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IN T H E  L E G I S L A T U R E  O F T H E  S TA T E  O F  A L A S K A  

T W E L F T H  L E G I S L A T U R E  - S E C O N D  S E SSI ON 

A BILL

For an Act entitled] " A n  Act r e l at in g  to I ns u ran ce  p o l i c y  p rovision* on

p o l i c y  loana a n d  r ei n s t a t e m e n t  of pol iciesi a nd  p r o v i d­

ing for an e ff e ct i ve  dat e. "

BE IT E N A C T E D  BY T H E  L E G I S L A T U R E  O F  T H E  STATF. O F ALASKA]

* S e c t i o n  1. AS 2 1 .4 5 .080 (a)  It a mend ed to read)

Ca> Th er e  shall be a p r o v i s i o n  that a f t e r  thr ee full y e a i s’ 

p r em i um s  have b ee n p aid  a nd a ft e r  the p o l ic y  has a c a sh  s ur re n de r  value 

a nd  while no p r e m i u m  la I n  d e f a u l t  b e yo nd  the gra ce p e r i o d  for payment, 

the m a u r t v  will ad van ce,  o n p r o pe r  a s s i gn m en t  or p led g e of the pol icy  

and on the sole s ecu r it y  of the policy, at a s p e c i f i e d  rate cf Int ere st 

not e x c e e d i n g  eig ht pe rc e nt  a year, an a ro unt  equal to or, at the o p ti on  

of the p ar t y e nt i t l e d  to It, less than the loan v al u e  of the policy.

T he  d l n c c o r  "uy a u t h o ri z e ra tes  of Int ere st In e xce aa of s ix  percent 

on ly o n  a f indi ng that the h ol d o r a  of p oli cie s will b en efi t f rom  the 

I n cr eas ed ear nin gs of the In s ur e r r es u lt i ng  fr om the h i gh er  rafts.

11 th rough the use of h i g h e r  d i vi d en d s or lower p remiums, or both. The

loan value of the p o l i c y  shall be at least eq ual  to the cas h su rre nde r 

value at Che end of the then c ur r en t  p ol icy  year, e x c e p t  that the Insurer 

may deduct, ei th er  f r om  the loan value or from the pro ce e ds  of the loan, 

an e x i s t i n g  i nd e bt edn ess  not a lr e a d y  d e d u ct e d In d e t e r m i n i n g  the cas h 

s u rr end er value I n c l u di ng  Int erest then a cc r u e d  but n ot  due, the unpaid  

balance of the p r e m i u m  for the c urrent p o l i c y  year, a n d  I nte res t on the 

loan to the e nd of the cur rent p oli cy year. The p o l i c y  m ay a ls o provide 

that If in terest o n a n I nd eb te dne ss Is not p ai d w h e n  due It shall than
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be a dd e d to the e x i s ti n g I n de b t e d n e s s  a nd shall bear int ere st a t  the 

same rate, a nd  that If a nd w h e n  tho total ln de b te d ne o s o n  the policy, 

I n c l u d in g  I n t er es t  due or acc rue d, eq ua l s or ex c ee d s the amoun t of the 

loan value of the p olicy, Che p o l ic y  sha ll ter min ate  a n d  become void.

T hi  p o l i c y  shal l r eser ve  to the I ns ure r the rig ht to d ef e r  the g r a nt in g

of a loan, o t h e r  than for the pa y me nt  of a p r e m i u m  to tho In surer, for

six m o n t h s  af t er  the da te of the loan a p p l ic a ti o n.  Th e policy, a t the

Ins ure r's  option , m ay p rov ide  for a u t o m a t i c  p r e m i u m  loan, subjec t to an 

e l e c t i o n  of the pa rty  e n t i t l e d  to elect. Exc ep t  as p r o v i d e d  in (e) of 

this section, the r eq u i r e d  In te re s t rates o n p o li cy  loane aet out In 

this s ec ti on a p p l y  o n l y  to po li c ie s l a sur d b e f or e June 30. 1982.

