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INTRODUCED SEPTEMBER 13, 1984
By Senator O’CONNOR
Referred to Committee on Labor, Industry and Professions

Ax Act concerning insurance and the standard valuation law and
amending N. J. 8. 17B:19-8.

Be 17 BNACTED by the Senate and General Assembly of the State
of New Jersey:

1. N. J. 8.17B:19-8 1s amended to read as follows:

17B:19-8. This section shall be known as the standard valuation
law and shall apply to all the life insarance policies, pure endow-
ment contracts and annuity contracts issued by every life insurer
on or affer January 1, 1948 or such earlier date as shall have been
elected by the insurer as the operative date for such insurer of the
standard nonforfeiture law.

a. The minimum standard for the valuation of the reserve lia-
bilities for all such policies and contracts shall be the commis-
sioner’s reserve valuation methods defined in subsection b., e. and
f. of this section, 3%, % interest, except as otherwise provided in
paragraphs (iii), (iv), (ix) and (x) of this subsection for annuity
and pure endowment contracts and paragraph (x) of this subsee-
tion for life insurance policies and disability and accidental death
benefits, and except 4% interest for such policies and benefits issued
on and after January 1, 1973 and prior to January 1, 1977 and
415% interest for such policies and benefits issued on or after
January 1, 1977, and the following tables:

(i) For all ordinary policies of life insurance issued on the
standard basis, excluding any disability and accidental death
benefits in such policies, the Commissioners 1941 Standard Ordi-

nary Mortality Table; provided, however, that the Commissioners

EXPLANATION~Matter enclosed in bold-faced brackets [thusi in the above bill
is not enacted and is intended to be omitted in the law.

Matter printed in italies thus is new matter,
Matter enclosed in asterisks or stars has been adopled as follows:
*__Senate amendments adopted December 12, 1985.
“*__Senale amendrient adopied in accordance with Governer’s recommenda-
tions Januwary 13, 1586.
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1958 Standard Ordinary Mortality Table shall be the table for the
minimum standard for such policies issued on or after January 1,
1966 or, for policies in any category of ordinary insurance, such
earlier date as shall have been elected by the insurer for the purpose
and prior to the operative date, for such category, provided for
in paragraph (x1) of subsection h. of the standard nonforfeiture
law for life insurance (N. .J. S. 17B:25-19); and provided that the
Commissioners 1980 Standard Ordinary Mortality Table, or at the
election of the insurer for any one or more specified plans of life
insurance, the Commissioners 1930 Standard Ordinary Mortality
Table with Ten-Year Select Mortality Factors, or any ordinary
mortality table, adopted after 1930 by the National Association of
Insurance Commissioners, that is approved by regulation promul-
gated by the commissioner for use in determining the minimum
standard of valuation for such policies shall be the tables for the
minimum standard for policies in any category of ordinary insur-
ance issued on or after the cperative date, for such category pro-
vided for in paragraph (xi) of subsection h. of section 17B:25-19,
the standard nonforfeiture law for life insurance. Notwithstanding
the abeve provisions of this paragraph, for any category of ordi-
nary insurance, reserves for such policies issued on or after July
1, 1957 and prior to the operative date provided for in paragraph
(xi) of subsection h. of section 17B:25-1Y, the standard nonforfei-
tare law for life insurance, may be calculated, at the option of the
insurer, according to the Approved Standard Ordinary Mortality
Table contained in section 17B:19-9; provided, further, that for
any category of such policies issued on female risks on or after
July 1, 1957 and prior to the operative date provided for in para-
graph (xi) of subsection h. of the standard nonforfeiture law for
life insurance, modified net premiums and present values, referred
to in subsection b. of this section, may be calculated, at the option
of the insurer with approval of the commissioner, according to an
age not more than six years younger than the actual age of the
insured.

(ii) For all industrial life insurance policies issued on the
standard basis, excluding any disability and accidental death bene-
fits in such policies, the 1941 Standard Industrial Mortality Table:
provided, however, that the Commissioners 1961 Standard Iu-
dustrial Mortality Table or any industrial mortality table, adopted
after 1580 by the National Association of Insurance Commisxsioners,
that is approved by regulation promulgated by the commissioner
for usc in determining the minimum standard of valuation for such

policies shail be the table for the minimum standard for such
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policies issued on or after January 1, 1968 or such earlier date as
shall have been elected by the insurer as the date on which the
calculation of the adjusted premiums referred to in the standard
nonforfeiture law for life insurance (N. J. 8. 17B:25-19) for such
insurer’s industrial life insurance policies became based upon said
table.

(iii) For individual annuity and pure endowment contracts
issued prior to the operative date of paragraph (ix) of this subsec-
tion, excluding any disability and accidental death benefits in such
contracts, the 1937 Standard Annuity Mortality Table, or, at the
option of the insurer, the Annuity Mortality Table for 1949, Ulti-
mate, or any modification of either of these tables approved by the
commissioner; provided, however, that for single stipulated pay-
ment individnal annuity and single premium pure endowment con-
tracts issued on or after January 1, 1970, excluding any disability
and accidental death benefits in such contracts, the minimum
standard shali be the lesser of (a) the standard just deseribed and
(b) the standard based on 4% interest and the Annuity Mortality
Table for 1949, Ultimate, or any modification of such table approved
by the commissioner.

