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HOUSE OF REPRESENTATIVES, July 30, 1979.

The committee on Bills in the Third Reading, to whom was referred
the Bill relative to the reserves of life insurance companies, and non-
forfeiture benefits for life insurance policies and individual deferred
annuities (House, No. 362), reports recommending that the same be
amended by the substitition of the accompanying bill (House, No.
6662).

For the committee,

MICHAEL C. CREEDON

No. 6662HOUSE



[JulyHOUSE No. 66627

An Act relative to the reserves of life insurance companies,and
NONFORFEITURE BENEFITS FOR LIFE INSURANCE POLICIES AND INDI-
VIDUAL DEFERRED ANNUITIES.

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

1 SECTION 1. Subdivision lof section 9of chapter 175 of the
2 General Laws is hereby amended by striking out paragraph
3 Fourth, as amended by section 1 of chapter 1145 of the acts of 1973,
4 and inserting in place thereof the following paragraph:
5 Fourth, Except as otherwise provided in paragraph (b) of sub-
-6 division 2, the net value ofall outstanding annuity contracts and of
7 all contracts issued as pure endowments shall be computed on the
8 basis of “McClintock’s Tables of Mortality among Annuitants” or
9 on such higher table as the commissioner may prescribe, with

10 interest at not more than five per cent per annum for groupannuity
I | and pure endowment contracts and not more than four per cent per
12 annum for individual annuity and pure endowment contracts;
13 provided, that annuities issued prior to January first, nineteen
14 hundred and seven, and annuities deferred ten or more years and
15 written in connection with life, endowment or term insurance shall
16 be valued on the same mortality table from which the consider-
-17 ation or premiums were computed.
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In the Year One Thousand Nine Hundred and Seventy-Nine.

1 SECTION 2. Paragraph {a) of subdivision 2of said section 9of
2 said chapter 175, as amended by section I of chapter 1145 of
3 the.acts of 1973, is hereby further amended by striking out the first
4 paragraph and inserting in place thereof the following para-
-5 graph:
6 (a) Except as otherwise provided in paragraph (b), the minimum
7 standard of valuation shall be the Commissioner’s Reserve Valua-
-8 tion Method, as defined in subdivisions 3, 3A and 6, interest at five
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9 per cent per annum for group annuity and pure endowment con-
-10 tracts and three and one-half per cent per annum for all other
11 policies, and contracts or in the case of policies and contracts, other
12 than annuity and pure endowment contracts, issued on or after
13 March sixth, nineteen hundred and seventy-four, interest at four
14 per cent per annum for such policies issued prior to December first,
15 nineteen hundred and seventy-nine and interest at four and one-
-16 half per cent per annum for policies issued on or after December
17 first, nineteen hundred and seventy-nine, and tables of mortality
18 hereinafter specified.

1 SECTION 3. Said subdivision 2of said section 9of said chapter
2 175 is hereby further amended by striking out clause First, as
3 amended by section 1 of chapter 323 of the acts of 1960, and
4 inserting in place thereof the following clause;
5 First, for all ordinary policies of life insurance issued on the
6 standard basis, excluding any total and permanent disability and
7 accidental death benefits in such policies, the “Commissioner’s
8 1941 Standard Ordinary Mortality Table” shall be used for such
9 policies issued prior to January first, nineteen hundred and sixty-

-10 six and the “Commissioners 1958 Standard Ordinary Mortality
11 Table” shall be used for such policies issued on or after said date;
12 provided, that for any category of such policies issued on female
13 risks all modified net premiums and present values referred to in
14 this section may be computed according to an age not more than
15 six years younger than the actual age of the insured.

