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Sponsor Statement
HB 184 - Deferred Annuity Products

HB 184 is an act relating to individual deferred annuity products that
are regulated by the Alaska Division of Insurance under Alaska
insurance statutes. The current economic trends and the corresponding
drop in market interest rates prompts the need for this legislation.
Specifically, the proposed insurance code revision deals with
guaranteed minimum interest rates that determine minimum values
holders of a fixed annuity product must receive upon policy surrender.
This law would provide two basic essential provisions: 1. Give
companies relief in times of low interest rates and 2. Provide an
appropriate minimum guarantee for the consumer.

As originally introduced, the bill would have simply reduced the
guaranteed minimum interest rate to 1.5 % from the current 3% rate.
This reduction reflects the decline of yields on fixed investments that
have occurred over the last two years, and presented a practical short-
term response to this problem that over 16 states have already addressed

and adopted.

Even with the declining rates, fixed annuities present an attractive
choice for millions of conservative, long-term investors—increasingly
S0 as equity markets continue to produce losses or weak returns. The
15% figure would have made these products continually viable and

available.

The National Association of Insurance Commissioners (NAIC) has
been working on a long-term solution to the problem, and recently
adopted The Standard Nonforfeiture Law for Individual Deferred
Annuities. The revised version of HB 184 reflects that long-term
solution. The model act has gained broad support among regulators and
the insurance industry.

HB 184 recently passed the House.
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 1
2002 LEGISLATIVE SESSION Bill Version: CSSSHB 184(L&C)
(H) Publish Date: 4/4/03

Revision Date/Time (Note if correction): Dept. Affected: Community & Economic Development

Title Individual Deferred Annuities BRU Insurance (116)
Component Insurance

Sponsor Representative Coghill
Requester House Labor & Commerce Component No. 354

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008

Personal Services 0.0 0.0 0.0 0.0 0.0 0.0

Travel

Contractual
Supplies
Equipment

Land & Structures
Grants & Claims

Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) |
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type--Do not abbreviate)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2002) cost: 0.0
Check this box (X) if funding for this bill is incl: ded in the Governor’'s FY 2003 budget proposal: |

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

Any cost to enforce the provision on insurers would be absorbed within existing division resources.

Prepared by: Linda S. Hall. Director Phone 269-7900
Division Division of Insurance Date/Time 4/1/03 5:18 PM
Approved by:  Edgar Blatchford, Commissioner Date 4/1/2003
Agency Department of Community & Economic Development
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number;

2003 LEGISLATIVE SESSION Bill Version: HB 184
(S) Publish Date: 5/3/03

Revision Date/Time (Note if correction): Dept. Affected: Law
Title "An Act relating to individual deferred 'BRU Civil Division
Component Fair Business Practices

annuities;.

Sponsor Representative Coghill

Requester House Labor and Commerce Committee Component No. 2206
Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures
Grants & Claims

Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES I

CHANGE IN REVENUES ( )
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do notabbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2003) cost: 0.0
Check this box (X) if funding for this bill is included in the Governor's FY 2004 budget proposal:
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:  (Attach aseparata page if necessary)
This hill changes the interest rate used in determining the minimum nonforfeiture amount for certain deferred annuities

from three percent to one and a half percent.

Passage of this legislation will have no fiscal impact on the Department of Law.

Prepared by:  Joan M Kasson Phone (907) 465-5370
Division Attorney General's Office Date/Time 3/28/03 2:45 PM
Approved by: Joan M Kasson for Gregg D. Renkes, Attorney General Date 3/28/2003
Agency Department of Law
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NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS

TO: Merwin Stewart, Chair
Life Insurance and Annuities (A) Committee

FROM: Michael Batte, Chair
Life and Health ActuarialTask Force

DATE: March 8, 2003

SUBJECT: Project History of Revisions to the “Standard Nonforfeiture Law for
Individual Deferred Annuities (“Model”)”

At its meeting on Friday, March 7, 2003, the Life and Health Actuarial Task Force (‘Task
Force”) voted to recommend that the Life Insurance and Annuities (A) Committee adopt the
Model. In order to assist the A Committee in its review of this document, | am submitting the
following brief project history. Please feel free to contact me if you have additional questions.

D What issues was the project intended to address?

