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concerning life insurance separately from any other charges or values
shown in the same billing.

(8) VIOLATION. Any violation of this rule shall be deemed to be a mis-
representation of the nature of the life insurance involved.

Histor{: Cr, Register, October, 1963, No, 94, eff. 11-1-63; emerg. am, (1) and (2), efl. 6-22-

76;am. (1) and (2), Register, September, 1976, No, 249, eff. 10-1-76; am. (1} and (2), Register,

g:a“‘ig‘siml\?’ I\;is 219, eff. 4-1-79; r, (9) under s. 13.93 {2m) (b) 16, Stats., Register, Decem-
Ty 2 INOL .

Ins 2.12 Exceplions to unfair discrimination. The following practices,
without being all-inclusive, shall not be considered unfairly diserimina-
tory as considered by s. 628.34, Stats.:

(1) Issuing life insurance policies or life annuity contracts on a salary
savings, salary allotment, bank draft, pre-authorized check, or payroll
deduction plan or other similar plan at a reduced rate or with special
underwriting considerations reasonably related to the savings made by
use of such plan.

(2) Issuing life insurance policies or annuity contracts at premiums
determined by rating plans which provide for modification of premiums
based on the amount of insurance; but any such rating plans shall not
result in reduction in premiums in excess of the savings reasonably re-
lated to the savings made by use of the plan, All cost factors must be
given proper recognition in order to preserve equity between various
classes of policyholders.

(3) Issuing so-called ‘family plan’ life insurance policies which include
insured, spouse, and their children with the premium calculated on the
basis of the family unit. The rating plan must give recognition to all cost
factors in order to preserve equity hetween various classes of
policyholders.

(4) Issuing policies under the authority of s. Ins 6.756 (1} (a), with the
premium calculated on the basis of the average age of those insured or
calculated in some other manner which is appropriate for the coverage
offered, provided that the rate must be reasonably related to the cover-
age provided and to the savings made by use of the rating procedure.

(5} Issuing life insurance policies or life annuity contracts at special
rates or with special underwriting considerations, reasonably related to
the savings made, in connection with:

{a) Employe benefit trusts or plans conforming to the requirements of
s. 815.18 (31) (a), Stats,

(b) Plans used to fund retirement henefits under the Federal Self-Em-
ployed Individuals Tax Retirement Act of 1962,

(¢) Plans used to fund retirement benefits for employes of certain orga-
nizations exempt from Federal income tax and public schools (so-called
tax sheltered annuity plans).

History: Cr. Register, May, 1964, No, 101, eff, 6-1-64; emerg, am, {intro.}, (4) and (5} (d),
off, 6-22-76; am. (intro.), (4) and (5) (d), Register, September, 1976, No. 249, efi, 10-1-76; am.

(4} and (b) (a), Register, March, 1979, No, 279, eif. 4-1-79; r. () {d), Register, June, 1982,
No. 318, eff, 7-1-82; reprinted to correct error in (5), Register, August, 1982, No. 520,

Ins 2.13 Separate accounis and variable contracts, (1) PURPOSE. This
section ereates standards for establishing separate accounts and for issu-
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ing contracts on a variable basis, both as provided by ss. 611.25 and
632.45 (1), Stats.

(2) DEFINITIONS, In this section:

(a) “Agent” means a person who sells or offers to sell any contract ona
variable basis.

(b} “Contract on a variable basis” or ““variable contract’ means a pol-
tey or contract which provides for insurance or annuity benefits which
may vary according to the investment experience of any separate ac-
count maintained by the insurer as to the policy or contract, as provided
forin s, 632.45 (1), Stats,, including contracts defined in pars, (e) and (f).

(c) “Interest credits’ means all interest that is credited to a policy or
confract.

(d) “Tssue” means to issue for delivery or deliver.

(e) “Modified guaranteed annuity” means a deferred annuity con-
tract, the underlying assets of which are held in a separate account and
the values of which are guaranteed if held for specified periods, contain-
ing nonforfeiture values based on a market-value adjustment formula if
held for shorter periods, which formula may or may not reflect the value
of assets held in the separate aceount.

(f) “Modified guaranteed life insurance policy’’ means an individual
policy of life insurance, the underlying assets of which are held in a sepa-
rate account and the values of which are guaranteed if held for specified
periods, containing nonforfeiture values based on a market-value adjust-
ment formula if held for shorter periods, which formula may or may not
reflect the value of assets held in the separate account.

(g) “Policy processing day” means the day on which charges autho-
rized in the policy are deducted from the policy's cash value.

. (3} QUALH:ICATION OF INSURER TO ISSUE VARIABLE CONTRACTS. (a) No
insurer may issue variable contracts in this state unless:

1, It is licensed or organized to do a life insurance or annuity business
in this state; and

2. The commissioner is satisfied that its condition or method of opera-
tion in connection with the issuance of variable contracts will not render
its operation hazardous to the public or its policyholders in this state. In
determining the qualification of an insurer requesting authority to issue
variable contracts in this state, the commissioner shall consider among
other things:

a, The history and financial condition of the insurer;

b. The character, responsibility and fitness of the officers and directors
of the insurer; and

¢, The law and regulation under which the insurer is authorized in the
state of domicile to issue variable contracts,

(b) If the insurer is a subsidiary of an admitted life insurance com-
pany, or affiliated with an admitted life insurance company by common
management or ownership, the commissioner may deem it to have satis-
fied par. (a) 2 if either it or the admitted life insurance company satisfies
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the provisions of par. (a) 2. The commissioner may deem any licensed
insurer whieh has a satisfactory record of doing business in this state for
a period at least 3 years to have satisfied the provisions of par. (a) 2.

