10

11

12

13

14

15

16

17

18

2013 -- S0598 SUBSTITUTE A

STATE OF RHODE ISLAND

IN GENERAL ASSEMBLY

JANUARY SESSION, A.D. 2013

AN ACT

RELATING TO INSURANCE -- THE STANDARD NONFORFEITUREAW FOR LIFE
INSURANCE

Introduced By:Senators Picard, and Walaska

Date IntroducedMarch 06, 2013

Referred ToSenate Corporations

It is enacted by the General Assembly as follows:
SECTION 1. Section 27-4.3-5 of the General LawsCimapter 27-4.3 entitled "The
Standard Nonforfeiture Law for Life Insurance" exéby amended to read as follows:

27-4.3-5. Calculations of adjusted premiums by the nonforfeiture net level premium

method. -- (a) This section shall apply to all policies issws or after January 1, 1994. Except as
provided in subsection (g) of this section, theuatjd premiums for any policy shall be
calculated on an annual basis and shalumha uniform percentage of tlespectivepremiums
specified in the policy for each policy year, extthg amounts payable as extra premiums to
cover impairments or special hazards, and alsaudiay any uniform annual contract charge or
policy fee specified in the policy in a statemehthee method to be used in calculating the cash
surrender values and paid up nonforfeiture benefitthat the present value, at the date of issue
of the policy, of all adjusted premiums shall be&ado the sum of: (1) the then present value of
the future guaranteed benefits provided for by gbécy; (2) one percent (1%) of either the
amount of insurance, if the insurans®e uniform in amount, or the average amount of inscea

at the beginning of each of the first ten (10) pplfears; and (3) one hundred twenty-five percent
(125%) of the nonforfeiture net level premium afirdal in subsection (b); providetpwever,
that in applying the percentage specified in subitin (a)(3), no nonforfeiture net level premium
shall be deemed to exceed four percent (4%) oéettie amount of insurance, if the insurasce

be uniform in amount, or the average amount of insceaat the beginning of each of the first ten



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

(10) policy years. The date of issue of a poliaytfee purpose of this section shall be the date as
of which the rated age of the insured is determined

(b) The nonforfeiture net level premium shall logi@ to the present value, at the date of
issue of the policy, of the guaranteed benefityvidexd for by the policy divided by the present
value, at the date of issue of the policy of anuétigrof one per annum payable on the date of
issue of the policy and on each anniversary optiliey on which a premium falls due.

(c) In the case of policies which cause a basis guaranteed in the paliesgscheduled
changes in benefits or premiunas which provide an option for changes in benefitpremiums,
other than a change to a new policy, the adjustethipms and present values shall initially be
calculated on the assumption that future benefitd premiums do not change from those
stipulated at the date of issue of the policy.h& time of any change in the benefits or premiums,
the future adjusted premiums, nonforfeiture neelgwemiums, and present values shall be
recalculated on the assumption that future benefitd premiums do not change from those
stipulated by the policy immediately after the afpan

(d) Except asotherwiseprovided in subsection (g), the recalculated ®itadjusted
premiums for any policy shall be a uniform percgptaf the future premiums specified in the
policy for each policy year, excluding amounts gagaas extra premiums to cover impairments
and special hazards, and also excluding any unifarmual contract charge or policy fee
specified in the policy in a statement of the mdthm be used in calculating the cash surrender
values and paid up nonforfeiture benefits, so thatpresent value, at the time of change to the
newly defined benefits or premiums, of all futudgusted premiums shall be equal to the excess
of: (1) the sum of: (i) the then present valuehaf then future guaranteed benefits provided for by
the policy and (ii) the additional expense allowanif any, over (2) the then cash surrender
value, if any, or present value of any paid up odefture benefit under this policy.

(e) The additional expense allowance, at the tifinéhe change to the newly defined
benefits or premiums, shall be the sum of: (1) peeent (1%) of the excess, if positive, of the
average amount of insurance at the beginning df eathe first ten (10) policy years subsequent
to the change over the average amount of insunamgeto the change at the beginning of each
of the first ten (10) policy years subsequent ®time of the most recent previous change, or, if
there has been no previous change, the date & @fstine policy; and (2) one hundred twenty-
five percent (125%) of the increase, if positivettie nonforfeiture net level premium.

(f) The recalculated nonforfeiture net level preamishall be equal to the result obtained
by dividing subdivision (f)(1) by subdivision (f)(2here:

(1) Equals the sum of:
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(i) The nonforfeiture net level premium applicaplgor to the change multiplied by the
present value of an annuity of one per annum payableach anniversary of the policy on or
subsequent to the date of the change on whichraiypme would have fallen due had the change
not occurred, and

(i) The present value of the increase in futusargnteed benefits provided for by the
policy; and

(2) Equals the present value of an annuity of mereannum payable on each anniversary
of the policy on or subsequent to the date of chamgwhich a premium falls due.

(9) Notwithstanding any other provisions of thecton to the contrary, in the case of a
policy issued on a substandard basis which provigltisced graded amounts of insurance so that,
in each policy year, the policy has the same tabutatality cost as a similar policy issued on the
standard basis which provides for a higher unifamount of insurance, adjusted premiums and
present values for the substandard policy may b®uleded as if it were issued to provide
higher uniform amounts of insurance on the standasis.

(h) All adjusted premiums and present values refeto in this chapter shall for all
policies of ordinary insurance be calculated on lihsis of the commissioners 1980 standard
ordinary mortality table or, at the election of thesuraneecompany for any one or more
specified plans of life insurance, the commissierf¥80 standard ordinary mortality table with
ten (10) year select mortality factors; adjusteehpums and present values shall for all policies
of industrial insurance be calculated on the baEihe commissioners 1961 standard industrial
mortality table; and—-adjusted—premivms—and—present—values $onlall policies issued in a
particular calendar year be calculated on the babia rate of interest not exceeding the
nonforfeiture interest rate as defined in this isectfor policies issued in that calendar year
Providedprevided howeverthat:

(1) At the option of the insurance company, catahs for all policies issued in a
particular calendar year may be made on the bdsia kate of interest not exceeding the
nonforfeiture interest rate, as defined in thistisa¢ for policies issued in the immediately
preceding calendar year;

(2) Under any paid-up nonforfeiture benefit, irithg any paid-up dividend additions,
any cash surrender value available, whether orraqtired by section 27-4.3-2, shall be
calculated on the basis of the mortality table eatd of interest used in determining the amount
of any paid-up nonforfeiture benefit and paid-ugdind additions, if any;

(3) An insurance company may calculate the amafntany guaranteed paid-up

nonforfeiture benefit including any paid-up addigsounder the policy on the basis of an interest
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rate no lower than that specified in the policydafculating cash surrender values;

(4) In calculating the present value of any pgidterm insurance with accompanying
pure endowment, if any, offered as a nonforfeitienefit, the rates of mortality assumed may be
not more than those shown in the commissioners &2&hded term insurance table for policies
of ordinary insurance and not more than the comonsss 1961 industrial extended term
insurance table for policies of industrial insuranc

(5) For insurance issued on a substandard bédses,calculation of any adjusted
premiums and present values may be based on ateoprodifications of the tables mentioned
in this subsection;

(6)(i) For policies issued prior to the operative datdhe valuation manual, amy

commissioners' standardrdinary mortality tables, adopted after 1980 ke tNational

Association of Insurance Commissioners, that afgayed by regulation promulgated by the
commissioner of insurance for use in determinirg iinimum nonforfeiture standard, may be
substituted for the commissioners 1980 standariharyl mortality table with or without ten (10)
year select mortality factors or for the commissien1980 extended term insurance taiahed

(i) For policies issued on or after the operatiate of the valuation manual the valuation

manual shall provide the commissioners' standardatity table for use in determining the

minimum _nonforfeiture standard that may be substitufor the commissioners 1980 Standard

Ordinary Mortality Table with or without ten (10)&r Select Mortality Factors or for the

Commissioners 1980 Extended Term Insurance Talflehd commissioner approves by

regulation any commissioners' standard ordinarytatitr table adopted by the NAIC for use in

determining the minimum nonforfeiture standardgolicies issued on or after the operative date

of the valuation manual then that minimum nonfdtie standard supersedes the minimum

nonforfeiture standard provided by the valuatiomuoz.

