


A N N O T A T I O N S  TO  P O L I C Y  L O A N  I N T E R E S T  K A T E  B I L L

A. G e n e r a l  D i s c u s s i o n

T h e  a n n o t a t i o n s  e l a b o r a t e  on  v a r i o u s  a s p e c t s  of t h e  

p r o p o s e d  l a n g u a g e  of the  Bill.

T h e  i m p o r t a n c e  of  s u b s t a n t i a l  u n i f o r m i t y  i n 

e n a c t i n g  the B i l l  b e a r s  s p e c i a l  e m p h a s i s .  It c a n n o t  be  t o o  

s t r o n g l y  u r g e d  t h a t  a ny  m a t e r i a l  v a r i a t i o n  f r o m  t h e  l a n g u a g e  

of t h e  B ill , p a r t i c u l a r l y  w i t h  r e s p e c t  to  the i n d e x  c h o s e n ,  

be c a r e f u l l y  c o n s i d e r e d  as to its i m p a c t  on i n s u r e r s  i s s u i n g  

p o l i c i e s  in m o r e  t h a n  o n e  j u r i s d i c t i o n .

Th e  B i l l  is i n t e n d e d  to be an al l i n c l u s i v e  l a w  as 

to p o l i c y  l o a n  i n t e r e s t  r a t e s  in o r d e r  t o a c h i e v e  u n i f o r m i t y  

a m o n g  the s t a t e s .  W h i l e  s o m e  s t a t e s  h a v e  s t a t u t o r y  s p e c i­

fi e d  m a x i m u m  r a t e s ,  o t h e r  s t a t e s  ar e s i l e n t  as t o  the m a x i ­

m u m  rate but m a y  h a v e  u s u r y  la ws  a p p l i c a b l e  to p o l i c y  l o a n s .  

It is a n t i c i p a t e d  th at  the e n t i r e  Bi l l wi ll  be  e n a c t e d  in 

e a c h  s t a t e  a nd  w i l l  r e p l a c e  a n y  s t a t u t o r y  l a n g u a g e  t h a t  

c u r r e n t l y  a p p l i e s  to i n t e r e s t  r a t e s  on p o l i c y  l o a n s .

B. S p e c i f i c  D i s c u s s i o n

T h e  f o l l o w i n g  s e c t i o n s  k e y  to th e n u m b e r s  se t  f o r t h  

in t h e  c o p y  of t h e  Bi ll  p r e c e d i n g  t h e s e  a n n o t a t i o n s :

1. Thv Bill a p p l i e s  o n l y  to n ew  p o l i c i e s  i s s u e d  

a f t e r  it is e n a c t e d .  Th us , it w i l l  be  so me  ti m e b e f o r e  

p o l i c i e s  w i t h  i n d e x e d  m a x i m u m  i n t e r e s t  r a t e s  on p o l i c y  l o a n s  

w i i l  be a s u b s t a n t i a l  p o r t i o n  of a n y  c o m p a n y ' s  b u s i n e s s  a n d



h a v e  i m p a c t  on  t h e  c a s h  f l o w  p r o b l e m s  e x p e r i e n c e d  

p e r i o d i c a l l y  by  r e a s o n  o f u n u s u a l  p o l i c y  l o a n  a c t i v i t y .  

S e c t i o n  ( b) (l l)  of AS  2 1 . 4 5 . 0 8 0 ,  h o w e v e r ,  w i l l  p e r m i t  t h e  

i n s u r e r  a n d  a h o l d e r  o f  an o u t s t a n d i n g  . p o l i c y  to  a g r e e  in 

w r i t i n g  t o  a m e n d  the p o l i c y  so as to p e r m i t  t h e  a p p l i c a t i o n  

o f  p r o v i s i o n s  in a c c o r d a n c e  w.Lth the  Bill .

2. A n  i n s u r e r  w o u l d  be r e q u i r e d  to i n c l u d e  in a 

p o l i c y  e i t h e r  an 8% m a x i m u m  rat e p r o v i s i o n  or a n  a d j u s t a b l e  

r a t e  p r o v i s i o n  w i t h  a m a x i m u m  b a s e d  on an  in dex. H o w e v e r ,  

n o t h i n g  i n t h i s  B i l l  is i n t e n d e d  to p r e v e n t  an i n s u r e r  f r o m  

i s s u i n g  a l l  p o l i c i e s  w i t h  an 8% r a x i m u m  r a t e  p r o v i s i o n ,  al l  

p o l i c i e s  w i t h  an i n d e x e d  m a x i m u m  rate p r e v i s i o n  or s o m e

p o l i c i e s  w i t h  one and s o m e  p o l i c i e s  with t h e  o t h e r .

3. A t w o - m o n t h  p e r i o d  h a s  bee n e s t a b l i s h e d  b e t w e e n  

th e t i m e  th a t is u s e d  as th e m o n t h l y  b a s e  for e s t a b l i s h i n g  

t h e  i n d e x e d  r a t e  a n d  the  t i m e  the a d j u s t a b l e  i n d e x e d  r a t e  is 

d e t e r m i n e d  and b e c o m e s  e f f e c t i v e .  Th is  t w o - m o n t h  p e r i o d  is 

i n t e n d e d  to g i v e  the i n s u r e r  the n e c e s s a r y  t i m e  in w h i c h  to  

d' t e r m i n e  the a c t u a l  r a t e  to be c h a r g e d  at or b e l o w  t h e

m a x i m u m  i n d e x e d  ra te  as w e l l  as the  ti m e tc n o t i f y  p o l i c y­

h o l d e r s  w i t h  e x i s t i n g  l o a n s  of a n y  c h a n g e  in t h e  r a t e  r e a­

s o n a b l y  in a d v a n c e  as r e q u i r e d  by s u b s e c t i o n  (c). T h u s ,  for 

e x a m p l e ,  the m o n t h l y  a v e r a g e  for O c t o b e r  is p u b l i s h e d  b y  

M o o d y ' s  d u r i n g  the e a r l y  p a r t  of N o v e m b e r .  A n  i n s u r e r

d u r i n g  t h e  r e m a i n d e r  of N o v e m b e r  c o u l d  d e t e r m i n e  t h e  r a t e
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t h a t  w i l l  be c h a r g e d  as of J a n u a r y  1 an d  take t h e a d m i n i s­

t r a t i v e  s t e p s  n e c e s s a r y  to n o t i f y  p o l i c y h o l d e r s  o f  a n y  

i n c r e a s e  in  the rate. N o t i c e s  c o u l d  be m a i l e d  on  D e c e m b e r  1 

a l o n g  w i t h  the p r e m i u m  n o t i c e  or the p o l i c y  l o a n  or d i v i d e n d  

s t a t e m e n t .  Th e  r a t e  w o u l d  t h e n  b e c o m e  e f f e c t i v e  o n  J a n u a r y  

1 as to a l l  o u t s t a n d i n g  and n e w  l o a n s  on or a f t e r  t h a t  d a t e .

4. T hi s s u b s e c t i o n  p r o v i d e s  for a f l o o r  u n d e r  t h e  

i n d e x e d  m a x i m u m  r a t e  a p p r o a c h ,  t h a t  is, a m i n i m u m  o n  t h e  

m a x i m u m  rate. T h u s ,  w h e n e v e r  the i n d e x  f ^ l l s  b e l o w  t h e  

s p e c i f i e d  rate, t he  f lo or w o u l d  ap ply . A  m i n i m u m  w a s  c o n s i­

d e r e d  n e c e s s a r y  to e n s u r e  t h a t  t h e m a x i m u m  p o l i c y  l o a n  

i n t e r e s t  r a t e  w o u l d  n e v e r  be l ow er  t h a n  the i n t e r e s t  r a t e  

us e d to c o m p u t e  th e p o l i c y ' s  n o n f o r f e i t u r e  v a l u e s .  In 

e f f e c t ,  t h e  life i n s u r e r  s h o u l d ,  as a m i n i m u m ,  be a u e  to  

c h a r g e  an i n t e r e s t  rate th a t is e q u i v a l e n t  to the  r a t e  of 

i n t e r e s t  e a r n e d  b y  the p o l i c y h o l d e r  on his p o l i c y ' s  c a s h  

s u r r e n d e r  va l ues . T h i s  p r o t e c t s  the i n s u r e r ' s  s o l v e n c y .  A n  

a d d i t i o n a l  1% has b e e n  a d d e d  to  the r a t e  use d to c o m p u t e  t h e  

n o n f o r f e i t u r e  v a l u e  in o r d e r  to c o v e r  a d m i n i s t r a t i v e  

e x p e n s e s .

5. A p o l i c y  i s s u e d  w i t h  th e i n d e x e d  m a x i m u m  r a t e  

p r o v i s i o n  m u s t  s t a t e  h o w  o f t e n  the i n t e r e s t  r a t e  on p o l i c y  

l o a n s  m a y  be c h a n g e d  by the c o m p a n y .  T h a t  is, it m u s t  s t a t e  

w h e t h e r  t h e  rate is to be d e t e r m i n e d  q u a r t e r l y ,  s e m i a n n u a l l y  

or a n n u a l l y .
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6. T h e  r a t e  of i n t e r e s t  on p o l i c y  l o a n s  u n d e r  t h e  

i n d e x e d  m a x i m u m  r a t e  p r o v i s i o n  m a y  be d e t e r m i n e d  a s  o f t e n  a s  

a v e r y  t h r e e  m o n t h s  b u t  m u s t  be d e t e r m i n e d  by  t h e  i n s u r e r  a t  

l e a s t  o n c e  a y ea r.  T h i s  p e r m i t s  f l e x i b i l i t y  s o  t h a t  e a c h  

l i f e  i n s u r e r  m a y  c h o o s e  a f r e q u e n c y  o f  c h a n g e  c o m p a t i b l e  

w i t h  tne c o m p a n y ' s  m a n n e r  of d o i n g  b u s i n e s s .  T h e  f r e q u e n c y  

w i t h  w h i c h  a c o m p a n y  i n t e n d s  to d e t e r m i n e  the i n t e r e s t  r a t e  

is r e q u i r e d  to be i n c l u d e d  in the p o l i c y .

F o r  e x a m p l e ,  if a c o m p a n y  c h o s e  t o  d e t e r m i n e  

i n t e r e s t  r a t e s  o n c e  a y ear , it c o u l d  d o  so b y  c a l e n d a r  or  

f i s c a l  y e a r s  or by p o l i c y  a n n i v e r s a r y  d at e s .  If a c o m p a n y  

c h o s e  to d e t e r m i n e  i n t e r e s t  r a t e s  on  a c a l e n d a r  y e a r  b a s i s ,  

the  n e w  rate, b a s e d  on the a v e r a g e  for O c t o b e r ,  w o u l d  a p p l y  

to l o a n s  o u t s t a n d i n g  or t a k e n  our o n or a f t e r  J a n u a r y  1 a n d  

w o u l d  be in e f f e c t  for the e n t i r e  ye ar. If p o l i c y  a n n i v e r­

sa r y  d a t e s  w e r e  c h o s e n ,  the c o m p a n y  c o u l d  e s t a b l i s h  a n e w  

ra t e  e v e r y  m o n t h  for p o l i c i e s  w i t h  a n n i v e r s a r i e s  in t h a t  

m o n t h  and the n e w  rate  w o u l d  c o n t i n u e  for s u c h  p o l i c i e s  

u n ti l the ne x t a n n i v e r s a r y  da te.  T h u s ,  for s u c h  a c o m p a n y  

h r e r e  c o u l d  be t w e l v e  d i f f e r e n t  r a t e s  set b y  r e f e r e n c e  t o  

the i n d e x e d  m a x i m u m  bu t o n l y  one ra t e w o u l d  a p p l y  to a 

p a r t i c u l a r  p o l i c y  f r o m  o n e  a n n i v e r s a r y  t o  t h e  n e x t  

a n n i v e r s a r y .

If a c o m p a n y  c h o s e  to d e t e r m i n e  i n t e r e s t  r a t e s  

q u a r t e r l y ,  it c o u l d  do so on a c a l e n d a r  b a s i s  or by p o l i c y
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a n n i v e r s a r y  d at e s .  T h u s ,  fcr e x a m p l e ,  a c o m p a n y  c o u l d

i n c r e a s e  or d e c r e a s e  the  i n t e r e s t  r a t e  as of J a n u a r y  1, 

A p r i l  1, J u l y  1, and O c t o b e r  1 or at t h r e e  m o n t h  i n t e r v a l s  

d u r i n g  a p o l i c y  year. T h e  i n c r e a s e  or d e c r e a s e  w o u l d  be 

b a s e d  on the  i n d e x  for- th e m o n t h  e n d i n g  tw o  m o n t h s  w o u l d  be 

O c t o b e r ,  J a n u a r y ,  A p r i l ,  and  J ul y,  r e s p e c t i v e l y .  R a t e  

c h a n g e s  w o u l d  a p p l y  to all o u t s t a n d i n g  l o a n s  an d  n e w  l o a n s  

m a d e  a f te r the e f f e c t i v e  d a t e  of the c h a n g e  bu t p r i o r  to t h e  

e f f e c t i v e  d a t e  of the n e x t  ch an ge.

