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HOUSE BILL No. 4907

July 1, 2003, Introduced by Reps. Stahl, Julian, Hummel, Robertson, Hune and Garfield and
referred to the Committee on Insurance.

A Dbill to amend 1956 PA 218, entitled
"The i nsurance code of 1956,"
by amendi ng section 602 (MCL 500.602), as amended by 1989 PA 35,
and by addi ng section 603.
THE PECPLE OF THE STATE OF M CHI GAN ENACT:
Sec. 602. (1) "Life" insurance is insurance upon the |ives
and health of persons and every insurance pertaining thereto, and

to grant, purchase, or dispose of annuities. Notw thstandi ng any

ot her provision of law, life insurance includes insurance upon

the lives of persons which insurance prepays —hA—aturp—sum-not
rore—than25%of— the death benefit. —basedoen1 or npreof the
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(2) Transaction of life insurance includes the issuance of

policies of life and endowrent insurance and contracts for the
paynent of annuities and pure endowrents, and contracts
suppl ement al —thereto—which— to those that contain only those
provisions relating to accident and sickness insurance as provide
addi tional benefits —inr-ecase—eof— for death or dismenbernent or
| oss of sight by accident or as operate to safeguard those
policies or contracts against |apse or to give a speci al
surrender value or special benefit or an annuity if the insured
or annuitant shall becone totally and permanently di sabl ed, as
defined by the contract or supplenental contract.

(3) Al corporations, associations, partnerships, or
i ndi vi dual s, doing business in this state under any charter,
conpact, agreenent, or statute of this or any other state,
i nvol ving an insurance, guaranty, contract, or pledge, for the
payment of annuities or endowrents, or for the paynent of nobney

to famlies, or representatives of policy or certificate hol ders
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3
or nmenbers, -shall—be— are considered —and-deeredtobe— life
i nsurance conpanies within the neaning of the laws relating to
life insurance within this state.

Sec. 603. (1) As used in this section:

(a) "Accel erated benefits" neans benefits payabl e under a
life insurance contract to a policyowner or certificatehol der,
during the lifetine of the insured, in anticipation of death or
upon the occurrence of specified |ife-threatening or catastrophic
conditions as defined by the policy or rider that reduce the
deat h benefit otherw se payabl e under the |ife insurance contract
and that are payabl e upon the occurrence of a single qualifying
event that results in the paynment of a benefit anobunt fixed at
the time of acceleration.

(b) "Qualifying event" neans 1 or nore of the foll ow ng:

(1) A nedical condition that would result in a drastically
limted life span as specified in the contract.

(i) A nedical condition that has required or requires
extraordinary nedical intervention including, but not limted to,
maj or organ transplant or continuous artificial |ife support,
wi t hout which the insured woul d die.

(iit) A condition that usually requires continuous
confinenent in an eligible institution as defined in the contract
if the insured is expected to remain there for the rest of his or
her life.

(iv) A nedical condition that would, in the absence of
extensive or extraordinary nmedical treatnent, result in a

drastically limted life span, including, but not Iimted to,
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coronary artery disease resulting in an acute infarction or
requiring surgery, permanent neurol ogical deficit resulting from
cerebral vascul ar accident, end stage renal failure, acquired
i mmune deficiency syndronme, or other nedical conditions that the
commi ssi oner has approved for any particular filing.

(v) Oher qualifying events that the conmm ssioner approves
for a particular filing.

(2) An accelerated benefit rider and a life insurance policy
W th accel erated benefit provisions are primarily nortality risks
rather than norbidity risks and are life insurance benefits
subject to all of the follow ng:

(a) Chapters 40 and 44.

(b) Shall provide the option to take the benefit as a | unp
sum and not as an annuity contingent upon the life of the
i nsured.

(c) Shall have no restrictions on the use of the proceeds.

(d) If any death benefit remains after paynent of an
accel erated benefit, shall not affect the accidental death

benefit provision, if any, by the paynent of the accel erated

benefit.
(e) Shall include the term nology "accel erated benefit" in
the descriptive title and not be described or marketed as

| ong-termcare i nsurance or as providing |ong-termcare
benefits.

(3) Except as otherw se provided, the insurer of an
accel erated benefit rider or life insurance policy with

accel erated benefit provisions is required to obtain from an
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assignee or irrevocable beneficiary a signed acknow edgnent of
concurrence for payout prior to the paynent of the accel erated
benefit. If the insurer making the accelerated benefit is itself
t he assi gnee under the policy, an acknow edgnent is not
required.

