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By Mr. Charles lannello of Boston, petition of Eugene Blanchard for
regulating the issuance by insurance companies of contracts on a variable
basis. Insurance.

In the Year One Thousand Nine Hundred and Fifty-Six.

An Act regulating the issuance of contracts on a
VARIABLE BASIS, BY INSURANCE COMPANIES.

Be it enacted by the Senate and House of Representatives in
General Court assembled, and by the authority of the same,
as follows:

1 Section 1. A contract on a variable basis is hereby
2 defined to be any variable annuity contract or other
3 contract involving life contingencies, issued by a life
4 insurance company, providing for the dollar amount of
5 benefits or other contractual payments or values there-
-6 under to vary so as to reflect investment results of any
7 segregated portfolio of investments or of a designated
8 account in which amounts received in connection with
9 any such contracts are placed. Nothing contained in

10 this act shall authorize the issuance of life insurance
11 policies on a variable basis but such policies may provide
12 for optional modes of settlement on a variable basis
13 through use of a variable annuity account.
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1 Section 2. .Any domestic life insurance company may
2 establish and operate one or more separate accounts
3 known as variable contract accounts.

1 Section 3. (a) Any life insurance company which
2 establishes one or more variable contract accounts and
3 which, within and as a part of its authority to grant, pur-
-4 chase and dispose of annuities, or its authority to issue



9 No. 1560. [Jan.HOUSE

5 other contracts calling for the payment of income over a
6 period of time, issues or delivers in the commonwealth,
7 contracts on a variable basis shall include in each such
8 contract, and in any certificate evidencing variable
9 benefits issued pursuant to any such contract on a group

10 basis, a statement of the essential features of the pro-
-11 cedure to be followed by the life insurance company in
12 determining the dollar amount of variable benefits or
13 other contractual payments or values thereunder and
14 shall state in clear terms that any such amount may be
15 expected to decrease or increase according to such
16 procedure.
17 Any such contract issued or delivered to an individual,
18 and any such certificate, shall contain on its first page, in
19 bold face type and with greater prominence than any
20 other portion of the text, a clear statement that the
21 benefits or other contractual payments or values there-
-22 under are on a variable basis.
23 (b ) No contract on a variable basis shall be issued or
24 delivered in the commonwealth until a of the form
25 thereof (including, in the case of a contract on a group
26 basis, the form of any certificate evidencing variable
27 benefits issued pursuant thereto) and any form of certif-
-28 icate for such contract has been on file for thirty days
29 with the commissioner unless before the expiration of
30 such thirty days he shall have approved in writing the
31 form of the contract; nor if the commissioner notifies the
32 company in writing within said thirty da3rs that in his
33 opinion the form of the contract does not comply with the
34 laws of the commonwealth, specifying his reasons there-
-35 for; provided that such action of the commissioner shall
36 be subject to review by the supreme judicial court.
37 (c) In determining the guaranteed number of units
38 payable under an individual variable annuity contract
39 or other individual contract on a variable basis, mortality
40 and investment increment assumptions shall not be
41 used which will produce a greater number of units of
42 income than that produced by use of a mortality table
43 and interest assumption approved by the commissioner.
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44 (d) No individual annuity contract on a variable
45 basis shall be issued or delivered in the commonwealth
46 unless it contains in substance the following provisions:
47 (i) that in the event of default in any stipulated pay-
-48 ment the company will grant a paid-up non-forfeiture
49 benefit on an annuity plan stipulated in the contract
50 providing for periodic benefit payments over a minimum
51 period of three years;
52 (ii) if a detailed statement of the method of computa-
-53 tion of the benefits shown in the contract, including a
54 statement of the mortality table and annual investment
55 increment assumption used in calculating the paid-up
56 non-forfeiture benefits available under such contract
57 is not stated therein, a statement that such method of
58 computation has been filed with the commissioner of
59 insurance must be included.
60 A contract shall be deemed to contain any such pro-
-61 vision in substance when in the opinion of the com-
-62 missioner the provision is stated in terms more favorable
63 to the holder.
64 Notwithstanding the requirements of this section, any
65 deferred annuity contract on a variable basis may provide
66 that if the annuity allowed under any paid-up non-
-67 forfeiture benefit would be a number of units whose
68 value at the date of default would be less than that re-
-69 quired to produce income payments with an initial rate
70 of twenty dollars per month, the company may at its
71 option grant, in lieu of such paid-up non-forfeiture bene-
-72 fit, a different optional paid-up non-forfeiture benefit
73 specified in the contract under which the initial rate of
74 monthly payments would be at least equal to the mini-
-75 mum described above.
76 This subsection shall not apply to contracts on a
77 group basis.
78 (e) Except as provided in the next to the last para-
-79 graph of section three ( d), non-forfeiture benefits (includ-
-80 ing death benefits) shall be payable in instalments over
81 a period of at least three years.
82 This subsection shall not apply to contracts on a group
83 basis.
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84 (/) Sections one hundred and thirty-two and one
85 hundred and thirty-two B providing required provisions
86 for annuities shall not apply to annuity contracts on a
87 variable basis. The commissioner may, by regulation,
88 require for annuities on a variable basis reasonable and
89 suitable provisions consistent with the variable nature
90 of the values and benefits.

