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HOUSE BILL No. 5999

HB5999, As Passed House, June 4, 2002

HOUSE BILL No. 5999

May 7, 2002, Introduced by Rep. Richner and referred to the Committee on Insurance and
Financial Services.

A bill to anmend 1956 PA 218, entitled
"The insurance code of 1956,"
by amendi ng section 4072 (MCL 500.4072), as anended by 1986 PA
318.
THE PECPLE OF THE STATE OF M CHI GAN ENACT:

Sec. 4072. (1) This section shall be known as the standard
nonforfeiture law for individual deferred annuities.

(2) This section —shatt— DOES not apply to any reinsurance,
group annuity purchased under a retirenent plan or plan of
deferred conpensati on established or mai ntained by an enpl oyer,
including a partnership or sole proprietorship, or by an enpl oyee
organi zation, or by both, other than a plan providing individua
retirement accounts or individual retirenent annuities under
section 408 of the internal revenue code, prem um deposit fund,

vari abl e annuity, investnment annuity, inmrediate annuity, a
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deferred annuity contract after annuity paynents have conmenced,
or reversionary annuity, nor to a contract —whreh—shat-t—be
delivered outside this state through an agent or other represen-
tative of the conpany issuing the contract.

(3) Except as provided in subsection (2), —+Athe—ease—-of
FOR contracts issued on or after the operative date of this sec-
tion, as defined in subsection (13), a contract of annuity shal
not be delivered or issued for delivery in this state unless it
contains in substance the follow ng provisions, or correspondi ng
provi si ons —whieh— THAT i n the —eptaron—of—the—cormsstoner
COVWM SSIONER' S OPINION are at |east as favorable to the contract
hol der, upon cessation of paynment of consideration under the
contract:

(a) That upon cessation of paynment of consideration under a
contract, the conpany will grant a paid-up annuity benefit on a
plan stipulated in the contract of a value specified in subsec-
tions (6), (7), (8), (9), and (11).

(b) I'f a contract provides for a |lunp sumsettlenent at
maturity, or at any other time, that upon surrender of the con-
tract at or before the comencenent of any annuity paynents, the
conpany wll pay in place of any paid-up annuity benefit, a cash
surrender benefit of an anmount specified in subsections (6), (7),
(9), and (11). The conpany shall reserve the right to defer the
paynment of the cash surrender benefit for a period of 6 nonths
after demand for the paynent with surrender of the contract.

(c) A statenent of the nortality table, if any, and interest

rates used in cal culating any m ni mum pai d-up annuity, cash
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surrender, or death benefits that are guaranteed under the
contract, together with sufficient information to determ ne the
amounts of the benefits.

(d) A statenment that any paid-up annuity, cash surrender, or
death benefits that may be avail able under the contract are not
| ess than the m nimum benefits required by law of the state in
which the contract is delivered, and an expl anation of the manner
in which the benefits are altered by the existence of additional
anounts credited by the conpany to the contract, indebtedness to
the conpany on the contract, or prior withdrawals fromor parti al
surrenders of the contract.

(4) Notwi thstanding the requirenents of subsection (3), a
deferred annuity contract may provide that if considerations have
not been received under a contract for a period of 2 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 this period would be | ess than $20. 00 nonthly, the conpany
may at its option termnate the contract by paynent in cash of
the then present value of that portion of the paid-up annuity
benefit, calculated on the basis of the nortality table, if any,
and interest rate specified in the contract for determning the
pai d-up annuity benefit. This paynent shall relieve the conpany
of further obligation under the contract.

(5) The m ni num val ues as specified in subsections (6), (7),
(8), (9), and (11) of any paid-up annuity, cash surrender, or

death benefits avail able under an annuity contract shall be based
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upon m ni mum nonforfeiture anounts as defined in this
subsecti on:

(a) —Wth—respeet—te— EXCEPT AS OTHERW SE PROVI DED I N
SUBDI VI SION (B), FOR contracts providing for flexible considera-
tions, the m ninmum nonforfeiture anobunt at any tinme at or before
t he commencenent of any annuity paynents shall be equal to an
accunul ation up to that tine at a rate of interest of 3% per
annum of percentages of the net considerations, as defined in
this subsection, paid before that tinme, decreased by the sum of
subpar agraphs (i) and (i), and increased by any existing addi-
tional amounts credited by the conpany to the contract:

(7)) Prior withdrawals fromor partial surrenders of the con-
tract accunul ated at a rate of interest of 3% per annum

(i) The anount of any indebtedness to the conpany on the
contract, including interest due and accrued.