7. C o m p a n i e s  m a y  i n c r e a s e  t he ir  i n t e r e s t  rate if 

t h e  M o o d y ' s  i n d e x  is 1/2 of 1% or m o r e  a b o v e  th e r a t e

a c t u a l l y  b ei ng  c h a r g e d .  Of c o u r s e ,  a c o m p a n y  is n o t

r e q u i r e d  to  i n c r e a s e  the r a t e  and m a y  d e c i d e  to k e e p  t h e

r a t e  b e i n g  c h a r g e d  we ll  b e l o w  the m a x i m u m  p e r m i s s i b l e  r a t e .  

T h i s  p r o v i s i o n  w i l l  p r e v e n t  c o m p a n i e s  f r o m  c h a n g i n g  t h e  

i n t e r e s t  x a t e  for i n s i g n i f i c a n t  a m o u n t s .

8. C o m p a n i e s  a r e  r e q u i r e d  to d e c r e a s e  t h e  i n t e r e s t

r a t e  at th e same  f r e q u e n c y  i n t e r v a l  as th ey  can  i n c r e a s e  t h e

r a t e  u n d e r  the p r o v i s i o n s  of the p o l i c y  w h e n e v e r  t h e  i n d e x e d  

m a x i m u m  r a t e  is 1/2 of 1% or m o r e  b e l o w  the r a t e  a c t u a l l y

b e i n g  c h a r g e d  at tha t time. Thus, t h i s  s u b s e c t i o n  r e q u i r e s

t i m e l y  d e c r e a s e s  in the  r a t e  as the  i n de x d r o p s  but is

t e m p e r e d  by  the 1/2 of 1% fa c to r in o r d e r  to a v o i d  r e d u c i n g  

th e  rate  for an i n s i g n i f i c a n t  amount.



9. P r o v i s i o n s  for n o t i c e  h a v e  b e e n  e s t a b l i s h e d  in 

o r d e r  to p r o t e c t  th e p o l i c y h o l d e r .  N o t i c e  of t h e  c u r r e n t l y  

e f f e c t i v e  i n t e r e s t  ra te,  w h e t h e r  t h e  8% m a x i m u m  o r i n d e x e d  

m a x i m u m  is u se d, m u s t  be g i v e n  a t t h e  t i m e  a c a s h  l o a n  is 

m a d e .  A d v a n c e  n o t i c e  of a n y  i n c r e a s e  in the p o l i c y  l o a n  

i n t e r e s t  r a t e  m u s t  a l s o  be g i v e n  t o  p o l i c y h o l d e r s  w i t h  

o u t s t a n d i n g  l o a n s  a f f e c t e d  b y  t h e  i n c r e a s e .  N o  a d v a n c e  

n o t i c e  is r e q u i r e d  of a d e c r e a s e  in the rate. S i n c e  it is 

not p o s s i b l e  to p r o v i d e  a d v a n c e  n o t i c e  w i t h  r e s p e c t  to 

a u t o m a t i c  p r e m i u m  lo an s,  r o t i c e  s h o u l d  be g i v e n  as s o o n  as  

is r e a s o n a b l y  p r a c t i c a l  a f t e r  t h e  r a t e  is i n c r e a s e d .  

F i n a l l y ,  all n o t i c e s  s e n t  to p o l i c y h o l d e r s  m u s t  s t a t e  t h e 

t y p e  of ra te  b e i n g  u se d,  t h a t  is, a m a x i m u m  of 8% or the  

i n d e x e d  m a x i m u m ,  and  th e f r e q u e n c y  w i t h  w h i c h  the  c o m p a r y  

m a y  c h a n g e  the v a r i a b l e  rate.

10. S i n c e ,  in m a n y  i n s t a n c e s ,  it is i m p o s s i b l e  to 

te l l in a d v a n c e  the a m o u n t  of i n t e r e s t  to be p a i d  o n  a l o a n  

b e c a u s e  of the f l e x i b l e  n a t u r e  of the i n t e r e s t  r ate , t h e r e  

is the p o s s i b i l i t y ,  in s i t u a t i o n s  w h e r e  a m a x i m u m  l o a n  is 

taken, t h a t  a p o l i c y  m i g h t  l a p s e  b e c a u s e  of an i n c r e a s e  in 

the i n t e r e s t  ra tes . In o r d e r  to a v o i d  t h i s  p o s s i b i l i t y ,  th e  

s e c t i o n  n o w  p r o v i d e s  that  a p o l i c y  w i l l  not  l a p s e  d u r i n g  the 

p o l i c y  y e a r  s o l e l y  as a r e s u l t  of an i n c r e a s e  in the i n­

te r e s t  r a t e  d u r i n g  t h a t  p o l i c y  ye ar. The  i n s u r e r  m u s t  

m a i n t a i n  c o v e r a g e  d u r i n g  th at  p o l i c y  y e a r  un ti l the  ti m e  t h e
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c o v e r a g e  w o u l d  h a v e  t e r m i n a t e d  h a d  t h e  i n t e r e s t  r a t e  n o t  

b e e n  i n c r e a s e d  d u r i n g  t h a t  p o l i c y  y e a r .  In o t h e r  w o r d s ,  

u n d e r  t h e s e  c i r c u m s t a n c e s ,  t h e  i n s u r e r  m u s t  m a i n t a i n  c o v e­

r a g e  u n t i l  the e a r l i e r  of (1) the en d  of t h e  p o l i c y  y e a r  or 

[2) the t i m e  c o v e r a g e  w o u l d  h a v e  t e r m i n a t e d  h a d  t h e  i n t e r e s t  

rc»te n o t  b e e n  i n c r e a s e d  d u r i n g  the p o l i c y  y e a r .  T h i s  p r o ­

v i s i o n  a l o n g  w i t h  t h e  a d v a n c e  n o t i c e  r e q u i r e m e n t  g i v e s  th e 

p o l i c y h o l d e r  time to m a k e  s u f f i c i e n t  p a y m e n t s  to p r e v e n t  

t e r m i n a t i o n  of c o v e r a g e .

11. The i n t e r e s t  r a t e  p e r m i t t e d  o n  the r e i n s t a t e­

m e n t  of p o l i c y  l o a n s  for t h e  p e r i o d  d u r i n g  an d a f t e r  the  

l a p s e  o f  t h e  p o l i c y  s h a l l  be t h e  s a m e  i n t e r e s t  r a t e  

a p p l i c a b l e  to p o l i c y  lo an s.  This a v o i d s  t h e  a d m i n i s t r a t i v e  

c o m p l i c a t i o n s  t h a t  w o u l d  e n s u e  if a d i f f e r e n t  r a t e  w e r e  

a p p l i c a b l e  to r e i n s t a t e m e n t s  of p o l i c y  l o a n s .  H o w e v e r ,  

i n t e r e s t  on pa s t d u e  p r e m i u m s  w o u l d  n o t  be a f f e c t e d .

12. S i n c e  the B i l l  is i n t e n d e d  as a n  all i n c l u s i v e  

la w as to p o l i c y  l o a n  i n t e r e s t  ra t es , its p r o v i s i o n s  w o u l u  

be a p p l i c a b l e  to c e r t i f i c a t e s  i s s u e d  by f r a t e r n a l  b e n e f i t  

s o c i e t i e s .  In a l m o s t  all st a t e s  t h e y  a r e  g o v e r n e d  by a 

s e p a r a t e  code. T h e  c o m m e r c i a l  i n s u r a n c e  l a w s  d o  n o t  a p p l y  

u n l e s s  f r a t e r n a l  b e n e f i t  s o c i e t i e s  a r e  s p e c i f i c a l l y  m e n ­

tio ned . T h e  p r o v i s i o n s  of the Bi ll  a r e  a l s o  a p p l i c a b l e  to 

a n n u i t y  c o n t r a c t s  w h e n  l o a n s  are p r o v i d e d  f o r  by s u c h  c o n­

tra cts .
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13. A u t o m a t i c  p r e m i u m  l o a n s  are  t o  be t r e a t e d  in

the s a m e  m a n n e r  as c a s h  l o a n s  o n  a p o l i c y  a n d  w o u l d  be

s u b j e c t  to the s a m e  i n t e r e s t  ra te.

14. T h e  M o o d y ' s  C o r p o r a t e  B o n d  Y i e l d  A v e r a g e  - 

M o n t h l y  a v e r a g e  C o r p o r a t e s  w a s  c h o s e n  as t h e  i n d e x  b e c a u s e  

it g e n e r a l l y  c o r r e s p o n d s  to t h e  r a t e s  a v a i l a b l e  to  i n s u r e r s  

on n e w  l o n g - t e r m  i n v e s t m e n t s  an d c o n s e q u e n t l y ,  its u s e  

p r o m o t e s  e q u i t y  b e t w e e n  p o l i c y h o l d e r s  w h o  do b o r r o w  a n d

t h o s e  w h o  do not. It is g e n e r a l l y  a s m o o t h  a n d  s t a b l e  

l o n g - t e r m  ra t e n o t  s u b j e c t  to the v o l a t i l e  h i g h s  an d  l o w s  

fr o m m o n t h  to m o n t h  of th e v a r i o u s  s h o r t - t e r m  r a t e s .  N e v e r ­

t h e l e s s ,  it is r e s p o n s i v e  to t h e  c h a n g i n g  i n t e r e s t  r a t e s  in 

the e c o n o m y .  A n o t h e r  f a c t o r  in c h o o s i n g  this  p a r t i c u l a r

i n d e x  is t h a t  it is t h e i n d e x  a d o p t e d  by th e N A I C  for it s

M o d e l  S t a n d a r d  V a l u a t i o n  and N o n f o r f e i t u r e  laws. M o r e o v e r ,

it is w i d e l y  r e c o g n i z e d  and r e a d i l y  a v a i l a b l e .  T h e  m o n t h l y  

a v e r a g e  is p u b l i s h e d  by M o o d y ' s  I n v e s t o r s  S e r v i c e ,  Inc . 

w i t h i n  a few  d a y s  of the c l o s e  of the c a l e n d a r  m o n t h .  T h u s ,  

a p o l i c y h o l d e r  or r e g u l a t o r  c o u l d  r e a d i l y  d e t e r m i n e  t h e  

m a x i m u m  p o l i c y  l o a n  i n t e r e s t  r a t e s  at an y g i v e n  m o m e n t .

15. A l t h o u g h  M o o d y ' s  I n v e s t o r s  S e r v i c e ,  Inc. h a s

p u b l i s h e d  the C o r p o r a t e  Bo nd  Y i e l d  A v e r a g e  - M o n t h l y  A v e r a g e  

C o r p o r a t e s  for m a n y  y e a r s ,  t h i s  p r o v i s i o n  p e r m i t s  a s i m i l a r  

i n d e x  to be s u b s t i t u t e d  in t h e  e v e n t  th at  M o o d y ' s  or a n y

s u c c e s s o r  t h e r e t o  no l o n g e r  p u b l i s h e s  this p a r t i c u l a r  ind ex .



A s u b s t i t u t e  m u s t  be p r o m u l g a t e d  b y  the D i r e c t o r  of  I n s u r­

a n c e  in a r e g u l a t i o n  w h i c h  w o u l d  p r o m o t e  g r e a t e r  u n i f o r m i t y  

t h a n  a s t a t e  b y  s t a t e  d e t e r m i n a t i o n  an d w o u l d  al so  h a v e  a 

m o r e  p e r m a n e n t  eff ect .

16. T h i s  s e c t i o n  m a k e s  it c l e a r  t h a t  p o l i c i e s  in 

e x i s t e n c e  p r i o r  to t he  e f f e c t i v e  d a t e  of the B i l l  c o u l d  be 

a m e n d e d ,  w i t h  the w r i t t e n  a g r e e m e n t  of t h e  p o l i c y h o l d e r ,  to 

i n c l u d e  th e p r o v i s i o n  of the Bill.

