SB1433, As Passed House, December 6, 2000

SENATE BI LL 1433

A bill to amend 1956 PA 218, entitled
"The insurance code of 1956,"
by amendi ng section 834 (MCL 500.834), as anended by 1995
PA 274.

THE PEOPLE OF THE STATE OF M CHI GAN ENACT:

Sec. 834. (1) Except as otherw se provided in sections 835,
836, and 837, the m ninmum standard for the valuation of policies
and contracts described in subsection (8) shall be the
conmmi ssioner's reserve valuation nmethods defined in subsections
(2), (3), and (6), 5% interest for group annuity and pure endow
ment contracts, provided that prior notice of any reval uation of
reserves with respect to —these— group annuity and pure endownent
contracts is given to the comm ssioner in the sanme nanner as is
required before a revaluation of reserves under section 832(2),
and 3-1/2%interest for all other of —these— THOSE policies and
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contracts; or in the case of policies and contracts, other than
annuity and pure endowrent contracts, issued on or after COctober
21, 1974, 4% interest for those policies issued before Cctober 1,
1980, and 4-1/2% interest for those policies issued on or after
October 1, 1980, or in the case of life insurance contracts,

ot her than annuity and pure endowrent contracts, issued after
Decenber 31, 1994, 5-1/2% interest for single premumlife insur-
ance policies and 4-1/2% interest for all other policies, and the
foll owi ng tables:

(I') For all ordinary policies of life insurance issued on
the standard basis, excluding any disability and accidental death
benefits in —these— THOSE policies: the conm ssioner's 1941
standard ordinary nortality table, for —these— policies issued
before the operative date of paragraph 5 of section 4060(5); and
the comm ssioner's 1958 standard ordinary nortality table for
—these— policies issued on or after that operative date and
before the operative date of paragraphs 9 to 19 of section
4060(5). For any category of —these— THOSE policies issued on
femal e risks, all nodified net premuns and present val ues
referred to in this section nmay be cal cul ated according to an age
not nore than 6 years younger than the actual age of the insured;
and, for —sueh— THOSE policies issued on or after the operative
date of paragraphs 9 to 19 of section 4060(5), the conmm ssioner's
1980 standard ordinary nortality table or, at the election of the
conpany for any 1 or nore specified plans of |ife insurance, the
commi ssioner's 1980 standard ordinary nortality table with

10-year select nortality factors or any ordinary nortality table
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adopted after 1980 by the national association of insurance
conmmi ssioners that is approved by a rule pronmulgated by the com
m ssioner for use in determning the m nimum standard of val ua-
tion for —stweh— THOSE poli ci es.

(I'1) For all industrial life insurance policies issued on
the standard basis, excluding any disability and accidental death
benefits in —these— THOSE policies: the 1941 standard industri al
nortality table for —these— THOSE policies issued before the
operative date of paragraph 7 of section 4060(5); and for —these—
THOSE policies issued on or after that operative date, the
conmi ssioner's 1961 standard industrial nortality table or any
industrial nortality table adopted after 1980 by the national
associ ation of insurance conm ssioners that is approved by a rule
pronul gated by the comm ssioner for use in determning the mni-
mum st andard of valuation for —stueh— THOSE poli ci es.

(') For individual annuity and pure endowrent contracts,
excluding any disability and accidental death benefits in —these—
THOSE policies: the 1937 standard annuity nortality table or, at
the option of the conpany, the annuity nortality table for 1949,
ultimate, or any nodification of either of —these— THOSE tabl es
approved by the conm ssioner.

(I'V) For group annuity and pure endowrent contracts, exclud-
ing any disability and accidental death benefits in —these— THOSE
policies: the group annuity nortality table for 1951, any nodi-
fication of that table approved by the conm ssioner, or, at the

option of the conpany, any of the tables or nodifications of
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tabl es specified for individual annuity and pure endownent
contracts.

(V) For total and permanent disability benefits in or sup-
pl enentary to ordinary policies or contracts: for policies or
contracts issued on or after January 1, 1966, the tabl es of
period 2 disablenent rates and the 1930 to 1950 termi nation rates
of the 1952 disability study of the society of actuaries, with
due regard to the type of benefit or any tables of disabl enent
rates and termi nation rates adopted after 1980 by the national
associ ation of insurance conm ssioners that are approved by a
rule promul gated by the comm ssioner for use in determning the
m ni mum st andard of val uation for —steh— THOSE policies; for pol-
icies or contracts issued on or after January 1, 1961, and before
January 1, 1966, either —these— THOSE tables or, at the option of
the conpany, the class (3) disability table, 1926; and for poli-
cies issued before January 1, 1961, the class (3) disability
table, 1926. For active lives, a table shall be conmbined with a
nortality table permtted for calculating the reserves for life
i nsurance policies.