1 Section 4. Separate accounts may be established by
2 a life insurance company for one or more issues of con-
-3 tracts on a variable basis issued either to individuals or
4 on a group basis. Except as may be otherwise speci-
-5 fically provided by the contract, all amounts received in
6 connection with any contract on a variable basis shall be
7 placed in the variable contract account specified in such
8 contract, and all liabilities on any such contract shall be
9 set up in such account.

1 Section 5. Any domestic life insurance company
2 which maintains one or more variable contract accounts
3 may, subject to the provisions of such contracts, invest
4 amounts received or held in connection with contracts
5 on a variable basis either in common stocks or other
6 equities, or in other investments in which a life insurance
7 company may invest its assets. The authority herein
8 conferred on a company to invest assets of variable
9 contract accounts in common stocks shall be in addition

10 to any other authority to invest in common stocks under
11 other provisions of the insurance law.
12 No such company shall invest in or loan upon any
13 common stocks or shares of any institution having un-
-14 restricted voting rights for the election of the directors
15 or other governing body of such institution in excess of
16 five per cent of the total issued and outstanding common
17 stocks or shares of such institution having such voting
18 rights.

1 Section 6. The valuation of variable contract ac-
-2 count assets for all purposes, including annual reports
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3 of the company operating such account to the cora-
-4 missioner of insurance, shall be determined in accordance
5 with the market value of such assets, notwithstanding
6 the application of other valuation methods to the assets
7 of the company other than the assets of any such variable
8 contract account. If any variable contract account
9 assets shall have no readily ascertainable market value,

10 they shall be carried at values determined by the com-
il missioner of insurance as being the market value. Such
12 valuation may be made as of such valuation dates as the
13 company may establish from time to time, except as
14 otherwise required for such annual reports to the com-
-15 missioner of insurance.

1 Section 7. The investments and liabilities of a
2 variable contract account shall be at all times clearly
3 identifiable and distinguishable from the other invest-
-4 ments and liabilities of the company and of any other
5 variable contract account which the company maintains.
6 No sale, transfer or exchange of investments may be
7 made between a variable contract account and any other
8 investment account of the company.

1 Section 8. The reserve liability for contracts on a
2 variable basis shall be established by the company in
2 accordance with actuarial procedures that recognize the
4 variable nature of the benefits; provided, however, that
5 such liability shall be established in an amount not less
6 than that resulting from the application of the actuarial
7 assumptions which would be applicable in determining
8 the minimum reserve for comparable contracts not on a
9 variable basis.

1 Section 9. Any domestic stock life insurance com-
-2 pany which maintains one or more variable contract
3 accounts may at the end of each calendar year with-
-4 draw from such account or accounts for the benefit of its
5 stockholders an amount not to exceed the sum of (1) one
6 quarter of one per cent of the total assets of the account



6 -No. 1560. [Jan. 1956.HOUSE

7 or accounts at the end of such year; and (2) an amount
8 which when added to amounts so withdrawal (other than
9 pursuant to (1) ) as to the four preceding calendar years

10 does not exceed five per cent of the aggregate of (a)
11 gross income from investments and (b ) the net of realized
12 and unrealized profits and losses from investments for
13 such five calendar years; and (3) other profits and losses
14 of the account or accounts. Any amounts not withdrawn
15 at the end of a calendar year may be withdrawn at any
16 subsequent date.
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