(4) An insurer of an accelerated benefit rider or life
i nsurance policy with accel erated benefit provisions shall
provi de a disclosure statenment at the tine of application and at
the tinme the accel erated benefit paynent request is submtted
that receipt of these accelerated benefits may be taxable and
t hat assi stance shoul d be sought from a personal tax advisor
The di scl osure statenent shall be prom nently displayed on the
first page of the policy or rider and any other rel ated
docunents. |If a policyowner or certificatehol der of an
accel erated benefit rider or life insurance policy with
accel erated benefit provisions requests an accel eration, the
i nsurer shall send a statenment to the policyowner or
certificateholder and irrevocabl e beneficiary show ng any effect
that the paynent of the accelerated benefit will have on the
policy's cash value, accunul ation account, death benefit,
prem um policy loans, and policy liens. The statenment shall
di scl ose that receipt of accelerated benefit paynents may
adversely affect the recipient's eligibility for nmedicaid or
ot her governnent benefits or entitlenents, may be taxable, and
t hat assi stance shoul d be sought froma personal tax advisor. |If
a previous disclosure statenment becones invalid as a result of an

accel eration of the death benefit, the insurer shall send a
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revi sed disclosure statenment to the policyowner or
certificateholder and irrevocable beneficiary. |If the insurer
agrees to accelerate death benefits, the insurer shall issue an
anended schedul e page to the policyholder to reflect, or shal
notify the certificatehol der under a group policy of, any new,
reduced in-force face anount of the contract.

(5 A witten disclosure, including, but not necessarily
limted to, a brief description of the accel erated benefit and
definitions of the conditions or occurrences triggering paynent
of the benefits shall be given to the applicant for an
accel erated benefit rider or life insurance policy with
accel erated benefit provisions. The description shall include an
expl anation of any effect of the paynent of a benefit on the
policy's cash value, accunul ation account, death benefit,
prem um policy loans, and policy liens. For agent solicited
i nsurance, the agent shall provide the disclosure formto the
applicant prior to or concurrently with the application.

Acknow edgnent of the disclosure shall be signed by the applicant
and witing agent. For a solicitation by direct response

nmet hods, the insurer shall provide the disclosure formto the
applicant at the time the policy is delivered, with a notice that
a full premiumrefund shall be received if the policy is returned
to the conmpany within the free | ook period. For group insurance
policies, the disclosure formshall be contained as part of the
certificate of coverage or any related docunent furnished by the
insurer for the certificatehol der.

(6) If there is a premumor cost of insurance charge, the

02131' 03 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 OB~ W N RP O

7

i nsurer shall give the applicant for an accel erated benefit rider
or life insurance policy with accel erated benefit provisions a
generic illustration nunerically denonstrating any effect of the
paynent of a benefit on the policy's cash value, accumul ation
account, death benefit, premium policy |oans, and policy liens.
For agent solicited insurance, the agent shall provide the
illustration to the applicant prior to or concurrently with the
application. For a solicitation by direct response nethods, the
insurer shall provide the illustration to the applicant at the
time the policy is delivered. For group insurance policies, the
di scl osure formshall be contained as part of the certificate of
coverage or any rel ated docunent furnished by the insurer for the
certificatehol der.

(7) An insurer of an accelerated benefit rider or life
i nsurance policy with accel erated benefit provisions with
fi nancing options other than as described in subsection (12)(b)
shal | disclose to the policyowner any prem um or cost of
i nsurance charge for the accelerated benefit. The insurer shal
make a reasonable effort to assure that the certificateholder is
awar e of any additional prem umor cost of insurance charge if
the certificateholder is required to pay a charge. Upon request
of the conm ssioner, an insurer shall furnish an actuari al
denonstration disclosing the nethod of arriving at its cost for
t he accel erated benefit.

(8) The insurer of an accelerated benefit rider or life
i nsurance policy with accel erated benefit provisions shall

di sclose to the policyowner any adm ni strative expense char ge.
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The insurer shall nake a reasonable effort to assure that the
certificateholder is aware of any adm ni strative expense charge
if the certificateholder is required to pay the charge.

(9) An accel erated benefit provision shall be effective as
foll ows:

(a) On the effective date of the policy or rider for
acci dents.

(b) No nore than 30 days after the effective date of the
policy or rider for illness.