(¢) Before any insurer issues variable contraects in this state, it shall
submit to the commissioner;

_ 1. A general description of the kinds of variable contracts it intends {o
1sstie;

2, If requested by the commissioner, a copy of the statutes and regula-
tions of its state of domicile under which it is authorized to issue variable
contracts; and

3. If requested by the commisstoner, biographical data with reapect to
its officers and directors.

(4) SEPARATE ACCOUNTS. (a) A domestic insurer issuing variahle con-
tracts shall establish one or more separate accounts pursuant to s,
611.26, Stats., subject to the following provisions;

1. Except as provided in this subsection, an insurer may invest and
reinvest amounts allocated to and accumulating in any separate account
without regard to any requirements or limitations prescribed by the laws
of this state governing the investments of life insurance companies. This
subdivision applies only if the insurer maintains in any separate account
its reserve liahility with regard to benefits guaranteed as to amount and
duration and funds guaranteed as to principal or rate of interest, and a
portion of the assets of the separate account at least equal to the reserve
liability, or another amount approved by the commissioner, is invested
int accordance with the laws of this state governing the investments of life
insurance companies. No investments in a separate account may he
taken into account in applying the investment limitations applicable to
the investments of the insurer,

2. With respect to 75% of the market value of the total assets in a
separate account, no insurer may purchase or otherwise acquire the se-
curities of any issuer, other than securities issued or guaranteed as to
prineipal or interest by the United States if, immediately after the pur-
chase or acquisition, the market value of the investment, together with
prior investments of the separate account in the security taken at mar-
ket, would exceed 10% of the market value of the assets of the separate
account. The commissioner may waive this limitation if he or she he-
lieves that the waiver will not render the operation of the separate ac-
count hazardous to the public or the insurer’s policyholders in this state,

3. No insurer may, either for ifs separate accounts or otherwise, invest
in the voting securities of a single issuer in an amount exceeding 10% of
the total issued and outstanding voting securities of the issuer, This lim-
itation does not apply with respect to securities held in separate ac-
counts, the voting rights in which are exercisable only in accordance with
instructions from persons having interests in the accounts.

4, The limitations provided in subds. 2 and 3 do not apply to the in-
vestment with respect to a separate amount in the securities of an invest-
ment company registered under the investment company act of 1940, 29
U.8.C. ss, 80a-1 to 80a-64, as amended, if the investments of the invest-
ment company comply in substance with subds. 2 and 8.
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(b) Unless otherwise approved by the commissioner, an insurer shall
value assets allocated to a separate aceount at their market value on the
date of valuation, or if there is no readily available market, then as pro-
vided under the terms of the contract or the rules or other written agree-
ment applicable to the separate account, except that the insurer shall
value the portion of the assets of the separate account equal to the in-
surer’s reserve liability with regard to the benefits and funds deseribed in
par, {(a} 1, if any, in accordance with the rules otherwise applicable to the
insurer's assets.

(e) To the extent provided under any applicable contract, no portion
of the assets of any separate account established under this subsection
equal to the reserves and other applicable contract liabilities of the ac-
count are chargeable with labilities arising out of any other business the
insurer may conduect,

(d) Notwithstanding any other provision of law, an insurer may:

1. With respect to any separate account registered with the securities
and exchange commission as a unit investment trust, exercise voting
rights in connection with any securities of a regulated investment com-
pany registered under the investment company act of 1949, 15 U.S.C, ss.
80a-1 to 80a-64, as amended, which are held in separate accounts in ac-
cordance with instructions from persons having interests in the accounts
ratably as determined by the insurer; or

2. a. With respeet to any separate account registered with the securi-
ties and exchange commission as a management investment company,
establish for the account a committee, board or other body, the members
of which may or may not be otherwise affiliated with the insurer and may
be elected to membership by the vote of persons having interests in the
account ratably as determined by the insurer,

b. A committee, board or other body established under subd. 2. a may,
alone or in conjunction with others, manage the separate account and the
investment of its assets,

¢, An insurer or a committee, board or other body established under
subd. 2. a may make other provisions for any separate account estab-
lished under this subsection in order to facilitate compliance with federal
or state law, if the commissioner approves the provisions as not hazard-
ous to the public or the insurer’s policyholders in this state.

(e) 1. An insurer may not transfer assets between any of its separate
accounts or hetween any other investment account and a separate ac-
count excepl that an insurer may transfer assets into a separate account
solely to establish the account or to support the operation of the con-
tracts with respect to the separate account to which the transfer is made,

2. An insurer may transfer assets under subd., 1 only as follows:
a. By a transfer of cash; or

b, By a transfer of securities having a readily defermined market
value, 1if the transfer is approved by the commissioner,

3. Notwithstanding subd, 2, the commissioner may authorize other
transfers among accounts if he or she believes that the transfers would
not be inequitable,
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(f) The insurer shall maintain in each separate account established
under this subsection assets with a value at least equal to the reserves
and other contract liabilities with respect to the account, except as other-
wise approved by the commissioner.