At the Executive Committee and Plenary Meeting in San Antonio, Texas, on February 8,
2002, the issue of the appropriate interest rate to incorporate into Section 4 of the Model was
discussed. The following excerpt from the minutes summarizes that discussion:

Commissioner Koken, vice chair of the Life Insurance and Annuities (A)
Committee, stated that the A Committee has been reviewing the issue of the
minimum nonforfeiture rate on annuities. It is currently 3%, which in the
current economic climate means that companies may have to take some
products off the market because they can’t invest at that rate, or there will be
real solvency concerns. The recommendation from the A Committee is to
support the industry in their efforts to go to the legislatures and ask for a
reduction in the nonforfeiture rate to 1.5% and to give a charge to the Life and
Health Actuarial Task Force to develop a long-term solution to this issue. The
group believes that ultimately an indexed rate is the best response so that as
the economy changes it will not be necessary to go back to the legislatures.

The minutes of that meeting further show that the following motion was adopted:
“Recommend that the states support a 1.5% nonforfeiture with a sunset of July 1, 2004 and a
charge to develop an indexed rate.”

© 2003 National Association of Insurance Commissioners
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In a subsequent discussion of the Task Force, the project was defined to include the following general scope
(as captured in the Life and Health Actuarial Task Force minutes from March 14-15, 2002):

William Schreiner (ACLI) reported that the ACL 1 has a committee studying this matter, and
that committee is looking for the Task Force’s input on areas to study. He said “it is fair that
you will want to look at more thanjust the interest rate.” A lengthy, wide-ranging discussion
ensued on how to proceed. Mr. Hartnedy summarized the discussion by saying that three
potential areas of inquiry had been identified: 1) “You’ve got to carefully consider in the
change of any minimum guarantees the surrender charge;” 2) “We're very interested in a
dynamic or, if you will, index rate”; and 3) “We want pros and cons as to impact on people
in different circumstances by doing this.” Mr. Gorski suggested "maybe there is a need to
think about disclosure at the same time." Mr. Schreiner added that “all the elements of the
(nonforfeiture) 'formula’ will be in play.”

2) What states participated in drafting the model?

The following states are currently members of the Task Force: New Mexico (Chair), Arkansas (Vice-
Chair), California, Connecticut, Florida, Illinois, Minnesota, Nebraska, New York, Oklahoma,

Pennsylvania, Texas, Utah, and Vermont.

3) What general procedure was followed in drafting the model? What efforts were made to assure
that all interested parties were provided an opportunity to comment during the drafting
process?

The efforts of the Task Force were closely coordinated with all industry interested parties. In
addition to open sessions at the quarterly meetings of the NAIC, seven conference calls were held
over the last year to discuss the various submissions and drafts of the Model. Notice of those
conference calls was posted on the NAIC’s home page on the Internet and e-mailed to approximately
200 regulators and interested parties, including representatives of the American Council of Life
Insurers, the National Alliance of Life Companies, the National Fraternal Congress of America, and

the American Academy of Actuaries (AAA).

4) What significant issues were raised during the drafting process, and how were those issues
resolved?

Given this complexity of this topic and the myriad of opinions, it is impossible to put together a brief
description which captures a) all of the issues raised and b) all of the detail underlying those issues.
Any summary will of necessity be a broad overview and will omit numerous particulars of the
project. However, | believe that the items below represent the major points of discussion:

A) Is there really a need to change the Model?

Many regulators expressed doubts regarding whether there was a need to change the Model. This
excerpt from Frank Dino’s (Florida Department of Financial Services) summary of the October 10,
2002, conference call of the Task Force summarized the basic nature of those concerns:

Some of the previously expressed doubts regarding whether a problem actually
exists in the current nonforfeiture law were repeated. It was noted that the current
law allows initial expense loads of 35% and 10% for flexible premium and single
premium products, respectively. Even ignoring annual expense charges, it would
take fifteen years and four years, respectively, for the minimum values to match the

2003 National Association o f Insurance Commissioners 2



original deposit, assuming the minimum 3% were credited each year. It was also
noted almost all states interpret the existing law as imposing a cumulative standard,
rather than requiring that a minimum interest credit of 3% be applied each year. This
gives companies the ability to credit less than 3% some years (provided they can still
meet the cumulative requirement).