17. The  o n l y  c h a n g e  m a d e  in this s e c t i o n  is a 

r e f e r e n c e  to t h e  p r o v i s i o n s  of the lo a n i n t e r e s t  p r o v i s i o n s  

for c o m p u t a t i o n  of the a m o u n t  to be p a i d  on r e i n s t a t e m e n t .
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T h e  H o n o r a b l e  R a m o n a  B a r n e s  
C h a i r p e r s o n
H o u s e  J u d i c i a r y  C o m m i t t e e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V

I a m  w r i t i n g  t o  s u g g e s t  th a t to th e  e x t e n t  t i m e  p e r m i t s  in 
y o u r  c o m m i t t e e ' s  w o r k  o n  C S S B  535 c o n s i d e r a t i o n  b e  g i v e n  to 
the  .elusion of p r o v i s i o n s  d e a l i n g  w i t h  th e s u b j e c t  o f  
w i t n e s s  i m m u n i t y  in c r i m i n a l  p r o s e c u t i o n s .  A s  y o u  m a y  
r e c a l l ,  I h a v e  s u b m i t t e d  l e g i s l a t i o n  in t h e  p a s t  o n  t h i s  
s u b j e c t .  Jt w a s  f a v o r a b l y  a c t e d  u p o n  in t h e  H o u s e  b u t  
s u b s e q u e n t l y  d e f e a t e d  in the S en a t e .

M o r e  r e c e n t l y  d u r i n g  the c o u r s e  o f  a c o m p l e x  g r a n d  j u r y  
i n v e s t i g a t i o n ,  the s t a t e  o b t a i n e d  a r u l i n g  f r o m  t h e  A l a s k a  
S u p r e m e  C o u r t  t h a t  e v e n  in the a b s e n c e  of  l e g i s l a t i o n  th e  
s t a t e  c o u l d  c o m p e l  a w i t n e s s  to t e s t i f y  w h o  a s s e r t e d  t he  
p r i v i l e g e  a g a i n s t  s e l f - i n c r i m i n a t i o n  t h r o u g h  a c o n f e r r a l  of  
i m m u n i t y .  T h e  S u p r e m e  Co u rt ,  h o w e v e r ,  s u b s e q u e n t l y  r u l e d  
th a t t h e  f o r m  of i m m u n i t y  w h i c h  m u s t  be g r a n t e d  m u s t  b e  
" t r a n s a c t i o n a l . "  T h i s  m e a n s  th a t in o r d e r  to o b t a i n  
n e c e s s a r y  t e s t i m o n y  an i n d i v i d u a l  m u s t  b e g i v e n  a f u l l  g r a n t  
o f  i m m u n i t y  f r o m  p r o s e c u t i o n  for the  s u b j e c t  m a t t e r  o f  hi s 
t e s t i m o n y .  T h e  c o u r t  i m p o s e d  this r e q u i r e m e n t  as a " r u l e  o f  
p r a c t i c e "  r a t h e r  than as a c o n s t i t u t i o n a l  r e q u i r e m e n t .  T h e  
s t a t e  h a d  c o n t e n d e d  th a t a l e s s e r  f o r m  of i m m u n i t y ,  r e f e r r e d  
o as "u s e i m m u n i t y " ,  w a s  all th a t is c o n s t i t u t i o n a l l y  

r e q u i r e d  to s u b s t i t u t e  for the p r i v i l e g e  a g a i n s t  s e l f -
i i . c r i m i n a t i o n . T h e  court, ho w e ’er, d i d  n o t  d e c i d e  t h e  
c o n s t i t u t i o n a l  q u e s t i o n  and  the f o r m  of i m m u n i t y  w h i c h  m u s t  
b e  c o n f e r r e d  in o r d e r  to o b t a i n  t e s t i m o n y  is t h e r e f o r e  s t i l l  
a p r o p e r  s u b j e c t  for l e g i s l a t i v e  r e s o l u t i o n .

U p o n  m a k i n g  i n q u i r y ,  S t a t e  T r o o p e r s  in A n c h o r a g e  r e c e n t l y  
a d v i s e d  me  t h a t  t h e y  b e l i e v e d  the p r o b l e m s  w h i c h  w e r e  
e n c o u n t e r e d  in the r e c e n t  p r o s e c u t i o n s  in A n c h o r a g e  in the 
W a l k e r  a n d  H o p k i n s  c a s e s  d e m o n s t r a t e d  the n e e d  f o r  i m m u n i t y  
l e g i s l a t i o n .  A f t e r  s u b s e q u e n t  d i s c u s s i o n s  w i t h  the 
D e p a r t m e n t  of L a w  I f u l l y  s h a r e  that  b e l i e f .  I a l s o  b e l i e v e  
that t h e s e  c a s e s  d e m o n s t r a t e  w h y "use i m m u n i t y "  is
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p r e f e r a b l e  to 11 t r a n s a c t i o n a l "  as a m a t t e r  o f  p u b l i c  p o l i c y .  
A t  p r e s e n t ,  A l a s k a  is o n e  of the v e r y  f e w  j u r i s d i c t i o n s  
w h i c h  d o e s  n o t  h a v e  a s t a t u t o r y  f r a m e w o r k  f o r  o b t a i n i n g  
n e c e s s a r y  t e s t i m o n y  in c r i m i n a l  c a s e s  b y  p r o v i d i n g  i m m u n i t y  
to w i t n e s s e s .  T h e  N a t i o n a l  A d v i s o r y  C o m m i t t e e  o n C r i m i n a l  
J u s t i c e  S t a n d a r d s  a n d  G o a l s  r e c o m m e n d e d  in i t s  R e p o r t  of  t h e  
T a s k  F o r c e  o n  O r g a n i z e d  C r i m e , r e l e a s e d  in  D e c e m b e r  o f  1 9 76 , 
t h a t

S t a t e s  s h o u l d  e n a c t  or r e v i s e  l e g i s l a t i o n  t o  
p r o v i d e  f o r i m m u n i t y  f r o m  t h e  u s e  o f  c o m p e l l e d  
t e s t i m o n y  by  w i t n e s s e s  b e f o r e  a g r a n d  j u r y ,  i n v e s­
t i g a t i n g  c o m m i s s i o n ,  o r S t a t e  c o u r t  h a v i n g  f e l o n y  
j u r i s d i c t i o n .  T h e s e  w i t n e s s e s  s h o u l d  r e c e i v e  o n l y  
"use" i m m u n i t y  —  i.e., t h e y  s h o u l d  b e  i m m u n i z e d  
o n l y  f r o m  the use o f  e v i d e n c e  d e r i v e d  d i r e c t l y  o r  
i n d i r e c t l y  f r o m  the c o m p e l l e d  t e s t i m o n y .

P a r t i c u l a r l y  w i t h  o f f e n s e s  t h a t  a r e c o n s p i r a t o r i a l  i n  n a t u r e  
and  c o m m i t t e d  u n d e r  a h i g h  d e g r e e  o f  s e c r e c y  b y  
s o p h i s t i c a t e d  o r p r o f e s s i o n a l  c r i m i n a l s ,  t he  k e y  t o o l  
a v a i l a b l e  in s u c c e s s f u l l y  s o l v i n g  a n d  p r o s e c u t i n g  t h e  c r i m e  
is A' a a b i l i t y  to c o m p e l  t e s t i m o n y  f r o m  a l e s s  c u l p a b l e  
p a r t i c i p a n t  or  an u n c o o p e r a t i v e  w i t n e s s .

Tn e  t e c h n i c a l  d i s t i n c t i o n s  b e t w e e n  the two  t y p e s  o f  i m m u n i t y  
ar e u s u a l l y  u n d e r s t o o d  o n l y  b y  p e r s o n s  t r a i n e d  in l a w .  
H o w e v e r ,  as a r e s u l t  of the p u b l i c i t y  g e n e r a t e d  b y  t w o  
r e c e n t  t r i a l s  in J u n e a u ,  it is f a i r  to s a y  t h a t  A l a s k a  
c i t i z e n s  k n o w  far m o r e  a b o u t  w i t n e s s  i m m u n i t y  t h a n  m o s t  
p e o p l e .  In t a l k i n g  w i t h  m e m b e r s  o f  th e p u b l i c  it i s c l e a r  
that  m o s t  c i t i z e n ' s  n o t i o n s  o f  c o m m o n  s e n s e  a r e  o f f e n d e d  b y  
the id ea  th a t u n d e r  a " t r a n s a c t i o n a l "  i m m u n i t y  s t a n d a r d ,  a 
c o n v i c t e d  p e r j u r o r ,  for e x a mp le , car. b e  s e t  c o m p l e t e l y  fr e e 
s i m p l y  b e c a u s e  h i s  t e s t i m o n y  is u s e d  to c o n v i c t  a c o ­
d e f e n d a n t  in a l a t e r  trial. T h a t  r e s u l t  w o u l d  n o t  h a v e  
o c c u r r e d  if the r e q u i r e d  i m m u n i t y  w a s  " u s e  a n d  d e r i v a t i v e  
u s e . "

I h a v e  e n c l o s e d  a d r a f t  of s u g g e s t e d  a m e n d m e n t s  to  C S S B  5 35 
that  w o u l d ,  if a d o p t e d ,  e n a c t  a 'use .immunity" s t a t u t e  in 
A l a s k a .  T h e s e  p r o v i s i o n s  are p a t t e r n e d  a f t e r  c u r r e n t  
f e d e r a l  la w e n a c t e d  in the O r g a n i z e d  C r i m e  C o n t r o l  A c t  o f  
1970. T h e  c o n s t i t u t i o n a l i t y  of th i s s t a t u t e  ha s  b e e n  
s p e c i f i c a l l y  u p h e l d  by the U n i t e d  S t a t e s  S u p r e m e  C o u r t .
W h i l e  the A l a s k a  S u p r e m e  C o u r t  ha s to d a t e  d e c l i n e d  to  
d e c i d e  the q u e s t i o n ,  I a m  a d v i s e d  that t h e r e  is g o o d  r e a s o n  
to c o n c l u d e  t h a t  s u c h  a s t a t u t e  w o u l d  be  u p h e l d  u n d e r  the  
A l a s k a  C o n s t i t u t i o n .  T h e  e n c l o s e d  d r a f t  h a s  b e e n  p r e p a r e d  
at my r e q u e s t  b y  the C h i e f  P r o s e c u t o r  w h o  w i l l  b e a v a i l a b l e  
to w o r k  w i t h  y o u  a n d  y o u r  c o m m i t t e e  on  t h i s  s u b j e c t  if  y o u  
wi sh . W h i l e  I k n o w  the ho u r is e x c e e d i n g l y  late, b e c a u s e  of 
y o u r  d e m o n s t r a t e d  d i l i g e n c e  and  c o n c e r n  fo r m a t t e r s  o f  t h i s  
n a t u r e  p l u s  th e c r e s c e n d o  of c u r r e n t  p u b l i c  i n t e r e s t ,  I a m  
h o p e f u l  t h a t  in the time  r e m a i n i n g  in the c u r r e n t  s e s s i o n
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o u r  c o m m i t t e e  w i l l  oe a b l e  to a d d r e s s  th is  i m p o r t a n t  
d d i t i o n  to C S S B  535 a l o n g  w i t h  the a m e n d m e n t s  t o  t h e  
n s a n i t y  d e f e n s e  on  w h i c h  I k n o w  y o u r  c o m m i t t e e  h a s  a l r e a d y  

e x p e n d e d  c o n s i d e r a b l e  e ff o rt .
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The  D e p a r t m e n t  o f  C o m m e r c e  an d  E c o n o m i c  D e v e l o p m e n t  f av o r s  
SB 841 i f a m e n d e d  a n d  r e c o m m e n d s  its  p a s s a g e .

The proposed legislation is based on a model law of the 
National Association of Insurance Commissioners. It would allow 
the use of either a fixed rate of interest on life insurance 
policy loans not to exceed 8% or the use of a flexible rate of 
interest which would be adjusted at least once a year based cn 
an external index.

The current approach is to use a fixed rate of interest capped 
at 8%. This rate is generally lower than the cost of such loans 
and results in an impact on policyholders dividends since those 
funds in life insurance policy loans are not available for 
investment in more lucrative markets thus reducing income 
available for distribution as dividends. This impacts the 
ultimate net cost of life insurance. It also creates a subsidy 
of policyholders using the policy loan feature of the policy by 
those policyholders who do not use the policy loan feature.

The current cap has an impact on insurer liquidity thus impact­
ing the flexibility they have in their investment portfolio. 
Income cannot be maximized which would accrue to the advantage 
of policyholders if it could be maximized.

Attached to this paper is a list of proposed amendments. Also 
attached is a section by section analysis and in some cases, a 
line by line analysis of the bill. The effect of proposed amend 
ments is also explained in those comments.

c ' f e J .  3 / t s / e z .
Edward W. Eboch 

Deputy Commissioner

00-H2LH



A M E N D M E N T S  P R O P O S E D

On  p a g e  2, l i n e  11
c h a n g e  "June 30" to read "J uly  1". ,

On p a g e  2, lin e 13

f o l l o w i n g  t h e  w o r d  "i ss u e d "  i n s e r t  the w o r d s  "on or", 
c h a n g e  "J une 30" t o r e a d  "J uly  1".