(g) Section 611.60, Stats., applies to the members of any separate ac-
count's committee, board or other body established under par. (d) 2. a.
No officer or director of the insurer nor any member of a committee,
hoard or hody of a separate account may receive directly or indirectly
any commission or any other compensation with respect to the purchase
or sale of assets of the separate account,

{5) FILING OF CONTRACT FORMS, (a) No variable contract may be is-
sued in this state until the commissioner has approved the form or until
the form and rates have been filed with the commissioner for 30 days.

(b) The filing letter shall be in duplicate and shali contain the following
information:

1, An identifying form number and title for each form submitted.
2. A general description of each form.

3. A listing of the types of policies to which rider or endorsement forms
will be attached.

4, The form number and date of approval by the commissioner of any
form to be superseded.

(e) One copy of all forms or rates submitted or approval shall be sub-
mitted with a copy of the application attached if the application isto bea
part of the contract. If the application was previously approved, the
form number and date of approval will suffice,

(d) Each form shall include hypothetical data showing its use, a cor-
rect table of values and an explanation of all variable information.

(e) Each filing shall include an actuarial statement of methods used to
calculate values in the contract.

{8) (a) Any variable contract issued in this state shall contain a state-
ment of the essential features of the procedures to be followed by the
insurer in determining the amount of the variable benefits. Bach variable
contract, including a group contract and any certificate issued under a
group contract, shall state that the amount of benefits will vary to reflect
investment experience and shall contain on its first page, in a prominent
position, a clear statement that the benefits under the contract areon a
variable basis and the location in the contract of the details of the vari-
able provisions.

{b) No illustration of benefits payable under any variable contract
may include a projection of past investment experience into the future or
a prediction of future investment experience, This paragraph does not
prohibit the use of hypothetical assumed rates of return to illustrate pos-
sible levels of benefits, '

(¢) No insurer may issue an individual variable annuity contract call-
ing for periodie stipulated payments in this state unless the contract con-
tains in substance all of the following provisions or provisions which in
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the opinion of the commissioner are more favorable to the holder of the
contract:

1. A grace period of 30 days or one month within which the holder may
make any stipulated payment, other than the first payment, due the in-
surer. During the grace period the contract shall continue in force. The
contract may include a statement of the basis on which the insurer deter-
mines the date that it will apply any stipulated payment received during
the grace period to produce the values under the contract arising from
the application of the payment.

2. A right to reinstatement of the contract at any time within 3 years
from the date of default in making pericdic stipulated payments to the
insurer during the life of the annuitant, upon payment to the insurer of
the overdue payments as required by the contract, and of all indebted-
ness, including interest, on the contract. The right to reinstatment does
not apply if the insurer has paid the cash surrender value of the contract.
The contract may include a statement of the basis on which the insurer
determines the date that it will apply the amount to cover the overdue
payments and indebtedness to produce the values under the contract
arising from the application of the payment.

3. The options available in the event of default in a periodic stipulated
payment. The options may include an option to surrender the contract
for a cash value as determined by the contract, and shall include an op-
tion to receive a paid-up annuity if the contract is not surrendered for
cash, The amount of the paid-up annuity shall be determined by apply-
ing the value of the contract at the annuity commencement date in ac-
cordance with the terms of the confract.

{d} Any individual variable annuity contract issued in this state shall
stipulate the expense, mortality and investment increment factors to be
used in computing the amount of variable benefits or other contractual
payments or values, and may guarantee that no expense or mortality
results, or hoth, will adversely affect the amount of benefits, The expense
factors may exclode some or all taxes, as stipulated in the contract, In
computing the amount of variable benefits or other contractual pay-
ments or values under an individual variable annuity contract:

1. No annual net investment increment assumption may exceed 5%,
except with the approval of the commissioner; and

2. To the extent that the level of henefits may be afiected by mortality
results, the insurer shall determine the mortality factor from the 1983
Table A, as defined in s. Ins 2.30 (2) (2), or any modification of that table
not having a higher mortality rate at any age.

{e) The insurer shall establish the reserve liability for variable annui-
ties under s, 623.06, Stats., in accordance with actuarial procedures that
recognize the variable nature of the benefits provided,

(7) MODIFIED GUARANTEED LIFE INSURANCE, (a) An insurer that issues
modified guaranteed life insurance policies in this state shall comply will
alt of the following requirements:

1. The insurer shall bear mortality and expense risks. The mortality
and expense charges shall be subject to the maximum stated in the
contract,
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2. For scheduled premium policies, the insurer shall provide a mini-
mum death benefit in an amount at least equal to the initial face amount
of the policy as long as premiums are paid, subject to par, (d) 2.

3. The insurer shall determine the cash value of each policy at least
monthly, Each poticy shall describe the method of computing cash val-
ues and other nonforfeiture benefits and shall state the market-value ad-
justment formula the insurer uses to determine nonforieiture henefits,
The formula shall apply to both upward and downward adjustments.

4. With the form filing under s, 631.20, Stats., the insurer shall submit
an actuarial statement of the basis for the market-value adjustment for-
mula which states that the formula provides reasonable equity to both
the policyholder and the insurer. The form filing shall demonstrate that,
if the interest eredifs at all times during which the policy is in effect equal
those guaranteed in the policy, with premiums and benefits determined
under the terms of the policy, then, ignoring any market-value adjust-
ment, the resuiting cash values and other nonforfeiture benefits shall be
at least equal to the minimum values required by s. 632.43, Stats., for a
lﬂ)xedﬁbeneﬁt general account policy with the same premiums and

enefits.

5. Guaranteed interest credits in each year for any period of time for
which interest credits are guaranteed shall be reasonably related to the
average guaranteed interest credits over that period of time.

