,
The Subcommittee deleted former Article 1V, Sec, 3s (3) as potentially misleading.

The Subcommitcee added a new Sec. 3t of Article IV to include “such other items as are currently required for fixed
benefit life insurance policies and which are not inconsistent with this regulation”,

The Subcommittee amended former Article IV, Section 6b(8) to provide that minimum lozn amounts established by the
company should not bar an avtomatic premjum joan,

The Subtommittee added a new article, *Reserve Liabilit';es for Variable Life Insurance’” which is composed of former

" Article IV, Sec. 7.

The Committee amended former Article V, Sec, 1, to include provisions concerning approval by the Commissioner of any
custodian, if not the insurer as well as a prohibition of the employment of certzin persons handling separate account assets
and a provision for bonding of such persons,

The Subcommittee amended former Article V, Sec. 3b to include Canadian government bonds.

The Subcommittee amended former Article V, See. 7, “Charges Against the Separate Account,” to clarify its intention that
a separate account with assets over eight hundred million dollars would be entitled to deduct charges of ,50% of the first
one hundred and fifty million doltars of that sum, as well as .40% of that amount between one hundred and fifry mitlion
dollars but less than four hundred million dollass, and ,35% of those assets between four hundred million dollars and eight
hundred miltion doliars, as well as .30% of all assets in excess of eight hundred million doliars.

The Subcommittee retitied former Article V1, “Information Furnished to Applicants”, and the following sections were
added to this article:

a. a provision‘prohibiting the projection of past eamings into :he fu:ure and

b, 2 provision requiring a disclaimer by the company that thc variable life i insurance product is not in any way similar
to a mutual fund,

The Subcommittee added a mew article entided “Applications”, and determined to examine what material should be
provided in the application for a variable life insurance policy.

There being no further business, the Subcommittee adjourned.

Variable Life and Variable Annuities (C4) Subcommittee
Omaha, Nebraska
November 14, 1973

The Variable Life (C4) Subcommittee met in Omaha, Nebraska, November 14, 1973 at the Howard Johnson Motor Lodge
at 9:30 a,m. A quorum was present, ’

The Subcommittee heard comments from Mr. Mason, Mr. Minck and Mr. Nmkerson representing the ALIA, concerning the
October 30, 1973 variable life insurance exposure draft,

The Subcommittee heard comments on the draft from Mr, Gilbertson of Aetna Life and Casualty, Chairman of the
Industry Advisory Committee. Additional comments from Mr. Blakeslee, Mr, Walker and Mr. Fraser as members of the
Industry Advisory Committee were also made.



496 " NAIC PROCEEDINGS — 1974 Vol. I

The Subcommittee heard comments on the draft:by Mr, Baylor representing N.A.Re. Life Services.

Mr. Anderson, Connecticut Genera.l spoke urging the NAIC not to take action on a variable life insurance regulation in
December, .

Mr. Younger, Prudential, and Mr, Joyner, Travelers, spoke in suppore of Mr, Anderson’s position,
Mr, Walker, Equitahle_, urged the adoption of a regulation in December though only if it were modified as he suggested.

The Subcommittee heard comments by Mr, Pettes on behalf of Empire General in opposition to thf. exposure draft's
present limitation-of policy designs,

The Subcommittee heard comments by Mr, Cleary, John Hancock.

Mr. knowlton, Lf-.fa.gl.ie Life, commented on t]'le,expo'a:un;t draft,

The Subcommittee heard comments by Mr. Stocker, Equitable,

Mr. Bodenhamer, First Variable Life, commented .on the maximum charges against the separate account,

The Subcomm:ttec heard comments of Mr. Brown, represennng Bankers Life Company, concerning limizations on product
design. -

There being no further $peakers wishing to comment and no further business to come before the Subcommiitee, the
meeting was adjourned.