Ultimately, a consensus emerged on the Task Force that changes to the Model should be made. The
distinct expense loads for flexible premium and single premium products were eliminated, and
replaced by a single standard of 12.5%. In its first draft Model submitted on August 22, 2002, the
ACLI suggested 15%. However, subsequent discussions resulted in the compromise figure of
halfway between the existing 10% standard for single premium annuities and the ACL1's proposed

15%.

B) What should be the basis of the index used in establishing the minimum nonforfeiture
interest rate?

Early on in this project, it became clear that there is no economic or actuarial theory that makes any
one index the obvious choice over another. The following suggestions were among the many

received:
In correspondence received on May 24, 2002, th. ACLI suggested the following:

Proposal: five-year constant maturity treasuries (CMT) is pioposed as the basis of
required minimum interest rate credits.

Rationale: the use of a CMT basis has the virtue of expected continuous availability,
while the choice of a five-year basis lies between short and longer-term maturities.

The ACLI provided this commentu.-y with the submission of their initial proposal for actual draft
language on August 22, 2002: “The interest rate proposed is the Five-Year Constant Maturity
Treasury rate (CMT) as of June 30 of the preceding calendar year minus two and one-half percent
(2.5%), but not greater than four percent (4%) nor less than one percent (1%).”

In a submission dated November 13, 2002, the ACL| modified its proposal as follows: “Index Basis:
3 Year Constant Maturity Treasury (monthly) rate - minus 150 basis points, but not less than 1%.”

In a submission dated January 22, 2003, the ACLI made the following recommendation: ‘Therefore,
we urge that the index basis in the proposed model Individual Deferred Annuity Nonforfeiture Law
be changed to the three-year CM T reduced by 125 bps.”

In a submission labeled “Preliminary Draft” dated September 10, 2002, the AAA stated that "an
index rate for the annuity non-forfeiture value can be based on either the Treasury Curve, The Swap
Curve (or) somewhere on any myriad of credit curves." The submission includes a description of
how LIBOR swap rates might be used:

Under this approach we define the Non-Forfeiture Interest Rate (NIR) as equal to the
Applicable Swap Rate less X. The Applicable Swap Rate is the monthly average
swap rate for a swap whose term is equal to the term of the guarantee period for the
premium/renewal (rounded up to the next whole year) during the month the
premium is received or the renewal rate is set.

© 2003 National Association of Insurance Commissioners



Many other comments were provided relative to the appropriate choice of an index, as well as
a) what reductions to the index should be made to recognize company expenses and b) maximum
and minimum limits on the interest rates.

In a reaching a decision, the Life and Health Actuarial Task Force concluded that the Five-Year
CMT less 125 basis points provides a reasonable balance between 1) giving companies relief in
times of low interest rates and 2) providing an appropriate minimum guarantee for the consumer.
Also, a consensus seemed to emerge on the Task Force in agreement with the position expressed in
the January 22, 2003, submission from the ACLI: “The primary goal of the law’a revision is to
provide a means to permit lower interest rate guarantees than the current law allows in low interest
rate environments.” Accordingly, a cap equal to the existing 3% interest rate was established.
However, in order to provide some minimum level of guarantee to the consumer, a floor of 1% was
also established. Finally, flexibility was provided to the companies by allowing for the
redetermination of the minimum interest guarantees on a periodic basis.

C) Should a lower minimum nonforfeiti" 7 interest rate be allowed for equity-indexed
annuities?

This matter was not raised in a substantive way by any of the interested parties until the Task Force
meeting in December 2002. Subsequently, a report was received from the AAA (dated January 27,
2003) that recommended the following: ‘The Academy of Actuaries recommends that an offset for
Equity Indexed Annuities be allowed. The Academy strongly believes there is a need for an offset as
long as the product provides a meaningful equity participation guarantee.”

The Task Force agreed with this recommendation, and inserted the following language into the
Model:

During the period or term that a contract provides substantive participation in an
equity indexed benefit, it may increase the reduction described in Subsection B(2)
above by up to an additional 100 basis points to reflect the value of the equity index
benefit. The present value at the contract issue date, and at each redetermir.ation date
thereafter, of the additional reduction shall not exceed the market value of the
benefit. The commissioner may require a demonstration that the present value of the
reduction does not exceed the market value of the benefit. Lacking such a
demonstration that is acceptable to the commissioner, the commissioner may
disallow or limit the additional reduction.

