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HB- 5050, As Passed House, COctober 2, 2003

SUBSTI TUTE FOR
HOUSE BI LL NO. 5050

A Dbill to amend 1956 PA 218, entitled
"The i nsurance code of 1956,"
by amendi ng section 4072 (MCL 500.4072), as anmended by 2002 PA
635.

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 does not apply to any reinsurance, group
annuity purchased under a retirenent plan or plan of deferred
conpensati on established or maintained 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 individual
retirement accounts or individual retirement annuities under
section 408 of the internal revenue code, prem um deposit fund,

vari able annuity, investnent annuity, imrediate annuity, a
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deferred annuity contract after annuity paynments have commenced,
or reversionary annuity, nor to a contract delivered outside this
state through an agent or other representative of the conpany
i ssuing the contract.

(3) Except as provided in subsection (2), —fer——econtracts
+ssuedon—or—afterthe operattve date of tht s section—as—debined
Ha—subseetion{13)}— a contract of annuity shall not be delivered
or issued for delivery in this state unless it contains in
substance the foll ow ng provisions, or correspondi ng provisions
that in the conm ssioner's opinion are at |east as favorable to
the contract hol der, upon cessation of paynent of consideration
under the contract:

(a) That upon cessation of paynment of consideration under a
contract, or upon the witten request of the contract owner, the
conpany —w-H— shall grant a paid-up annuity benefit on a plan
stipulated in the contract of a value specified in subsections

; ; ; ; (8), (9), (10), (11), and (13).

(b) If a contract provides for a lunp sum settl enent at
maturity, or at any other time, that upon surrender of the
contract at or before the comencenent of any annuity paynents,

t he conpany —-wH— shall pay in place of any paid-up annuity
benefit, a cash surrender benefit of an anmpbunt specified in
subsecti ons (6} +—(H+——(9)—and(1H— (8), (9), (11), and (13).
The conpany -shall— may reserve the right to defer the paynent of
t he cash surrender benefit for a period of 6 nonths after demand
for the paynent with surrender of the contract if the conpany

makes a witten request to the conm ssioner show ng the necessity
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and equitability to all policyholders of the deferral and the
conmmi ssi oner gives witten approval .

(c) A statenent of the nortality table, if any, and interest
rates used in calculating any m ni mum pai d-up annuity, cash
surrender, or death benefits that are guaranteed under the
contract, together with sufficient information to determ ne the
amounts of the benefits.

(d) A statenent that any paid-up annuity, cash surrender, or
death benefits that may be avail abl e under the contract are not
| ess than the mnimum benefits required by |aw of the state in
which the contract is delivered, and an expl anati on of the nmanner
in which the benefits are altered by the existence of additiona
anounts credited by the conpany to the contract, indebtedness to
t he conpany on the contract, or prior withdrawals fromor partia
surrenders of the contract.

(4) Notwithstanding 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 paynment 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 determ ning the
pai d-up annuity benefit. This paynment shall relieve the conmpany

of further obligation under the contract.
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(5) The m nimum val ues as specified in subsections (6} +—(H+
8—(9)—and{11H— (8), (9), (10), (11), and (13) of any paid-up
annuity, cash surrender, or death benefits avail abl e under an
annuity contract shall be based upon —wmhirum-nonforfeiture
afpuhts—as—defined—inthissubseetion— the fol |l owi ng:

i . I I
contract—tneludinginterestdue—andacerued— Until January 1,

2005 for contracts providing for flexible considerations, the

m ni mum nonforfeiture anount at any tine at or before the
commencenent of any annuity paynments shall be equal to an
accunul ation up to that tinme at a rate of interest of 1.5% per
annum of percentages of the net considerations, as defined in
subdivision (c), paid before that tine, decreased by the sum of
subpar agraphs (i) and (ii), and increased by any existing
addi ti onal amounts credited by the conpany to the contract:

(i) Prior withdrawals fromor partial surrenders of the
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contract accunul ated at a rate of interest of 1.5% per annum
(ii) The amount of any indebtedness to the conmpany on the
contract, including interest due and accrued.
(b) —Beginning—oenthe effective dateof the anendatoryact
I hi o o . ’
: i : | oxibl L d . 4 The

m ni mum nonforfeiture anount at any tine at or before the
comencenent of any annuity paynments shall be equal to an
accurul ation up to that tine at —a+rate— rates of interest —of
1 5% per—annum-of percentages— as provided in subsection (6) of
t he net considerations, as defined in —this—subseetion
subdivision (c), paid before that tine, decreased by the sum of
subpar agraphs (i) —anrd{i)—andincreased-by—any—existing

addi ti onal anpbunts credited by the conpany to the contract to
(iv):

(i) Prior withdrawals fromor partial surrenders of the
contract accunul ated at —a—rate—of interest—of 1.-5%per—annum
rates of interest as provided in subsection (6).