6. At the end of any specified guarantee period, the policyholder may
select a new guarantee period of not more than b years or until the end of
the coverage period, whichever is shorter.

(b) Each modified guaranteed life insurance policy form filed for ap-
proval shall contain all of the following:

1. A cover page, or pages corresponding to a cover page, which shall
include all of the following:

a. A prominent statement that cash values may increase or decrease in
accordance with the market-value adjustment formula,

b. A captioned notice that the policyholder may return the policy
within 10 days of its receipt, and receive a refund equal to the sum of (i)
the difference hetween premiums paid, including policy fees and other
charges, and the amounts allocated to any separate accounts under the
policy, and (ii) the value of the amounts allocated to any separate ac-
counts under the policy, on the date the insurer or its agent receives the .
returned policy, as determined by the market-value adjustment formula,

¢. Any other item required hg statute or administrative rulfz for fixed
benefit life insurance policies which is not inconsistent with this section.

2, If settlement options are provided, a provision that at least one of
the options shail be provided on a fixed hasis only.

3. A description of the basis for computing the cash value and the sur-
render value under the policy.

4, A separate statement of premiums or charges for incidental insur-
ance henefits.

5. Any other policy provision required by this section.
Register, April, 1990, No, 412
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6. Any other item required by statute or administrative rule for fixed
benefit life insurance policies which is not inconsistent with this section,

7. A provision for nonforfeiture insurance benefits, ‘The insurer may
establish a reasonable minimum cash value below which any nonforfeit-
ure insurance options will not be available,

(¢} Each modified guaranteed life insurance policy issued in this state
shall provide that the policyholder may borrow at least 75% of the pol-
iey’s cash surrender value after the policy has been in force for at least 3
years unless the policy includes a policy loan provision that is no less
favorable o the policyholder. Each policy loan provision shall provide
all of the following:

1. ‘The amount borrowed shall bear interest as provided under s.
632,475, Stats.

2, The insurer shall deduct any indebtedness from the proceeds pay-
able on death,

3. The insurer shall deduct any indebtedness from the cash surrender
value upon surrender or in determining any nonforfeiture benefit.

4, Yor scheduled premium policies, whenever the indebtedness exceeds
the cash surrender value, the insurer shall give notice of any intent to
cancel the policy if the excess indebtedness is not repaid within 31 days
after the date the notice is mailed. For flexible premium potlicies, when-
ever the total charges authorized by the policy that are necessary to keep
the policy in force until the next policy processing day exceed the amount
available under the policy to pay those charges, the insurer shall mail the
policyholder a report containing the information specified in par. (g) 2.

5. If the policy specifies a minimum amount whieh may be borrowed,
the minimum may not apply to any automatic premium loan provision.

6. The policy loan provision does not apply if the policy is under an
extended insurance nonforfeiture option,

7. A policyholder who has not exercised the policy loan provision may
not be disadvantaged by exercising it.

8. Upon the exercise of any policy loan provision, the insurer shall
withdraw from the separate account the amount paid to the policyholder
and shall return that amount to the separate account upon repayment,
~except that a stock insurer may provide the amount for a policy loan
from the general account.

{d) A modified guaranteed life insurance policy or related form issued
in this state may, in substance, include one or more of the f{ollowing
provisions:

1. An exclusion for suicide within 2 years after the date the policy takes
effect, except that, if the policy includes an increased death benefit as a
result of the polieyholder’s application after the date the policy takes
effect, the exclusion applies only to the amount of the increased benefit,

2, Incidental insurance henefits on a fixed or variable basis.

3, If the policy is issued on a participating basis, an offer to pay divi-
dends in cash and other dividend options.
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4. A provision allowing a policyholder to elect in writing, either in the
application or after issuance of the policy, an automatic premium loan on
a basis not less favorable than the requirements under par. (¢), except
that the insurer may restrict this provision to the payment of not more
than 2 consecutive premiums,

5. A proviston allowing the policyholder to make partial withdrawals,
6. Any other policy provision approved by the commissioner,

{(e) 1, An insurer issuing any modified guaranteed life insurance policy
in this state shall, before or at the time the application is taken, deliver to
the applicant and obtain from the applicant a written acknowledgment
of receipt of all of the following information:

a. A non-technical summary of the principal features of the poliey, in-
cluding a description of the manner in which the nonforfeiture benefits
will be affected by the market-value adjustment formula and the factors
which affect the variation. The summary shall include the notice re-
quired by par. (b) 1. b.

b. A summary of the federal income tax aspects of the policy applicable
to the insured, the policyholder and the beneficiary.

¢, Illustrations, prepared by the insurer, of benefits payable under the
policy. No illustration may include a projection of past investment expe-
rience into the future or a prediction of future investment experience,
This subparagraph does not prohibit the use of hypothetical assumed
rates of return to illustrate possible levels of benefits if the insurer makes
it clear that sueh assumed rates are hypothetical only.

2. An insurer may satisfy the requirements of subd. 1 by delivering to
the policyholder a disclosure containing the information required by
subd, 1, either in the form of & prospectus which is part of an effective
registration statement under the securities act of 1933, 15 U.S.C. ss, 77a
to 77aa or, if the policies are exempt from the registration requirements
of the securities act of 1983, all information and reports required by the
(leansplloyee retirement income security act of 1974, 29 U.S,C. ss. 1001 to

(f) The application for a modified guaranteed life insurance policy
shall contain all of the following:

1. Immediately before the signature line, a statement that amounts
payable under the policy are subject to a market-value adjustment
before a date or dates specified in the policy.