Variable Life Insurance and Variable Annuities (C4) Subcommittee
Omaha, Nebraska
November 15, 1973

The Variable Life Insurance and Variable Annuities (C4} Subcommittee met in Omaha, Nebraska, November 15, 1973 at
the Howard Johnson Motor Ladge at 9:00 a,m, The following subcommittee representatives were in attendance: Chaitman
Jackson and Mr, Erway, Nebraska; Mr, O'Regan, California; Mr, Lomicky and Mr. Dolman, New York; Mr, Swenson,
Tennessee; Mr. Bernsteen, Missouri; Mr, Rowe, Michigan; Acting Superintendent Wallach, D, C.; Mr, Kessler, NAIC Central
Office, and Mr, Clements, formerly of the NAIC and presently from Allstate, attended at the request of the Subcommittee,
Mr. Woodyard, Arkansas, and representative from the West Virginia Department were also present; In addition, Ms. Jones,
Mr. Myers, and Mr. Liebert from the Securities and Exchange Commission attended at the request of the Chairman.

After lengthy discussion the Subcommittee decided to add an additional permissible maximum charge of .50% against the
separate account for mortality and expense guarantees. .

The Subcommitree next discussed proposed redeemability provisions in its next exposure draft and solicit comments
thereon, The two proposals are:

1. Within the first policy year, a return of cash to the policy holder of amounts in excess of the accrued revenue over
(a) the mortality cost for the peried (b} 15% of the accrued premium and (¢) $5 per thousand up to a maximum of

2. Adoption for the time being of the Industry Advisory Commitree’s maximum premium rates {with corresponding
cash value increases for premium rate in excess thereof) along with a provision within the first 18 months allowing
the policy holder without evidence: of insurability to convert to any plan of level premium fixed insurance including

AL s s s .05 o
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California; My, Bernstein, Missouri; Mr. Swenson, Tennessee; Mr, Koleski, Minnesota; Mr. Kessler and Mr. Hanson, NAIC
Central Office,

Mr. Gilbertson, Aetna Variable, Chairman of the Industry Advisory Committee, spoke and indicated that his committee
had no further recommendations, Mr, Mason and Mr, Minck, ALIA, read a resolution of the ALIA Board of Directors

requesting that the NAIC take no action on adoption of a variable life insurance regulation until the tax questions and the
litigation involving jurisdiction to regulate have been resolved,

The Subcommittee heard Mr. Walker, Equitable, who strong{s; favored the adoption of a model variable life insurance
regulation, with several chanpes characterized as critical, at the December 1973 meeting.

Mr. Blakeslee, Aetna, spoke in favor of the adoption of the variable life insurance regulation with substantially the changes
recommended by Mr, Walker.

-

Mr, McCa.I]Jon and Mr. Fra.ser, New York Life, spoke in favor of prompt approval of a variable life insurance regulation
with certain changes suggested.

Mr, Ha.llett, Travelers, spoke in favor of the ALIA recommendation.

Mr. Younger, Prudential also spoke in favor of the ALIA recommendation and suggested that the NAIC at least delay
action on the variable life insurance regulation until its June, 1974, Annual Meeting in San Francisco.

Mr. Janke, IDS, spoke in favor of adoption of the variable life insurance regulation at its December meeting and generally
favored the substantive comments made by Mr, Walker,

M#, Pettis, tepresenting Empire General Life and the Capltol Group, suggested ammendments to the reguiatdon to allow
mote flexibility in policy designs,

Mr. Googans; representing Connecticut Mutual, s;;oke genetally in favor of prompt adoption of the regulation but recom-

mended that any action -concerning excessive adminjstrative management and sales changes should be only a threshold

position pending more detailed study. He compared the situation facing the Subcornrmttee to that facing the S.E.C. under
the Investment Company Act, Sec, 22B,

Mr, Baylor, representing N.ARe, Life Services strohgiy urged the NAIC to act at its December meeting in adopting a
variable life insurance regulation,

There being no further business to come before the public session, the Subcommittee went into executive session.