The commissioner may adopt rules to implement the provisions of Section 4C and to
provide for further adjustments to the calculation of minimum nonforfeiture amounts
for contracts that provide substantive participation in an equity index benefit and for
other contracts that the commissioner determines adjustments are justified.

Several members of the Task Force expressed a desire that a model regulation be developed to assist
the states in implementing this provision.

5) What arc the implications of this project for accreditation and codification?

Since this project does not deal with solvency monitoring, there is no impact for accreditation and
codification.

w:\inarO3\tiMha\prhsannf.doc
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(6) term policy of decreasing amount, which provides no guaranteed nonforfeiture or endowment

benefits, on which each adjusted premium, calculated as specified in (h) - (w) of this section is less than
the adjusted premiums calculated, on a policy of uniform amount or renewal thereof, which provides no
@ guaranteed nonforfeiture or endowment benefits, issued at the same age and for the same initial amount of
insurance for a term defined as follows: for ages at issue 50 and under, the term shall be 15 years;
thereafter, the term decrease one year for each year of age beyond 50, and for a term of 20 years or less
expiring before age 71, for which uniform premiums are payable during the entire term of the policy;

(7) policy, which provides no guaranteed nonforfeiture or endowment benefits, for which no cash
surrender value, if any, or present value of any paid-up nonforfeiture benefit, at the beginning of any policy
year, calculated as specified in (d) - (w) of this section, exceeds two and one-half percent of the amount of
insurance at the beginning of the same policy year;

(8) policy which shall be delivered outside this state through an agent or other representative of the
insurer issuing the policy.

(bb) For purposes of determining the applicability of subsection (aa), the at expiry for ajoint term life
insurance policy shall be the age at expiry of the oldest life.

(c'c) The operative date of this section is January 1, 1968 except that an insurer may elect to comply
with this section before that date by filing a written notice of election with the director. A written notice of
election is not effective unless the insurer specifies in the notice

(1) the date upon which this section is to be operative, which date must be later than the date on which
the notice is filed;

(2) the policies to which this section applies.
Sec. 21.45.305. Standard nonforfeiture law for individual deferred annuities.

(a) This section does not apply to any reinsurance, group annuity purchased under a retirement plan or
plan of deferred compensation established or maintained by an employer, including a partnership or sole
proprietorship, or by an employee organization, or by both, other than a plan providing individual
retirement accounts or individual retirement annuities under 26 U.S.C. 408 (Internal Revenue Code), as
amended, premium deposit fund, variable annuity, investment annuity, immediate annuity, any deferred
annuity contract after annuity payments have commenced, or reversionary annuity, nor to any contract that
shall be delivered outside this state through an agent or other representative of the company issuing the
contract.

(b) In the case of contracts issued on or after the operative date of this section as defined in (k) of this
section, no contract of annuity, except as stated in (a) of this section, may be delivered or issued for
delivery in this state unless it contains in substance the following provisions, or corresponding provisions
that in the opinion of the director are at least as favorable to the contract holder, upon cessation of payment
of considerations under the contract: (1) that upon cessation of payment of considerations under a contract,
the company will grant a paid-up annuity benefit on a plan stipulated in the contract of such value as is
specified in (d) - (g) and (i) of this section; (2) if a contract provides for a lump sum settlement at maturity,
or at any other time, that upon surrender of the contract at or before the commencement of any annuity
payments, the company will pay in lieu of any paid-up annuity benefit a cash surrender benefit of such
amount as is specified in (d), (e), (g) and (i) of this section; the company shall reserve the right to defer the
payment of that cash surrender benefit for a period of six months after dcman*! for the payment with

3/27/2003 5:12 Pt,
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surrender of the contract; (3) a statement of the mortality table, if any, and interest rates used in calculating
any minimum paid-up annuity, cash surrender, or death benefits that are guaranteed under the contract,
together with sufficient information to determine the amounts of those benefits; (4) a statement that any
paid-up annuity, cash surrender, or death benefits that may be available under the contract are not less than
the minimum benefits required by any statute of the state in which the contract is delivered and an
explanation of the manner in which those benefits are altered by the existence of any additional amounts
credited by the company to the contract, any indebtedness to the company on the contract or any prior
withdrawals from or partial surrenders of the contract. Notwithstanding the requirements of this
subsection, any deferred annuity contract may provide that if no considerations have been received under a
contract for a period of two full years and the portion of the paid-up annuity benefit at maturity on the plan
stipulated in the contract arising from considerations paid before that period would be less than $20
monthly, the company may at its option terminate the contract by payment in cash of the then present value
of such portion of the paid-up annuity benefit, calculated on the basis of the mortality table, if any, and
interest rate specified in the contract for determining the paid-up annuity benefit, and by that payment shall
be relieved of any further obligation under the contract.