2, A request for information which will enable the insurer to determine
the suitability of modified guaranteed life insurance for the applicant.

(g) 1. In this paragraph, “unadjusted cash value”” means the cash
gralue ‘;)efore applying any surrender charge or market-value adjustment
ormula,

2. An insurer shall mail to each holder of a modified guaranteed life
insurance policy, at his or her last known address, an annual report show-
ing the unadjusted cash value, the cash surrender value, death benefit,
any partial withdrawal or policy loan, any interest charge and any op-
tional payments allowed under the policy. The report shall also specify
the surrender charge and market-value adjustment formula used to de-
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termine the cash surrender value. Tach report shall state that the cash
values may increase or decrease in accordance with the market-value ad-
justment formula. The report shall prominently identify any stated
value that may be recomputed hefore the next annual report.

3. For flexible premium policies, if the unadjusted cash value and cash
surrender value are different, the annual report shall contain 4 reconeilia-
tion of these values based on payments made less deductions for expense
charges, withdrawals, investment experience, insurance charges and any
other charges made against the cash value. The annual report shall also
show the projected unadjusted cash value and cash surrender value, if
different, as of one year from the end of the period covered by the report
assuming all of the following:

a. Planned periodic premiums, if any, are paid as scheduled.
b. Guaranteed costs of insurance are deducted.

¢. Interest is credited at the guaranteed rate or, in the absence of a
guaranteed rate, at a rate not greater than zero, If the projected unad-
justed cash value i3 less than zero, the report shall include a warning
stating that the policy may be in danger of terminating without value in
the next 12 months unless additional premium is paid.

4. The insurer shall matil each annual report within 30 days after one of
the following dates:

a. The policy anniversary date, in which case the amounts reported
shall be computed as of the policy anniversary date.

b. Another date specified in the policy, in which case the amounts re-
ported shall be computed as of a date no earlier than 60 days beiore the
mailing date,

(h} For flexible premium policies, the insurer shall also send a report to
the policyholder whenever the amount available under the policy on any
poliey processing day to pay the charges authorized by the policy are less
than the amount necessary to keep the policy in foree until the next pol-
iey processing day. The report shall state the minimum payment re-
quired under the terms of the policy to keep it in force and the length of
the grace period for payment.

(8) MODIFIED GUARANTEED ANNUITIES, (a) Each insurer issuing modi-
fied guaranteed annuities in this state shall provide each contract holder
with an annual report showing both the account value and the cash sur-
render value, The report shall clearly state that the account value does
not include the application of any surrender charge or market-value ad-
justment formula. The annual report shall also specify the surrender
charge and market-value adjustment formula used to determine the cash
surrender value.

(b} 1. Each modified guaranteed annuity contract issued in this state
shall describe the essential features of the procedures the insurer uses in
determining the amount of nonforfeiture benefits,

2. No insurer may issue in this state a modified guaranteed annuity
contract calling for periodic stipulated payments unless it contains in
substance all of the following provisions:
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a. A grace period of 30 days or one month within which the policy-
holder may make any stipulated payment, other than the first payment,
due the insurer. During the grace period the contraet shall continue in
force. The contract may inelude a statement of the basis on which the
insurer determines the date that it will apply any stipulated payment
received during the grace period to produce the values under the contract
arising from the application of the payment.

b. A right to reinstatement of the contract at any time within one year
from the date of default in making periodie stipulated payments to the
insurer during the life of the annuitant, upon payment to the insurer of
the overdue payments as required by the contract, and of all indebted-
ness, including interest, on the contract. The right to reinstatement does
not apply if the insurer has paid the cash surrender value of the contract.
The contract may include a statement of the basis on which the insurer
determines the date that it will apply the amount to cover the overdue
payments and indebtedness to produce the values under the contract
arising from the application of the payment.

3. Ilach modified guaranteed annuity contract shall state the market-
value adjustment formula the insurer uses to determine nonforfeiture
benefits, The formula shall apply to both upward and downward adjust-
ments. With each policy form filed under s. 631.20, Stats,, the insurer
shall submit an actuarial statement of the basis for the market-value ad-
justment formula which states that the formula provides reasonable
equity to hoth the contract holder and the insurer.

4, Unless provided under any applicable contract, the portion of the
assets of any separate account equal to the reserves and other applicable
contract liabilities of the account are not chargeable with liabilities aris-
ing out of any other business of the insurer.

(e) 1, Subdivisions 2 to 10 do not apply to any of the following:
a. Reinsurance.

Db. A group annuity contract purchased in connection with a retirement
plan or deferred compensation plan established or maintained by or for
one or more employers, including partnerships, sole proprietorships, em-
ploye organizations or any combination thereof, other than plans provid-
ing individual retirement accounts or individual retirement annuities
under 26 U.8.C. s. 408, as amended.

¢. A premium deposit fund,
d. An investment annuity.
¢, An immediate annuity.

f. A deferred annuity contract after annuity payments have
commenced,

g. A reversionary annuity.

h. A contract which will be issued outstde this state through an agent
or other representative of the insurer,

2. No insurer may issue a modified guaranteed annuity contract in this
state unless it contains in substance all of the following provisions:
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a. A plan that complies with subd. 4 for granting a paid-up annuity
henefit upon cessation of payment of considerations under the contract.
The contraet shall deseribe the plan and shall include a statement of the
mortality table, if any, and guaranteed or assumed interest rates used in
caleulating annuity payments,

b, If the contract provides for a lump sum settlement at maturity or at
any other time, a provision for the payment of a cash surrender benefit
that complies with subd. 5 instead of a paid-up annuity henefit, upon
surrender of the contract at or before the commencement of annuity pay-
ments, The contract shall describe the cash surrender benefit and may
provide that the insurer may defer payment of the cash surrender benefit
for a period of 6 months after demand.