1 SECTION 4. Said subdivision 2of said section 9of said chapter
2 175 is hereby further amended by striking out paragraph (h). added
3 by section 3 of chapter 1145 of the acts of 1973,and inserting in
4 place thereof the following paragraph:
5 (h) The minimum standard for the valuation of all individual
6 annuity and pure endowment contracts issued on or after January
7 first, nineteen hundred and seventy-nine, and for all annuities and
8 pure endowments purchased on or after such date under group
9 annuity and pure endowment contracts, shall be the Commission-

-10 er’s Reserve Valuation Method, as defined in subdivisions 3 and
I I 3A, and the tables of mortality and interest rates hereinafter speci-
-12 fied.
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13 First, for individual annuity and pure endowment contracts
14 issued prior to December first, nineteen hundred and seventy-nine,
15 excluding any disability and accidental death benefit in such con-
-16 tracts, the “1971 Individual Annuity Mortality Table”, or any
17 modification of this table approved by the commissioner, and six
18 per cent interest per annum for single premium immediate annuity
19 contracts, and four per cent interest per annum for all other
20 individual annuity and pure endowment contracts.
21 Second, for individual single premium immediate annuity con-
-22 tracts issued on or after December first, nineteen hundred and
23 seventy-nine, excluding any disability and accidental death bene-
-24 fits in such contracts, the “1971 Individual Annuity Mortality
25 Table”, or any modification of this table approved by the commis-
-26 sioner, and seven and one-half per cent interest per annum.
27 Third, for individual annuity and pure endowment contracts
28 issued on or after December first, nineteen hundred and seventy-
-29 nine, other than single premium immediate annuity contracts,
30 excluding any disability and accidental death benefits in such
31 contracts, the “1971 Individual Annuity Mortality Table”, or any
32 modification of this table approved by the commissioner, and five
33 and one-half per cent interest per annum for single premium
34 deferred annuity and pure endowment contracts, and four and
35 one-half per cent interest per annum for all other such individual
36 annuity and pure endowment contracts.
37 Fourth, for all annuities and pure endowments purchased prior
38 to December first, nineteen hundred and seventy-nine, under
39 group annuity and pure endowment contracts, excluding any dis-
-40 ability and accidental death benefits purchased under such con-
-41 tracts, the “1971 Individual Annuity Mortality Table”, or any
42 modification of this table approved by the commissioner, and six
43 per cent per annum.
44 Fifth, for all annuities and pure endowments purchased on or
45 after December first, nineteen hundred and seventy-nine, under
46 group annuity and pure endowment contracts, excluding any dis-
-47 ability and accidental death benefits purchased under such con-
-48 tracts, the “1971 Individual Annuity Mortality Table”, or anv
49 modification of this table approved by the commissioner, and
50 seven and one-half per cent interest per annum.
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SECTION 5. Said section 9 of said chapter 175 is hereby fur-
ther amended by striking out subdivisions 3 and 4 and inserting in
place thereof the following three subdivisions:

2
3

3. Except as otherwise provided in subdivisions 3A and 6, the
net value of the life insurance and endowment benefits of policies
referred to in subdivision 2, providing for a uniform amount of
insurance and requiring the payment of uniform premiums shall be
the excess, if any, of the present value, at the date of valuation, of
such future guaranteed benefits provided for by such policies, over
the then present value of any future modified net premiums there-
for. The modified net premiums for any such policy shall be such
uniform percentage of the respective contract premiums for such
benefits that the present value, at the date of issue of the policy, of
all such modified net premiums shall be equal to the sum of the
then present value of such benefits provided for by the policy and
the excess of (o) a net level annual premium equal to the present
value, at the date of issue, of such benefits provided for after the
first policy year, divided by the present value, at the date of issue, of
an annuity of one per annum payable on the first and each subse-
quent anniversary of such policy on which a premium falls due;
provided, that such net level annual premium shall not exceed the
net level annual premium on the nineteen year premium whole life
plan for insurance of the same amount at an age one year higher
than the age at issue of such policy, over ( b) a net one year term
premium for such benefits provided for in the first policy year.