(7)(i) For policies issued prior to the operative datehe valuation manual, amygny

commissioners' standarthdustrial mortality tables, adopted after 1980 the National
Association of Insurance Commissioners, that amrayed by regulation promulgated by the
commissioner of insurance for use in determinirg iinimum nonforfeiture standard, may be
substituted for the commissioners 1961 standardsimiél mortality table or the commissioners
1961 industrial extended term insurance table.

(i) For policies issued on or after the operatiiate of the valuation manual the valuation

manual shall provide the commissioners' standardatity table for use in determining the

minimum _nonforfeiture standard that may be subtstitifor the Commissioners 1961 Standard

Industrial Mortality Table or the Commissioners 196dustrial Extended Term Insurance Table.
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If the commissioner approves by regulation any c@sioners' standard industrial mortality

table adopted by the NAIC for use in determining thinimum nonforfeiture standard for

policies issued on or after the operative date h&f valuation manual then that minimum

nonforfeiture standard supersedes the minimum mfmifiore standard provided by the valuation

manual.

(i) The nonforfeiture interest rate defined below:

(A) For policies issued prior to the operative date the valuation manual, the

nonforfeiture interest ratper annum for any policy issued in a particuldedar year shall be

equal to one hundred and twenty-five percent (126%dhe calendar year statutory valuation
interest rate for the policy as defined in chagtérof this title, rounded to the nearer one-quarte
of one percent (.25%).

(B) For policies issued on and after the operatia¢e of the valuation manual the

nonforfeiture interest rate per annum for any poigsued in a particular calendar year shall be

provided by the valuation manual.

() Notwithstanding any other provision in thigldi to the contrary, any re-filing of
nonforfeiture values or their methods of computatior any previously approved policy form
which involves only a change in the interest ratenortality table used to compute nonforfeiture
values shall not require re-filing of any otheryisions of that policy form.

SECTION 2. Sections 27-4.5-1, 27-4.5-2, 27-4.5-BA5-4, 27-4.5-4.1, 27-4.5-5, 27-
4.5-6, 27-4.5-7, 27-4.5-8, 27-4.5-9 and 27-4.5-.€he General Laws in Chapter 27-4.5 entitled
"The Standard Valuation Law" are hereby amendeddd as follows:

27-4.5-1. Shert-title Short title and Definitions. -- (a) This chapter shall be known as

the "Standard Valuation Law."

(b) For the purpose of this chapter, the followdefinitions shall apply on or after the

operative date of the valuation manual:

(1) "Accident and health insurance" means contries incorporate morbidity risk and

provide protection against economic loss resultiom accident, sickness, or medical conditions

and as may be specified in the valuation manual.

(2) "Appointed actuary" means a qualified actuaho is appointed in accordance with

the valuation manual to prepare the actuarial opinéquired in subsection 27-4.5-3(a).

(3) "Commissioner of insurance" means the directbrthe department of business

requlation or his or her designee.

(4) "Company" means an entity, which: (i) Has werittissued, or reinsured life insurance

contracts, accident and health insurance contracteposit-type contracts in this state and has at
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least one such policy in force or on claim; or Hias written, issued, or reinsured life insurance

contracts, accident and health insurance contractdeposit-type contracts in any state and is

required to hold a certificate of authority to wrlife insurance, accident and health insurance, or

deposit-type contracts in this state.

(5) "Deposit-type contract" means contracts that rdm incorporate mortality or

morbidity risks and as may be specified in the aatin manual.

(6) "Life insurance" means contracts that incorfnaortality risk, including annuity

and pure endowment contracts, and as may be sgkifthe valuation manual.

(7) "NAIC" means the National Association of Insauca Commissioners.

(8) "Policyholder behavior" means any action a@diolder, contract holder or any other

person with the right to elect options, such aswdificate holder, may take under a policy or

contract subject to this chapter including, but limoited to, lapse, withdrawal, transfer, deposit,

premium payment, loan, annuitization , or bendétions prescribed by the policy or contract,

but excluding events of mortality or morbidity thasult in benefits prescribed in their essential

aspects by the terms of the policy or contract.

(9) "Principle-based valuation" means a reservaatan that uses one or more methods

or one or more assumptions determined by the insun@ is required to comply with section 27-

4.5-14 as specified in the valuation manual.

(10) "Qualified actuary" means an individual whogsalified to sign the applicable

statement of actuarial opinion in accordance witle tAmerican Academy of Actuaries

qualification standards for actuaries signing setitements and who meets the requirements

specified in the valuation manual.

(11) "Tail risk" means a risk that occurs eitherend the frequency of low probability

events is higher than expected under a normal pilalyadistribution or where there are observed

events of very significant size or magnitude.

(12) "Valuation manual" means the manual of vaamtinstructions adopted by the

NAIC as specified in this chapter or as subsequemtiended.

27-4.5-2. Reserve valuation. -- (a) Policies and contracts issued prior to the afper

date of the valuation manual:

(1) The commissioner of insurance shall annually valhrecause to be valued, the

reserve liabilities, called "reserves" in this deapfor all outstanding life insurance policiesdan

annuity and pure endowment contracts of everyififirance company doing business in this

LC01414/SUB A - Page 6 of 32
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reservesissued on or after January 1, 1994, and prior & dperative date of the valuation

manual In calculating the reserves, the commissioner osg/ group methods and approximate
averages for fractions of a year or otherwiseidn bf the valuation of the reserves required in
this chapter ofny foreign or alieneempanycompaniesthe commissioner may accegty the

valuation made or caused to be made by the insaramgervisory official of any state or other

jurisdiction when the valuation complies with theximum standard provided in this chaptend

(2) The provisions set forth in sections 27-4.2-44.5-4.1, 27-4.5-5, 27-4.5-5.1, 27-4.5-

6, 27-4.5-7, 27-4.5-8, 27-4.5-9, and 27-4.5-10Isk@ly to all policies and contracts, as

appropriate, subject to this chapter issued orfter danuary 1, 1994 and prior to the operative

date of the valuation manual and the provision$osti in sections 27-4.5-13 and 27-4.5-14 shall

not apply to any such policies and contracts.

(3) The minimum standard for the valuation of pelcand contracts issued prior to

January 1, 1994 shall be that provided by the lave$fect immediately prior to that date.

(b) Policies and contracts issued on or after therative date of the valuation manual.

(1) The commissioner shall annually value, or catsebe valued, the reserve liabilities

(hereinafter called reserves) for all outstandiifg Insurance contracts, annuity and pure

endowment contracts, accident and health contractsdeposit-type contracts of every company

issued on or after the operative date of the vanatanual. In lieu of the valuation of the

reserves required of a foreign or alien compang cbmmissioner may accept a valuation made,

or caused to be made, by the insurance supendficial of any state or other jurisdiction when

the valuation complies with the minimum standamvied in this chapter.

(2) The provisions set forth in sections 27-4.5ah8 27-4.5-14 shall apply to all policies

and contracts issued on or after the operativeafdtee valuation manual.