(i) An annual contract charge of $50.00, accunul ated at
rates of interest as provided in subsection (6).

(iit) Any premumtax paid by the conpany for the contract,
accurul ated at rates of interest as provided in subsection (6).

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

(c) The net consideration for a given contract year used to
define the mni mum nonforfeiture amount shall be an ambunt —het

lessthanzero,—and-shall—be— equal to —thecorresponding— 87.5%
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of the gross considerations credited to the contract during that

contract year. |less an annual contract charge of $30.00 and | ess
L] . I : _ L d . i I

H03283' 03 (H- 1) DKH



© 00 N o o0 B~ W N P

N NN N N N NN R R P R B B R B R
N~ o 00 A W N RBP O © 0 N O 00N~ W N RP O

gross consideration less a contract charge of $75. 00.

(6) The interest rate used in determ ning m ni num

nonforfeiture anounts shall be an annual rate of interest

determ ned as the | esser of 3% per annum and the follow ng, which
shall be specified in the contract if the interest rate will be
reset:

(a) The 5-year constant maturity treasury rate reported by
the federal reserve as of a date, or average over a period,
rounded to the nearest 1/20 of 1% specified in the contract no
| onger than 15 nonths before the contract issue date or
redeterm nati on date under subdivision (d).

(b) Reduced by 125 basis points.

(c) Wiere the resulting interest rate is not less than 1%

(d) The interest rate shall apply for an initial period and
may be redeterm ned for additional periods. The redeterm nation
date, basis, and period, if any, shall be stated in the
contract. As used in this subdivision, "basis" means the date or
average over a specified period that produces the value of the
5-year constant maturity treasury rate to be used at each
redeterm nati on date.

(7) During the period or termthat a contract provides
substantive participation in an equity indexed benefit, the
contract may provide for an increase in the reduction described

in subsection (6)(b) of up to an additional 100 basis points to
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reflect the value of the equity index benefit. The present val ue
at the contract issue date, and at each redeterm nation date
after the issue date, of the additional reduction shall not
exceed the market value of the benefit. The conm ssioner may
require a denonstration that the present value of the additiona
reduction does not exceed the market value of the benefit and if
t he denonstration is unacceptable, may disallow or limt the
addi ti onal reduction. The conm ssioner nay adopt rules to
i npl enent this subsection and to provide for further adjustnents
to the calculation of mninmmnonforfeiture anobunts for contracts
t hat provide substantive participation in an equity index benefit
and for other contracts that the conm ssioner determ nes
adjustnments are justified.

(8) —6)— Any paid-up annuity benefit avail abl e under a
contract shall be such that its present value on the date annuity
paynents are to commence is at |east equal to the m ni num
nonforfeiture anount on that date. This present val ue shall be
conputed using the nortality table, if any, and the interest rate
specified in the contract for determ ning the m ni num pai d-up
annuity benefits guaranteed in the contract.

(9) —H— For contracts that provide cash surrender benefits,
t he cash surrender benefits avail able before maturity shall not
be | ess than the present value as of the date of surrender of
that portion of the maturity value of the paid-up annuity benefit
t hat woul d be provided under the contract at maturity arising
from consi derations paid before the tinme of cash surrender

reduced by the anmount appropriate to reflect any prior

H03283' 03 (H- 1) DKH



© 00 N o o0 B~ W N P

N NN N N N NN R R RP R R B R B R
N~ o 00 A W N RBP O © 0 N O 00N~ W N RBP O

9
wi thdrawal s fromor partial surrenders of the contract. The
present value shall be calcul ated on the basis of an interest
rate not nore than 1% higher than the interest rate specified in
the contract for accumulating the net considerations to determ ne
the maturity val ue, decreased by the anpbunt of any indebtedness
to the conmpany on the contract, including interest due and
accrued, and increased by any existing additional anmounts
credited by the conpany to the contract. However, a cash
surrender benefit shall not be less than the m ni mum