* Sac. 2. AS 2 1 . 4 5 . 08 0  la n o en ded  by a d d i n g  n e w  s ub sec tion s to readi 

(c) A poli cy I s s ue d  a ft b r  Ju ne  30, 1982 shall hav o a p r o v l r l o n  

p e rm i t t i n g  a m a x i m u m  I n t er e st  rate on a p o l i c y  loan of eight, p er c e n t  a

C O M M E N T S

O n  l i n e  11, c h a n g e  " J u n e  30" to r e a d  

" J u l y  1". S i n c e  t h e  p r o p o s e d  e f f e c t i v e  d a t e  
o f  t h i s  p r o p o s a l  is J u l y  1, 1 9 8 2 ,  w e  f e e l  
t h a t  t h e  u s e  o f  J u l y  1, i n  t h e  l a n g u a g e  
w o u l d  b e  m o r e  c o n s i s t e n t .

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

O n  l i n e  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 "  a n d  i n s e r t  " s p e c i f y i n g  an " ,  a l s o  
d e l e t e  the w o r d  " o f "  a n d  i n s e r t  " n o t  to 
e x c e e d " .

T h i s  l a n g u a g e  j h a n g e  a l l o w s  a p o l i c y  l o a n  
i n t e r e s t  r a t e  u p  t o  8% r a t h e r  t h a n  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  le;?s p e r m i t t e d .  T h i s  

c o m p o r t s  w i t h  t h e  w a y  i t  is d o n e  n o w  a n d  h a s  
b e e n  d o n e  : n  t h e  p a s t .  I t  r e t a i n s  the 
" t r a d i t i o n a l " m e t h o d  of c o m p u t i n g  p o l i c y  

l o a n  i n t e r e s t .



or « p r o v t a lo n  p e rm i t t i n g  a n  a dju s ta b le  raaxlraua I n te r ea t  rota 

a a t a b l l a h e d  un der  thla aubaec'.lon.

An a d j u at a bl e  m a x i m u m  rata of Int er*  

e a t on a pollcjr loan d et e r m i n e d  u nd e r  thla a u b a e c t l o n  n nj  not e x c e ed  the 

h i g h er  of the p u b l l e he d  m o n t hl y  a v er a g e  for the c a l e n d a r  m on t h  e n d i n g  

t vo ax)r,*ha bef ore  the da te  o n wh ic h  the rata la d ete rm in e d,

C O M M E N T S

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

t h e  p r o p o s a l .  T h e  I n s u r e r  w o u l d  h a v e  t h e  

o p t i o n  o f  o f f e r i n g  a f i x e d  r a t e  o f  i n t e r e s t  
n o t  to e x c e e d  8% o r  o f  o f f e r i n g  t h e  

a d j u s t a b l e  r a t e  o f  i n t e r e s t  o r  b o t h .  T h e  
a d j u s t a b l e  r a t e  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 t h i s  s e c t i o n  o f  t h e  b i l l .  

T h e  o p t i o n  s e l e c t e d  m u s t  b e  d e s c r i b e d  i n  t h e  

p o l i c y  i t s e l f .

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

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

b a s e  f o r  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  t h e  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  

a n d  b e c o m e s  e f f e c t i v e .  T h i s  t w o  m o n t h  p e r i o d  
is i n t e n d e d  t o  g i v e  t h e  i n s u r e r  t h e  n e c e s s a r y  
t i m e  in w h i c h  to d e t e r m i n e  the a c t u a l  r„ .1 as 
w e  11 as the t i m e  t o  n o t i f y  p o l i c y h o l d e r s  h 

e x i s t i n g  l o a n s  o f  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  i n  a d v a n c e  as r e q u i r e d  o n  p a g e  
l i n e s  2 - 6 .  T h u s ,  f o r  e x a m p l e ,  t h e  m o n t h l y  

a v e r a g e  f o r  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  t h e  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  
d u r ^ . g  t h e  r e m a i n d e r  o f  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  t h a t  w i l l  b e  c h a r g e d  as o f  

J a n u a r y  1 a n d  t a k e  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  o f  a n y  
i n c r e a s e  in the r a t e .  N o t i c e s  c o u l d  b e  m a i l e d  

o n  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  

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



—

o r th< riti

u a cd  to c om pu te c aah  a u r r e n de r  valuta un dtr  tha p oli cy d u ri ng  the app ll -  

calla v tloJ P luB one p e r c en t ag e  polnc.