On p a g e  2, line 14

r e m o v e  the w o r d s  " p e r m i t t i n g  a m a x i m u m "  an d i n s e r t  " s p e c i f y i n g  an", 
r e m o v e  the w o r d  "of" an^ i n s e r t  " n o t  to  e x c e e d " .

On  p a g e  2, line  21
f o l l o w i n g  t h e  w o r d  "poi nt " i n s e r t  "a yea r" .

On p a g e  3, line 12

re m o v e  the w o r d  " b e c a u s e "  and i n s e r t  "as th e  s o l e  r e s u l t  o f  the 
ch a ng e in"
r e m o v e  the w o r d s  "has c ha ng ed ".

On p a g e  3, line 13

f o l l o w i n g  th e w o r d  "year" i ns e r t  "; the i n s u r e r  s h a l l  m a i n t a i n  
c o v e r a g e  d u r i n g  t h a t  p o l i c y  y e a r  u n t i l  the t i m e  at w h i c h  the 
p o l i c y  w o u l d  h a v e  t e r m i n a t e d  if t h e r e  h a d  b e e n  n o  ch a ng e d u r i n g  
tha t p o l i c y  ye ar" .

On p a g e  4, line 2
f o l l o w i n g  th e  w o r d  "made" i n s e r t  "on or".
C h a n g e  June 30" t o  r e a d  "July 1"

On p a g e  4, line 18
f o l l o w i n g  the w o r d  "AS 2 1 . 4 5 . 0 8 0 "  i n s e r t  "(c)".
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J u d i c ia r y

'  BY THE LAliJR AND
IN THE SENATE COMMERCE COMMITTEE

SENATE BILL NO. 841 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWELFTH LEGISLATURE -  SECOND SESSION 

A BILL

For in  Act e n t i t l e d :  "An Act r e l a t i n g  to  I n s u r e r . e  p o l i c y  p r o v i s io n s  on

p o l i c y  loans  and r e in s t a t e m e n t  of  p o l l c l e s i  and p ro v id ­

in g  f o r  an e f f e c t i v e  d a l e . "

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* S e c t io n  1. AS 2 1 .4 3 .0 8 0 (a )  l a  amended to  r e a d :

( a )  There s h a l l  be a p r o v i s io n  t h a t  a f t e r  t h r e e  f u l l  y e n r s '  

premiums have been p a id  and a f t e r  th e  p o l i c y  has a cash  s u r r e n d e r  value 

and while  no premium la  In  d e f a u l t  beyond the  g race p e r io d  f o r  payment, 

th e  Ins • w i l l  advance ,  on p ro p e r  assignm ent pledge of the p o l ic y  

and on tnc s o le  s e c u r i t y  ol the p o l i c y ,  a t  a s p e c i f i e d  r a t e  o f  I n t e r e s t  

n o t  exceed ing  e ig h t  p e r c e n t  a y i ' i r ,  an amount equal  to  o r ,  a t  the  o p t io n  

o f  the p a r ty  e n t i t l e d  to  I t ,  l e s s  than  the  loan vn lus  of  th e  p o l i c y .

The d i r e c t o r  nuy a u th o r i z e  ra te d  o '  I n t e r e s t  In cxcesa  of  s i x  percen t  

on ly  on a f i n d in g  t h a t  the h o ld e r s  of p o l i c i e s  w i l l  b e n e f i t  from the 

I n c re a se d  ea rn in g s  o f  the  i n s u r e r  r e s u l t i n g  from th e  M a h e r  . 'n tc s ,  

th rough  the use of h ig h e r  d iv idends  or  lower premiums, or b o th .  T e  

loan  value of  the p o l i c y  s h a l l  be a t  l e a s t  equal  to  the  cash su r re n d e r  

va lue  a t  the  end of  ilia then  c u r re n t  p o l i c y  y e a r ,  cxcup t  tlwit thu In su re r  

may d e d u c t ,  e i t h e r  from tin: loan value or frnm the proceeds of the loan ,  

an e x i s t i n g  Indeb tedness  not  a l r e a d y  deducted  1:1 de te rm in in g  the  Cush 

s u r r e n d e r  v a lue  I n c lu d in g  I n t e r e s t  then  acc rued  ou t  no t  duo, the  unpaid 

balance  of  the  premium fo r  the c u r r e n t  p o l i c y  ye a r ,  and I n t e r e s t  on t..a

loan  to  the end of  th e  c u r r e n t  p o l ic y  yea r .  The p o l i c y  may a l s o  provide

t h a t  I f  I n t e r e s t  on an Indehtednuns la  not pa id  when due I t  s h a l l  than

• 1_ SB 841
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be added to  the e x i s t i n g  In d e b te d n e ss  and s h a l l  bear  I n t e r e s t  a t  the 

same r a t e ,  and th a t  I f  and when the t o t a l  I n d e b te d n e ss  on th e  p o l i c y ,  

In c lu d in g  I n t e r e s t  due o r  a c c ru e d ,  e q u a ls  o r  exceeds th e  amount of  the 

loan  value of the p o l i c y ,  the  p o l ic y  s h a l l  t e rm in a te  and becoms v o id .  

The p o l i c y  s h a l l  r e s e r v e  to  th e  I n s u r e r  the r i g h t  to  d e f e r  th e  g r a n t in g  

of  a loan ,  o th e r  than  f o r  t h e  payment o f  a premium t o  the  I n s u r e r ,  fo r  

s i x  months a f t e r  chc d a t e  o f  the loan  a p p l i c a t i o n .  The p o l i c y ,  a t  the 

I n s u r e r ' s  o p t io n ,  may p ro v id e  f o r  au to m a t ic  premium lo a n ,  s u b je c t  to  an 

e l e c t i o n  of  the p a r ty  e n t i t l e d  to  e l e c t .  Except as  p ro v id ed  in  (e)  of  

t h i s  s e c t i o n ,  the r e q u i r e d  I n t e r e s t  r a t e s  on p o l i c y  loans n e t  out In 

t h i s  s e c t io n  a pply on ly  to  p o l i c i e s  I ssued  b e fo re  June 30. 1982.

* Sec.  2, AS 21.45.080 I s  emendnJ by sddlng new s u b s e c t io n s  to  r c s d i

(c)  A po l icy  I s su e d  a f t e r  June 30, 1982 s h a l l  have a p r o v i s io n  

p e r m i t t i n g  s maximum l n t e r u o t  r a to  on s p o l i c y  lusn of  s i g h t  purcunt a 

y e a r ,

C O M M E N T S

On  lin e 11, c h a n g e  "June 30" to r e a d  
" J ul y 1". S i n c e  the p r o p o s e d  e f f e c t i v e  da te  
of this p r o p o s a l  is July 1, 19 82 , w e  feel 
t h a t  the use o f  J u l y  1, in t he  l a n g u a g e  
w o u l d  be m o r e  co nsi st en t.

O n  line 13, f o l l o w i n g  the w o r d  " i s s u e d " ,  
i n s e r t  the w o r d s  "on or" an d c h a n g e  " J u n e  30 
to r e a d  " J u l y  1".

O n  lino  14, r em o v e  the w o r d s  " p e r m i t t i n g  a 
m a x i m u m "  and i n s e r t  " s p e c i f y i n g  an", also 
d e l e t e  the w o r d  "of" and i n s e r t  "n o t to 
e x c e e d " .

This  l a n g u a g e  c h a n g e  allows a p o l i c y  loan 
i n t e r e s t  rate up to 8?. r a t h e r  than r e q u i r i n g  
e x a c t l y  8% w i t h  n o t h i n g  loss p e r m i t t e d .  Th is  
c o m p o r t s  w i t h  the w a y  it is d o n e  n o w  and lias 
b e e n  done  in the past. It r e t a i n s  the 
" tradi.tional"method of c o m p u t i n g  p o l i c y  
loa n int er e st .



or  a p r o v i s io n  p e rm i t t in g  in  a d j u s t a b l e  maximum I n t e r e s t  r a t e  

e a t a b l l s l i e d  under t h i s  aubBectlon.

, An a d j u s t a b l e  maximum race  o f  I n t e r ­

e s t  on a p o l ic y  loan  determined u nde r  t h i s  s u b s e c t io n  nay not  exceed  the 

h ig h e r  of  the pu b l ish ed  monthly ave rage  f o r  the  c a le n d a r  month end ing  

two e o n 'h s  b e fo re  the d a te  on which the r a t e  i s  de te rm ined ,

COMMENTS

The p r i n c i p a l  c o m p o n e n t  of  this p i j o s a l  is 
that i t  a l l o w s  a l i f e  i n s u r a n c e  c o m p a n y  to 
use a p o l i c y  loan  i n t e r e s t  rate tha t is 
a d j u s t a b l e  s u b j e c t  to c o n d i t i o n s  se t  o u t  in 
the p r o p o s a l .  Th e I n s u r e r  w o u l d  h a v e  the 
o p t i o n  of o f f e r i n g  a f i x e d  rate  of i n t e r e s t  
not to e x c e e d  8% o r  o:.: o f f e r i n g  the 
a d j u s t a b l e  r a t e  of i n t e r e s t  o r  both. The 
a d j u s t a b l e  rate is b a s e d  on an e x t e r n a l  
i n d e x  d e s c r i b e d  in this s e c t i o n  o f  the bill. 
The o p t i o n  s e l e c t e d  m u s t  be d e s c r i b e d  in the 
p o l i c y  itself.

A  two m o n t h  p e r i o d  has  b e e n  e s t a b l i s h e d  
b e t w e e n  the time  t h a t  is u s e d  as the m o n t h l y  
base for  e s t a b l i s h i n g  the i n d e x e d  r a t e  an d the 
time the a d j u s t a b l e  i n d e x e d  rate is d e t e r m i n e d  
and b e c o m e s  e f f e c t i v e .  Th i s two m o n t h  p e r i o d  
is i n t e n d e d  to give  the i n s u r e r  the n e c e s s a r y  
time in w h i c h  to d e t e r m i n e  the ac tua l rate as 
wel l as the time to n o t i f y  p o l i c y h o l d e r s  w i t h  
e x i s t i n g  lo ans of  any c h a n g e  in the r a t e  
r e a s o n a b l y  in a d v a n c e  as r e q u i r e d  on p a g e  3, 
lines 2 - 6 .  Thus, for e x a m p l e ,  the m o n t h l y  
a v e r a g e  for O c t o b e r  is p u b l i s h e d  by M o o d y ' s  
d u r i n g  the e a r l y  p a r t  o f  N o v e m b e r A n  i n s u r e r  
c.iring the r e m a i n d e r  of N o v e m b e r  c o u l d  
d e t e r m i n e  the rate that  w i l l  be c h a r g e d  as of 
J a n u a r y  1 and take the a d m i n i s t r a t i v e  s t e p s  
n e c e s s a r y  to n o t i f y  p o l i c y h o l d e r s  of an y 
i n c r e a s e  in the rate. N o t i c e s  co uld b e  m a i l e d  
on D e c e m b e r  1 a l o n g  witli the p r e m i u m  n o t i c e  
or the p o l i c y  loan o r  d i v i d e n d  s t a t e m e n t .  The 
rate w o u l d  then b e c o m e  e f f e c t i v e  on J a n u a r y  1 
as to all o u t s t a n d i n g  an d n e w  loans t h e r e a f t e r .



o r  th e  r a t e

used  to  coopute cash  s u r r e n d e r  va lues  under th e  pol '.cy  d u r in g  the  a p p l i ­

c a b le  p r lo d  p lu s  one p e r c e n ta g e  p o i n t .

I f  nn a d j u s t a b l e  maximum r a t e  

of  I n t e r e s t  I s  used  In a p o l i c y  under t h i s  s u b s e c t io n  th e  p o l i c y  u tia l l  

c o n ta in  s p r o v i s io n  t h a t  s t a t e s  l imes fo r  the adjuscm snt of  the I n t e r e s t  

r a tu  f o r  Chut p o l i c y

Adjustment o h s l t  occur  a t  l e a s t  once e v e ry  12 

months, but not  isoro o f t e n  thou once every th r e e  months.

COMMENTS

On line 21, f o l l o w i n g  the w o r d  "point" 
i n s e r t  the w o r d s  "a ye ar ".

This clarification is needed since the period 
dealt with this provision could be as small 
as three months and as much as one year.

This provision provides for a floor under the 
indexed maximum rate approach, that is, a 
minimum on the maximum rate. Whenever the 
index falls below the specified rate, the 
floor would apply. A minimum is considered 
necessary to ensure that the maximum policy 
loan interest rate would never be lower than 
the interest rate used to compute the policy's 
nonforfeiture values. In effect, the life 
insurer should, as a minimum, be able to 
charge an interest rate that is equivalent to 
the rate of interest earned by the policy­
holder on his policy's cash surrender values. 
This protects the insurer's solvency. An 
additional 1% has been added to the rate 
used to compute the nonforfeiture value in 
order to cover administrative expenses.