nonforfeiture anbunt at that time. The death benefit under

contracts that provide cash surrender benefits shall be at |east

equal to the cash surrender benefit. —As—usedinthissubseetion
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January 1, 2005, as used in this subsection, "maturity val ue"
means an accunul ation up to the maturity date at the rate of
interest guaranteed in the contract for accunul ati ng the net
considerations to determne the maturity value, but in no event
| ess than 1.5% per annum of the percentages of the net
considerations, as defined in subsection (5), paid before that
time, decreased by the sumof prior withdrawals fromor parti al
surrenders of the contract accunul ated at the rate of interest
guaranteed in the contract for accunul ating net considerations to
deternmine the maturity value but in no event |less than 1.5% per
annum and the anount of any indebtedness to the conpany on the
contract, including interest due and accrued, and increased by
excess interest previously credited by the conmpany to the
contract. As used in this subsection, the excess interest is the
anount credited over and above the guaranteed interest.

(10) —(8)— For contracts that do not provide cash surrender
benefits, the present val ue of any paid-up annuity benefit
avai l able as a nonforfeiture option at any tinme before maturity
shall not be less than the present value of that portion of the
maturity val ue of the paid-up annuity benefit provided under the
contract 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
specified in the contract for accunul ating the net considerations
to determine the maturity value, and increased by any —existing

addi ti onal amounts credited by the conpany to the contract. For
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contracts that do not provide death benefits before the
commencenent of annuity paynments, the present values shall be
calcul ated on the basis of the interest rate and the nortality
tabl e specified in the contract for determning the maturity
val ue of the paid-up annuity benefit. However, the present val ue
of a paid-up annuity benefit shall not be |ess than the m ni nrum

nonforfeiture anbunt at that tinme.

(11) (9 For—the purpose—of— In determ ning the benefits
cal cul at ed under subsecti ons (A—anrd{8)—+nhtheecaseof— (9)

and (10), for annuity contracts under which an el ection may be
made to have annuity paynments comrence at optional maturity
dates, the maturity date shall be considered to be the |atest
date for which election shall be permtted by the contract, but
shall not be l|ater than the anniversary of the contract next
following the annuitant's seventieth birthday, or the tenth
anni versary of the contract, whichever is |ater

(12) 36— A contract that does not provide cash surrender
benefits or does not provide death benefits at |east equal to the
m ni mum nonforfeiture anount before the comrencenent of annuity
payments shall include a statenent in a prom nent place in the
contract that those benefits are not provided.

(13) (33— Any paid-up annuity, cash surrender, or death
benefits available at any tinme, other than on the contract
anni versary under a contract with fixed schedul ed consi derati ons,
shall be calculated with allowance for the | apse of tinme and the
paynent of any schedul ed consi derations beyond the begi nning of

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

(14) 32— For a contract that provides, within the sane
contract by rider or supplenmental contract 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 m ninumnonforfeiture
benefits shall be equal to the sumof the m nimum nonforfeiture
benefits for the annuity portion and the m ni mum nonforfeiture
benefits, if any, for the life insurance portion conputed as if
each portion were a separate contract. Notw thstanding
subsecti ons (6} +—(H+——(8)—(9)—and{1H— (8), (9), (10), (11),
and (13), additional benefits payable for total and permanent
disability, as reversionary annuity or deferred reversionary
annuity benefits, or as other policy benefits additional to life
i nsurance, endowrent and annuity benefits, and considerations for
all such additional benefits, shall be disregarded in
ascertaining the mnimum nonforfeiture anounts, paid-up annuity,
cash surrender, and death benefits that nay be required by this
section. The inclusion of the additional benefits shall not be
required in any paid-up benefits, unless the additional benefits
separately would require m ni mum nonforfeiture anounts, paid-up

annuity, cash surrender, and death benefits.
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(15) Until January 1, 2005, an insurer may elect to proceed

under subsection (5)(a) or (b). On and after January 1, 2005, an

i nsurer shall proceed under subsection (5)(b).
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