If an adj ua t ab l a m a x i m u m  rate 

of I nt ereat la uard In a p o l ic y  unde r thin a u b ar ct l on  tho p o l ic y  ahall 

c o n t a i n  a p r ov t a l o n  that a t ate a tlmea I n  the a d j u at m en t  of the Intereat 

rate for that policy,

A dj u s t m e n t  ahall oc c ur  at ltaat onca e v e r y  12 

taonthe, but not aura o f t e n  t h an  onca e v e r y  th ree  nnntha.

C O M M E N T S

O n  l i n e  2 1 ,  f o l l o w i n g  t h e  w o r d  " p o i n t "  

i n s e r t  t h e  w o r d s  " a  y e a r " .

T h i s  c l a r i f i c a t i o n  is n e e d e d  s i n c e  t h e  p e r i o d  

d e a l t  w i t h  t h i s  p r o v i s i o n  c o u l d  b e  as s m a l l  
a s  t h r e e  m o n t h s  a n d  as m u c h  as o n e  year.'

T h i s  p r o v i s i o n  p r o v i d e s  f o r  a f l o o r  u n d e r  the 
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  i s ,  a 

m i n i m u m  o n  t h e  m a x i m u m  r a t e .  W h e n e v e r  the 
i n d e x  f a l l s  b e l o w  t h e  s p e c i f i e d  r a t e ,  t h e  

f l o o r  w o u l d  a p p l y .  A  m i n i m u m  is 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  b e  l o w e r  t h a n  
t h e  i n t e r e o c  r a t e  u s e d  t.o c o m p u t e  t h 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  l i f e  
i n s u r e r  s h o u l d ,  as a m i n i m u m ,  b e  a b l e  to 
c h a r g e  an i n t e r e s t  r a t e  t h a t  is e q u i v a l e n t  to 

t h e  r a t e  o f  i n t e r e s t  e a r n e d  b y  t h e  p o l i c y ­
h o l d e r  o n  h i s  p o l i c y ' s  c a s h  s u r r e n d e r  v a l u e s .  
T h i s  p r o t e c t s  t h e  i n s u r e r ' s  s o l v e n c y .  An 
a d d i t i o n a l  1% h a s  b e e n  a d d e d  t o  the r a t e  
u s e 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  t o  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 .

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

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

the 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



—

C O M M E N T S

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

o n c e  a y e a 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  lif'j 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  t h e  c o m p a n y ' s  m a n n e r  

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

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

a n n i v e r s a r y  d a t e s .  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 e s  o n  a c a l e n d a r  y e a r  

b a s i s , t h e  n e w  r a t e , b a s e d  o n  t h e  a v e r a g e  f o r  

O c t o b e r ,  w o u l d  a p p l y  t o  l o a n s  o u t s t a n d i n g  o r  
t a k e n  o u t  o n  o r  a f t e r  J a n u a r y  1 a n d  w o u l d  b e  
i n  e f f e c t  f o r  t h e  e n t i r e  y e a r .  I f  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 ,  t h e  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  r a t e  e v e r y  m o n t h  f o r  

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  i n  t h a t  m o n t h  a n d  
t h e  n e w  r a t e  w o u l d  c o n t i n u e  f o 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  d a t e .  T h u s „ f o r  

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

e r e n t  r a t e s  s e t  b y  r e f e r e n c e  t o  t h e  i n d e x e d  
m a x i m u m  b u t  o n l y  o n e  r a t e  w o u l d  a p p l y  tt'i 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  
the n e x t  a n n i v e r s a r y .

I f  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  q u a r t e r l y ,  it c o u l d  d o  s o  on a c a l ­
e n d a r  b a s i s  o r  b y  p o l i c y  a n n i v e r s a r y  d a t e s .

T h u s  f o r  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  
o r  d e c r e a s e  t h e  i n t e r e s t  r a t e  as o f  J a n u a r y  1, 
A p r i l  1, J u l y  1 a n d  O c t o b e r  1 o r  a t  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  y e a r .  T h e  
i n c r e a s e  o r  d e c r e a s e  w o u l d  b e  b a s e d  o n  t h e