4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

The net value of (a) policies of life insurance providing for a
varying amount of insurance or requiring the payment of varying
premiums, (h) group annuity and pure endowment contracts pur-
chased under a retirement plan or plan of deferred compensation,
established or maintained by an employer, including a partnership
or sole proprietorship, or by an employee organization, or by both,
other than a plan providing individual retirement accounts or
individual retirement annuities under Section 408 of the Internal
Revenue Code, (c) provisions for total and permanent disability or
for accidental death benefits in, or supplementary to, all policies
and contracts, and (d) provisions for any other insurance benefits,
except life insurance and endowment benefits in life insurance

26
27
28
29
30
31
32
33
34
35
36
37
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38 policies and benefits provided by all other annuity and pure
39 endowment contracts, shall be computed by a method consistent
40 with the principles of the first paragraph of this subdivision, except
41 that any extra premiums charged because of impairments or spe-
-42 cial hazards shall be disregarded in the determination of modified
43 net premiums.
44 3A. This subdivision shall apply to all annuity and pure endow-
-45 ment contracts other than group annuity and pure endowment
46 contracts purchased under a retirement plan or plan of deferred
47 compensation, established or maintained by an employer, includ-
-48 ing a partnership or sole proprietorship, or by an employee organi-
-49 zation, or by both, other than a plan providing individual
50 retirement accounts or individual retirement annuities under Sec-
-51 tion 408 of the Internal Revenue Code.
52 Reserves according to the Commissioner’s Annuity Reserve
53 Method for benefits under annuity or pure endowment contracts,
54 excluding any disability and accidental death benefits in such
55 contracts, shall be the greatest of the respective excesses of the
56 present values, at the date of valuation, of the future guaranteed
57 benefits, including guaranteed nonforfeiture benefits, provided for
58 by such contracts at the end of each respective contract year, over
59 the present value, at the date of valuation, of any future valuation
60 considerations derived from future gross considerations, required
61 by the terms of such contract, that become payable prior to the end
62 of such respective contract year. The future guaranteed benefits
63 shall be determined by using the mortality table, if any, and the
64 interest rate, or rates, specified in such contracts for determining
65 guaranteed benefits. The valuation considerations are the portions
66 of the respective gross considerations applied under the terms of
67 such contracts to determine nonforfeiture values.
68 4. Ihe aggregate net value ofall life insurance policies, excluding
69 total and permanent disability and accidental death benefits, de-
-70 scribed in subdivision 2, shall in no case be less than the aggregate
71 net value computed in accordance with the Commissioner’s
72 Reserve Valuation Methods, as defined in subdivisions 3, 3A and 6
73 and the mortality table or tables and the rate or rates of interest
74 used in computing the nonforfeiture benefits under such policies.
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75 The net value of any class or classes of policies or contracts
76 described in subdivision 2, established by the commissioner, may
77 be computed, at the option of the company, on any basis which
78 produces aggregate reserves for such class or classes greater than
79 those computed according to the minimum standard prescribed by
80 subdivision 2; provided, that the rate or rates of interest used for
81 policies and contracts, other than annuity and pure endowment
82 contracts, shall not be higher than the corresponding rate or rates
83 used in computing any nonforfeiture benefits thereunder.

1 SECTION 6. Said section 9 of said chapter 175 is hereby
2 further amended by striking out subdivisions 6 and 7 and inserting
3 in place thereof the following two subdivisions:
4 6. In the case any contract year the gross premium charged on
5 any life policy or annuity or pure endowment contract, described
6 in this section, is less than the valuation net premium therefor
7 calculated by the method used in computing the net value thereof
8 but using the minimum valuation standards of mortality and rate
9 of interest, the minimum reserve required for such policy or con-

-10 tract shall be the greater of either the reserve calculated according
11 to the mortality table, rate of interest, and method actually used for
12 such policy or contract, or the reserve calculated by the method
13 actually used for such policy or contract but using the minimum
14 standards of mortality and rate of interest and replacing the valua-
-15 tion net premium by the actual gross premium in each contract
16 year for which the valuation net premium exceeds the actual gross
17 premium.
18 7. When the commissioner is satisfied that the risks which a
19 company has assumed under policies or contracts referred to in

20 subdivision 1 cannot be properly measured by the mortality tables
21 specified in said subdivision, he may compute such additional
22 reserve as in his judgment is warranted by the extra hazard
23 assumed and he may further in his discretion prescribe such table
24 or tables of mortality as he may deem necessary properly to mca-
-25 sure such additional risks with interest at not greater than four and
26 one-half per cent per annum, for the computation of the net value
27 of any special class or classes of risks.
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1 SECTION 7. Subdivision 6 of section 144 of said chapter 175 is
2 hereby amended by striking out paragraph ( b), as amended by
3 section 4of chapter 1145 of the acts of 1973,and inserting in place
4 thereof the following paragraph:
5 ( h) In the case of policies of ordinary insurance issued on or
6 after January first, nineteen hundred and sixty-six, all adjusted
7 premiums and present values referred to in this section shall be
8 computed on the basis of the “Commissioners 1958 Standard
9 Ordinary Mortality Table”, and the rate of interest specified in the