(VI') For accidental death benefits in or supplenmentary to
policies: for policies issued on or after January 1, 1966, the
1959 accidental death benefits table or any accidental death ben-
efits table adopted after 1980 by the national association of
i nsurance conmm ssioners that is approved by a rule promul gated by
t he conm ssioner for use in determ ning the mni mum standard of
val uation for —sueh— THOSE policies; for policies issued on or

after January 1, 1961, and before January 1, 1966, 1 of the above
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tables or at the option of the insurer the interconpany double
indemmity nortality table. A table shall be conbined with a nor-
tality table permtted for calculating the reserves for life

i nsurance policies.

(VIl) For group life insurance, life insurance issued on the
substandard basis, and other special benefits: any table
approved by the comm ssioner.

(2) Except as otherw se provided in subsections (3) and (6),
reserves according to the conm ssioner's reserve val uation
nmet hod, for the life insurance and endowrent benefits of policies
providing for a uniformanount of insurance and requiring the
paynment of uniform prem uns, shall be the excess, if any, of the
present value, at the date of valuation, of the future guaranteed
benefits provided for by —these— THOSE policies over the then
present value of any future nodified net premuns for the
policies. The nodified net premuns for —stueh—a— THE policy
shall be a uniform percentage of the respective contract prem uns
for the future guaranteed benefits so that the present val ue of
all nodified net premuns equals, at the date of issue of the
policy, the sumof the then present value of these benefits pro-
vided for by the policy and the excess of (g) over (h), as
fol |l ows:

(g) A net level annual prem umequal to the present val ue,
at the date of issue, of the future guaranteed benefits provided
for after the first policy year divided by the present val ue, at
the date of issue, of an annuity of 1 per annum payabl e on the

first and each subsequent anniversary of the policy on which a
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premumfalls due. However, the net |evel annual prem um shal
not exceed the net |evel annual prem umon the 19-year prem um
whole life plan for insurance of the sane anount at an age 1 year
hi gher than the age at issue of the policy.

(h) A net 1-year termpremumfor the future guaranteed ben-
efits provided for in the first policy year.

However, for any life insurance policy issued on or after
January 1, 1986 for which the contract premumin the first
policy year exceeds that of the second year and for which no com
parabl e additional benefit is provided in the first year for that
excess and that provides an endowrent benefit or a cash surrender
val ue or a conbination of —them ENDOMENT BENEFI T AND CASH SUR-
RENDER VALUE in an anount greater than the excess prem um the
reserve according to the comm ssioner's reserve val uation nethod
as of any policy anniversary occurring on or before the assuned
endi ng date, defined as the first policy anniversary on which the
sum of any endownent benefit and any cash surrender val ue then
avai lable is greater than the excess prem um shall be, except as
ot herwi se provided in subsection (6), the greater of the reserve
as of that policy anniversary cal cul ated as described in para-
graph 1 of this subsection and the reserve as of that policy
anni versary cal cul ated as described in that paragraph, but with
the value defined in (g) being reduced by 15% of the anmount of
the excess first year premum all present values of benefits and
prem uns being determ ned without reference to prem uns or bene-
fits provided for by the policy after the assuned endi ng date;

the policy being assuned to mature on that date as an endownent;
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and the cash surrender val ue provided on that date being

consi dered as an endowrent benefit. |In nmaking the above conpari -
son, the nortality and interest bases stated in subsection (1)
and section 836 shall be used.

Reserves according to the conm ssioner's reserve val uation
met hod for (1) life insurance policies providing for a varying
anount of insurance or requiring the paynent of varying prem uns,
(I'l) group annuity and pure endowrent contracts purchased under a
retirement plan or plan of deferred conpensation, established or
mai nt ai ned by an enpl oyer, including a partnership or sole pro-
prietorship, or by an enpl oyee organization, or by both, other
than a plan providing individual retirenent accounts or individ-
ual retirement annuities under section 408 of the internal reve-
nue code, (I11) disability and accidental death benefits in al
policies and contracts, and (I1V) all other benefits, except life
i nsurance and endownent benefits in life insurance policies and
benefits provided by all other annuity and pure endownrent con-
tracts, shall be calculated by a nethod consistent with the prin-
ciples of this subsection.

(3) This subsection applies to all annuity and pure endow
ment contracts other than group annuity and pure endowrent con-
tracts purchased under a retirenent plan or plan of deferred com
pensation, established or maintained by an enployer, including a
partnership or sole proprietorship, or by an enpl oyee organi za-
tion, or by both, other than a plan providing individual retire-
ment accounts or individual retirenment annuities under section
408 of the internal revenue code. ——Reserves— W THOUT ACTI ON BY
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THE M CHI GAN LEG SLATURE TO ADOPT ACTUARI AL GUI DELI NE 35,
RESERVES according to the conm ssioner's annuity reserve nethod
for benefits under annuity or pure endowrent contracts, excluding
any disability and accidental death benefits in —these— THOSE
contracts, shall be the greatest of the respective excesses of
the present values, at the date of valuation, of the future guar-
anteed benefits, including guaranteed nonforfeiture benefits,
provi ded for by —these— THOSE contracts at the end of each
respective contract year, over the present value, at the date of
val uation, of any future val uation considerations derived from
future gross considerations, required by the terns of the con-
tract, that becone payable before the end of that respective con-
tract year. The future guaranteed benefits shall be determ ned
by using the nortality table, if any, and the interest rate spec-
ified in these— THOSE contracts for determ ning guarant eed
benefits. The valuation considerations are the portions of the
respective gross consi derations applied under the terns of
—these— THE contracts to determ ne nonforfeiture val ues.