3, In establishing the minimum value of a paid-up annuity, cash sur-
render or death benefit available under a modified guaranteed annuity
contract, the insurer shalil base the value on nonforfeiture amounts meet-
ing the requirements of this subdivision and subd. 4. The unadjusted
minimum nonforfeiture amount on any date before the annuity com-
mencement date shall equal the percentages of net considerations, as
specified in subd. 4, increased by the interest credits allocated to the per-
centage of net considerations. The insurer shall reduce this amount to
reflect the effect of all of the following:

a. Any partial withdrawals from or partial surrender of the contract.

b, The amount of any indebtedness on the contract, including interest
due and acerued.

¢, An annual contract charge which shall equal the lesser of $30 or 2%
of the end-of-year contract value less the amount of any annual contract
charge deducted from any gross considerations credifed to the contract
guring the confract years. The contract charge may not be less than

0.00.

d. A transaction charge of $10 for each transfer to another investment
division with the same confract,

4, For purposes of subd. 3;

a. Guaranteed interest credits in each year for any period of time for
which interest eredits are guaranteed shall be reasonably related to the
average guaranteed interest credits over that period of time,

b. The minimum nonforfeiture amount shall be the unadjusted mini-
mum nonforfeiture amount adjusted by the market-value adjustment
formula contained in the contract.

. The annual contract charge of $30 and the transaction charge of $10
shall be adjusted to reflect changes in the consumer price index as pro-
vided in subd. 5. c. .

5. The percentages of net considerations used to define the minimum
nonforfeiture amount under subd. 3 shall meet all of the following
requirements:

a. If the contract provides for periodic considerations, the net consid-
erations for a given contract year used to define the minimum nonforfeit-
ure amount shall not be less than $0.00 and shall equal the corresponding
gross considerations eredited to the contract during that contract year
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less an annual contract charge of $30 and less a collection charge of $1.26
per consideration credited to the contract during that contract year and
less any charge for premium taxes, The percentages of net considerations
shall be 656% for the first contract year and 87%% for the 2nd and subse-
quent contract years except that the percentage shall be 65% of the por-
tion of the total net consideration for any renewal contract year which
exceeds, by not more than 2 times, the sum of those portions of the net
g{érgsiderations in all prior contract years for which the percentage was
Yo.

b. With respeet to contracts providing for a single consideration, the
net consideration used to define the minimum nonforfeiture amount shall
be the gross consideration less a contract charge of $75 and less any
%haé‘ge for premium taxes. The percentage of the net constderation shall

e 90%.

¢, The annual contract charge of $30 and the colleetion charge of $1.25
under subpar, a and the single consideration contract charge of $75 under
subpar. b, shalt be adjusted annually to reflect changes in the consumer
price index by multiplying each charge by the ratio of the consumer price
index for June of the year preceding the date of filing to the consumer
priee index for June, 1979. “Consumer price index"’ means the index for
ali urban consumers for all items as published by the bureau of labor
statistics of the United States department of labor or any successor
agency. If publication of the consumer price index ceases, or if the index
otherwise becomes unavailable or is altered so as to be unusable for pur-
pgfes: oct‘1 this paragraoph, the commissioner may substitute another suit-
able index.

6. An insurer shall use any paid-up annuity benefit available under a
modified guaranteed annuity contract that has a present value on the
annuity commencement date that is at least equal to the minimum non-
forfeiture amount on the date. The insurer shall compute the present
value using the mortality table, if any, and the guaranteed or assumed
interest rates used in caleulating the annuity payments.

7. For modified guaranteed annuity contracts which provide cash sur-
render henefits, the cash surrender benefit at any time before the annuity
commencement date shall be equal to or greater than the minimum non-
forfeiture amount next computed after the insurer receives a request for
surrender, The death benefit under the contract shall be at least equal to
the cash surrender benefit.

8. Any modified guaranteed annuity contract which does not provide
either a cash surrender benefit or a death benefit at least equal to the
minimum nonforfeiture amount before the annuity commencement date
shall include, in a prominent place in the contract, a statement that these
benefits are not provided.

9. Notwithstanding any other requirement of this paragraph, a medi-
fied guaranteed annuity contract may provide that the insurer, at its op-
tion, may cancel the annuity and pay the contract holder the larger of
the unadjusted minimum nonforfeiture amount or the minimum nonfor-
feiture amount, and that the payment shall release the insurer from any
further obligation under the contract. This option shall apply only under
one of the following conditions:
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a. At the time the annuity becomes payable, the larger of the unad-
justed minimum nonforfeiture amount or the minimum nonforfeiture
amount is less than $2,000, or would provide an income the initial
amount of which is less than $20 per month.

b. Before the annuity becomes payable under a periodiec payment con-
tract, the insurer has not received any considerations under the contract
for a period of 2 years and the total consideration paid before the 2-year
period, reduced to reflect any partial withdrawals from or partial surren-
ders of the contract, pius the larger of the unadjusted minimum nonfor-
feiture amount or the minimum nonforfeiture amount is less than $2,000.