(10) The insurer of an accelerated benefit rider or life
i nsurance policy with accel erated benefit provisions nmay offer a
wai ver of premumfor the accel erated benefit provision in the

absence of a regular waiver of prem um provision being in
effect. At the tine the benefit is clained, the i nsurer shal

expl ain any continuing premumrequirenent to keep the policy in

force.

(11) An insurer of an accel erated benefit rider or life
i nsurance policy with accel erated benefit provisions shall not
unfairly discrimnate anong insureds with differing qualifying

events covered under the policy or anbng insureds with simlar
qual i fyi ng events covered under the policy. An insurer shall not
apply further conditions on the paynent of the accel erated

benefits other than those conditions specified in the policy or

rider.

(12) The insurer of an accelerated benefit rider or life
i nsurance policy with accel erated benefit provisions may do any
of the follow ng:
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(a) Require a prem um charge or cost of insurance charge for
the accel erated benefit if based on sound actuarial principles.
For group insurance, the additional cost nmay also be reflected in
t he experience rating.

(b) Pay a present value of the face anpunt. The cal cul ation
shal | be based on any applicable actuarial discount appropriate
to the policy design. The interest rate or interest rate
nmet hodol ogy used in the cal culation shall be based on sound
actuarial principles and disclosed in the contract or actuari al
menor andum  The maxi numinterest rate used shall be no greater
than the greater of the current yield on 90-day treasury bills or
the current maxi num statutory adjustable policy |oan interest
rate.

(c) Accrue an interest charge on the amount of the
accel erated benefits. The interest rate or interest rate
nmet hodol ogy used in the cal culation shall be based on sound
actuarial principles and disclosed in the contract or actuari al
menor andum  The maxi numinterest rate used shall be no greater
than the greater of the current yield on 90-day treasury bills or
the current maxi num statutory adjustable policy |oan interest
rate. The interest rate accrued on the portion of the lien that
is equal in amount to the cash value of the contract at the tine
of the benefit acceleration shall be no nore than the policy | oan
interest rate stated in the contract.

(13) Except as otherwi se provided in this subsection, if an
accel erated benefit on an accel erated benefit rider or life

i nsurance policy with accel erated benefit provisions is payable,
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there shall be no nore than a pro rata reduction in the cash
val ue based on the percentage of death benefits accelerated to
produce the accel erated benefit paynment. Alternatively, the
paynent of accel erated benefits, any adm nistrative expense
charges, any future prem uns, and any accrued interest my be
considered a |ien against the death benefit of the policy or
rider and the access to the cash value may be restricted to any
excess of the cash value over the sum of any other outstanding
| oans and the lien. Future access to additional policy |oans may
be limted to any excess of the cash val ue over the sum of the
lien and any other outstanding policy |oans.

(14) If paynent of an accel erated benefit on an accel erated
benefit rider or life insurance policy with accel erated benefit
provisions results in a pro rata reduction in the cash value, the
paynment may not be applied toward repayi ng an anmount greater than
a pro rata portion of any outstanding policy |oans.

(15) For an accelerated benefit rider or life insurance
policy with accelerated benefit provisions, a qualified actuary
shal | describe the accelerated benefits, the risks, the expected
costs, and the calculation of statutory reserves in an actuari al
menor andum  The insurer shall maintain in its files descriptions
of the bases and procedures used to cal cul ate benefits payabl e.
These descriptions and the actuarial nenorandum shall be nade
avai l abl e for exam nation by the conm ssioner upon request.

(16) If benefits are provided through the accel eration of
benefits under group or individual life policies or riders to an

accel erated benefit rider or life insurance policy with
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accel erated benefit provisions, policy reserves shall be
determined in accordance with section 834. Al valuation
assunptions used in constructing the reserves shall be determ ned
as appropriate for statutory valuation purposes by a nmenber in
good standing of the American academnmy of actuaries. The actuary
shall follow both actuarial standards and certification for good
and sufficient reserves. Reserves in the aggregate should be
sufficient to cover policies upon which no claimhas yet arisen
and policies upon which an accel erated claimhas arisen. For
policies and certificates that provide actuarially equival ent
benefits, additional reserves do not need to be established.
Policy liens and policy |oans, including accrued interest,
represent assets of the insurer for statutory reporting
purposes. For a policy on which the policy lien exceeds the
policy's statutory reserve liability, the excess shall be held as

a nonadm tted asset.
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