 In executive session, the following resolution was adopted by a vote of nine affirmative to one abstension: It is resolved
that this Subcommittee adapt a model variable life insurance regulation during the December, 1973, Regular Meeting of
the NAIC. The abstension was based on the feeling that no such resolution was required since the Subcommittee was
already under direction to promptly draft a model variable life insurance regulation, It was the concensus of the Subcom-

mittee that although it was cotrect that the Subcommittee was under such direction, this resolution clearly states the
sentiment of the Subcommittee at the present time,

There being no further business to come before the Subcommitiee, the meeting was adjourned.

H
;
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We share in your effort to create effective regulatory standards for this new product. Variable life insurance is an excellent
concept. If the potential consumer is adequately protected and informed about the essential elements of variable life
insurance, it could have an important role to play in the investment market,

Adequate protection requires that the consumer be provided with accurate and reliable information about price, benefits
and potential investment return of variable life insurance. This in turn requires a vigorous system of mandatory disclosure
at the point of sale in all states, Consumers must be able to compare all financial products which are competing for their
investment dollars; this includes variable life insurance, fixed benefit insurance and other equity products,

In the view of legal scholar Tamar Frankel, variable life insurance is a hybrid product, Like fixed benefit life insurance, it
bears the characteristics of both pure term insurance and pure investment. The observation of the late Justice Harlan
writing for a unanimous -Court regarding variable annuity contracts also applies to variable life insurance: ““The basin
difference between a contract which to some degree is insured and a contract of insurance must be recognized”. SEC v,
United Benefit Life, 387 US 202 at 211 (1967). Thus, variable life insurance treads the line between Federal and State
regulation. The insurance aspect requires state insurance regulation; the separate account feature calls for regulatory
provisions at least “substantially equivalent” to those ma.ndatcd by Congress under the 1940 Investment Company Act and
the 1940 Investment Advisers Act. .

It is in t.hls vein that the Securities and Exchange Commission proposed in its recent notice of proposed rule amendments
on variable life insurance that the federal regulatory exemptions involved be specifically conditioned upon a Commission
determination that state laws or regulations affecting the operations of separate accounts do meet its “substantial equiva-
lence” test. According to the SEC, the comprehensive NAIC proposal would be examined initially; if it met the Commis-
sion standards, then all states following the model could permit the sale of variable life insurance, or, in the alternative, the
states could submit their own regulations to the Commission for individual determination. Thus, it appears clear that
before variable life insurance will be sold in any state, the state law or regulations must meet the test of “substantial
equivalence” to the 1940 Acts,

We believe that you will agree that if, in fact, state regulation is to be considered “‘substantially equivalent™ to federal
regulation of investment companies, it requires each state to have jurisdiction, money, laws, staff experuse and a commit-
ment to such regulation.

We have reviewed carefully your drafts of October 30 and December 1, 1973. It is obvious that a good deal of hard work
and detailed thought have gone into this model regulation, In certain arcas, there aré protections for the variable life
insurance purchaser that are praiseworthy, For instance, the “Standards of Suitability” in Act 11, Sec. 3 of the October 30
draft were exemplary of the disclosure philosophy essential to these regulations. Unfortunately, these standards appear to
have been considerably weakened in the December 1 draft. We are hopeful that your Subconumttee will reconsider and
reinstitute the October 30 draft version,’

Yet, protections which are material to the insurance investor axe lacking in even the latest model draft. We have prepared a
summary outline in which we compare the major areas of investment regulatory concern and their NAIC model bill
counterparts with the relevant provisions of the Investment Company and Adviser Acts., A copy of the summary outline is
enclosed with this letter, After reviewing this outline, it is our hope that your Subcommittee will reconsider at least the
following major areas of material policyholder protections which are now deficient or absent from the iatest model draft:
pelicyholder voting rights for change in investment policy, election of directors and appointment of auditors; redemption
provisions; disclosure and limitations on sales charges and investment management fees; prevention of conflict of interest
situations; and policyholder private rights of action.