A policy issued with the indexed jmaximuin rate 
provision must state how often the interest 
rate on policy loans may be changed by the 
company. That is, it must state whether the 
rate is to be determined quarterly, semi­
annually or annually.

The rate of interest on policy loans under 
the indexed maximum rate provision may be



M M
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d e t e r m i n e d  as o ft en  as e v e r y  t h re e m o n t h s  b u t  
m u s t  be d e t e r m i n e d  by  the i n s u r e r  at least 
o n c e  a ye ar . T h i s  p e r m i t s  f l e x i b i l i t y  s o  t h a t  
e a c h  life i n s u r e r  m a y  c h o o s e  a f r e q u e n c y  o f  
c h a n g e  c o m p a t i b l e  w i t h  the c o m p a n y ' s  m a n n e r  
of d o i n g  b u s i n e s s .  T h e f r e q u e n c y  w i t h  w h i c h  
the c o m p a n y  i n t e n d s  to d e t e r m i n e  the i n t e r e s t  
r a t e  is r e q u i r e d  to be i n c l u d e d  in the policy..

F o r  e x a m p l e ,  if a c o m p a n y  c h o s e  t> d e t e r m i n e  
i n t e r e s t  r a t e s  once  a y e a r ,  it c o u l d  do  so 
b y  c a l e n d a r  o r  f i s c a l y e a r s  or b y  p o l i c y  
a n n i v e r s a r y  dates. I f a c o m p a n y  c h o s e  to 
d e t e r m i n e  i n t e r e s t  r a t es  on a c a l e n d a r  y e a r  
b a s i s ,  the n e w  ra te, b a s e d  on the a v e r a g e  for 
O c t o b e r ,  w o u l d  a p p l y  to l oa ns  o u t s t a n d i n g  or 
t ake n o u t  on or  a f t e r  J a n u a r y  1 a n d  w o u l d  be  
in e f f e c t  for  the e n t i r e  ye ar. If p o l i c y  
a n n i v e r s a r y  d a t e s  w e r e  c h o s e n ,  the c o m p a n y  
c o u l d  e s t a b l i s h  a n e w  ra te  e v e r y  m o n t h  for 
p o l i c i e s  w i t h  a n n i v e r s a r i e s  in t h a t  m o n t h  an d  
the n e w  r a te  w o u l d  c o n t i n u e  f->r s u c h  p o l i c i e s  
u n t i l  the n e x t  a n n i v e r s a r y  data. T h u s , for 
s u c h  a c om pa n y ,  there c o u l d  be t we l v e  d i f f­
e r e n t  r at es  set by r e f e r e n c e  t o the i n d e x e d  
m a x i m u m  b u t  on ly  one rate w o u l d  a p p l y  to a 
p a r t i c u l a r  p o l i c y  f r o m  one a n n i v e r s a r y  to 
the n e x t  a n n i v e r s a r y .

If a ;ompany c hos e to  d e t e r m i n e  i n t e r e s t  
r a tes  q u a r t e r l y ,  it c o u l d  do so on a c a l­
e n d a r  b a s i s  or  by  p o l i c y  a n n i v e r s a r y  dates.
T h u s  for e x a m p l e ,  a c o m p a n y  c o u l d  i n c r e a s e  
or d e c r e a s e  the i n t e r e s t  rate as of  J a n u a r y  1, 
A p r i l  1, J u l y  1 and  O c t o b e r  1 or at three 
m o n t h  i n t e r v a l s  d u r i n g  a p o l i c y  year. The 
i n c r e a s e  o r  d e c r e a s e  w o u l d  be b a s e d  on the



The I n t e r e s t

r a c e  being  charged may bo in c r e a s e d  I f  the  p u b l i sh ed  monthly average 

i n c r e a s e s  by o n e - h a l f  p e r c e n t  o r  raore

and the  i n t e r e s t  r a t e  being 

charged must be reduced i f  the  pu b l ish ed  monthly average  J e c r c a s e s  by 

o n c - h u l f  p e r c e n t  o r  more,

- 2 -  SB 841

A l i f e  I n s u re r  s h a l l  (1) u o t l f y  the p o l i c y ­
h o ld e r  o f  thu l n l t l u l  r a t e  of I n t e r e s t  on the lo a ’. a t  tho time a cash

loon to oiadoi (2) n o t i f y  a p o l lc y h o ld o r  who o b ta in s  a premium loan of  

tho t n l r ‘ «l r a t e  of  t n t e r c a t  on the loan as ooon ea I t  Is  rea so n a b ly  

-.osBlble to  <*.. so a f t e r  making an I n i t i a l  premium lo am  excep t  us 

prov ided  In (3) ol t h i s  n u b su c t lo u ,  n o t i c e  does not  have to  bo g iven  to  

the p o l i c y h o ld e r  when a second o r  subsequent premium loan la  added) (3) 

send reasona b le  advance n o t i c e  of any I n c re a se  In the  r a t e  to  a p o l i c y ­

h o ld e r  who has a p o l i c y  loam  and

COMMENTS

i n d e x  f o r  th e m o n t h  e n d i n g  t w o  m o n t h s  p r i o r  to 
the ch an ge.  F o r  the c a l e n d a r  q u a r t e r  e x a m p l e ,  
the b a s e  m o n t h s  w o u l d  be O c t o b e r ,  J a n u a r y ,  
A p r i l ,  an d J u l y  r e s p e c t i v e l y .  Ra te  c h a n g e s  
w o u l d  a p p l y  to all  o u t s t a n d i n g  loans a n d  n e w  
lo an s m a d e  a f t e r  the e f f e c t i v e  d a t e  o f  c h a n g e  
b u t  p r i o r  to  the e f f e c t i v e  d a t e  o f  the  n e x t  
c h a n g e .

C o m p a n i e s  m a y  i n c r e a s e  t h e i r  i n t e r e s t  ra t e if 
the M o o d y ' s  i n d e x  is 1/2 of 1% or m o r e  a b o ve  t 
the r a t e  a c t u a l l y  b e i n g  c h a r g e d .  O f  c o u r s e ,  a 
c o m p a n y  is n o t  r e q u i r e d  tc i n c r e a s e  the rate 
and m a y  d e c i d e  to k e e p  the  rate b e i n g  c h a r g e d  
w e l l  b e l o w  the p e r m i s s i b l e  rate. T h i s  p r o­
vi s i o n  w i l l  p r e v e n t  c o m p a n i e s  fr om  c h a n g i n g  
the i n t e r e s t  rate for  i n s i g n i f i c a n t  am ou n t s .

C o m p a n i e s  are r e q u i r e d  to d e c r e a s e  t h e  i n t e r e s t  
rate at the same f r e q u e n c y  i n t e r v a l  as they  
can i n c r e a s e  the rate u n d e r  the p r o v i s i o n s  of 
the p o l i c y  w h e n e v e r  the i n d e x e d  m a x i m u m  rate 
is 1/2 of 1% o r m o r e  b e l o w  the r a t e  a c t u a l l y  
b e i n g  c h a r g e d  a t  t h a t  time. Thus, this p r o­
vi s i o n  r e q u i r e s  t i m e l y  d e c r e a s e s  in the rate  
as the i n d e x  d r op s b u t  is t e m p e r e d  by  the 1/2 
o f  1% f a c t o r  in o r d e r  to a v o i d  r e d u c i n g  the 
rat e for an i n s i g n i f i c a n t  amount.



(4) in c lu d e  ocher  r e l e v a n t  in fo rm a ­

t i o n  on a d ju o to e n t  of  i n t e r e s t  r a t e a  i n  a n o t i c e  r e q u i re d  under t h i s  

s u b s e c t io n .

Tho loan vnluu o f  tho poll* :/  s h a l l  he dotormlned In a c c o r ­

dance w ith  (a)  o f  t h i s  s e c t i o n .

A p o l i c y  may not be te rm in a te d  In a 

p o l i c y  y ea r  bccmine tho l n t c r o . t  r a t e  hua changed dur ing  t h a t  p o l i c y  

y e a r .

C O M M E N T S

P r o v i s i o n s  for n o t i c e  h a v e  b e e n  e s t a b l i s h e d  
in o r d e r  to p r o t e c t  the p o l i c y h o l d e r .  N o t i c e  
o f  the c u r r e n t l y  e f f e c t i v e  i n t e r e s t  rate, 
w h e t h e r  the 8% f ix ed  m a x i m u m  o r  i n d e x e d  
m a x i m u m  is used, m u s t  be g iv en  at the time 
a cash loan is made. A d v a n c e  n o t i c e  o f  any 
i n c r e a s e  in the p o l i c y  lo an  i n t e r e s t  ra te  m u s t  
a l s o  be  g i v e n  to p o l i c y h o l d e r s  w i t h  o u t s t a n d­
ing  loans a f f e c t e d  by th e i nc re as e.  N o  a d v a n c e  
n o t i c e  is r e q u i r e d  o f  a d e c r e a s e  in the rate. 
S i n c e  it is n o t  p o s s i b l e  to p r o v i d e  a d v a n c e  
n o t i c e  w i t h  r e s p e c t  to a u t o m a t i c  p r e m i u m  lo an s,  
n o t i c e  s h o u l d  be  g i v en  as so o n as is r e a s o n­
ably p r a c t i c a l  a f t e r  the rate is i n c r e a s e d .  
F i n a l l y ,  all n o t i c e s  s e n t  to p o l i c y h o l d e r s  
m u s t  s t a t e  the type o f  r a t e  b e i n g  used, t h a t  
is, a m a x i m u m  of Q% o r  the i n d e x e d  m a x i m u m ,  
an d  the f r e q u e n c y  w i t h  w h i c h  the c o m p a n y  may  
c h a n g e  the v a r i a b l e  rate.

Th i s p r o p o s a l  do es  n o t  ac t  as a r e p e a l e r  of 
the c u r r e n t  s t a t u t o r y  p r o v i s i o n s  r e l a t i n g  to 
the loan v a l u e  o f  the p o l i c y  w h i c h  is f ou nd 
in AS 21 .4 5. 0 8 0 ( a )  on p a g e  1 an d 2 of this 
p r o p o s a l .

N

On line 12 d e l e t e  the w o r d  " b e c a u s e "  and  i n s e r t  
the w o r d s  "as the so l e r e s u l t  of the c h a n g e  in" 
a l s o  r e m o v e  the w o r d s  "has c h a n ge d"

O n line 13, f o l l o w i n g  the w o r d  "year" re m o v e  
the p e r i o d  and ad d "; the i n s u r e r  s h a l l  m a i n­
tain c o v e r a g e  d u r i n g  th at  p o l i c y  y e a r  u n t il  
the time at w h i c h  the p o l i c y  w o u l d  na ve  t e r m­
in a t e d  if th ere h a d  be e n n o  c h a n g e  d u r i n g  t h a t



(d) I n  (c)  o l  t h i s  i c c c lo n

(1) " I n t e r e s t  r a t e "  I n c lu d e s  a r a t e  of  I n t e r e s t  charged fo r  

r e i n s t a t e m e n t  o f  p o l i c y  loans f o r  the p e r io d  du r in g  and a f t e r  the lapse  

of a p o l l c y i

(2) " p o l i c y "  In c lu d e s  c e r t i f i c a t e s  I ssued  by a f r a t e r n a l  

b e n e f i t  s o c i e t y  and a n n u i ty  c o n t r a c t s  t h a t  prov ide  fo r  p o l i c y  loanai

(3)  " p o l i c y  loan"  In c lu d es  a premium loan mode under a p o l i c y  

to  pay a premium t h a t  was no t  pa id  to  tho l i f e  I n s u re r  no I t  bccansi iluu i

(4)  " p o l i c y h o ld e r "  Inc ludes  an owner of  a p o l i c y  o r  a person 

d e s ig n a t e d  to  pay p o l i c y  premiums acco rd ing  to  the  r eco rd s  of tho l i f e  

l n s u r e r i

(5)  " p u b l i s h e d  n u n th ly  average"  means the monthly average  of  

c o r p o ra te  b ind  y i e ld s  in  pu b l ish ed  by Moody's I n v e s to r s  S e r v i c e ,  I n c . ,  

o r  I t s  s u c c e s s o r ,  o r  I f  Moody's c o rp o ra te  bond y i e ld  average-m onth ly  

average  c o r p o ra te s  la  not  p u b l ish e d ,  a a u b a ' a u t l a 1ly s im i la r  av e rag e ,  

e s t a b l i s h e d  by r e g u l a t i o n  adopted by tho d i r e c t o r .