The I n t e r n e
rete bei ng  char ge d may be l n c r e aa e d If the p u b l l ah ed  m o n t h l y  a v e r .- "“i 

l n cr eaa es by o n e - ha l f p er c e n t  o r  more

a nd the I n t e r e a t  rate b e i n g  

c ha r ge d  muae be r ed u ce d  If the p u b l l i h e d  m o n t h l y  a "» r a g e  d e c r e a ae a  by 

o n e - h a l f  p erc ent  or more.
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A life l n au rer  ahall I D  m t l f y  the p o l i c y­

ho l d e r  of the Initial rate o f I ntereat o n  the loan at the time a caah

loan la madei (?) n o t if y  a p o l i c y h o l d e r  who o bta lna  a p r e m i u m  loan o f 

the Initial rate of In tereat o n  the loan aa a on n aa It la r a aa o n a b l y  

po ssible to do ao a f t e r  m a k i n g  an In itial p r e m i u m  l o a m  e x c e p t  aa 

p r o v i d e d  In (3) of thla aubse ctl on,  n o t i ce  does not have to be g i v e n  to 

the p o l i cy h ol d er  w h e n a s e co nd or a ub ae q uc nt  p r e m i u m  loan la addedi (3) 

s end  rea so nab le ad v an c e notice  of any ln creaaa In the rata to a p o l i c y­

ho l de r  who has a p o li c y l o a m  a nd

C O M M E N T S

i n d e x  f o r  t h 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 
t h e  c h a n g e .  F o r  t h e  c a l e n d a r  q u a r t e r  e x a m p l e ,  

t h e  b a s e  m o n t h s  w o u l d  b e  O c t o b e r ,  J a n u a r y ,  
A p r i l ,  a n d  J u l 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  t o  a l l  o u t s t a n d i n g  l o a n s  a n d  n e w  

l o a n s  m a d e  a f t e r  t h e  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  t o  t h e  e f f e c t i v e  d a t e  o f  r h e  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  r a t e  if 

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

t h e  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  i s  n o t  r e q u i r e d  to i n c r e a s e  t h e  r a t e  

a n d  m a y  d e c i d e  t o  k e e p  t h e  r a t e  b e i n g  c h a r g e d  

w e l l  b e l o w  t h e  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  r a t e  f o r  i n s i g n i f i c a n t  a m o u n t s .

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

r a t e  a t  t h e  s a m e  f r e q u e n c y  i n t e r v a l  as t h e y  
c a n  i n c r e a s e  t h e  r a t e  u n d e r  t h e  p r o v i s i o n s  o f  
t h e  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  o f  1% o r  m o r e  b e l o w  t h e  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  t i m e .  T h u s ,  t h i s  p r o ­
v i 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 t h e  r a t e  
as t h e  i n d e x  d r o p s  b u t  is t e m p e r e d  b y  t h e  1 / 2  

o f  1% f a c t o r  i n  o r d e r  to a v o i d  r e d u c i n g  t h e  

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



(4) In clude ot h er  r e l ev an t  I n f o r m a­

tion  o n  a d j u a t o e n t  of I n t e r e a t  ratea In a n o tic e req ui re d  u n d e r  thla 

»ul a c t i o n .

The loan value of the p o l i c y  ahall be d e te r m i n e d  In a c c o r­

dan ce v l t h  (a) of thla aectlon.

A p o l i c y  may n ot be t erm i na t ed  li; a 

pol icy  ye ar b eca use  tho I nte re a t rat. h aa  c h an g e d  dur in g that pol icy  

year.

C O M M E N T S

P r o v i s i o n s  f o r  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  
i n  o r d e r  t o  p r o t e c t  t h e  p o l i c y h o l d e r .  N o t i c e  

o f  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  r a t e ,  
w h e t h e r  the 8% f i x e d  m a x i m u m  o r  i n d e x e d  

m a x i m u m  is use ^ . m u s t  b e  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  o f  a n y  
i n c r e a s e  i n  t h e  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  b e  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  o f  a d e c r e a s e  i n  t h e  r a t e .  

S i n c e  i t  is n o t  p o s s i b l e  t o  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  t o  a u t o m a t i c  p r e m i u m  l o a n s ,  
n o t i c e  s h o u l d  b e  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 ,  a i l  n o t i c e s  s e n t  t o  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  o f  r a t e  b e i n g  u s e d ,  t h a t  

is ,  a m a x i m u m  o f  8% o r  t h e  i n d e x e d  m a x i m u m ,  
a n d  t h e  f r e q u e n c y  w i t h  w h i c h  t h e  c o m p a n y  m a y  
c h a n g e  t h e  v a r i a b l e  r a t e .