(¢) The minimum values as specified in (d) - (g) and (i) of this section of any paid-up annuity, cash
surrender, or death benefits available under an annuity contract shall be based upon minimum
nonforfeiture amounts as defined in this section:

(1) With respect to contracts providing for flexible considerations, the minimum nonforfeiture amount
at any time at or before the commencement of any annuity payments shall be equal to an accumulation up
to that time at a rate of interest of three per cent a year of percentages of the net considerations as defined
in this paragraph paid before that time, decreased by the sum of (A) any prior withdrawals from or partial
surrenders of the contract accumulated at a rate of interest of three per cent a year; and (B) the amount of

© any indebtedness to the company on the contract, including interest due and accrued, and increased by any
existing additional amounts credited by the company to the contract. The net considerations for a given
contract year used to define the minimum nonforfeiture amount shall be an amount not less than zero and
shall be equal to the corresponding gross considerations credited to the contract during that contract year
less an annual contract charge of $30 and less a collection charge of $1.25 per consideration credited to the
contract during that contract year. The percentages of net considerations shall be 65 percent of the net
consideration for the first contract year and 871/2 per cent of the net considerations for the second and later
contract years, Notwithstanding the provisions of the preceding sentence, the percentage shall be 65 per
cent of the portion of the total net consideration for any renewal contract year which exceeds by not more
than two times the sum of those portions of the net considerations in all prior contract years for which the

percentage was 65 per cent.

(2) With respect to contracts providing for fixed scheduled considerations, minimum nonforfeiture
amounts shall be calculated on the assumption that considerations are paid annually in advance and shall
be defined as for contracts with flexible considerations which are paid annually with two exceptions:

(A) the portion of the net consideration for the first contract year to be accumulated shall be the sum
of 65 per cent of the net consideration for the first contract year plus 221/2 per cent of the excess of the net
consideration for the first contract year over the lesser of the net considerations for the second and third

contract years;

(B) the annual contract charge shall be the lesser of $30 or 10 per cent of the gross annual
consideration.

(3) With respect to contracts providing for a single consideration, minimum nonforfeiture amounts

m\/?7/nrvn so? pr*
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shall be defined as for contracts with flexible considerations except that the percentage of net consideration
used to determine the minimum nonforfeiture amount shall be equal to 90 per cent and the net
consideration shall be the gross consideration less a contract charge of $75.

(d) Any paid-up annuity benefit available under a contract shall be such that its present value on the
date annuity payments are to commence is at least equal to the minimum nonforfeiture amount on that
date. Such present value shall be computed using the mortality table, if any, and the interest rate specified
in the contract for determining the minimum paid-up annuity benefits guaranteed in the contract.

(e) For contracts which provide cash surrender benefits, such cash surrender benefits available before
maturity may not be less than the present value as of the date of surrender of that portion of the maturity
value of the paid-up annuity benefit which would be provided under the contract at maturity arising from
considerations paid before the time of cash surrender reduced by the amount appropriate to reflect any
prior withdrawals from or partial surrenders of the contract. The present value shall be calculated on the
basis of an interest rate not more than one per cent higher than the interest rate specified in the contract for
accumulating the net considerations to determine the maturity value, decreased by the amount of any
indebtedness to the company on the contract, including interest due and accrued, and increased by any
existing additional amounts credited by the company to the contract. In no event may any cash surrender
benefit be less than the minimum nonforfeiture amount at that time. The death benefit under such contracts

shall be at least equal to the cash surrender benefit.