27-4.5-3. Actuarial opinion of reserves. -- (a) Actuarial opinion prior to the operative

date of the valuation manual:

(1) General. - Every life insurance company doing fess in this state shall annually
submit the opinion of a qualified actuary as to thke the reserves and related actuarial items
held in support of the policies and contracts dpeetiby the commissioner of insurance by

regulation are computed appropriately, are basedassumptions which satisfy contractual

LC01414/SUB A - Page 7 of 32
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provisions, are consistent with prior reported antsuand comply with applicable laws of this
state. The commissioner of insurance by regulataall define the specifics of this opinion and
add any other items deemed to be necessary e s

)(2) Actuarial analysis of reserves and assets supgdahe reserves. -

(i) Every life insurance company, except as exempiedrbpursuant-to-—regulation,
shall also annually include in the opinion requibgdsubsection (egbovean opinion of the same
qualified actuary as to whether the reserves atadeck actuarial items held in support of the
policies and contracts specified by the commissioh@surance by regulation, when considered
in light of the assets held by the company witlpees to the reserves and related actuarial items,
including, but not limited to, the investment eags on the assets and the considerations
anticipated to be received and retained under ¢hieigs and contracts, make adequate provision
for the company's obligations under the policied eontracts, including, but not limited to, the
benefits under and expenses associated with tiegsohnd contracts.

(i) The commissioner of insurance may provide by 1&g for a transition period
for establishing any higher reserves that the fiedliactuary may deem necessary in order to
render the opinion required by this section.

{€)(3) Requirement for opinion undertbsection—(b)subdivision (2) above- Each

opinion required bygubdivision (2)shall be governed by the following provisions:

(1) A memorandum, in form and substance acceptabl¢héocommissioner of
insurance as specified by regulation, shall begmexpto support each actuarial opinion; and

£)(ii) If the insurance company fails to provide a suppgmemorandum at the request
of the commissioner of insurance within a periodcsieed by regulation or the commissioner of
insurance determines that the supporting memorarmorided by the insurance company fails
to meet the standards prescribed by the regulatmmss otherwise unacceptable to the
commissioner of insurance, the commissioner ofrarste may engage a qualified actuaryhe

expense of the company to review the opinion amdhbsisfor the opinion and prepare the

supporting memorandum required by the commissiohgrsurance.

{eh(4) Requirement for all opiniorgubject to subsection (&)Every opiniorrequired by

subsection (aghall be governed by the following provisions:

(i) The opinion shall be submitted with the annualestent reflecting the valuation
of the reserve liabilities for each year endingpofter December 31, 1994;

{2)(ii) The opinion shall apply to all business in foroeluding individual and group
health insurance plans, in a form and substanceptetale to the commissioner of insurance as

specified by regulation;

LC01414/SUB A - Page 8 of 32
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£3)(iii) The opinion shall be based on standards adoptékiebsctuarial standards board
and on any additional standards as that commigsa@esurance may by regulation prescribe;

“(iv) In the case of an opinion required to be submibyed foreign or alien company,
the commissioner of insurance may accept the apifiied by that company with the insurance
supervisory official of another state if the comsiugier of insurance determines that the opinion
reasonably meets the requirements applicable ¢torgpany domiciled in this state;

5)(v) For the purposes of this section, "qualified agtuaneans a member in good
standing of the American Academy of Actuaries wheeta the requirements set forth in the
regulations;

{6)(vi) Except in cases of fraud or willful misconducte tfpualified actuary shall not be
liable for damages to any person, other than tearéamce company and the commissioner of
insurance, for any act, error, omission, deciswrgonduct with respect to the actuary's opinion;

£A(vii) Disciplinary action by the commissioner of insuwrammgainst the company or the
qualified actuary shall be defined in regulatiogghe commissioner of insurance; and

8)(viii) Except as provided in paragraphs (xii), {(xiand (xiv) below, documents,

materials or other information in the possessionamtrol of the department of insurance that are

aAnay memorandum in support of the opinion, and any roth&terial provided byhe company

to the commissioner in connection with the memouamdshall be confidential and privileged,

shall not be subject to chapter 42-35gcompany—to—the—commissioner—misurance—in

nee-and

shall-not-be-—madepublicarghall not be subject to subpoermad shall not be subject to

discovery or admissible in evidence as any pricatié/action. etherthan—forthe-purpese of

However, the commissioner is authorized to usaldseiments, materials or other information in

the furtherance of any requlatory or legal actiooulght as a part of the commissioner's official
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duties.

(ix) Neither the commissioner nor any person whaeiged documents, materials or other

information while acting under the authority of t@mmissioner shall be permitted or required to

testify in any private civil action concerning acgnfidential documents, materials or information

subject to paragraph (viii).

(x) In order to assist in the performance of thegossioner's duties, the commissioner:

(A) May share documents, materials or other infdioma including the confidential and

privileged documents, materials or information sgbio paragraph (viii) with other state, federal

and international reqgulatory agencies, with the GlAind its affiliates and subsidiaries, and with

state, federal and international law enforcemettiaities, provided that the recipient agrees to

maintain the confidentiality and privileged statfishe document, material or other information;

(B) May receive documents, materials or informatimtluding otherwise confidential

and privileged documents, materials or informatifom the NAIC and its affiliates and

subsidiaries, and from requlatory and law enforaanadficials of other foreign or domestic

jurisdictions, and shall maintain _as confidential privieged any document, material or

information received with notice or the understandihat it is confidential or privileged under

the laws of the jurisdiction that is the sourceéh#f document, material or information; and

(C) May enter into agreements governing sharingusslof information consistent with

paragraphs (viii) through (x).

(xi) No waiver of any applicable privilege or claiof confidentiality in the documents,

materials or information shall occur as a resultdfclosure to the commissioner under this

section or as a result of sharing as authorizgdiagraph (x).

(xii) A memorandum in support of the opinion, anty ather material provided by the

company to the commissioner in connection withrtimorandum, may be subject to subpoena

for the purpose of defending an action seeking d@sarom the actuary submitting the

memorandum by reason of an action required by gbidion or by requlations promulgated

hereunder.

(xiii) The memorandum or other material may othepwvbe released by the commissioner

with the written consent of the company or to thmekican Academy of Actuaries upon request

stating that the memorandum or other material tuired for the purpose of professional

disciplinary proceedings and setting forth procedusatisfactory to the commissioner for

preserving the confidentiality of the memorandunothier material.

(xiv) Once any portion of the confidential memoramdis cited by the company in its

marketing or is cited before a governmental agestber than a state insurance department or is

LC01414/SUB A - Page 10 of 32
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released by the company to the news media, allomsrbf the confidential memorandum shall be

no longer confidential.

(b) Actuarial opinion of reserves after the opematiate of the valuation manual.

(1) General. Every company with outstanding lifsurance contracts, accident and

health insurance contracts or deposit-type corgriscthis state and subject to regulation by the

commissioner _shall annually submit the opinion o appointed actuary as to whether the

reserves and related actuarial items held in stpgygothe policies and contracts are computed

appropriately, are based on assumptions that wat@itractual provisions, are consistent with

prior reported amounts and comply with applicabled of this state. The valuation manual will

prescribe the specifics of this opinion includimy sems deemed to be necessary to its scope.

(2) Actuarial analysis of reserves and assets stipgporeserves. Every company with

outstanding life insurance contracts, accident hedlth insurance contracts or deposit-type

contracts in this state and subject to regulatiprthie commissioner, except as exempted in the

valuation manual, shall also annually include ia tpinion required by subdivision (1) of this

section, an opinion of the same appointed actusitg avhether the reserves and related actuarial

items held in support of the policies and contrasgecified in the valuation manual, when

considered in light of the assets held by the compaith respect to the reserves and related

actuarial items, including, but not limited to, thevestment earnings on the assets and the

considerations anticipated to be received andmetaunder the policies and contracts, make

adequate provision for the company's obligatiomdeurthe policies and contracts, including but

not limited to the benefits under and expensescessd with the policies and contracts.

(3) Requirements for opinions subject to subdivisi®7-4.5-3(b)(2). Each opinion

required by subdivision 27-4.5-3(b)(2) shall be gmed by the following provisions:

(i) A memorandum, in form and substance as spekcifiethe valuation manual, and

acceptable to the commissioner, shall be preparsddport each actuarial opinion.