T h i s  p r o p o s a l  d o e s  n o t  a c t  as a r e p e a l e r  o f  

t h e  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  t o  
t h e  l o a n  v a l u e  o f  t h e  p o l i c y  w h i c h  is f o u n d  
in AS 2 1 . 4 5 . 0 8 0 ( a )  on p a g e  1 a n d  2 o f  t h i s  

p r o p o s a l .
I

N

On l i n e  12 d e l e t e  t h e  w o r d  " b e c a u s e "  a n d  i n s e r t  

t h e  w o r d s  "as t h e  s o l e  r e s u l t  o f  t h e  c h a n g e  in" 
a l s o  r e m o v e  t h e  w o r d s  " h a s  c h a n g e d "

O n  l i n e  1 3 ,  f o l l o w i n g  t h e  w o r d  " y e a r "  r e m o v e  

the p e r i o d  a n d  a d d  "; the i n s u r e r  s h a l l  m a i n ­

ta 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  
t h e  t i m e  a t  w h i c h  t h e  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  i f  t h e r e  h a d  b e e n  n o  c h a n g e  d u r i n g  t h a t



14 fd) In (c) of thin ( te flo n

11 (1) "I n te r es t  rate" I ncl u de s  a rate of I n t er e st  c harg ed for

’* r ei n st a te m en t  of p o l i c y  loana for the p e r i o d  d u r in g  e nd a f t e r  the lapse

11 of a pollcyt

(7 )  “pol i c y "  l n c lu de a  certlfIcateii l a a ue d  by a fraternal 

be n ef i t society and an nu i ty  c o nt rac ts that p rov ide  for p o l ic y loansi

(.’I) "p ol i cy  loan" ln cl u de a a p r em i u m  loan made un d er  a pol ic y  

to pay a p r e m i u m  that vas not p a id  to the life I nsu rer  aa It becai M due i 

('•) "p ol i cy h ol d er "  Inc lud es a n  ovn or of a p o li cy or a p e r so n  

d e si g n a t e d  to pay p o li cy  pre mi u ms  a c c o r d i n g  to the r ecor da of the life 

,4 tnsureri

M  (J) " pub l is h ed  m o n t h l y  o v e r a g e "  means the m nn t h l y  avera ge of

M  c o rp o ra t e b ond  yields na p u b l i s he d  by Ho od y 'a  I n v e a t c’a Se rvi ce,  Inc.,

or U s  succeaaor, or If H o ody 'a c or po rat e b ond  yi e ld  a ve ra g e - m o n t h l y

Jt aver age c or por ate s 1* not pu blished, a s u bs t a n t i a l l y  a lm lla r average,

je e s t a b l i s h e d  by r e g u la t io n  ad o pt ed  by the director.
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p o l i c y  y e a r " .

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

S i n c e ,  i n  m a n y  i n s t a n c e s ,  i t  is i m p o s s i b l e  t o  

t e l l  i n  a d v a n c e  the a m o u n t  o f  i n t e r e s t  t;o b e  
p a i d  o n  a l o a n  b e c a u s e  o f  t h e  f l e x i b l e  n a t u r e  

o f  t h e  i n t e r e s t  r a t e ,  t h e r e  is t h e  p o s s i b i l i t y ,  
i n  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  i s  t a k e n ,  
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  o f  an i n ­

c r e a s e  i n  t h e  i n t e r e s t  r a t e s .  I n  o r d e r  t o  
a v o i d  t h i s  p o s s i b i l i t y ,  t h i s  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  t h e  p o l i c y  y e a r  
s o l e l y  as a r e s u l t  o f  an i n c r e a s e  i n  the 
i n t e r e s t  r a t e  d u r i n g  t h a t  p o l i c y  y e a r .  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  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  t h e  t i m e  t h 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  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 .

S e e  c o m m e n t s  o n  S e c .  3 o f  t h e  b i l l .

A u t o m a t i c  p r e m i u m  l o a n s  a r e  t o  b e  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  b e  s u b j e c t  t o  the s a m e  i n t e r e s t  r a t e .