10. For any modified guaranteed annuity contract which provides in
the same contract, by rider or supplemental contract provision, both an-
nuity benefits and life insurance henefits that exceed the greater of cash
surrender benefits or a return of the gross considerations with interest,
the minimum nonforfeiture benefits shall equal the sum of the minimum
nonforfeiture henefits for the annuity portion and the minimum nonfor-
feiture benefits, if any, for the insurance portion computed as if each por-
tion were a separate contract. Notwithstanding subd. 2, in determining
the minimum nonforfeiture amounts and paid-up annuity, cash surren-
der and death benefits required by this paragraph, the insurer shall disre-
gard additional benefits payable in the event of the total and permanent
disability of the contract holder, as reversionary annuity or deferred re-
versionary annuity benefits or as other policy benefits additional to life
insurance, endowment and annuity benefits and considerations for all
such additiona! benefits. The inclusion of such additional benefits is not
required in any paid-up benefits unless the additional benefits would, if
provided separately, require minimum nonforfeiture amounts and paid-
up annuity, cash surrender and death henefits.

{d) The application for a modified guaranteed annuity shall contain,
immediately hefore the signature line, a prominent statement that
amounts payable under the contract are subject to a market-value ad-
justment before a date or dates specified in the contract.

(9) PROVISIONS APPLICABLE TO MODIFIED GUARANTEED LIFE INSUR-
ANCE AND ANNUITIES, (a) Before any insurer issues any modified guaran-
teed life insurance poliey or modified guaranteed annuity contract in this
state, the commissioner may require the insurer to file a copy of any pros-
pecturs or other sales material to be used in connection with the market-
ing of the modified quaranteed life insurance policy or modified guaran-
teed annuity contract, The sales material shall clearly illustrate that
there can be hoth upward and downward adjustments due to the applica-
tion of the market-value adjustment formula in determining nonforfeit-
ure benefits.

(b) An insurer issuing a modified guaranteed life insurance policy or a
modified guaranteed annuity in this state shall submit to the commis-
sioner all of the following:

1. A separate acecount annual statement which shall include the busi-
ness of these policies or contracts.

2. Any additional information required by the commissioner.

(¢) The commissioner may disapprove any material required to he filed
if the commissioner finds that the material does not comply with this
section,

Register, April, 1990, No. 412



COMMISSIONER OF INSURANCE e 2 30-7
ns

{d) The statutes and administrative rules governing individual life in-
surance and individual annuity form filings alse apply to modified guar-
anteed life insurance policies and modified guaranteed annuity contracts,
Each filing shali demonstrate in a form satisfactory to the commissioner
that the nonforfeifure provisions of the policy or contract comply with
this section.

(e) 1. An insurer shall establish reserve liabilities in aceordance with
actuarial procedures that recognize all of the following:

a. The market-value basis of the assets of the separate account,
b. The variable nature of the benefits provided.
¢. Any mortality gnarantees,

2. The separate account liability shall equal the surrender value based
on the market-value adjustment formula contained in the modified guar-
anteed life insurance policy or modified guaranteed annuity contract. If
that liability is greater than the market value of the assets, the insurer
shall transfer assets into the separate account so that the market value of
the assets at least equals that of the liabilities. The insurer shall establish
any additional reserve that is needed o cover future guaranteed benefits.

3. An insurer shall consider the market-value adjustment formula, the
interest guarantees and the degree to which projected cash flow of assets
and liabilities are matched. The statement of actuarial opinion accompa-
nying each annual statement shall include an opinion on whether the as-
sets in the separate account are adequate to provide all future guaran-
teed benefits.

4. An insurer shall maintain in the general account reserve liabilities
for all fixed incidental insurance benefits and any guarantees associated
with variable incidental insurance benefits,

(10) REQUIRED REPORTS. (a) Each insurer issuing individual variable
contracts shall mail to each contractholder, at least once in each contract
year after the first, at his or her last address known to the insurer, a state-
ment reporting the investments held in the separate account and, in the
case of contracts under which payments have not yet commenced, a
statement reporting either of the following as of a date not more than 4
months before the date of mailing:

1. The number of accumulation units credited to the contract and the
dollar value of a unit,

2. The value of the contractholder's aceount.

(b) The insurer shall submit annually to the commissioner a statement
of the business of each of its separate accounts in the form as required by
the annual statement form designated as Life and Accident and Health
Assoctation Edition-Variable Life Insurance Separate Account.

(11) FORBIGN COMPANIES. If the law or regulation in the place of domi-
cile of a foreign insurer provides protection to the policyholders and the
public which is substantially equal to that provided by this section, the
commissioner, to the extent he or she considers appropriate, may con-
sider compliance with that law or regulation as compliance with this
section.
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(12) AGENT QUALIFICATIONS. Any person selling or offering for sale a
variable contract shall have a valid license under s. Ins 6.59, authorizing
the solicitation of life insurance as listed in s, Ins 6.50 (2) (a), and shall
have passed any of the following alternative security examinations ad-
ministered by the National Association of Securities Dealers:

(a) General Securities Registered Representation Examination,

(b) Investment Company Products/Variable Contracts Limited Rep-
resentative Qualification Examination.

(¢} NASD Non-Member General Securities Examination,
(d} General Securities Principal Qualification.

(e) Investment Company Products/Variable Contracts Limited Prin-
cipal Qualification Bxamination.