(i) If the insurance company fails to provide apgarting memorandum at the request of

the commissioner within a period specified in th&luation manual or the commissioner

determines that the supporting memorandum provigeitie insurance company fails to meet the

standards prescribed by the valuation manual othsrwise unacceptable to the commissioner,

the commissioner may engage a qualified actuatiieaexpense of the company to review the

opinion and the basis for the opinion and prepheesupporting memorandum required by the

commissioner.

(4) Requirement for all opinions Subject to subisec7-4.5-3(b). Every opinion shall

be governed by the following provisions:

LC01414/SUB A - Page 11 of 32
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(i) The opinion shall be in form and substance@eciied in the valuation manual and

acceptable to the commissioner.

(i) The opinion shall be submitted with the anns&tement reflecting the valuation of

such reserve liabilities for each year ending oaftar the operative date of the valuation manual.

(ii)) The opinion shall apply to all policies andrdracts subject to subdivision 27-4.5-

3(b)(2), plus other actuarial liabilities as maydpecified in the valuation manual.

(iv) The opinion shall be based on standards adofpten time to time by the actuarial

standards board or its successor, and on suchaddistandards as may be prescribed in the

valuation manual.

(v) In the case of an opinion required to be sutaiby a foreign or alien company, the

commissioner may accept the opinion filed by thampany with the insurance supervisory

official of another state if the commissioner det@es that the opinion reasonably meets the

requirements applicable to a company domiciledhis $tate.

(vi) Except in cases of fraud or willful misconduthhe appointed actuary shall not be

liable for damages to any person (other than tearance company and the commissioner) for

any act, error, omission, decision or conduct wé$pect to the appointed actuary's opinion.

(vi) Disciplinary action by the commissioner agstithe company or the appointed

actuary shall be defined in regulations by the c@ssioner.

27-4.5-4. Computation of minimum standard. -- (a) Except-as-provided-in-this-section,
section2#4-5-4-1-and-section-24-510-theThe minimum standard faraluation of all policies

and contractsle

17 issued prior to the effective date of this chapsteall be that provided by the laws in effect

immediately prior to that dat&xcept as otherwise provided in sections 27-4.5744.5-4.1 and

27-4.5-10, the minimum standard for the valuatibalbpolicies and contracts issued on or after

the effective date of this chapter and prior to éffective date of the valuation manual shall be

the commissioners reserve valuation methods defimessgctions 27-4.5-5, 27-4.5-5.1, 27-4.5-8

and 27-4.5-10 and the following tables:

(1) For ordinary policies of life insurance issumdthe standard basis:

(i) The Commissioners 1980 Standard Ordinary Miytdlable;

(i) At the election of the company for any onensore specified plans of life insurance,

the Commissioners 1980 Standard Ordinary Mortdldble with Ten (10) Year Select Mortality

Factors; or
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(iif) Any ordinary mortality table, adopted afte®80 by the NAIC, which is approved by

requlation promulgated by the commissioner for uséetermining the minimum standard of

valuation for such policies;

(2) For industrial life insurance policies issued the standard basis, excluding any

disability and accidental death benefits in theigied: the 1941 Standard Industrial Mortality

Table for policies issued prior to the operativéedsf section 27-4.3-5.3, and for policies issued

on or after the operative date of section 27-43-the Commissioners 1961 Standard Industrial

Mortality Table or any industrial mortality tabld@pted after 1980 by the NAIC that is approved

by requlation promulgated by the commissioner & in determining the minimum standard of

valuation for the policies;

(b) The valuation of all policies and contractsuess$ on or after January 1, 2000 shall be

subject to sections 27-4.5-4.1 and 27-4.5-10 aeddlowing tables:

(1) For individual annuity and pure endowment cactis, excluding any disability and
accidental death benefits in those contracts, theuy 2000 Mortality Table or any individual
annuity mortality table adopted after 2000 by theatidhal Association of Insurance
Commissioners, that is approved by regulation pitgated by the insurance commissioner for
use in determining the minimum standard of valuefar those contracts;

(2) For all annuities and pure endowments purachaseler group annuity and pure
endowment contracts, excluding any disability acdidental death benefits purchased under
those contracts, the 1994 Group Annuity Reserviagld, or any group annuity mortality table
adopted after 2000 by the National Associationnglutance Commissioners that is approved by
regulation promulgated by the insurance commissidoe use in determining the minimum
standard of valuation for annuities and pure endemts) or any modification of these tables
approved by the insurance commissioner; and

(c) For group life insurance, life insurance isbum the substandard basis and other
special benefits and tables approved by the inseraommissioner.

27-4.5-4.1. Computation of minimum standard by calendar year of issue. -- (a)

Applicability— The interest rates used in determining the mininstmmredardstandardfor the

valuation ofthe following shall be calendar year statutory gfibn interest rates as defined in

this section (1) al life insurance policies issuéd a particular calendar yean or after January

1, 1994; (2)al individual annuity and pure endowment contractsiésl in a particular calendar
year on or after January 1, 1994; &&)annuities and pure endowments purchased in acpianti
calendar year on or after January 1, 1994, undmrpgannuity and pure endowment contracts;

and (4) the net increase, if any, in a particullecdar year after January 1, 1994, in amounts
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held under guaranteed interest contrastsl-be-the calendaryear-statutory—valuationrast
sotcooedotnedanthic cnedon,

(b) Calendar year statutory valuation interestsat€l) The calendar year statutory

valuation interest rates, "I", shall be determimsdfollows and the results rounded to the nearer
one-quarter of one perce@25%) (1/4 of 1% i L0 is the

the

() For life insurance:}+=—03—+ A{R1-03)}+ W/2(R2-09) |=.03+W(R-.03)+W/2(R-

-09)
(i) For single premium immediate annuities and #nuity benefits involving life
contingencies arising from other annuities withhcasttlement options and from guaranteed

interest contracts with cash settlement optidrs:-03-+W/{(R1--03)=.03+W(R-.03)

WhereR, is the lesser dR and .09,

R, is the greater dR and .09,

R s the reference interest rate defined in thisicec

W s the weighting factor defined in this section;

(i) For other annuities with cash settlement ops and guaranteed interest contracts
with cash settlement options, valued onssaiedissueyear basis, except as statechidpdivision
paragraphb})(ii) above the formula for life insurance statedsmbdivisionparagraphib}ii)
above shall apply to annuities and guaranteed interestracts with guarantee durations in
excess of ten (10) years and the formula for sipgkmium immediate annuities stated in
subdivisionparagraphib}{)(ii) aboveshall apply to annuities and guaranteed interestracts
with guarantee duration of ten (10) years or less;

(iv) For other annuities with no cash settlementiass and for guaranteed interest
contracts with no cash settlement options, the étanfior single premium immediate annuities
stated insubdivisionparagraphb (i) aboveshall apply; and

(v) For other annuities with cash settlement ofgtiand guaranteed interest contracts with
cash settlement options, valued on a change in haxis, the formula for single premium
immediate annuities statedsabdivisionparagrapt{b)(1)(ii) aboveshall apply; and

(2) ¥ However ifthe calendar year statutory valuation interest fat any life insurance
policies issued in any calendar year determinethowit reference to thisubsectionsentence
differs from the corresponding actual rate for &ampolicies issued in the immediately preceding
calendar year by less than one-half of one pergg%t) (1/2 of 1%) the calendar year statutory

valuation interest rate fdhesethe life insurance policies shall be equal to the esponding
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actual rate for the immediately preceding calerygar.

For purposes of applying the immediately precedgtence, the calendar year statutory

valuation interest rate for life insurance policiesued in a calendar year shall be determined for

1980 (using the reference interest rate definedl9@9) and shall be determined for each

subsequent calendar year regardless of when s&#idrB-5 becomes operative.