If variable life insurance is to be regulated in the public interest, all states must enact and enforce these policyholder pro-
tections, Only this, and a rigorous disclosure system, would constitute effective and adequate regulation. Anything short of

such regulation would place Government in the position of deceiving the consumer,

Progressive action by the NAIC now will give variable life insurance the opportunity to soon prove itself in the market-
place, and will provide enlightened regulation for a2 more compertitive equity product environment.

Sincerely,

Senator Philip A. Hart, Michigan; Senator William Proxmire, Wisconsin,
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variable life insurance separate accounts. We assume this includes investment advisory services data. It
is not clear whethér the Commissioner can compel an independent audit. 1970 revisions to ICA

" provide for security holder selection and approvzl of the auditing services. There is no comparable

NAIC provision, :

II. -Investment Pelicy

A.  Sratement of investment policy required

1.

2.

See NAIC 1M1 2(c)
See ICA 8(b)

ICA reqnhehmm are more detailed even though some of the required data is covered by the NAIC
model in the article on investment prohibitions — See NAIC VI Sec. 3(c).

B, Portfolio restrictions - general

1.

2,

See NAIC VI 3(c), VI 4, and VI 9(c) (1), (2)

See ICA 5(b) 12(a) 13(a).

With respect to diversification, concentration of holdings in one industry and joint transactions, the
NAIC restrictions are not equivalent to the [CA standards, Percentage of diversification under NAIC is
less than under ICA requirements; there appears to be no comparable provision converning concentra-
tion of holdings in NAIC draft; and NAIC appears to permit more opportunity for joint transactions.

C. Change of Investment Policy

1.

2.

See NAIC VI 6
See ICA 13(a)

Under the ICA, the security holders vote to change the investment policy. NAIC draft would substi-
tute the discretion of the Insurance Commissioner after hearings if he acts in the first place. Thus,
possible government supervision is substituted for policyholder control, Since risk of investment lies
primarily with the policyholders, they should have control without having to rely on government.

. III. Separate Account Management

A, General supervision

1.

Conwrol of Company affiliates

NAIC draft does not have an “interested person” (ICA 2(a)(19)) distinction; therefore, added poten-
tial investor protection is precluded. For example, see ICA 10(a) with 1970 Amendments.

Antifraud,
a, ' See NAIC VI 1 (b)
b, See [IAA 206; ICA 17
While the NA]C draft forbids employment of persons who have been convicted of fraudulent

behavior within the past ten years, does this cover affiliated and *interested person” involve-
ment with the separate account?
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constituting a breach of fiduciary duty including personal misconduct against the company by the
officers, directors, advisers, or principal underwriter. We can find no comparable provision in the
NAIC draft allowing the insurance commission of policyholders to bring an action for such breach of
fiduclary duty, In every state, does the Insurance Commissioner or do policyholders have a right to
bring such an action in their respective state courts?

IV. Redemption provisions
A, SeelCA27

B. See NAIC IV 3(f)

It appears to us that NAIC redemption provisions would be “substantially equivalent” to ICA if NAIC
proposal number 1 (p. 34 of Dec. 1 Draft} is adopted with the following modifications in {f)(2)(C): “$2.50
per $1,000 of initial amount insured but not in excess dollars”, and the $2.50 to be prorated. If
the charge is not prorated, than a policyholder who had the policy for only one day would have to pay the
entre $2.50, '

V. Role of the Policyholder.
A Election of Directors.

ICA 16(a) provides for securityholder election of directors.

i .
In NAIC draft, there appears to be no independent board of directors for the separate account, While
policyholders of mutual insurance companies may elect their company directors, policyholders of stock
insurance companies have no such rights.

B. Voting Rights,

ICA 18 (i) provides that every' securityholder have voting rights, for purposes of securityholder approval to
change investment policy (ICA 13(a)), choice of independent public accountants (ICA 32(a)}, and approval
of advisory contracts (ICA 15(a)).