C O M M E N T S

p o l i c y  y e a r " .

T h i s  p r o v i s i o n  lost  s o m e t h i n g  in the d r a f t i n g  
w h i c h  h o p e f u l l y  this  c o r r e c t i o n  w i l l  res ol ve .  
S i n c e ,  in m a n y  i n s t a n c e s ,  it is i m p o s s i b l e  to 
tell in a d v a n c e  the a m o u n t  of .interest to be 
p a i d  on a l o a n  b e c a u s e  of the f l e x i b l e  n a t u r e  
o f  the i n t e r e s t  rate, t h er e is the p o s s i b i l i t y ,  
in s i t u a t i o n s  w h e r e  a m a x i m u m  loan is t a k e n , 
t h a t  a p o l i c y  m i g h t  lapse b e c a u s e  of an i n­
cre a s e  in the i n t e r e s t  rates. In o r d e r  to 
a v o i d  this p o s s i b i l i t y ,  this  p r o v i s i o n  p r e v e n t s  
a p o l i c y  f r o m  l a p s i n g  d u r i n g  the p o l i c y  y e a r  
s o l e l y  as a r e s u l t  of an i n c r e a s e  in the 
i n t e r e s t  rate  d u r i n g  t h a t  p o l i c y  y e ar . The 
i n s u r e r  m u s t ' m a i n  tain co v er ag e d u r i n g  t h a t  
p o l i c y  y e a r  u n t i l  the time the c o v e r a g e  w o u l d  
h a v e  t e r m i n a t e d  h a d  the i n t e r e s t  ra t e n o t  b e e n  
i n c r e a s e d  d u r i n g  that p o l i c y  year.

Se e c o m m e n t s  on Sec. 3 o f  the bill.

A u t o m a t i c  p r e m i u m  lo ans are t o  be t r e a t e d  in 
the sa m e m a n n e r  as cash lo ans on a p o l : c y  and 
w o u l d  be s u b j e c t  to the sa me  i n t e r e s t  rate.

s

M o o d y ' s  I n v e s t o r s  S e r v i c e ,  Inc. ha s p u b l i s h e d  
the C o r p o r a t e  B o n d  Y i e l d  A v e r a g e  - M o n t h l y  
A v e r a g e  C o r p o r a t e s  for ma n y years. It w a s 
c h o s e n  as the i n d e x  b e c a u s e  it g e n e r a l l y  
c o r r e s p o n d s  to the rate a v a i l a b l e  to i n s u r e r s



(e) Tho y o v l a l a n a  of (c)  of Chla auc t ion on I n t e r e s t  r a t e s  apply 
to d l l  po l icy  loans t. iue a f t e r  j .mu 30, 1082 except  t h a t  I f  a pol icy 
holder  green In wr i t in g to the a p p l i c a b i l i t y  of (c) o f  t h l a  s e c t i o n  to 
a po l i cy  loaued before J u l y  1, 1981, t h a t  aubaect lon app l i e s  to tho 
po l i cy .

COMMENTS

on n e w  l o n g  t e r m  i n v e s t m e n t s  an d  c o n s e q u e n t l y ,  
its us e p r o m o t e s  e q u i t y  b e t w e e n  p o l i c y h o l d e r s  
w h o  b o r r o w  a g a i n s t  t h e i r  p o l i c y  a nd  p o l i c y­
h o l d e r s  w h o  do n o t  b or r o w .  I t  is g e n e r a l l y  a 
s m o o t h  an d  s t a b l e  l o n g - t e r m  rate  n o t  s u b j e c t  
t o  the v o l a t i l e  h i g h s  an d  lows f r o m  m o n t h  to 
m o n t h  of the v a r i o u s  s h o r t - t e r m  rates. N e v e r­
th e l e s s  , it is r e s p o n s i v e  to the c h a n g i n g  
i n t e r e s t  ra tes  in the e c o n o m y .  A n o t h e r  f a c t o r  
in c h o o s i n g  this p a r t i c u l a r  i n d e x  is t h a t  it 
is th e i n d e x  a d o p t e d  by  the N a t i o n a l  A s s o c i a­
tio n  o f  I n s u r a n c e  C o m m i s s i o n e r s  for  its M o d e l  
S t a n d a r d  V a l u a t i o n  and N o n f o r f e i t u r e  Laws. 
M o r e o v e r ,  it is w i d e l y  r e c o g n i z e d  a n d  r e a d i l y  
a v a i l a d l e .  Th e  m o n t h l y  a v e r a g e  is p u b l i s h e d  
w i t h i n  a few day s of the c l os e  o f  the  c a l e n­
da r  mo nth . T hu s,  a p o l i c y h o l d e r  o r  r e g u l a t o r  
c o u l d  r e a d i l y  d e t e r m i n e  the  m a x i m u m  p o l i c y  
loa n i n t e r e s t  rates at any g i v e n  m o me nt .

The p r o v i s i o n  p e r m i t s  a s i m i l a r  i n d e x  t o  be 
s u b s t i t u t e d  in the e v e n t  that  M o o d y ' s  o r  any 
s u c c e s s o r  t h e r e t o  n o  l o n g e r  p u b l i s h e s  this  
p a r t i c u l a r  index.

On line 2, f o l l o w i n g  the w o r d  "maf3e" i n s e r t  
"on or". A l s o  c h a n g e " J u n e  30" to r e a d  " a ul y 1".

T hi s s e c t i o n  m a k e s  it c l e a r  th a t p o l i c i e s  in 
e x i s t e n c e  p r i o r  to the e f f e c t i v e  da t e o f  this  
p r o p o s a l  c o u l d  be a m e n d e d ,  w i t h  the w r i t t e n  
a g r e e m e n t  of  the p o l i c y h o l d e r ,  to  i n c l u d e  
the p r o v i s i o n s  of this p r o p o s a l .



S ec .  3 .  AS 2 1 .AS.110 I s  r e p e a le d  end re e n a c te d  to  r e a d i

Sec .  2 1 .AS.110. REINSTATEMENT. Except a s  p ro v id e d  I n  AS 21 .A S .-  

230, t h e r e  s h a l l  he a p r o v i s i o n  t h a t  u n l e s s  (1) th e  p o l i c y  has been 

su r r e n d e re d  f o r  i t s  cash su r r e n d e r  v a lu e ,  (2) i t s  cash  s u r r e n d e r  v a lu e  

has been e x h a u s te d ,  o r  (3) th e  pa id -u p  term I n s u r a n c e ,  i f  any ,  has 

e x p i r e d ,  the p o l i c y  w i l l  be r e i n s t a t e d  a t  any time v i t h l n  t h r e e  y ea r s  

( o r  two years  i n  th e  case  o f  i n d u s t r i a l  l i f e  in su ra n c e  p o l i c i e s )  from 

the d a te  of  premium d e f a u l t  upon w r i t t e n  a p p l i c a t i o n ,  th e  p r o d u c t io n  of  

ev id en ce  o f  i n s u r a b i l i t y  s a t i s f a c t o r y  to  the  I n s u r e r ,  th e  payment o f  a l l  

premiums i n  a r r e a r s  w ith  I n t e r e s t  a t  a r a t e  no t  exceed ing  c l x  p e r c e n t  a 

yea r  compounded a n n u a l ly ,  and th e  payment o r  r e in s t a t e m e n t  o f  I n t e r e s t  

due t o  the  i n s u r e r  on a loan  on the  p o l i c y  t r l th  i n t e r e s t  a s  p rov ided  in  

AS 21 .AS.080.

S ec .  A. This Act t a k e s  e f f e c t  J u l y  1, 1982.

-A- SD 8A1

C O M M E N T S

On line 18, f o l l o w i n g  "AS 2 1 . 4 5 . 0 8 0 "  a d d  "(c)"

T h e i n t e r e s t  rat e p e r m i t t e d  on the  r e i n s t a t e­
m e n t  o f  p o l i c y  loans fo r the p e r i o d  d u r i n g  
and a f t e r  the la pse of  th e p o l i c y  s h a l l  be  
the s a m e  i n t e r e s t  rate a p p l i c a b l e  to  p o l i c y  
loans. T h i s  a v o i d s  th e a d m i n i s t r a t i v e  c o m p l i­
ca t i o n s  t h a t  w o u l d  e n s u e  if a d i f f e r e n t  rate 
w e r e  a p p l i c a b l e  to r e i n s t a t e m e n t s  of  p o l i c y  
loans. H o w e v e r ,  i n t e r e s t  on p a s t  due p r e m i u m s  
w o u l d  n o t  oe  af fe ct e d.



P O L I C Y  L O A N  B I L L  E N A C T M E N T S  

(As of 5/ 21/ 82 )

A l a b a m a N o r t h  C a r o l i n a

A r i z o n a N o r t h  D a k o t a

A r k a n s a s O h i o

C a l i f o r n i a O k l a h o m a

C o l o r a d o O r e g o n

C o n n e c t i c u t P e n n s y l v a n i a

F l o r i d a R h o d e  I s l a n d

I d a h o S o u t h  D a k o t a

I l l i n o i s T e n n e s s e e

I n d i a n a T e x a s

K a n s a s U t a h

M a i n e V e r m o n t

M a s s a c h u s e t t s V i r g  i.nj.a

N e b r a s k a W a s h i n g t o n

N e v a d a W i s c o n s i n

A) c "T/ 0 \>
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De a r R e p r e s e n t a t i v e  Barn es:

A l l  of us have  b e e n  a w a r e  that in the last tw o or t h r e e  
y e a r s  i n t e r e s t  r a t e s  have f l u c t u a t e d  g r e a t l y ,  but m o s t l y  
u p w a r d s .  T h i s  is n o t  an i s o l a t e d  o c c u r r e n c e ,  as t h e r e  h a v e  
b e e n  s u r g e s  of i n t e r e s t  ra tes on at l e a s t  four o c c a s i o n s  in 
the p a s t  20 yea rs.  It has, h o w e v e r ,  b e e n  an u n u s u a l l y  
p e r s i s t e n t  a n d  e x t r e m e  u p w a r d  sur ge , and  it ha s  c a u s e d  a 
n u m b e r  of d i s t o r t i o n s  and p r o b l e m s  t h r o u g h o u t  the A l a s k a n  
an d A m e r i c a n  e c o n o m i e s .  T h e  L e g i s l a t u r e  h a s  c o n s t a n t l y  
r e v i e w e d  the n e e d s  of the p e o p l e  of the S t a t e  w i t h  r e g a r d  to 
i n t e r e s t  ra t es , and h a s b e g u n  to set m a x i m u m  r a t e s  o n  a 
b a s i s  w h i c h  a d j u s t s  a u t o m a t i c a l l y  to k n o w n  i n d e x e s .

On e  p l a c e  w h e r e  high  i n t e r e s t  r a t e s  h a v e  c a u s e d  v e r y  
s u b s t a n t i a l  p r o b l e m s  is in the li fe  i n s u r a n c e  i n d u s t r y .  In 
the p a s t  s e v e r a l  y e a r s ,  b o r r o w i n g s  a g a i n s t  c o m p a n y  f u n d s  by 
a m i n o r i t y  of p o l i c y  h o l d e r s ,  at r a t e s  w h i c h  h a v e  be en  h e l d  
a r t i f i c i a l l y  v e r y  low  by s t a t u t e ,  h a v e  c a u s e d  d i s t o r t i o n s  
that are bad for the e c o n o m y ,  c o u l d  be d a n g e r o u s  to s o m e  
c o m p a n i e s ,  a n d  are u n f a i r  to the m a j o r i t y  p o l i c y  h o l d e r s .  

T h i s  let ter  is i n t e n d e d  to i n t r o d u c e  you to the p r o b l e m  and  
s i s t e r  s ta tes .

N A T U R E  O F  T H E  P R O B L EM

A s u r v e y  of 15 r e p r e s e n t a t i v e  l a r g e  l i f e  i n s u r a n c e  
c o m p a n i e s  was  c o n d u c t e d  as of S e p t e m b e r ,  1981. T h a t  s u r v e y  
s h o w e d  that l o a n s  to p o l i c y  h o l d e r s  at r a t e s  of  5%, 6%, a n d  
8% in the m o n t h  of S e p t e m b e r  a l o n e  a g g r e g a t e d  ove r $ 7 5 0  
M i l l i o n  for the 15 c o m p a n i e s .  T h i s  w a s 91 m o r e  th an  w a s  
lent  the m o n t h  b e f o r e ,  and 82% m o r e  than  was l e n t  by the
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s a m e  c o m p a n i e s  in S e p t e m b e r  of 1980. In 1 9 8 0 ,  n e t  l e n d i n g s  
to p o l i c y  h o l d e r s  by the  s a m e  15 c o m p a n i e s  t o t a l e d  n e a r l y  $4 
B i l l i o n .  T h a t  was  a b e n e f i t  to the b o r r o w e r s ,  o f  c o u r s e ,  
b u t  e v e r y o n e  u l s e  lost.