(c) Weighting factors. - (1) The weighting factoeferred to in the formulas statéd

subdivisions{b{b{and-{idaboveareasfoliowsgiven in the following tables
(i) WEIGHTING FACTORS FOR LIFE INSURANCE:

Guarantee Duration (Years) Weighting Factors
10 or less .50
More than 10, but not more than 20 .45
More than 20 .35

For life insurance, the guarantee duration is rtieximum number of years the life
insurance can remain in force on a basis guararntettee policy or under options to convert to
plans of life insurance with premium rates or nofgiture values or both which are guaranteed in
the original policy;

£2)(ii) Weighting factor for single premium immediate aities and for annuity benefits
involving life contingencies arising from other aities with cash settlement options and
guaranteed interest contracts with cash settleomrns is .80;

£3)(iii)) Weighting factors for other annuities and for gudeed interest contracts, except

as stated insubdivision—{e}2)paragraph (ii) aboveshall be as specified iparagraphs
subparagraph§}(A), {+(B) and {#)}-(C) in-this—subdivisionbelow, according to the rules and

definitions inparagraphsubparagraph&s(D), 64(E) andfdi)(F) inthis-subdivisiorbelow:

(A) For annuities and guaranteed interest contrati®@an an issue year basis:

Guarantee Duration (Years) Weighting Factor fanPType
A B C

5 or less: .80 .60 .50

More than 5, but not more than 10: .75 .60 .50

More than 10, but not more than 20: .65 .50. 45

More than 20: .45 .35 .35

{-(B) For annuities and guaranteed interest contradtedaon a change in fund basis,

the factors show isubdivisien{e}3paragraphi) aboveincreased by:

Plan Type

A B C
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A5 25 .05

{i-(C) For annuities and guaranteed interest contradteedeon anssdedissueyear
basis, other than those with no cash settlemeribraptwhich do not guarantee interest on
considerations received more than one year afmireisor purchase and for annuities and
guaranteed interest contracts valued on a chandanih basiswhieh that do not guarantee
interest rates onensideratiorconsiderationseceived more than twelve (12) months beyond the

valuation date, the factors shown sabdivision{c}3)paragraph(i) or derived insubdivision

{e}3) paragrapHii) increased by:

Plan Type
A B C
.05 .05 .05

(D) For other annuities with cash settlement options guaranteed interest contracts
with cash settlement options, the guarantee duradithe number of years for which the contract
guarantees interest rates in excess of the calemdarstatutory valuation interest rate for life
insurance policies with guarantee durations in sxa# twenty (20) years. For other annuities
with no cash settlement options and for guarantetmtest contracts with no cash settlement
options, the guaranteed duration is the numbeeafs/from the date of issue or date of purchase
to the date annuity benefits are scheduled to cameje

&4(E) Plan Type as used in the tables in this subdivisaefined as follows:

Ax(1) Plan Type A: At any time the policyholder may witaw funds only (I) with an
adjustment to reflect changes in interest rateasset values since receipt of the funds by the
insurance company, or (ll) without an adjustmeritibunstallments over five (5) years or more,
or (Ill) as an immediate life annuity, or (V) ndthwdrawal permitted;

B)(II) Plan Type B: Before expiration of the interesierguarantee, the policyholder
may withdraw funds only (1) with an adjustment éfleéct changes in interest rates or asset values
since receipt of the funds by the insurance company(ll) without an adjustment but in
installments over five (5) years or more, or (Iip withdrawal permitted. At the end of the
interest rate guarantee, funds may be withdrawhowitthe an adjustment in a single sum or
installments over less than five (5) yeassd

(1) Plan Type CFhe—policyholderPolicyholdermay withdraw funds before the
expiration of interest rate guarantee in a singl® ®r installments over less than five (5) years
either (1) without adjustment to reflect changesiierest rates or asset values since receipteof th
funds by the insurance company, or (II) subjecy dala fixed surrender charge stipulated in the

contract as a percentage of the fund; and
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&4(F) A company may elect to value guaranteed interastracts with cash settlement
options and annuities with cash settlement optamsither an issue year basis or on a change in
fund basis. Guaranteed interest contracts withast settlement options and other annuities with
no cash settlement options must be valued on ae igsar basis. As used in this section, "issue
year basis of valuation” refers to a valuation $asider which the interest rate used to determine
the minimum valuation standard for the entire doratof the annuity or guaranteed interest
contract is the calendar year valuation interdst fiar the year of issue or year of purchase of the
annuity or guaranteed interest contract, and "ohangfund basis of valuation" refers to a
valuation basis under which the interest rate usedetermine the minimum valuation standard
applicable to each change in the fund held undeatmuity or guaranteed interest contract is the
calendar year valuation interest rate for the péaine change in the fund.

(d) Reference interest rate. - Reference intera referred to in subsection (b) is
defined as follows:

(1) Fora# life insurance, the lesser of the average ovesrsmg of thirty-six (36) months
and the average over a period of twelve (12) momthding on June 30 of the calendar yea#t
preceding the year of issue, of the monthly averdghe composite yield on seasoned corporate
bonds, as published by Moody's Investors Serviae; |

(2) For single premium immediate annuities and donuity benefits involving life
contingencies arising from other annuities withhcasttlement options and guaranteed interest
contracts with cash settlement options, the aveoage a period of twelve (12) months, ending
on June 30 of the calendar year of issue or yeguothase, of the monthly average of the
composite yield on seasoned corporate bonds, disipedh by Moody's Investors Service, Inc.;

(3) For other annuities with cash settlement optiand guaranteed interest contracts with
cash settlement options, valued on a year of ibases, except as statedsimbdivisienparagraph
{eh(2) above with guarantee duration in excess of ten (10ys;ethe lesser of the average over a
period of thirty-six (36) months and the averageraw period of twelve (12) months, ending on
June 30 of the calendar year of issue or purcltigbe monthly average of the composite yield
on seasoned corporate bonds, as published by Molmgstors Service, Inc.;

(4) For other annuities with cash settlement optiand guaranteed interest contracts with
cash settlement options, valued on a year of ibagis, except as statedsimbdivisionparagraph
{h(2) above with guarantee duration of ten (10) years or, l#ss average over a period of twelve
(12) months, ending on June 30 of the calendar ge@sue or purchase, of the monthly average
of the composite yield on seasoned corporate bawpublished by Moody's Investors Service,

Inc.;

LC01414/SUB A - Page 17 of 32



[EnY

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

(5) For other annuities with no cash settlemenionogt and for guaranteed interest
contracts with no cash settlement options, the amermover a period of twelve (12) months,
ending on June 30 of the calendar year of issupuochase, of the monthly average of the
composite yield on seasoned corporate bonds, disipedh by Moody's Investors Service, Inc.;
and

(6) For other annuities with cash settlement optiand guaranteed interest contracts with
cash settlement options, valued on a change in basd, except as stated in subdivision (d)(2),
the average over a period of twelve (12) monthdjrgnon June 30 of the calendar year of the
change in the fund, of the monthly average of thmposite yield on seasoned corporate bonds,
as published by Moody's Investors Service, Inc.

(e) Alternative method for determining referencteiiast rates. - In the event that the
monthly average of the composite yield on seasa@oegdorate bonds is no longer published by
Moody's Investors Service, Inc., or in the everdttthe National Association of Insurance
Commissioners determines that the monthly averageh® composite yield on seasoned
corporate bonds as published by Moody's Investersi&, Inc. is no longer appropriate for the
determination of the reference interest rate, teralternative method for determination of the
reference interest rate, which is adopted by thisoNal Association of Insurance Commissioners
and approved by regulation promulgated by the casimmer of insurance, may be substituted.