(13) NoNAPPLICABILITY. To the extent that any provision of sub. (7)
or (8) is inconsistent with a provision of sub. (6) or (10}, sub. {6) or (10)
does not apply to a policy or contract desribed in sub. (7} or (8),

Histery: Cr. Register, October, 1968, No. 154, eff, 11-1-68; emerg. am. (1}, {2} (a), (4) {a}
and (g), eff, 6-22-76; am, (1), (2) (a), (4) (a) and (g), Register, September, 1976, Ne. 249, eff,
10-1-76; am, (6) (e), Register, March, 1979, No. 279, eff, 4-1-79; 1. (2) (d) 5., (9) (g), to (m)
and (p}, am. (2) (b) to (d) {intro.), (6) (a), (9) {a) to (E), er (9 (g)to (i), renum. (9) (n) and
(o) to (9) (i} and (k), Register, May, 1979, No. 281, efi, 6-1-79; r, and recr. {2} and (9),
Register, October, 1981, No. 310, eff, 11 1 81; am. (1), (3) (a) (intro.} and 2., (b), (e} (intro,),
2.and 3., &)(a ) to (g), (5) (a), (h)2 {d), (e} and (6), renum. (2) (a} and (b) (T)to {9) to be
{2) (b) and (a), (10) to (12) and am. (2) {a) and (b}, (10) (a) {intre.) and 1., (b), (11) and (12},
er. (2) (intro.), (¢) to (g), (7) to (9) and (13}, Register, April, 1990, No. 412 eff, 5-1-90,

Ins 2.14 Life insurance solicitation. (1) The purpose of this section is to
require insurers to deliver to purchasers of life insurance information
which will improve the buyer’s ability to select the most appropriate
plan of life insurance for his or her needs, improve the buyer’s under-
standing of the basic features of the policy which has been purchased or
which is under consideration and improve the ability of the buyer to
evaluate the relative costs of similar plans of life insurance. This section
does not prohibit the use of additional material which is not in violation
of this section or any other Wisconsin statute or rule. This section inter-
prets ss. $28.34 and 628,38, Stats, This section is in addition to and not a
substitute for the requirements set forth in s, Ins 2.16.

(2) ScorR. (a) Except as hereafter exempted, this section shali apply to
any solicitation, negotiation, or procurement of life insurance occurrmg
within this state, This section shall apply to any issuer of life insurance
contr%titts dmcludmg fraternal benefit societies and the State Life Insur-
ance Fund,

(b) Unless otherwise specifically included, this section shall not apply
to:

1. Annuities.
2. Credit life insurance,
3. Group life insurance,

4. Life insurance policies issued in connection with pension and welfare
plans as defined by and which are subject to the federal employe retire-
ment income security act of 1974 (ERISA), 29 U.8.C. ss. 1001 to 1461,
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5. Variable life insurance under which the death benefits and cash val-
ues vary in accordance with unit values of investments held in a separate
account.

(3) DeriNtTIONS, For the purposes of this section, the following defini-
tions shall apply:

(a) Cash dividend. A cash dividend is the current iHlustrated dividend
which can be applied toward payment of the gross premium.

(b) Eguivalen! level death benefit. The equivalent level death benefit of a
policy or term life insurance rider is an amount calculated as follows:

1. Accumulate the guaranteed amount payable upon death, regardless
of the cause of death, at the beginning of each policy year for 10 and 20
years at 5% interest compounded annually to the end of the tenth and
twentieth policy years, respectively.

2. Divide each accumulation of step 1 by an interest factor that con-
verts it into one equivalent level annual amount that, if paid at the be-
ginning of each year, would accrue to the value in step 1 over the respec-
tive periods stipulated in step 1. Tf the period is 10 years, the factor is
13.207 and if the period is 20 years, the factor is 34,719,

_{e) Generic name. Generic Name means a short title which is deserip-
tive of the premium and benefit patterns of a policy or a rider,

{d) Life insurance indexes. 1. Surrender Cost Index, The Swrrender
Cost Index is caleulated by applying the following steps:

a. Determine the guaranteed cash surrender value, if any, available at
the end of the tenth and twentieth policy years.

b, For participating policies, add the terminat dividend payable upon
surrender, if any, to the accumulation of the annual Cash Dividends at
6% interest compounded annually to the end of the period selected and
add this sum to the amount determined in step a.

¢. Divide the result of step b (step 2 for guaranteed-cost policies) by an
interest factor that converts it into an equivalent level annual amount
that if paid at the beginning of each year, would accrue to the value in
step b (step a for guaranteed-cost polieies) over the respective periods
stipulated in step a. If the period is 10 years, the factor is 13,207 and if
the period is 20 years, the factor is 34.719.

d. Determine the equivalent level premium by accumulating each an-
nual premium payable for the basic policy or rider (if the annual pre-
mium includes supplemental benefits without separate identifiable
charge, a reasonable adjustment may be made) at 5% interest com-
pounded anmuaily to the end of the period stipulated in step a and divid-
ing the result by the respective factors stated in step e. ('This amount is
the annual premium payable for a level premium plan).

e. Subtract the resuit of step ¢ from step d.

f. Divide the result of step e by the number of thousands of the Equiv-
alent Level Death Benefit to arrive at the Surrender Cost Index.

2, Net Payment Cost Index, The Net Payment Cost Index is calcu-
lated in the same manner as the comparable Surrender Cost Index except
that the cash surrender value and any terminal dividend are set at zero.
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