(B) BEG NNI NG ON THE EFFECTI VE DATE OF THE AMENDATORY ACT
THAT ADDED THI' S SUBDI VI SI ON AND CONTI NUI NG UNTI L JANUARY 1, 2005
FOR CONTRACTS PROVI DI NG FOR FLEXI BLE CONSI DERATI ONS, THE M NI MUM
NONFORFEI TURE AMOUNT AT ANY TI ME AT OR BEFORE THE COMVENCEMENT OF
ANY ANNUI TY PAYMENTS SHALL BE EQUAL TO AN ACCUMULATI ON UP TO THAT
TI ME AT A RATE OF | NTEREST OF 1.5% PER ANNUM OF PERCENTAGES OF
THE NET CONSI DERATI ONS, AS DEFINED IN THI S SUBSECTI ON, PAID
BEFORE THAT TI ME, DECREASED BY THE SUM OF SUBPARAGRAPHS (i) AND
(i), AND | NCREASED BY ANY EXI STI NG ADDI TI ONAL AMOUNTS CREDI TED
BY THE COMPANY TO THE CONTRACT:

(7)) PRIOR W THDRAVALS FROM OR PARTI AL SURRENDERS OF THE
CONTRACT ACCUMULATED AT A RATE OF | NTEREST OF 1.5% PER ANNUM
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(7)) THE AMOUNT OF ANY | NDEBTEDNESS TO THE COVPANY ON THE
CONTRACT, | NCLUDI NG | NTEREST DUE AND ACCRUED

(C) —fb)y— The net consideration for a given contract year
used to define the m ni mum nonforfeiture anount shall be an
anount not |ess than zero, and shall be equal to the correspond-
ing gross considerations credited to the contract during that
contract year less an annual contract charge of $30.00 and |l ess a
coll ection charge of $1.25 per consideration credited to the con-
tract during that contract year. The percentages of net consid-
erations shall be 65% of the net consideration for the first con-
tract year and 87-1/2 of the net considerations for the second
and |l ater contract years. Notw thstanding the precedi ng sen-
tence, the percentage shall be 65% of the portion of the total
net consideration for any renewal contract year which exceeds by
not nore than 2 tinmes the sum of those portions of the net con-
siderations in all prior contract years for which the percentage
was 65%

(D) —fey—WwWthrespeet—to— FOR contracts providing for fixed
schedul ed considerations, m nimum nonforfeiture amounts shall be
cal cul ated on the assunption that considerations are paid annu-
ally in advance, and shall be defined as for contracts with flex-
i bl e consi derati ons —whieh—are— paid annual |y, except that:

(i) The portion of the net consideration for the first con-
tract year to be accunul ated shall be the sum of 65% of the net
consideration for the first contract year plus 22-1/2% of the

excess of the net consideration for the first contract year over
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the | esser of the net considerations for the second and third
contract years.

(7)) The annual contract charge shall be the |esser of
$30. 00 or 10% of the gross annual considerations.

(E) —teh—Wth—respeet—to— FOR contracts providing for a
singl e consideration, m ninmum nonforfeiture anounts shall be
defined as for contracts with flexible considerations, except
that the percentage of net consideration used to determ ne the
m ni mum nonforfeiture amount shall be equal to 90% and the net
consideration shall be the gross consideration | ess a contract
charge of $75. 00.

(6) Any paid-up annuity benefit avail able under a contract
shal |l be such that its present value on the date annuity paynents
are to commence is at |east equal to the m ninum nonforfeiture
anount on that date. This present value shall be conputed using
the nortality table, if any, and the interest rate specified in
the contract for determ ning the mninmmpaid-up annuity benefits
guaranteed in the contract.

(7) For contracts —whteh— THAT provi de cash surrender bene-
fits, the cash surrender benefits available before maturity shal
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
arising fromconsiderations paid before the tinme of cash
surrender. The present value shall be calculated on the basis of
an interest rate not nore than 1% hi gher than the interest rate
specified in the contract for accunul ating the net considerations

to determne the maturity value. However, a cash surrender
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benefit shall not be | ess than the m ni nrum nonforfeiture anount
at that tine. The death benefit under contracts —whieh— THAT
provi de cash surrender benefits shall be at |east equal to the
cash surrender benefit. As used in this subsection AND EXCEPT AS
OTHERW SE PROVIDED IN THI S SUBSECTI ON, "maturity val ue" neans an
accunul ation up to the maturity date at the rate of interest
guaranteed in the contract for accunul ating the net considera-
tions to determne the maturity value, but in no event |ess than
3% per annum of the percentages of the net considerations, as
defined in subsection (5), paid before that tinme, decreased by
the sumof prior withdrawals fromor partial surrenders of the
contract accunul ated at the rate of interest guaranteed in the
contract for accunul ating net considerations to determ ne the
maturity value but in no event |ess than 3% per annum and the
amount of any indebtedness to the conmpany on the contract,
including interest due and accrued, and increased by excess
interest previously credited by the conpany to the contract.
BEG NNI NG ON THE EFFECTI VE DATE OF THE AMENDATORY ACT THAT ADDED
SUBSECTI ON (5) (B) AND CONTI NUI NG UNTI L JANUARY 1, 2005, AS USED
IN THI S SUBSECTI ON, "MATURI TY VALUE" MEANS AN ACCUMULATI ON UP TO
THE MATURI TY DATE AT THE RATE OF | NTEREST GUARANTEED I N THE CON-
TRACT FOR ACCUMULATI NG THE NET CONSI DERATI ONS TO DETERM NE THE
MATURI TY VALUE, BUT I N NO EVENT LESS THAN 1. 5% PER ANNUM OF THE
PERCENTAGES OF THE NET CONSI DERATI ONS, AS DEFI NED | N SUBSECTI ON
(5), PAID BEFORE THAT TI ME, DECREASED BY THE SUM OF PRIOR W TH
DRAWALS FROM OR PARTI AL SURRENDERS OF THE CONTRACT ACCUMULATED AT
THE RATE OF | NTEREST GUARANTEED | N THE CONTRACT FOR ACCUMULATI NG
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NET CONSI DERATI ONS TO DETERM NE THE MATURI TY VALUE BUT | N NO
EVENT LESS THAN 1. 5% PER ANNUM AND THE AMOUNT OF ANY | NDEBTEDNESS
TO THE COVPANY ON THE CONTRACT, | NCLUDI NG | NTEREST DUE AND
ACCRUED, AND | NCREASED BY EXCESS | NTEREST PREVI OQUSLY CREDI TED BY
THE COMPANY TO THE CONTRACT. As used in this subsection, the
excess interest is the anount credited over and above the guaran-
teed interest.