27-4.5-5. Reserve valuation method -- Life insurance and endowment benefits. -- (a)

Except as provided in sections 27-4.5-5.1, 27-4#&n8 27-4.5-10, reserves according to the
commissioners' reserve valuation method for the iifsurance and endowment benefits of
policies providing for a uniform amount of insuranand requiring the payment of uniform

premiums shall be the excess, if any, of the pteggine, at the date of valuation, of the future

guaranteed benefits provided for by the politiesefor over the then present value of any future

modified net premiums. The modified net premiums &my policy shall bea the uniform
percentage of theespectivecontract premiums for the benefits suchthat the present value, at
the date of issue of the policy, of all modified peemiums shall be equal to the sum of the then
present value of the benefits provided for by thkicg and the excess of (1) over (2), as follows:
(1) A net level annual premium equal to the presaiue, at the date of issue, of the
benefits provided for after the first policy yedivided by the present value, at the date of issue,
of an annuity of one per annum payable on the dinst each subsequent anniversary of the policy
on which a premium falls dugirevided however that the net level annual premium shall not
exceed the net level annual premium on the nine(@8h year premium whole life plan for

insurance of the same amount at an age one ydagrhigan the age at issue of the policy; and
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(2) A net one year term premium for the benefits/gled for in the first policy year.

(b) For any life insurance policy issued on oeaffanuary 1, 1994 for which the contract
premium in the first policy year exceeds that & #econd year and for which no comparable
additional benefit is provided in the first year tbe excess, and which provides an endowment
benefit or a cash surrender value or a combinatfghemin an amount greater than the excess
premium, the reserve according to the commissiemeserve valuation method as of any policy

anniversary occurring on or before the assumedngndate, definedhereinas the first policy

anniversary on which the sum of any endowment lieaefl any cash surrender value then
available is greater than the excess premium,,shadkept as provided in section 27-4.5-8, be the
greater of the reserve as of the policy anniversalgulated as described in subsection (a) and the
reserve as of the policy anniversary calculatedessribed in subsection (a), but with:

(1) the value defined isubdivisionsubsectiona)d) being reduced by fifteen percent
(15%) of the amount ahe suchexcess first year premium,

(2) all present values of benefits and premiumsideietermined without reference to
premiums or benefits provided for by the policyeathe assumed ending date,

(3) the policy being assumed to maturetesthat date as an endowment, and

(4) the cash surrender value providediesthat date being considered as an endowment
benefit. In making th@bovecomparisorcentained-in-this-subsectidthe mortality and interest
basisbasesstated in sections 27-4.5-4 and 27-4.5-4.1 slsallded.

(c) Reserves according to the commissioner's vesealuation methodshall be

calculated by a method consistent with the primsigf the preceding paragraphs of this section

for: (1) life insurance policies providing for aryang amount of insurance or requiring the
payment of varying premiums; (2) group annuity aonde endowment contracts purchased under
a retirement plan or plan of deferred compensatastablished or maintained by an employer
including a partnership or sole proprietorship pram employee organization, or by both, other
than a plan providing individual retirement accauat individual retirement annuities under 26

U.S.C. section 408s now or hereafter amendé8) disability and accidental death benefitslin a

policies and contracts; and (4) all other beneéixgept life insurance and endowment benefits in
life insurance policies and benefits provided Hyoéther annuity and pure endowment contracts

this

27-4.5-6. Minimum reserves. -- (a) In no event shall a company's aggregate resdor

all life insurance policies, excluding disabilitpdh accidental death benefits, issued on or after

January 1, 1994, be less than the aggregate reseleilated in accordance with the methods set
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forth in sections 27-4.5-5, 27-4.5-5.1, 27-4.5-8 &7-4.5-9 and the mortality table or tables and
rate or rates of interest used in calculating ndafture benefits for the policies.

(b) In no event shall the aggregate reserveslifpolicies, contracts, and benefits be less
than the aggregate reserves determined bygthéified appointedactuary to be necessary to
render the opinion required by section 27-4.5-3.

27-4.5-7. Optional reserve calculation. -- (a) Reserves for all policies and contracts

issued prior to January 1, 1994, may be calculatethe option of the company, according to any

standardghat produce greater aggregate reserves for al policies and contracts than the

minimum reserves required bypnsistentvith the laws in effect immediately prior to that date

(b) Reserves for any category of policies, cornsraor benefits as established by the
commissioner of insurance, issued on or after Hraudry 1, 1994, may be calculated, at the
option of the company, according to any standaridighvproduce greater aggregate reserves for
the category than those calculated according tartilmum standard provided in this chapter,
but the rate or rates of interest used for poli@es contracts, other than annuity and pure
endowment contracts, shall not bigther greaterthan the corresponding rate or rates of interest

used in calculating any nonforfeiture benefits juled inthemthe policies or contracts

(c) Ary A company whichadoptsat any timeshal-have-dopted—anya standard of

valuation producing greater aggregate reservestti@se calculated according to the minimum

standard provided in this chapter magopt a lower standard of valuatjomith the approval of

the commissioner of insurancegleptanylowerstandard-of-valdatiomut not lower than the

minimum provided in this chapter; provided that, flee purposes of this section, the holding of
additional reserves previously determinedsbyualifiedthe appointedictuary to be necessary to
render the opinion required by section 27-4.5-3I stz be deemed to be the adoption of a higher
standard of valuation.

27-4.5-8. Reserve calculation -- Valuation net premium exceeding the gross

premium charged. -- (@) If in any contract year the gross premium ghdrbythe any-life

tsuraneecompany on any policy or contract is less tharvéidaation net premium for the policy

or contract calculated by the method used in caling the reserven-it but using the minimum

valuation standards of mortality and rate of inderéhe minimum reserve required for the policy
or contract shall be the greater of either thervesealculated according to the mortality table,
rate of interest, and method actually used forpthicy or contract, or the reserve calculated by
the method actually used for the policy or conttagtusing the minimum valuation standards of
mortality and rate of interest and replacing théua@on net premium by the actual gross

premium in each contract year for which the vabrathet premium exceeds the actual gross
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premium. The minimum valuation standards of madstadind rate of interest referred to in this
section are those standards stated in sections52Z-dnd 27-4.5-4.1.

(b) For any life insurance policy issued on oeaftanuary 1, 1994, for which the gross
premium in the first policy year exceeds that & #econd year and for which no comparable
additional benefit is provided in the first year the excess, and which provides an endowment
benefit or a cash surrender value or a combinatighemin an amount greater than the excess
premium, the provisions afubsection{athis sectionshall be applied as if the method actually
used in calculating the reserve for the policy wire method described in section 27-4.5-5,
ignoring section 27-4.5-5(b). The minimum resertesach policy anniversary dghe such a
policy shall be the greater of the minimum reserafeulated in accordance with section 27-4.5-5,
including section 27-4.5-5(b), and the minimum resecalculated in accordance with this
section.

27-4.5-9. Reserve calculation -- Indeterminate premium plans. -- In the case oény

plan of life insurancewhich that provides for future premium determination, the amte of
which are to be determined by the insurance compmsed on the then estimates of future
experience, or in the case of any plan of life iagge or annuityvhich thatis of sucha nature
that the minimum reserves cannot be determinedéyriethods described in sections 27-4.5-5,
27-4.5-5.1 and 27-4.5-8, the reserwdgchthatare held undahatthe planmustshalt

(1) Be appropriate in relation to the benefits #mel pattern of premiums for that plan;
and

(2) Be computed by a method that is consistert Wit principles of this chapter, as
determined by regulations promulgated by the comsio®r of insurance.

Notwithstanding any other provision in the laws thfs state, a policy, contract or

certificate providing life insurance under such lanpshall be affirmatively approved by the

commissioner before it can be marketed, issued;aitet or used in this state.