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

t h e  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  f o r  m a n y  y e a r s .  I t  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  a v a i l a b l e  t o  i n s u r e r s



(r) The prev isio ns  nf (c) of this se c ti on  o n  I nt er ea t  rate* apply 

to all pol icy  tonne made after  J une  30, 19112 e x cep t that If a p o l i c y  

h o l d er  agre es In w r i t i ng  to the a p p l l r ah l lI t y of (c) of this s ec t io n  to 

a p o l ic y  leaned b ef or e  Ju ly 1, 19HJ, that s ub se c ti o n a pp li es to tha 

polIcy.
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on n e w  l o n g  t e r m  i n v e s t m e n t s  a n d  c o n s e q u e n t l y ,  

i t s  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  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 n d  p o l i c y ­
h o l d e r s  w h o  d o  n o t  b o r r o w .  I t  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  r a t e  n o t  s u b j e c t  
t o  t h e  v o l a t i l e  h i g h s  a n d  l o w s  f r o m  m o n t h  t o  

m o n t h  o f  t h e  v a r i o u s  s h o t t - t e r m  r a t e s .  N e v e r ­
t h e l e s s  , i t  i s  r e s p o n s i v e  t o  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 t h e  e c o n o m y .  A n o t h e r  f a c t o r  

i n  c h o o s i n g  t h i s  p a r t i c u l a r  i n d e x  i s  t h a t  i t  

i s  t h e  i n d e x  a d o p t e d  b y  t h e  N a t i o n a l  A s s o c i a ­
t i o 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  f o r  i t s  M o d e l  

S t a n d a r d  V a l u a t i o n  a n d  N o n f o r f e i t u r e  L a w s .  

M o r e o v e r ,  i t  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 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  

w i t h i n  a f e w  d a y s  o f  t h e  c l o s e  o f  t h e  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  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  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  a t  a n y  g i v e n  m o m e n t .

T h e  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  b e  

s u b s t i t u t e d  i n  the e v e n t  t h a t  M o o d y ' s  o r  a n y  
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  t h i s  

p a r t i c u l a r  i n d e x .

On l i n e  2, f o l l o w i n g  the w o r d  "maple" 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  " J u l y  iL"

T h i s  s e c t i o n  m a k e s  i t  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  t o  the e f f e c t i v e  d a t e  o f  t h i s  
p r o p o s a l  c o u l d  b e  a m e n d e d ,  w i t h  t h e  w r i t t e n  

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

t h e  p r o v i s i o n s  o f  t h i s  p r o p o s a l .



* See. 3. AS 21 . A3 . 11 0  Is r epe lle d an d  r e e n a c t e d  to readi

Sac. 21 .A3.110. RE IN STA TE ME N T.  Excep t aa p r o v id e d I n  AS 21 .45.- 

230, there ahall he a p r o v l a l o n  that u nle aa (1) the p o l i c y  has b e e n 

s ur r en d er e d for Its c a ah  a u r. ^n der  v a l ue ,  (2) lta ca sh su r re n de r  value  

haa b e e n  e xh au ste d, or (3) the pa id - up  t e n  Inaur anc e, If any, has 

ex pi re d , the p o l i c y  w ill  be r e i n s t a t e d  at tiny time v l t h l n  three years 

(or t v o  years In the ca ee of I n d u st r ia l  life I na u ra n ce  po lic ies ) f r om  

the date of p r e m i u m  d efa ult  u p o n w r i t t e n  a p p l i ca t io n , the p r o d u c t i o n  of 

e v i d e n c e  of l m t u r ab l ll ty  s a ti s f a c t o r y  to the Insurer, the p ay o en t  of all 

p r e mi u ms  In a rr e ar s  w i t h I ntereat at a rate n ot  e x c e e d i n g  alx pe rc e nt  a 

y ear c om p o u n d e d  a nn ua lly , and the pa y oe n t or r e in s ta t em e nt  of In tereat 

due to the I ns ur er on a loan o n the p o li cy  w i t h In te ra c t aa p r o vi de d  In 

A S  2 1.4S.0S0.

* Sec. 4. T h is  Act tales a f f ec t  J u l y  1, 1982.
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O n  l i n e  1 8 ,  f o l l o w i n g  " A S  2 1 . 4 5 . 0 8 0 "  a d d  " ( c ) "

T h e  i n t e r e s t  r a t e  p e r m i t t e d  on t h e  r e i n s t a t e ­

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

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

w o u l d  n o t  b e  a f f e c t e d .