The NAIC draft does not provide these basic rights of cotporate democracy,

* %k W ok %k Kk

Hon. Phillip A. Hart
Hoa. William Proxmire
U. S. Senate

Washington, D. C. 20510
January. 11, 1974

Dear Senators Hart and Proxmire:

We have your lerter of November 29th conc;:rn'mg the model variable life insurance regulation which was adopted by the
NAIC during the week of December 3 after several months of deliberation, We appreciate your interest and submission of
comments,

1. Backggbund.

At the outset, we note the S,E.C.’s January 1973 release which said, among other things: ““We expect that . . . (state
variable life insurance regulation) will provide material protections to purchasers substantially equivalent to the
relevant protections that would be available” under the Investment Company Act of 1940, The use of the word
“relevant” is significant, The SEC recognized that since this product differed in many ways from a mutual fund,
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the concept of proportionate ownership crucial to the regulatory philosophy of the Investment Company Act
is not only foreign to but inherently contradictory to the insurance concepts of pooling risks underlying
variable as well as all other life insurance, Consequently, state insurance regulators have the responsibility to
examine closely the investment practices and management of both the separate and general accounts and,
where necessary, step in to protect the policyholders,

Inappropriateness of the 1940 Act Voting Scheme to Variable Life Insurance. The unitary nature of variable
life insurance is inherently contradictory to the concept that the separate account is severable from the
insurer 50 as to be a distinct investment company undet the 1940 Act. As a consequence, the 1940 Act
requirement that the security holder have voting rights over changes in investment policy can have no
application to a life insurance company which has undertaken 2 contractual obligation to pay a death benefit,
Requiring the insurer to turn over its separate account assets to a manager chosen by the purchasers of
variable life insurance while the company's general assets are still at risk would conflict with insurance
regulator’s responsibilicy to all policyholders of the insurer. In short, an insurance regulator cannot permit
one group of policyholders to be the ultimate arbiter of investment policies that can have a profound impact
-on other policyholders as well as upon the financial integrity of the company as a whole,

The SEC has apparently recognized this:

It would also have been difficuit, for example, to apply certain provisions of the Act relating to
shareholder voting. If the assets of the variable life insurance separate account become inadequate
to support the minimum death benefit, state insurance regulation might require the deficiency
to be made up from the insurance company’s general account. Accordingly, there is a question
whether an insurance company would be willing to maintain a separate account for variable life
insurance if, because of contractholder voting, the insurance company could not be certain it
would continue to supervise and manage the account’s activities,

Investment Company Act Release No. 8000 p, 7.

NAIC Alternative Protection, At the same time, however, the model regulation recognizes the necessity that
variable life insurance pohcyholdcrs be protected against undue changes in investment pohcy To do so, the
following procedure has been incorporated into the model regulation,

When any insurer proposes to change the investment orientation upon which the policyholder had relied in
the purchase of variable life insurance, it must notify the commissioner of the insurer’s state of dornicile. The
change would be submitted for his approval and if it is determined that such a change is substandal,
notification must be made to all existing policyholders as well as the insurance comumissioners of all states in
which the insurer issues variable life insurance, The commissioner can approve or deny the proposed change
in invéstment policy, This provides more meaningful protection to the policyholder than would the voting
right approach since the proposed investment change is being reviewed by a person with the expertise and
authority to make an objective determination. In contrast, we are unaware of a substantial number of
occasions in which management proposed changes in investment policy have been rejected by mutual fund
shareholder voltes. With respect, I must say that the NAIC does not share your confidence in the 1940 Act
voting mechanism as an effective protection. Thus, the model regulation, cognizant of the total responsibility
of the insurance regulator, protects not only the variable life insurance policyholder, but the other policy-
holders of the company.

Furthermore, the model regulation will guarantee the right of variable life insurance policyholders who object
to a change in investment policy, which is ultimately approved by the commissioner, to continue their
insurance protection by converting to a fixed insurance policy. No even remotely compatable protection is
afforded by the Investment Company Act of 1940 to those security holders who vote against a proposed
change but find themselves in a minority.