10 policy for the computation of the cash surrender values and other
11 nonforfeiture benefits provided that such rate of interest shall not
12 exceed three and one-half per cent per annum for policies issued
13 prior to March six, nineteen hundred and seventy-four, shall not
14 exceed four per cent per annum for policies issued on or after
15 March six, nineteen hundred and seventy-four and prior to
16 December first, nineteen hundred and seventy-nine and shall not
17 exceed five and one-half per cent per annum for policies issued on
18 or after December first, nineteen hundred and seventy-nine, pro-
-19 vided that for any category of ordinary insurance issued on female
20 risks, adjusted premiums and present values may be computed
21 according to an age not more than six years younger than the
22 actual age of the insured; and provided further that in computing
23 the present value ofany extended term insurance with accompany-
-24 ing pure endowment, if any, the rates of mortality assumed may
25 not be more than those shown in the “Commissioners 1958
26 Extended Term Insurance Tables”; and provided, further, that in
27 the case of any policy issued on a substandard basis any such
28 adjusted premiums and present values may be computed on such
29 other table of mortality as the company may specify with the
30 approval of the commissioner.

! SECTION 8. Said section 144 of said chapter 175 is hereby
2 further amended by striking out subdivision 9, as appearing in
3 section 3 of chapter 227 of the acts of 1943, and inserting in place
4 thereof the following subdivision:
5 9. Every deferred annuity contract, other than a single premium6 contract, issued and delivered in the commonwealth by a domestic
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7 life company shall provide that, in the event of the nonpayment of
8 any premium after three full years’ premiums have been paid, the
9 annuity shall, without further act or stipulation, be converted into

10 a paid-up annuity for such proportion of the original annuity as the
11 number of completed years’ premiums paid bears to the total
12 number of premiums required under the contract; provided, how-
-13 ever, that this subdivision shall not apply to any annuity contract
14 subject to the provisions of section one hundred forty-four A.

1 SECTION 9. Said chapter 175 is hereby further amended by
2 inserting after section 144 the following section: -

3 Section 144A. 1. In the case of contracts issued on or after
4 December first, nineteen hundred and eighty-one, no contract for
5 annuity, except as stated in subdivision 10, shall be delivered or
6 issued for delivery in this state unless it contains in substance the
7 following provisions, or corresponding provisions which in the
8 opinion of the commissioner are at least as favorable to the con-
-9 tract holder, upon cessation of payment of considerations under
10 the contract.
11 (a) That upon cessation of payment of considerations under a
12 contract, the company will grant a paid-up annuity benefit on a
13 plan stipulated in the contract of such value as is specified in
14 subdivisions 3, 4, 5, 6 and 8.
15 (b) If a contract provides fora lump sum settlementat maturity,
16 or at any other time, that upon surrender of the contract at or prior
17 to the commencement of any annuity payments, the company will
18 pay in lieu of any paid-up annuity benefit a cash surrender benefit
19 of such amount as is specified in subdivisions 3, 4, 6 and 8. The