(8) For contracts —whieh— THAT do not provide cash surrender
benefits, the present value of any paid-up annuity benefit avail -
able as a nonforfeiture option at any tinme before maturity shal
not be less than the present value of that portion of the matu-
rity value of the paid-up annuity benefit provided under the con-
tract arising fromconsiderations paid before 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 speci-
fied in the contract for accunulating the net considerations to
determne the maturity value, and increased by any existing addi-
tional anounts credited by the conpany to the contract. For con-
tracts —whieh— THAT do not provide death benefits before the com
mencenent of annuity paynents, the present values shall be cal cu-
| ated on the basis of the interest rate and the nortality table
specified in the contract for determning the maturity val ue of
t he paid-up annuity benefit. However, the present value of a
pai d-up annuity benefit shall not be |ess than the m ni mrum non-

forfeiture anmbunt at that tine.
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(9) For the purpose of determining the benefits cal cul ated
under subsections (7) and (8), in the case of annuity contracts
under which an election may be nade to have annuity paynments com
mence at optional maturity dates, the maturity date shall be con-
sidered to be the |latest date for which election shall be permt-
ted by the contract, but shall not be later than the anniversary
of the contract next followi ng the annuitant's seventieth birth-
day, or the tenth anniversary of the contract, whichever is
| ater.

(10) A contract —whteh— THAT does not provide cash surrender
benefits or does not provide death benefits at |east equal to the
m ni mum nonforfeiture amount before the comrencenent of annuity
paynments shall include a statenment in a prom nent place in the
contract that those benefits are not provided.

(11) Any paid-up annuity, cash surrender, or death benefits
avail able at any tine, other than on the contract anniversary
under a contract with fixed schedul ed consi derations, shall be
calculated with allowance for the | apse of tine and the paynent
of any schedul ed consi derati ons beyond the begi nning of the con-
tract year in which cessation of paynent of considerations under
the contract occurs.

(12) For a contract —whieh— THAT provides, within the sane
contract by rider or supplemental contract provision, both annu-
ity 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 m ninmum nonforfeiture benefits

shall be equal to the sum of the m nimum nonforfeiture benefits
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for the annuity portion and the m ni num nonforfeiture benefits,
if any, for the life insurance portion conputed as if each por-
tion were a separate contract. Notw thstandi ng subsections (6),
(7), (8), (9), and (11), additional benefits payabl e —+nAthe
event—of— FOR total and permanent disability, as reversionary
annuity or deferred reversionary annuity benefits, or as other
policy benefits additional to Iife insurance, endowrent and annu-
ity benefits, and considerations for all such additional bene-
fits, shall be disregarded in ascertaining the mninmm nonforfei-
ture anounts, paid-up annuity, cash surrender, and death benefits
that may be required by this section. The inclusion of the addi-
tional benefits shall not be required in any paid-up benefits,
unl ess the additional benefits separately would require m ni num
nonforfeiture anmounts, paid-up annuity, cash surrender, and death
benefits.

(13) After Cctober 1, 1980, a conmpany may file with the com
m ssioner a witten notice of its election to conply with this
section after a specified date before Cctober 1, 1982. After the
filing of this notice, then on that specified date, which shal
be the operative date of this section for the conpany, this sec-
tion shall becone operative wth respect to annuity contracts
thereafter issued by the conpany. |If a conpany does not nmake the
el ection, the operative date of this section for the conpany
shal | be Cctober 1, 1982.

(14) Notwi thstanding the other provisions of this section,
upon cancel l ation of an annuity —whteh—+5— subject to an

assi gnnent under section 2080(6), the m ninum nonforfeiture
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anount of the annuity shall be 92% of the sum of the total
prem unms paid by the assignor at the tinme of the cancellation
plus interest on such prem uns at an annual rate of not |ess than
5% or the consuner price index, whichever is greater. As used in
this subsection, "consuner price index" means that term as

defined in section 2080.
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