(f) For contracts which do not provide cash surrender benefits, the present value of any paid-up
annuity benefit available as a nonforfeiture option at any time before maturity may not be less than the
presert value of that portion of the maturity value of the paid-up annuity benefit provided under the
contract arising from considerations paid before the time the contract is surrendered in exchange for, or
changed to, a deferred paid-up annuity. The present value shall be calculated for the period before the
maturity date on the basis of the interest rate specified in the contract for accumulating the net
considerations to determine the maturity value, and increased by any existing additional amounts credited
by the company to the contract. For contracts which do not provide any death benefits before the
commencement of any annuity payments, the present values shall be calculated on the basis of the interest
rate and the mortality table specified in the contract for determining the maturity value of the paid-up
annuity benefit. However, in no event may the present value of a paid-up annuity benefit be less than the
minimum nonforfeiture amount at that time.

(g) For the puipose of determining the benefits calculated under (e) and (f) of this section, in the case
of annuity contracts under which an election may be made to have annuity payments commence at optional
maturity dates, the maturity date shall be considered to be the latest date for which election shall be
permitted bv the contract, but is not considered to be later than the anniversary of the contract next
bllowing the annuitant's 70th birthday or the 10th anniversary of the contract, whichever is later.

(h) Any contract which does not provide cash surrender benefits or does not provide death benefits at
east equal to the minimum nonforfeiture amount before the commencement of any annuity payments shall
include a statement in a prominent place in the contract that such benefits are not provided.

(i) Any paid-up annuity, cash surrender, or death benefits available at any time, other than on the
contract anniversary under any contract with fixed scheduled considerations, shall be calculated with
allowance for the lapse of time and the payment of any scheduled considerations beyond the beginning of

the contract year in which cessation of payment of considerations under the contract occurs.

(j) For i-ny contract which provides, within the same contract by rider or supplemental contract
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provision, both annuity benefits and life insurance benefits that are in excess of the greater of cash
surrender benefits or a return of the gross considerations with interest, the minimum nonforfeiture benefits
shall be equal to the sum of the minimum nonforfeiture benefits for the annuity portion and the minimum
nonforfeiture benefits, if any, for the life insurance portion computed as if each portion were a separate
contract. Notwithstanding the provisions of (d) - (g) and (i) of this section, additional benefits payable (1)
in the event of total and permanent disability, (2) as reversionary annuity or deferred reversionary annuity
benefits, or (3) as other policy benefits additional to life insurance, endowment, and annuity benefits, and
considerations for all such additional benefits, shall be disregarded in ascertaining the minimum
nonforfeiture amounts, paid-up annuity, cash surrender, and death benefits that may be required by this
section. The inclusion of such additional benefits is not required in any paid-up benefits, unless those
additional benefits separately would require minimum nonforfeiture amounts, paid-up annuity, cash

surrender, and death benefits.

(Ic) After July 6, 1978, any company may file with the director a written notice of its election to
comply with the provisions of this section after a specified date before July 6, 1980. After the filing of the
notice, then upon the specified date, which shall be the operative date of this section for the company, this
jection shall become operative with respect to annuity contracts thereafter issued by the company. If a
company makes no such election, the operative date of this section for the company shall be July 6,1980.

Sec. 21.45.310. Prohibited policy plans.

(@) An insurer may not issue for delivery or deliver in this state a life insurance policy or annuity
contract issued under any plan for the segregation of policyholders into mathematical groups and providing
benefits for a surviving policyholder of a group arising out of the death of another policyholder of that

group or under another similar plan.

(b) An insurer may not issue for delivery or deliver in this state a life insurance policy or annuity
contract providing benefits or values for surviving or continuing policyholders contingent upon the lapse
or termination of the policies of other policyholders, whether by death or otherwise. This provision does
not prohibit the payment or allowance of regular annual dividends or savings under participating forms of
policies or contracts, or prohibit the annual distribution to policyholders or beneficiaries of sums
representing in part gains to the insurer from lapses, surrenders, or mortality either in general or as
resulting from particular classifications of policies.

Sec. 21.45.320. Industrial life insurance defined. [Repealed, Sec. 17ch 21 SLA 1985].
Repealed or Renumbered
Chapter 21.48. GROUP LIFE INSURANCE

Sec. 21.48.010. Group requirements for group contracts.

(@ A group life insurance policy may not be delivered in this state insuring tne lives of more than one
individual unless

(@) the policyholder was formed for purposes other than obtaining insurance or is a trust established
by one or more employers or labor unions or by one or more employers and labor unions;

(2) the policy covers at least two individuals at the date of issue;
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