(4) An insurer's aggregate reserves for all life insurance
policies, excluding disability and accidental death benefits,
shall not be |less than the aggregate reserves calculated in
accordance with the methods set forth in subsections (2), (3),
(6), and (7), and the nortality table or tables and rate or rates
of interest used in calculating nonforfeiture benefits for the
policies. The aggregate reserves for all policies, contracts,

and benefits shall not be |less than the aggregate reserves

07267' 00 *



© 00 N O O A~ W N PP

N DD DD NN NN P P PP R Rk
N o o0 WON PP O O 0N 0o WN B+ O

SB1433, As Passed House, December 6, 2000
9

determ ned by the qualified actuary to be necessary to render the
opi nion required by section 830a.

(5) Reserves for all policies and contracts issued prior to
June 27, 1994 may be cal cul ated, at the option of the insurer,
according to any standards that produce greater aggregate
reserves for all —sueh— THOSE policies and contracts than the
m ni mumreserves required by the laws in effect imrediately
before June 27, 1994. Reserves for a category of policies, con-
tracts, or benefits as established by the comm ssioner, issued on
or after June 27, 1994, may be cal culated —— at the option of
the insurer —— according to any standards that produce greater
aggregate reserves than those cal cul ated according to the m ni num
standard provided in this act. However, the rate or rates of
interest used for policies and contracts, other than annuity and
pure endownent contracts, shall not be higher than the corre-
sponding rate or rates of interest used in calculating any non-
forfeiture benefits provided for in those policies and
contracts. Any insurer that had previously adopted any standard
of val uati on produci ng greater aggregate reserves than those cal -
cul ated according to the m nimum standard provided in this sec-
tion and section 835 nay, with the comm ssioner's approval, adopt
any | ower standard of valuation, but not |ower than the m ni num
standard provided by this section and section 835. However, for
t he purposes of this section, the holding of additional reserves
previously determ ned by a qualified actuary to be necessary to
render the opinion required by section 830a shall not be

considered to be the adoption of a higher standard of val uation.
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(6) If in any contract year the gross prem um charged by a
life insurer on a policy or contract is less than the val uation
net premumfor the policy or contract cal cul ated by the nethod
used in calculating the reserve —thereen— ON THE POLI CY OR
CONTRACT, the insurer may use the m ni num val uati on standards of
nortality, either at the tinme of issue or the tine of valuation
of —stweh— THE policy or contract and the m ninum val uation rate
of interest at tinme of issue or the tinme of valuation of —sueh—
THE policy or contract, so long as the m ninumreserve required
for the policy or contract is the greater of either the reserve
cal cul ated according to the nortality table, rate of interest,
and nethod actually used for the policy or contract, or the
reserve cal cul ated by the nethod actually used for the policy or
contract using the m ninum val uation standards of nortality and
rate of interest and replacing the valuation net prem um by the
actual gross premumin each contract year for which the val ua-
tion net prem um exceeds the actual gross premum The m ni mum
val uation standards of nortality and rate of interest referred to
in this subsection are those standards stated in subsection (1)
and section 836. However, for any life insurance policy issued
on or after January 1, 1986 for which the gross premumin the
first policy year exceeds that of the second year and for which
no conparabl e additional benefit is provided in the first year
for that excess and —whteh— THAT provi des an endownent benefit or
a cash surrender value or a conbinati on —thereef— OF ENDOAVENT
BENEFI T AND CASH SURRENDER VALUE in an anmount greater than the

excess premum the provisions of this subsection shall be
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applied as if the method actually used in calculating the reserve
for that policy were the nmethod described in subsection (2),

i gnoring paragraph 2 of that subsection. The m ninmumreserve at
each policy anniversary of —sueh—a— THAT policy shall be the
greater of the mnimumreserve cal cul ated in accordance w th sub-
section (2), including paragraph 2 of that subsection, and the

m ni mum reserve cal cul ated in accordance with this subsection.

(7) —+n—the—<case—of— FOR any plan of life insurance that
provi des for future prem um determ nation, the amounts of which
are to be determ ned by the insurance conpany based on then esti-
mates of future experience, or, in the case of any plan of life
i nsurance or annuity that is of such a nature that the mninmum
reserves cannot be determ ned by the nethods described in subsec-
tions (2), (3), and (6), the reserves that are held under those
pl ans must be appropriate in relation to the benefits and the
pattern of premuns for that plan and conputed by a nethod that
is consistent with the principles of this standard val uation | aw,
as determ ned by rules pronul gated by the conm ssi oner.

(8) This section applies to only life insurance policies and
contracts issued on and after the operative date of section 4060,
the standard nonforfeiture | aw, except as otherw se provided in
sections 835 and 836 for group annuity and pure endownent con-
tracts issued on or after the operative date of section 4060 and
except as otherw se provided in section 837 for universal life

contracts.
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