27-4.5-10. Minimum-standardsforaccidentand-sicknessplans Minimum standards

for accident and health insurance contracts. -- Fhe—commissioner—of—insurance—shall

and-sickness—plangor accident and health insurance contracts isenedr after the operative

date of the valuation manual, the standard presdrih the valuation manual is the minimum

standard of valuation required under subsectiod.372(b). For accident and health insurance

contracts issued on or after January 1, 1994 aimt tw the operative date of the valuation

manual the minimum standard of valuation is thenddad adopted by the commissioner by

regulation.
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SECTION 3. Chapter 27-4.3 of the General Laws ledtitThe Standard Nonforfeiture
Law for Life Insurance" is hereby amended by addiregeto the following section:

27-4.3-1.1. Definitions. -- "Operative date of the valuation manual" means dianii of

the first calendar year that the valuation mansalefined in chapter 27-4.5 is effective.

SECTION 4. Chapter 27-4.5 of the General Laws ledtitThe Standard Valuation Law"
is hereby amended by adding thereto the followagaisns:

27-4.5-13. Valuation manual for policies issued on or after the operative date of the

valuation manual. -- (a) For policies issued on or after the operatiaée dof the valuation

manual, the standard prescribed in the valuationualais the minimum standard of valuation

required under subsection 27-4.5-2(b), except asiged under subsections (e) or (q) of this

section.

(b) The operative date of the valuation manualaisudry 1 of the first calendar year

following the first July 1 as of which all of thelfowing have occurred:

(1) The valuation manual has been adopted by thEEN¥x an affirmative vote of at least

forty-two (42) members, or three-fourths (3/4) lnd imembers voting, whichever is greater.

(2) The Standard Valuation Law, as amended by tBW¢CNin 2009, or legislation

including substantially similar terms and provisiprinas been enacted by states representing

greater than seventy-five percent (75%) of the cflileremiums written as reported in the

following annual statements submitted for 2008e,libccident and health annual statements;

health annual statements; or fraternal annualrmetits.

(3) The Standard Valuation Law, as amended by tBW¢CNin 2009, or legislation

including substantially similar terms and provisiphas been enacted by at least forty-two (42)

of the following fifty-five (55) jurisdictions: Té fifty (50) States of the United States, American

Samoa, the American Virgin Islands, the DistricColumbia, Guam, and Puerto Rico.

(c) Unless a change in the valuation manual spscdilater effective date, changes to the

valuation manual shall be effective on January lbviong the date when all of the following

have occurred:

(1) The change to the valuation manual has beepteddy the NAIC by an affirmative

vote representing:

(i) At least three-fourths (3/4) of the memberstlod NAIC voting, but not less than a

majority of the total membership, and

(i) Members of the NAIC representing jurisdictiotstaling greater than seventy-five

percent (75%) of the direct premiums written a®rgal in the following annual statements most

recently available prior to the vote in subsecti@i1)(i): life, accident and health annual
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statements, health annual statements, or fratanmalal statements.

(2) The valuation manual becomes effective purstarnd requlation adopted by the

commissioner.

(d) The valuation manual must specify all of thikofeing:

(1) Minimum valuation standards for and definitiosfsthe policies or contracts subject

to subsection 27-4.5-2(b). Such minimum valuatimmdards shall be:

(i) The commissioner's reserve valuation methodiferinsurance contracts, other than

annuity contracts, subject to subsection 27-4.5:2(b

(i) The commissioner's annuity reserve valuatiathod for annuity contracts subject to

subsection 27-4.5- 2(b); and

(ii) Minimum reserves for all other policies or moacts subject to subsection 27-4.5-

2(b).

(2) Which policies or contracts or types of polgier contracts that are subject to the

requirements of a principle-based valuation in eaben 27-4.5-14(a) and the minimum

valuation standards consistent with those requingsne

(3) For policies and contracts subject to a prilechmased valuation under section 27-4.5-

(i) Requirements for the format of reports to tleenmissioner under subdivision 27-4.5-

14(b)(2) and which shall include information neeggsto determine if the valuation is

appropriate and in compliance with this chapter;

(i) Assumptions shall be prescribed for risks owdrich the company does not have

significant control or influence.

(iii) Procedures for corporate governance and oykerf the actuarial function, and a

process for appropriate waiver or modification wéls procedures.

(4) For policies not subject to a principle-basedustion under section 27-4.5-14 the

minimum valuation standard shall either:

(i) Be consistent with the minimum standard of wion prior to the operative date of

the valuation manual; or

(i) Develop reserves that quantify the benefited aguarantees, and the funding,

associated with the contracts and their riskslavel of conservatism that reflects conditions that

include unfavorable events that have a reasonabl&pility of occurring.

(5) Other requirements, including, but not limited those relating to reserve methods,

models for measuring risk, generation of econongienarios, assumptions, margins, use of

company experience, risk measurement, disclosaréfications, reports, actuarial opinions and
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memorandums, transition rules and internal contaoid

(6) The data and form of the data required undeticge 27-4.5-15, with whom the data

must be submitted, and may specify other requirésniecluding data analyses and reporting of

analyses.

(e) In the absence of a specific valuation requimetmor if a specific valuation

requirement in the valuation manual is not, in ¢ipénion of the commissioner, in compliance

with this chapter, then the company shall, withpee$ to such requirements, comply with

minimum valuation standards prescribed by the casimner by regulation.

(f) The commissioner may engage a qualified actuairhe expense of the company, to

perform an actuarial examination of the company @pide on the appropriateness of any reserve

assumption or method used by the company, or ieweand opine on a company's compliance

with any requirement set forth in this chapter. oenmissioner may rely upon the opinion,

regarding provisions contained within this chaptef, a qualified actuary engaged by the

commissioner of another state, district or tenjitaf the United States. As used in this

subsection, term "engage" includes employment anttacting.

(g) The commissioner may require a company to ohamy assumption or method that

in the opinion of the commissioner is necessargrder to comply with the requirements of the

valuation manual or this chapter; and the compdmajl sdjust the reserves as required by the

commissioner. The commissioner may take other glisairy action as permitted pursuant to

section 42-14-16.

27-4.5-14. Reguirements of a principle-based valuation. -- (a) A company must

establish reserves using a principle-based valatat meets the following conditions for

policies or contracts as specified in the valuati@nual:

(1) Quantify the benefits and guarantees, and uhdihg, associated with the contracts

and their risks at a level of conservatism thaeot$ conditions that include unfavorable events

that have a reasonable probability of occurringraduthe lifetime of the contracts. For policies

or contracts with significant tail risk, reflecteralitions appropriately adverse to quantify thé tai

risk.

(2) Incorporate assumptions, risk analysis metlodksfinancial models and management

techniques that are consistent with, but not necigsdentical to, those utilized within the

company's overall risk assessment process, whilegrézing potential differences in financial

reporting structures and any prescribed assumptiongthods.

(3) Incorporate assumptions that are derived inafrike following manners:

(i) The assumption is prescribed in the valuatienoal.
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(i) For assumptions that are not prescribed, 8sei@ptions shall:

(A) Be established utilizing the company's ava#dalelxperience, to the extent it is

relevant and statistically credible; or

(B) To the extent that company data is not avadlat#levant, or statistically credible, be

established utilizing other relevant, statisticaltgdible experience.

(4) Provide margins for uncertainty including adeemdeviation and estimation error,

such that the greater the uncertainty the largemhrgin and resulting reserve.

(b) A company using a principle-based valuationdoe or more policies or contracts

subject to this section as specified in the vatumthanual shall:

(1) Establish procedures for corporate governandeoaersight of the actuarial valuation

function consistent with those described in thei@abn manual.

(2) Provide to the commissioner and the board @ctiors an annual certification of the

effectiveness of the internal controls with resgecthe principle-based valuation. Such controls

shall be designed to assure that all material iiskerent in the liabilities and associated assets

subject to such valuation are included in the uednaand that valuations are made in accordance

with the valuation manual. The certification shHa@l based on the controls in place as of the end

of the preceding calendar year.

(3) Develop, and file with the commissioner upoguest, a principle-based valuation

report that complies with standards prescribethévaluation manual.

(c) A principle-based valuation may include a prigsd formulaic reserve component.