Th e d i v e r s i o n  of c o m p a n y  f u n d s  to v e r y  l o w  i n t e r e s t  
l o a n s  to so m e p o l i c y  h o l d e r s  is d r a m a t i c a l l y  u n f a i r  to t h o s e  
w h o  do n o t  b or row . As one m i g h t  e x p e c t ,  th e  h e a v y  b o r r o w i n g  
is for the m o s t  p a r t  d o n e  b y t ho se  p o l i c y  h o l d e r s  w h o  h a v e  
v e r y  l a r g e  p o l i c i e s  and so m e d e g r e e  of f i n a n c i a l  s o p h i s t i c a­
tion. A m a j o r i t y  of p o l i c y  h o l d e r s  do n o t  b o r r o w  a g a i n s t  
t h e i r  p o l i c i e s ,  but r e t a i n  their v a l u e s  f o r  th e  p u r p o s e s  
o r g i n a l l y  i nt en d e d ,  the s e c u r i t y  of  d e p e n d e n t s  in the  c a s e  
of the d e a t h  of the i n s u re d.  B e c a u s e  the d i v e r s i o n  of t h e s e  

f u n d s  for p o ) i c y  l o a n s  m e a n s  a s u b s t a n t i a l  d e c r e a s e  in  
e a r n i n g s  as well  as l i q u i d i t y ,  the c o m p a n i e s  are u n a b l e  to 
l o w e r  t h ei r p r e m i u m s  or p a y  h i g h e r  d i v i d e n d s ,  and t h a t  is a n  
i m p a c t  th at  r e a c h e s  t h o s e  w h o  do n ot  b o r r o w  j u s t  as m u c h  as  
it r e a c h e s  those w h o  do.

Th e s u r ge  of p o l i c y  l o a n s  has  also  r e s t r i c t e d  i n v e s t­
m e n t  c a p i t a l ,  at a tim e w h e n  the  c o u n t r y  is s h o r t  o f  
c a p i t a l .  To the e x t e n t  that c o m p a n i e s '  f u n d s  w e r e  tied u p  
in l o w - r a t e  loans, the y h a v e  been u n a b l e  to m a k e  t h e  kind  o f  
c a p i t a l  i n v e s t m e n t s  that th e y a r e  n o r m a l l y  i n v o l v e d  in. 
T h i s ,  in itself, is a s u b s t a n t i a l  d i s t o r t i o n  of th e  e c o n o m y ,  
s i n c e  m a n y  c o m p a n i e s  p l a n n i n g  pl a n t s ,  o f f i c e  b u i l d i n g s ,  real 
e s t a t e  d e v e l o p m e n t s ,  and o t h e r  i n v e s t m e n t s  h a v e  n o t  b e e n  
a b l e  to find a l t e r n a t i v e  s o u r c e s  of funding.

S o m e  c o m p a n i e s ,  f a c e d  w i t h  an e x t r a o r d i n a r y  a n d  
u n p r e c e d e n t e d  d e m a n d  for p o l i c y  l o a n  f u n d s ,  h a v e  had to 
r a i s e  f u n d s  by s a l e s  of s e c u r i t i e s ,  o f t e n  at s u b s t a n t i a l  
l o s s e s .  Some c o m p a n i e s  h a v e  not been  a b l e  to l i q u i d a t e  
e n o u g h  s e c u r i t i e s ,  and h a v e  had to b o r r o w  at r a t e s  u p  to 20 % 
in o r d e r  to loan at 5% to 8?. T h i s  s o r t  of s h o r t  t e r n  
b o r r o w i n g  by life i n s u r a n c e  c o m p a n i e s  is r e l a t i v e l y  u n u s u a l ,  
and o b v i o u s l y  c a n n o t  be u n d e r t a k e n  as a l o n g  term p r a c t i c e .  
D e p e n d i n g  up on  s u c h  f a c t o r s  as long term i n t e r e s t  t r e n d s  a n d  
the a b i l i t y  of c o m p a n i e s  to e x t r i c a t e  t h e m s e l v e s  f r o m  l o n g  
t e r m  i n v e s t m e n t s  in o r d e r  to m a i n t a i n  l i q u i d i t y ,  t h i s  p r o ­
b l e m  c o u l d  t h r e a t e i  the s o l v e n c y  of some c o m p a n i e s .

N A T U R E  OF  THE S O L U T I O N

T h e  bill b e f o r e  you, SB 841, ties i n t e r e s t  r ate s on  
p o l i c y  l o an s to a c o n s e r v a t i v e ,  st a b l e  i nde x w h i c h  is 
r e s p o n s i v e  to long te rm  c h a n g e s  in i n t e r e s t  ra t es . T h a t  
i n d e x  is M o o d y ' s  C o r p o r a t e  Bon d A v e r a g e  Y i e l d  In dex . T h i s  
i n d e x  w o u l d  be a p p l i c a b l e  on ly  to loans a g a i n s t  p o l i c i e s
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w h i c h  a r e  is sue d a ft er  the e f f e c t i v e  d a t e  o f  the ac t , u n l e s s  
a p o l i c y  h o l d e r  s p e c i f i c a l l y  a g r e e s  in w r i t i n g  t h a t  t h e  
f l e x i b l e  rate w i l l  a p pl y to h i s  e a r l i e r  i s s u e d  p o l i c y .  
O t he r p r o v i s i o n s  p r o t e c t  th e  p o l i c y  h o l d e r  b y r e q u i r i n g  
s p e c i f i c  n o t i c e s  of rate c h a n g e s  at a p p r o p r i a t e  t i m e s ,  and  
p r o h i b i t i n g  u n i n t e n d e d  l a p s e s  of p o l i c y  c o v e r a g e  b e c a u s e  o f  
i n t e r e s t  rate c h a n g e s .

T h e  g e n e r a l  a p p r o a c h  u s e d  in t h i s  b i l l  ha s b e e n  use d 
s u c c e s s f u l l y  in C a n a d a  for over 10 ye a r s .  B i l l s  s u b s t a n­
ti a l l y  i d e n t i c a l  to the on e p r o p o s e d  w e r e  e n a c t e d  in 1 9 8 1  in 
19 s t a t e s .

In 1980, the L e g i s l a t u r e  i n s e r t e d  a r e q u i r e m e n t  in the 
p o l i c y  l o a n  s e c t i o n  that r e q u i r e d  th e D i r e c t o r  of I n s u r a n c e  
to m a k e  a f i n d i n g  that a p r o p o s e d  p o l i c y  l o a n  r a t e  w o u l d  
r e s u l t  in a b e n e f i t  to the p o l i c y  h o l d e r  o f  d e c r e a s e d  p r e­
miu m  or i n c r e a s e d  d i v i d e n d  b e f o r e  a rate  o v e r  6% c o u l d  be 

a u t h o r i z e d .  T h a t  p r o t e c t i o n  will s t i l l  be in the s t a t u t e ,  
and the c o m p a n i e s  ha v e no d o u b t  at all that the b e n e f i t  will 
be th er e.

T h e  bill is s u p p o r t e d  by l i f e  i n s u r a n c e  c o m p a n i e s  of 
all k i n d s  and sizes, by the A m e r i c a n  c o u n c i l  of  L if e 
I n s u r a n c e ,  by the  N a t i o n a l  A s s o c i a t i o n  of L i f e  U n d e r w r i t e r s ,  
and by the  A l a s k a  S t a t e  A s s o c i a t i o n  of L i f e  U n d e r w r i t e r s .  
This l a s t  s u p p o r t  is n o t e w o r t h y ,  s i n c e  m a n y  j.ife u n d e r­
w r i t e r s  ha ve  b e e n  d u b i o u s  a b o u t  a n y  p r o p o s a l  t h a t  c o u l d  
i n c r e a s e  p o l i c y  loan  i n t e r e s t  rates.

A c c o m p a n y i n g  t h i s  l e t t e r  a r e  a s h o r t  m e m o r a n d u m  
e x p l a i n i n g  the bill, and a c o p y  of the bill w i t h  a n n o t a t i o n s  
e x p l a i n i n g  p a r t i c u l a r  p r o v i s i o n s  in the c o n t e x t  of  the 
o v e r a l l  p r o p o s a l .  A s u b s t a n t i a l  am >unt of a d d i t i o n a l  i n f o r­
m a t i o n  c o n c e r n i n g  the i m p a c t s  of the  r e c e n t  b o r r o w i n g  t r e n d s  
on the i n d u s t r y ,  and s t u d i e s  done  in p a r t i c u l a r  s t a t e s  a b o u t  
the i m p a c t s  on c o m p a n i e s  in t h o se  s t a t e s  is a v a i l a b l e ,  and I 
w ou ld be h ap py  to a t t e m p t  to o b t a i n  an y  f u r t h e r  i n f o r m a t i o n  
that y o u  m i g h t  fin d he lpf ul .

I a p p r e c i a t e  that you have m a n y  p r o b l e m s  b e f o r e  you 
that s e e m  tc y o u  m o r e  i m m e d i a t e  an d  p r e s s i n g .  I w o u l d  not 
push t h i s  bill in this p a r t i c u l a r  y e a r  if w e  w e r e  n o t  c o n­
vi n c e d  o f its n e c e s s i t y  and f a i r n e s s .  T h a n k  you  for your 
c o n s i d e r a t i o n  a n d  support.

For    _..surance

B R ADL E Y

M T T / k m p

E n c l o s u r e
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T o  e x p a n d  t h e  l o a n  i n t e r e s t  r a t e  p r o v i s i o n  in l i f e  
i n s u r a n c e  p o l i c i e s ,  a n n u i t y  c o n t r a c t s  a n d  f r a t e r n a l  b e n e f i t  
s o c i e t y  c e r t i f i c a t e s  i s s u e d  on and a f t e r  the e f f e c t i v e  d a t e  of  
t h e  b i l l  to p e r m i t  t h e  o f f e r i n g  of p o l i c i e s  c o n t a i n i n g  a n  a d j u s t­
a b l e  m a x i m u m  i n t e r e s t  r a t e  on p o l i c y  lo an s.

S U M M A R Y  OF T H E  P R O V I S I O N S  OF  T H E  B I L L :

AS  2 1 . 4 5 . 0 8 0  w o u l d  be a m e n d e d  to a u t h o r i z e  t h e  i s s u a n c e  
of p o l i c i e s  w i t h  a d j u s t a b l e  as w e l l  as f i x e d  p o l i c y  l o a n  i n t e r e s t  
r a t e s  and a c o n f o r m i n g  a m e n d m e n t  w o u l d  be m a d e  to A S  2 1 . 4 5 . 1 1 0 .

T h e  a d j u s t a b l e  p r o v i s i o n  w o u l d  s e t  the m a x i m u m  rate o n  
p o l i c y  l o a n s  by r e f e r e n c e  to the M o n t h l y  A v e r a g e  C o r p o r a t e s  y i e l d  
s h o w n  in t h e  M o o d y ' s  C o r p o r a t e  B o n d  Y i e l d  A v e r a g e s .  T h e  

f r e q u e n c y  w i t h  w h i c h  the r a t e s  c o u l d  be d e t e r m i n e d  a n d  a d j u s t e d  
w o u l d  be l i m i t e d .  P r o v i s i o n  w o u l d  be m a d e  for  i n c r e a s e s  a n d  
d e c r e a s e s  in the m a x i m u m  ra t e as c o n d i t i o n s  c h a n g e .  A  r e d u c t i o n  
of th e r a t e  w o u l d  be  r e q u i r e d  w h e n  the i n d e x  d e c l i n e d  b y  1/ 2%. 
A p p r o p r i a t e  n o t i c e s  to p o l i c y h o l d e r s  of i n t e r e s t  r a t e  c h a n g e s  a n d  
p r o t e c t i o n  a g a i n s t  t h e  t e r m i n a t i o n  o f  p o l i c i e s  b e c a u s e  o f  

i n c r e a s e s  in the a d j u s t a b l e  r a t e  w ou ld  be p r o v i d e d .  E x i s t i n g  
p o l i c y h o l d e r s  w o u l d  be p e r m i t t e d  to a m e n d  t h e i r  p o l i c i e s  t o  
p r o v i d e  for the a d j u s t a b l e  rate.

A n y  c h a n g e  in i n t e r e s t  .ate is s u b j e c t  t o  t h e  r e q u i r e­
m e n t  p l a c e d  in the s t a t u t e  in 1 9 8 0  that t h e  D i r e c t o r  of I n s u r a n c e  
f i n d  that  p o l i c y h o l d e r s  w i l l  b e n e f i t  f r o m  h i g h e r  d i v i d e n d s  or 
l o w e r  p r e m i u m s .