20 company shall reserve the right to defer the payment of such cash
21 surrender benefit for a period of six months after demand therefor
22 with surrender of the contract.
23 (c) A statement of the mortality table, if any, and interest rates
24 used in calculating any minimum paid-up annuity, cash surrender
25 or death benefits that are guaranteed under the contract, togetrher
26 with sufficient information to determine the amounts of such
27 benefits.
28 (d) A statement that any paid-up annuity, cash surrender or
29 death benefits that may be available under the contract are not less
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30 than the minimum benefits required by any statute of the state in
31 which the contract is delivered and an explanation of the manner in
32 which such benefits are altered by the existence of any additional
33 amounts credited by the company to the contract, any indebted-
-34 ness to the company on the contract or any prior withdrawals from
35 or partial surrenders of the contract.
36 Notwithstanding the requirements of this section, any deferred
37 annuity contract may provide that if no considerations have been
38 received under a contract for a period of two full years and the
39 portion of the paid-up annuity benefit at maturity on the plan
40 stipulated in the contract arising from considerations paid prior to
41 such period would be less than twenty dollars monthly, the com-
-42 pany may at its option terminate such contract by payment in cash
43 of the then present value of such portion of the paid-up annuity
44 benefit, calculated on the basis of the mortality table, if any, and
45 interest rate specified in the contract for determining the paid-up
46 annuity benefit, and by such payment shall be relieved of any
47 further obligation under such contract.
48 2. The minimum values as specified in subdivisions 3,4, 5, 6 and
49 Bofany paid-up annuity, cash surrender ordeath benefits available
50 under an annuity contract shall be based upon the following non-
-51 forfeiture amounts;

52 ( a) With respect to contracts providing for flexible considera-
-53 tions, the minimum nonforfeiture amount at any time at or prior to
54 the commencement of any annuity payments shall be equal to an
55 accumulation up to such time at a rate of interest of three per cent
56 per annum of percentages of the net considerations, as hereinafter
57 defined, paid prior to such time, decreased by the sum of
58 (0 any prior withdrawals from or partial surrenders of the
59 contract accumulated at a rate of interest of three per cent per
60 annum; and
61 (//) the amount of any indebtedness to the company on the
62 contract, including interest due and accrued; and increased by any
63 existing additional amounts credited by the company to the
64 contract.

65 The net considerations for a given contract year used to define
66 the minimum nonforfeiture amount shall be an amount not less
67 than zero and shall be equal to the corresponding gross considera-
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68 lions credited to the contract during that contract year less an
69 annual contract charge of thirty dollarsand less a collection charge
70 of one dollar and twenty-five cents per consideration credited to
71 the contract during that contract year. The percentages of net
72 considerations shall be sixty-five per cent of the net consideration
73 for the first contract year and eighty-seven and one-half per cent of
74 the net considerations for the second and later contract years.
75 Notwithstanding the provisions of the preceding sentence, the
76 percentage shall be sixty-five per cent of the portion of the total net
77 consideration for any renewal contract year which exceeds by not
7g more than two times the sum of thoseportions of the net considera-
-79 tions in all prior contract years for which the percentage was
80 sixty-five per cent.
81 ( h ) With respect to contracts providing for fixed scheduled
82 considerations, minimum nonforfeiture amounts shall be calcu-
-83 lated on the assumption that considerations are paid annually in
84 advance and shall be defined as for contracts with flexible consid-
-85 erations which are paid annually with the two following
86 exceptions:
87 (/) The portion of the net consideration for the first contract
88 year to be accumulated shall be the sum of sixty-five per cent of the
89 net consideration for the first contract year plus twenty-two and
90 one-half percent of the excess of the net consideration for the first
91 contract year over the lesser of the net considrations for the second
92 and third contract years.

93 (2) The annual contract charge shall be the less of (i) thirty
94 dollars or (ii) ten per cent of the gross annual considerations.
95 (c) With respect to contracts providing for a single considera-
-96 tion, minimum nonforfeiture amounts shall be defined as for con-
-97 tracts with flexible considrations except that the percentage of net
98 consideration used to determine the minimum nonforfeiture
99 amount shall be equal to ninety per cent and the net consideration
100 shall be the gross consideration less a contract charge of seventy-

-101 five dollars.
102 3. Any paid-up annuity benefit available under a contract shall
103 be such that its present value on the date annuity payments are to
104 commence is at least equal to the minimum nonforfeiture amount
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on that date. Such present value shall be computed using the
mortality table, if any, and the interest rates specified in the con-
tract for determining the minimum paid-up annuity benefits guar-
anteed in the contract.