27-4.5-15. Experiencereporting for policiesin force on or after the oper ative date of

the valuation manual. -- A company shall submit mortality, morbidity, polleylder behavior, or

expense experience and other data as prescrilled valuation manual.

27-4.5-16. Confidentiality. -- (a) For purposes of this section, "confidentiabmfiation"

shall mean:

(1) A memorandum in support of an opinion submittedier section 27-4-3 and any

other documents, materials and other informatioe|uding, but not limited to, all working

papers, and copies thereof, created, producedtameld by or disclosed to the commissioner or

any other person in connection with such memorandum

(2) All documents, materials and other informatioam;luding, but not limited to, all

working papers, and copies thereof, created, pedlusr obtained by or disclosed to the

commissioner or any other person in the coursa @xamination made under subsection 27-4.5-

13(f); provided, however, that if an examinatiopog or other material prepared in connection

with an examination made under chapter 27-13.1 at held as private and confidential
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information under chapter 27-13.1, an examinatieport or other material prepared in

connection with an examination made under subse@&ie4.5-13(f) of this chapter shall not be

"confidential information" to the same extent asuth examination report or other material had

been prepared in accordance with chapter 27-13.1;

(3) Any reports, documents, materials and othermétion developed by a company in

support of, or in connection with, an annual cexdiion by the company under subdivision 27-

4.5- 14(b)(1) of this chapter evaluating the effemiess of the company's internal controls with

respect to a principle-based valuation and anyratbeuments, materials and other information,

including, but not limited to, all working paperand copies thereof, created, produced or

obtained by or disclosed to the commissioner orathgr person in connection with such reports,

documents, materials and other information;

(4) Any principle-based valuation report developewer subdivision 27-4.5-14(b)(2)

and any other documents, materials and other irgtom, including, but not limited to, all

working papers, and copies thereof, created, pedlusr obtained by or disclosed to the

commissioner or any other person in connection sutth report; and

(5) Any documents, materials, data and other infdimm submitted by a company under

section 27-4.5- 15 (collectively, "experience dagid any other documents, materials, data and

other information, including, but not limited td| working papers, and copies thereof, created or

produced in _connection with such experience datagach case that include any potentially

company-identifying or personally identifiable infioation, that is provided to or obtained by the

commissioner (together with any "experience datag, "experience materials™) and any other

documents, materials, data and other informationluding, but not limited to, all working

papers, and copies thereof, created, producedtameld by or disclosed to the commissioner or

any other person in connection with such experienarials.

(b) Privilege for, and confidentiality of, confidia information.

(1) Except as provided in this section 27-4.5-16pmpany's confidential information is

confidential by law and privileged, and shall netdubject to chapter 38-2, shall not be subject to

subpoena and shall not be subject to discoverydonissible in evidence in any private civil

action; provided, however, that the commission@uitorized to use the confidential information

in the furtherance of any regulatory or legal attiwought against the company as a part of the

commissioner's official duties.

(2) Neither the commissioner nor any person wheived confidential information

while acting under the authority of the commissiosieall be permitted or required to testify in

any private civil action concerning any confidehiimiormation.
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(3) In order to assist in the performance of thessioner's duties, the commissioner

may share confidential information: (i) With othstate, federal and international regulatory

agencies and with the NAIC and its affiliates andssdiaries; and (ii) In the case of confidential

information specified in subdivisions 27-4.5-160)énd 27-4.5-16(a)(4) only, with the actuarial

board for counseling and discipline or its succesgmn request stating that the confidential

information is required for the purpose of professi disciplinary proceedings and with state,

federal and international law enforcement officials the case of subsections (a) and (b),

provided, that, such recipient agrees, and hasldbal authority to agree, to maintain the

confidentiality and privileged status of such doemts, materials, data and other information in

the same manner and to the same extent as redolirég commissioner.

(4) The commissioner may receive documents, mdentata and other information,

including otherwise confidential and privileged downts, materials, data or information, from

the NAIC and its affiliates and subsidiaries, froegulatory or law enforcement officials of other

foreign or domestic jurisdictions and from the actal board for counseling and discipline or its

successor and shall maintain as confidential ofleged any document, material, data or other

information received with notice or the understandihat it is confidential or privileged under

the laws of the jurisdiction that is the sourcehaf document, material or other information.

(5) The commissioner may enter into agreements rgovg sharing and use of

information consistent with subsection 27-4.5-16(b)

(6) No waiver of any applicable privilege or clagh confidentiality in the confidential

information shall occur as a result of discloswdhe commissioner under this section or as a

result of sharing as authorized in subdivision Z2-¥6(b)(3).

(7) A privilege established under the law of amgtestor jurisdiction that is substantially

similar to the privilege established under subsecti7-4.5-16(b) shall be available and enforced

in any proceeding in, and in any court of, thigesta

non

(8) In section 27-4.5-16 "regulatory agency," "lamforcement agency" and the "NAIC"

include, but are not limited to, their employeeagerats, consultants and contractors.

(c) Notwithstanding subsection 27-4.5-16(b), annfiential information specified in

subdivisions 27-4.5-16(a)(1) and 27-4.5-14(a)(4):

(1) May be subject to subpoena for the purposestdrdling an action seeking damages

from the appointed actuary submitting the relatedmmrandum in support of an opinion

submitted under section 27-4.5-3 or principle-basaddation report developed under subdivision

27-4.5-14(b)(3) by reason of an action requiredthiy chapter or by regulations promulgated

hereunder;

LC01414/SUB A - Page 27 of 32



[EnY

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

(2) May otherwise be released by the commissiongn the written consent of the

company; and

(3) Once any portion of a memorandum in suppoembpinion submitted under section

27-4.5-3 or a principle-based valuation report ¢msed under subdivision 27-4.5-14(b)(3) is

cited by the company in its marketing or is publigblunteered to or before a governmental

agency other than a state insurance departmeastreteiased by the company to the news media,

all portions of such memorandum or report shallomger be confidential.

27-4.5-17. Single state exemption. -- (a) The commissioner may exempt specific product

forms or product lines of a domestic company thdicensed and doing business only in Rhode

Island from the requirements of section 27-4.5-8/pled:

(1) The commissioner has issued an exemption itingrio the company and has not

subsequently revoked the exemption in writing; and

(2) The company computes reserves using assumpdiothsmethods used prior to the

operative date of the valuation manual in addittonany requirements established by the

commissioner and promulgated by requlation.

(b) For any company granted an exemption undersggfon, and sections 27-4.5-3, 27-

4.5-4, 27-4.5-4.1, 27-4.5-4.2, 27-4.5-5, 27-4.5-80-4.5-6, 27-4.5-7, 27-4.5-8, 27-4.5-9 and 27-

4.5-10 shall be applicable. With respect to any gamy applying this exemption, any reference

to section 27-4.5-13 found in sections 27-4.5-345¢4, 27-4.5-4.1, 27-4.5-4.2, 27-4.5-5, 27-

4.5-5.1, 27-4.5-6, 27-4.5-7, 27-4.5-8, 27-4.5-9 2Relt.5-10 shall not be applicable.

SECTION 5. Sections 27-4-17, 27-4-18, 27-4-19, 2Z04and 27-4-21 of the General

Laws in Chapter 27-4 entitled "Life Insurance Pielicand Reserves" are hereby repealed.
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EXPLANATION
BY THE LEGISLATIVE COUNCIL

OF

AN ACT

RELATING TO INSURANCE -- THE STANDARD NONFORFEITUREAW FOR LIFE
INSURANCE

*%k%k

This act would bring the Standard Valuation andn8&ad Nonforfeiture for Life
Insurance laws into compliance with the currensiagr of the National Association of Insurance
Commissioners Model Act by amending and adding rabmar of provisions to chapters 27-4.3
and 27-4.5, and repealing the provisions of chapied that are addressed in the amended
version of chapter 27-4.5.

This act would take effect upon passage.
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