In short, the Subcommittee reviews the relevance of this 1940 Act voting provision and found it inapplicable
because of a fundamental conflict with other regulatory considerations. Instead of automatically applying the
1940 Act provision, a more meaningful and effective alternative was developed, Furthermore, an additional
benefit was developed for the dissenting variable life insurance policyholders,
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variable life insurance situation is the gross premium, the level of which even under the 1940 Act
would remain within the control of the insurer.

There are some who erroneously have attempted to divide variable life insurance into an “insurance"’
portion (comprised of the pure term cost of insurance) and an “investment” portion (comprised of the
amount of the gross premium in excess of the “insurance” element), The NAIC feels that life insur-
ance premium is not capable of such division. As previously expressed by the life insurance industry in
a letter to the S.E.C, “. .. under a life insurance policy whether variable or fixed, there is no simple
relationship between the amount of the premium paid in any year and the cost to the insurance
company of claims and expenses in that year, The policyholder pays level premiums and receives full
immediate protection regardless of the incidence of disbursements by the company for benefits and
for sales and administration expenses. The cost of providing coverage against the risk of death which
rises each year. . ." and the cost of providing for varying but typically decreasing, expenses are blended
in the determination of the level premium,

Unfortunately, the §.E.C. has apparently adopted the faulty analysis in characterizing the “investment”
element a security. However even if the §,E.C. analysis is accepted arguendo, extended to its logical
conclusion there is substantial doubt as to the authority of the S.E.C. undet the provisions of the
Investment Company Act to regulate the entire sales load of a variable life insurance policy.

This arises because the term ‘“sales load” as used in Section 27 of the 1940 Act, is defined in Sec,
2(35) as *'. . . the difference between the price of a security to the public and that portion of the
proceeds from its sale which is received and invested or held for investment by the issuer, , )"
Regardless of the merits or demerits of this bifurcated “investment element" -- “'insurance element”
analysis, it is clear that the so-called insurance element portion of the premium is not an amount
“invested or held for investment”, Thus by increasing commissions on the *insurance’ pottion, it is
conceivable that insurers can continue to charge virtually their present commissions and thus avoid the
restrictions of the 1940 Act, | '.

Professor Frankel, to whom your letter refers as 2 legal scholar in this area, has made the same point.

It seems to the writer that the protection of § 27 regarding load should not apply to
variable policies without further research . . . (Df § 27 applied only to the investment
component in the premiums of variable policies, the company could charge the rest of its
front-end load and commissions under the insurance rate and thus avoid the limitation,
If the section applied to the whole amount of premium, the section would directly
regulate the sale of life insurance. (48 Notre Dame Lawyer, 1017 at 1040)

Professor Frankel's statemént not only points out the lack of S.E.C. authority to control the entire
premium but also highlights that even if § 27 did cover the entire premium, such would constitute 2
direct regulation of insurance, the clear implication being thac this would violate the McCarran Act.

NAIC Model Regulation Approach to Sales Load Limitatons, As seen from above, the application of the

1940 Act mutual fund type sales load limitations to varizble life insurance promises little in the way of
effective or relevant regulatory protection. Although the limitations in § 27 of the 1940 Act were looked
upon 2s a starting point in the NAIC Subcommittee deliberation concerning sales loads, after several public
hearings and considerable discussion, it was determined that the following regulatory protections, now .
contained in the model regulation, are more appropriate for variable life insurance,

1)