P U R P O S E  OF T H E  B I L L :
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C o m p a n i e s  f o r  c o m p e t i t i v e  a n d  o t h e r  r e a s o n s  m a y  c o n t i n u e  
to i s s u e  p o l i c i e s  w i t h  a f i x e d  i n t e r e s t  r a t e ,  no m o r e  t h a n  8%. 
T h e  b i l l  w i l l  a l s o  p e r m i t  p o l i c i e s  to be i s s u e d  w i t h  a f u l l y  
a d j u s t a b l e  p o l i c y  l o a n  i n t e r e s t  r a t e  w i t h  t h e  m a x i m u m  to b e  s e t  
b y  r e f e r e n c e  to an e x t e r n a l  in de x.  T h i s  w i l l  p e r m i t  i n s u r e r s  to 
a t t e m p t  to e q u a l i z e  y i e l d s  on p o l i c y  l o a n s  w i t h  o t h e r  i n v e s t­
m e n t s .  . W h i l e  the b i l l  p e r m i t s  f l e x i b l e  r a t e s  t o m e e t  c h a n g i n g  
c o n d i t i o n s ,  it  c o n t a i n s  s t r i c t  c o n t r o l s .  It w i l l  a l l o w  c o m p a n i e s  
t o r e d u c e  p r e m i u m s  a n d  i n c r e a s e  d i v i d e n d s  o n  f u t u r e  i s s u e s  of 
p o l i c i e s  w h i c h  c o n t a i n  an a d j u s t a b l e  p r o v i s i o n .  T h e  b i l l  w o u l d  
b e  a p p l i c a b l e  o n l y  t o  p o l i c i e s  i s s u e d  a f t e r  its e f f e c t i v e  d a t e  
b u t  e x i s t i n g  p o l i c y h o l d e r s  w o u l d  be a b l e  to  r e q u e s t  t h a t  t h e i r  
p o l i c i e s  be a m e n d e d  t o  p r o v i d e  for  the a d j u s t a b l e  r a t e .

A n u m b e r  of e x t e r n a l  i n d i c e s ,  b a s e d  on b o t h  s h o r t - t e r m  
a n d  l o n g - t e r m  i n v e s t m e n t  y i e l d s ,  w e r e  c a r e f u l l y  e x a m i n e d  f o r  u s e  
in s e t t i n g  t h e  m a x i m u m  i n t e r e s t  r a t e  th a t c o u l d  b e  c h a r g e d  on 
l o a n s  a g a i n s t  a p o l i c y .  It  w as  c o n c l u d e d  t h a t  t h e  m o s t  a p p r o ­
p r i a t e  w o u l d  be the M o n t h l y  A v e r a g e  C o r p o r a t e s  y i e l d  s h o w n  in 
M o o d y ' s  C o r p o r a t e  B o n d  Y i e l d  A v e r a g e s  p u b l i s h e d  b y  M o o d y ' s  
I n v e s t o r s  S e r v i c e s ,  Inc. T h i s  i n d e x  is b a s e d  on a b r o a d  v o l u m e  

of  s e a s o n e d  l o n g  t e r m  c o r p o r a t e  b o n d s  t r a d e d  in t h e  m a r k e t  p l a c e .  
W h i l e  it is r e s p o n s i v e  to c h a n g e s  in th e i n v e s t m e n t  m a r k e t ,  it is 
r e l a t i v e l y  s t a b l e  a n d  d o e s  not s w i n g  w i d e l y  f r o m  m o n t h  to m o n t h  
a s  d o s o m e  of  the s h o r t - t e r m  r a t e s .  T h e  M o o d y ' s  s e r i e s  is w i d e l y  
r e c o g n i z e d  a n d  r e s p e c t e d .  It h a s  b e e n  a d o p t e d  as t h e  b a s i s  for  
v a l u a t i o n  o f  l i f e  i n s u r a n c e  p o l i c i e s  a n d  a n n u i t i e s  b y  t h e  
N a t i o n a l  A s s o c i a t i o n  of I n s u r a n c e  C o m m i s s i o n e r s .  A l s o ,  it is 
r e a d i l y  a v a i l a b l e  to c o m p a n i e s ,  r e g u l a t o r s  a n d  i n d i v i d u a l s  s i n c e  
th e m o n t h l y  a v e r a g e  r a t e s  are p u b l i s h e d  by M o o d y ' s  I n v e s t o r s  
S e r v i c e ,  Inc. in its Bo n d S u r v e y  s h o r t l y  a f t e r  the c l o s e  o f  e a c h  
m o n t h .  F i n a l l y ,  a n d  m „ s t  i m p o r t a n t l y ,  t h i s  i n d e x  c o r r e s p o n d s  
q u i t e  c l o s e l y  to the y i e l d s  a v a i l a b l e  to l i f e  i n s u r a n c e  c o m p a n i e s  
o n  n e w  l o n g - t e r m  i n v e s t m e n t s .

T h e  bill c o n t a i n s  p r o v i s i o n s  i n t e n d e d  to p r o t e c t  the 
p o l i c y h o l d e r  by m e a n s  of n o t i c e  r e q u i r e m e n t s  a n d  p r o t e c t i o n  
a g a i n s t  an u n i n t e n d e d  l a p s e  in c o v e r a g e  d u e  to t h e  c h a n g i n g  
n a t u r e  of t h e  i n t e r e s t  r a te . F u r t h e r ,  w h e r e  an a d j u s t a b l e  r a t e  

is u s e d  the m a x i m u m  m u s t  g o  d o w n  as well as b e i n g  p e r m i t t e d  to 
i n c r e a s e  w h e n  the i n d e x  c h a n g e s .

T h e  bill r e p r e s e n t s  a r e s p o n s i b l e  s o l u t i o n  t o  the p o l i c y  
l o a n  p r o b l e m  and w i l l  be a m a j o r  s t e p  t o w a r d  p r e v e n t i n g  a s e r i o u s  
r e c u r r e n c e  of the p r o b l e m s  w h i c h  h a v e  b e e n  c r e a t e d  b y  t h e  
e x i s t i n g  f i x e d  rate l e g i s l a t i o n .  It r e f l e c t s  a c a r e f u l  b a l a n c e  
b e t w e e n  p r o v i d i n g  i n s u r e r s  w i t h  as m u c h  f l e x i b i l i t y  as p o s s i b l e  
to it. ->t t h e i r  own  p o l i c y  l o a n  i n t e r e s t  r a t e  p r o b l e m s  in f u t u r e  
i s s u e s  of p o l i c i e s  w h i l e  r e c o g n i z i n g  th at  c e r t a i n  s a f e g u a r d s  m u s t  
be i n c l u d e d  in o rd er  to p r o t e c t  p o l i c y h o l d e r s  of t h o s e  p o l i c i e s .



J U S T I F I C A T I O N  F O R  T H E  B I LL :

G e n e r a l .

L i f e  i n s u r a n c e  p o l i c y  l o a n s  are t h e  o n l y  f o r m  o f
b o r r o w i n g  f r o m  f i n a n c i a l  i n s t i t u t i o n s  l i m i t e d  b y A l a s k a  l a w
to an i n t e r e s t  r a t e  of 8%. T h e  d i f f e r e n c e  b e t w e e n  t h e  
p r e s e n t  r a t e s  a l l o w e d  on  p o l i c i e s  a n d  th e  h i g h e s t  r a t e s  o f  
i n t e r e s t  w h i c h  b a n k s  an d o t h e r  l e n d e r s  h a v e  b e e n  a l l o w e d  to 
c h a r g e  in r e c e n t  y e a r s  h a s  o f t e n  b e e n  s u b s t a n t i a l .  T h i s  h a s  
c a u s e d  s e r i o u s  p r o b l e m s  for i n s u r e r s  a n d  t h e i r  p o l i c y ­
h o l d e r s ,  as w e l l  as r e s u l t i n g  in a s h o r t a g e  of a v a i l a b i l i t y  
of n e e d e d  c a p i t a l .

T i g h t  c r e d i t  m a r k e t s  and h i g h  i n t e r e s t  r a t e s  h a v e  
c a u s e d  a s e r i o u s  p o l i c y  l o a n  d r a i n  on l i f e  i n s u r e r s ,  n o w
m o r e  t h a n  $45 b i l l i o n ,  r e q u i r i n g  c o m p a n i e s  to b o r r o w  a n d  
r a i s e  f u n d s  b y  s e l l i n g  s e c u r i t i e s  in d e p r e s s e d  m a r k e t s  t o  
fund t he  a b n o r m a l  p o l i c y  l o a n  d e m a n d .  F u r t h e r ,  s i n c e  n o r m a l  

i n v e s t m e n t  f u n d s  h a v e  b e e n  d i v e r t e d  to p o l i c y  l o a n s ,  c o m ­
p a n i e s  h a v e  b e e n  m a d e  u n a b l e  to take a d v a n t a g e  of h i g h e r  
y i e l d s  of  10%, 12% and  15%. C o n s e q u e n t l y , l e s s  i n v e s t m e n t
i n c o m e  h a s  b e c o m e  a v a i l a b l e  to b e n e f i t  a l l  p o l i c y h o l d e r s  
t h r o u g h  e i t h e r  h i g h e r  d i v i d e n d s  or  l owe r p r e m i u m s  or b o t h .  
C o m p a n y  s t u d i e s  h a v e  s h o w n  that t h e  l a r g e s t  p o l i c y  h o l d e r s  
are far  m o r e  l i k e l y  to b o r r o w  o n  their p o l i c i e s  to t a k e  
a d v a n t a g e  of t h e  f a v o r a b l e  i n t e r e s t  r a t e  d i f f e r e n t i a l .  
Th us, t h e  n o n - b o r r o w i n g  p o l i c y h o l d e r  h a s  be en  f o r c e d  t o  
s u b s i d i z e  the m o r e  s o p h i s t i c a t e d  p o l i c y h o l d e r  w h o  b o r r o w s  o n  
h i s  p o l i c y .  T h i s  f o r c e d  s u b s i d i z a t i o n  is u n d e s i r a b l e  a n d  
s h o u l d  n o t  be p e r m i t t e d  to c o n t i n u e  in f u t u r e  i s s u e s  of  
p o l i c i e s .

N e w  l e g i s l a t i o n  is r e q u i r e d  to p e r m i t  c o m p a n i e s  in 
f u t u r e  i s s u e s  o f  p o l i c i e s  to a t t e m p t  to p r e v e n t  t h i s  s e r i o u s  
and p e r i o o i c  d r a i n  on c a s h  f l o w  a n d  p a r t i c u l a r l y  to b a l a n c e  
e q u i t i e s  b e t w e e n  p o l i c y h o l d e r s  w h o  b o r r o w  an d t h o s e  w h o  d o  
n o t .

T h i s  bill is i n t e n d e d  to be an all i n c l u s i v e  law. It 
w o u l d  a p p l y  to a n y  f o r m  of  p o l i c y  c o n t a i n i n g  a lo a n p r o ­
v i s i o n  s u c h  as c e r t i f i c a t e s  i s s u e d  by f r a t e r n a l  b e n e f i t  
s o c i e t i e s  an d c e r t a i n  a n n u i t y  c o n t r a c t s .  It has b e e n  
a p p r o v e d  by  t h e  N a t i o n a l  A s s o c i a t i o n  of I n s u r a n c e  
C o m m i s s i o n e r s  a n d  19 s t a t e s  e n a c t e d  it in 1981. 1/ In 1 9 8 2  
as of t w o  w e e k s  a g o  at l e a s t  7 m o r e  s t a t e s  e n a c t e d  it.

T h e  bi ll  is a l s o  s u p p o r t e d  b y  the N a t i o n a l  A s s o c i a t i o n  
of L i f e  U n d e r w r i t e r s  ( a g e n t s  and b r o k e r s  of life i n s u r a n c e ) ,  
the A l a s k a  S t a t e  A s s o c i a t i o n  of  Life U n d e r w r i t e r s ,  th e  
A m e r i c a n  C o u n c i l  of L i f e  I n s u r a n c e ,  and the D i r e c t o r  of 
I n s u r a n c e .

T y  A 1 a b a m a , A r k a n s a s , C a l i f o r n i a ,  C o n n e c t i c u t ,  F l o r i d a ,  

I l l i n o i s ,  I n d i a n a ,  M a i n e ,  M a s s a c h u s e t t s ,  N e b r a s k a ,  N e v a d a ,  

N o r t h  C a r o l i n a ,  O h i o ,  O r e g o n ,  T e x a s ,  U t a h ,  V i r g i n i a ,  
W a s h i n g t o n  and W i s c o n s i n .
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