105
106
107
108

4. For contracts which provide cash surrender benefits, such
cash surrender benefits available prior to maturity shall not be less
than the present value as of the date of surrenderof that portion of
the maturity value of the paid-up annuity benefit which would be
provided under the contract at maturity arising from considera-
tions paid prior to the time of cash surrender reduced by the
amount appropriate to reflect any prior withdrawals from or par-
tial surrenders of the contract, such present value being calculated
on the basis of an interest rate not more than one per cent higher
than the interest rate specified in the contract for accumulating the
net considerations to determine such maturity value, decreased by
the amount of indebtedness to the company on the contract,
including interest due and accrued, and increased by any existing
additional amounts credited by the company to the contract. In
no event shall any cash surrender benefit be less than the minimum
nonforfeiture amount at that time. The death benefit under such
contracts shall be at least equal to the cash surrender benefit.

109
I 10
11l
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118
119
120
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123
124
125

5. For contracts which do not provide cash surrender benefits,
the present value of any paid-up annuity benefit available as a
nonforfeiture option at any time prior to maturity shall not be less
than the present value of that portion of the maturity value of the
paid-up annuity benefit provided under the contract arising from
considerations paid prior to the time the contract is surrendered in
exchange for, or changed to, a deferred paid-up annuity, such
present value being calculated for the period prior to the maturity
date on the basis of the interest rate specified in the contract for
accumulating the net considerations to determine such maturity
value, and increased by any existing additional amounts credited
by the company to the contract. For contracts which do not
provide any death benefits prior to commencement of any annuity
payments, such present values shall be calculated on the basis of
such interest rate and the mortality table specified in the contract
for determining the maturity value of the paid-up annuity benefit.
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142 However, in no event shall the present value of a paid-up annuity
benefit be less than the minimum nonforfeiture amount at that
time.

143
144

6. For the purpose of determining the benefits calculated under
subdivisions 4 and 5, in the case of annuity contracts under which
an election may be made to have annuity payments commence at
optional maturity dates, the maturity date shall be deemed to be
the latest date for which election shall be permitted by the contract,
but shall not be deemed to be later than the anniversary of the
contract next following the annuitant’s seventieth birthday or the
tenth anniversary of the contract, whichever is later.

145
146
147
148
149
150
151
152
153 7. Any contract which does not provide cash surrender benefits

or does not provide death benefits at least equal to the minimum
nonforfeiture amount prior to the commencement of any annuity
payments shall include a statement in a prominent place in the
contract that such; benefits are not provided.

154
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157
158 8. Any paid-up annuity, cash surrender or death benefits availa-

ble at any time, other than on the contract anniversary under any
contract with fixed scheduled considerations, shall be calculated
with allowance for the lapse of time and the payment of any
scheduled considerations beyond the beginning of the contract
year in which cessation of payment of considerations under the
contract occurs.

159
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9. For any contract which provides, within the same contract by
rider or supplemental 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 minimum nonforfeiture benefits shall be equal to the
sum of the minimum nonforfeiture benefits for the annuity portion
and the minimum portion nonforfeiture benefits, if any, for the life
insurance portion computed as if each portion were a separate
contract. Notwithstanding the provisions of subdivisions 3, 4, 5, 6
and 8, additional benefits payable (a) in the event of total perman-
ent disability, (b) as reversionary annuity or deferred reversionary
annuity benefits, or (c) as other policy benefits additional to life
insurance, endowment and annuity benefits and considerations for
all such additional benefits, shall be disregarded in ascertaining the
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179 minimum nonforfeiture amounts, paid-up annuity, cash surrender
180 and death benefits that may be required by this section. The
181 inclusion of such additional benefits shall not be required in any
182 paid-up benefits, unless such additional benefits separately would
183 require minimum nonforfeiture amounts, paid-up annuity, cash
184 surrender and death benefits.
185 10. This section shall not apply to any reinsurance, group
186 annuity purchased under a retirement plan or plan of deferred
187 compensation established or maintained by an employer, includ-
-188 ing a partnership or sole proprietorship, or by an employee organi-
-189 zation, or by both, other than a plan providing individual
190 retirement accounts or individual retirement annuities under Sec-
-191 tion 408 of the Internal Revenue Code, premium deposit fund,
192 variable annuity, investment annuity, immediate annuity, any
193 deferred annuity contract after annuity payments have com-
-194 menced, or reversionary annuity, nor to any contract which shall
195 be delivered outside this state through an agent or other represent-
-196 tative of the company issuing the contract.
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