¥

The inability of the 5.E.C. to control the entire premium renders § 27 of the 1940 Act vulnerable to
relatively easy circumvention. The 1940 Act mutual fund concept of limiting cost items in order to
reduce the cost 1o the consumer is irrelevant unless 2l cost items are controlled, Forcing commissions
down does not necessarily force premiums down since the insurer can stilf charge the same amount
taking the excess as profit. Thus, the model regulation focuses on the entire premium, It establishes a
set of maximum variable life insurance premium rates. An insurer who éharges more than the rates
prescribed will have to provide equivalent additional cash values. These additional cash values are
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days from the date the policy is received ~ whichever is longer; (b) allows the policyholder wha
becomes disenchanted with variable life insurance, regardless of market performance, to convert
within the first 18 months to an equivalent fixed benefit policy and (c) imposes an obligation upon
the insurer prior to sale to determine the suitability of variable life insurance for the insured’s needs,
Unlike the 5.E.C.’s suitability requirements which must be enforced on a case by case basis, the NAIC
regulation allows the commissioner to ¢compare variable policy lapses with the insurers fixed benefit
policy lapse rates to determine whether the company is selling as a genera! business practice to those
for whom variable life insurance may be unsuitable.

The model regulation also requires all sales and advertising materials to be submitted to the commis-

- sioner and subject to his disapproval. Among other things, this should mitigate the potential problem
that the public be misled into thinking that it is purchasing something other than a life insurance
policy. In fact, the information provided to the applicant is expressly tequired to contain a disclaimer
as to similarity between variable life insurance and mutual funds. In these areas, as in others men-

- tioned above, the NAIC has not hesitated to devise and adopt new regulation concepts: no attempt has -
been made to preserve the status quo, '

Competitive Equality. The basic purpose of insurance regulation is to regulate in the public interest. The
primary focus is the protection of the insurance consuming public which includes policyholders and bene-
ficiaries, The NAIC model regulation was drafted from this perspective. Nevertheless, in the proceedings
before the SEC and the pending litigation, some mutual funds have urged competitive considerations, espe-
cially the impact of sales load limitations as between mutual funds and insurers s being the center piece in
determining the applicability of the 1940 Act to variable life insurance. Thus, we would be remiss in not
commenting on this point.

The mutual funds argue that competitive products should be subject to identical sales load limitations to
avoid unfair advantage to either, From this the conclusion is reached that the 1940 Act sales load limitations

shouild be 2pplied to veriable life insurance. Such rationale, however, suffers from at least three defects,

First, varigble life insurance and mutual funds are significantly different products, Many question the degree
to which they are in fact comparable and how much in facc they will compete with one another,

Second, even assuming comparability arguendo, the application of the sales load limimtions to the entire
variable life insurance premium would not result in equal regulation but rather more stringent regulation of
variable life insurance. This is highlighted by the fact that for years mutual funds salesmen have sold separate
contracts of term insurance along with the murtual funds as a part of an “insurance ~ mutual fund” package.
The salesmen receive two commissions; one regulated by the $.E.C, for selling the mutual fund and the second
the term insurance commission subject to state insurance department jurisdiction. Some mutual funds or
their controlling entities organized or acquired their own life insurance companies to facilitate this approach.
No one has ever suggested that the mutual fund salesman should go uncompensated for making this extra

" sale. If one accepts the erroneous argument of the mutual funds that variable life insurance is simply a

combination of insurance and investment elements and the argument that 1940 Act load limitations should
apply to variable life, logic dictates that the mutnal fund sales of term insurance should likewise be subject to
such requirements. Yet, we do not hear the mutual funds making this proposal.

Third, the potential competition between variable life insurance and fixed benefit insurance is certainly easier
to visualize than the competition between variable life and mutual funds. Thus the imposition of different
sales commission restrictions on these two much more readily comparablé products suffers more from
compedtive inequality than that aileged to exist between 2 mutual fund and variable life insurance,

In short, the mutual fund position of applying the 1940 Act sales load limitations to variable life insurance to
achieve alleged competitive equality might be seen by others as'a guide to achieve a competitive advantage, In
any event, the foregoing merely illustrates the inability to completely satisfy competing economic interests
and confirms the need to develop variable life insurance regulation in the context of the public interest rather
than merely serving as an arbitrator between two disputing industries, -