(iv) For group annuity and pure endowment contracts, except
annuities and pure endowments purchased thereunder on or after
the operative date of paragraph (ix) of this subsection, excluding
any disability and accidental death beuefits in such contracts, the
Group Annuity Mortality Table for 1951, any modification of such
table approved by the commissioner, or, at the option of the insurer,
any of the tables or modifications of tables specified for individual
annuity and pure endowment contracts; provided, however, that the
commissioner may establish regulations governing the use of 5%
interest and either the 1971 Group Annuity Mortality Table or any
modification of such table approved by the commissioner for either
contracts whose reserves are considered as pension plan reserves
of the type set forth in section 805(d) of the U. S. Internal Revenue
Code, as amended, or contracts of a similar type; and further pro-
vided that for group annuity benefits arising from considerations
received on or after January 1, 1970, excluding any disability and
accidental death benefits, the minimum standard shall be the lesser
of (a) the standard just described and (b) the standard based on
4% interest and the Group Annuity Mortality Table for 1951, any

modification of such table approved by the commissioner, or, at the

106 option of the insurer, the Annuity Mortality Table for 1949, Ulti-
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mate, or any modification of such table specified for individual

annuity and pure endowment contracts.



189 (v) For total and permanent disability benefits in or supple-
110 mentary to ordinary policies or contraets, for policies or contracts
111 issued on or after January 1, 1966, the tables of Period 2 disable-
112 ment rates and the 1930 to 1950 termination rates of the 1952 Dis-
113 ability Study of the Society of Actuaries, with due regard to the
114 type of benefits or any tables of disablement rates and termination
115 rates, adopted after 1980 by the National Association of Insurance
116 Commissioners, that are approved by regulation promulgated by
117 the commissioner for use in determining the minimum standard of
118 valuation for such policies; for policies or contracts issued on or
119 after Janunary 1, 1961 and prior to January 1, 1966, either such
120 tables or,at the option of the insurer, the Class (3) Disability Table
121 (1926); and for policies issued prior to January 1, 1961, the Class
122 (8) Disability Table (1926). Any such table shall, for active lives,
123 be combined with a mortality table permitted for calculating the
124 reserves for life insurance policies.

125 (vi) For accidental death benefits in or supplementary to
126 policies, for policies issued on or after January 1, 1966, the 1959
127 Accidental Death Benefits Table or any accidental death benefits
128 table, adopted after 1980 by the National Association of Insurance
129 Commissioners, that is approved by regulation promulgated by the
130 commissioner for use in determining the minimum standard of
131 valuation for such policies; for policies issued on or after January
132 1, 1961 and prior to January 1, 1966, either such table or, at the
133 option of the insurer, the Inter-Company Double Indemnity
134 Mortality Table; and for policies issued prior to January 1, 1961,
135 the Inter-Company Double Indemnity Mortality Table. Any such
136 table shall be combined with a mortality table permitted for calcu-
137 lating the reserves for life insurance policies.

138  (vii) For group life insurance, life insurance issued on the sub-
139 standard basis and other special benefits, such tables as may be
140 approved by the commissioner.

141  (viii) For ordinary and industrial paid-up nonforfeiture term in-
142 surance, and accompanying pure endowment, the table of mortality
143 based on the rates of mortality assumed in calculating the paid-up
144 nonforfeiture benefits.

145 (ix) Hxcept as provided in paragraph (x) of this subsection,
146 for individual annuity and pure endowment contracts issued
147 on or after the operative date of this paragraph (ix), as defined
148 herein, and for all annuities and pure endowments purchased on
149 or after such operative date under group annuity and pure endow-

150 ment contracts, the commissioner’s reserve valuation methods de-
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fined in subsections b., e. and f. and the following tables and interest
rates:

(1) For individual annuity and pure endowment contracts, ex-
cluding any disability and accidental death benefits in such con-
tracts, the 1971 Individual Annuity Mortality Table or any indi-
vidual annuity mortality table, adopted after 1980 by the National
Association of Insurance Commissioners, that is approved by regu-
lation promulgated by the commissioner for use in determining the
minimum standard of valuation for such eontracts, or any modifica-
tion of any such table approved by the commissioner, and, for such
contracts issued prior to January 1, 1977, 6% interest for single
stipulated payment immediate annuity and single premium pure
endowment contracts, and 49 interest for all osther individual an-
nuity and pure endowment contracts, and such contracts issued on
or after January 1, 1977, 734 % interest for single stipulated pay-
ment immediate annuity contracts either of the type whose reserves
are considered as pension plan reserves as set forth in section
805(d) of the U. S. Internal Revenue Code, as amended, or of simi-
lar type, and 6% interest for other single stipulated payment im-
mediate annuity contracts, and 414 % interest for other individual
annuity and pure endowment contracts, provided, however, that
the commissioner may establish regulations governing the use, in
subsequent valuations of single stipulated payments not previously
valued, of an interest rate not more than 714 % or less than 6%.

(2) For all annuities and pure endowments purchased under
group annuity and pure endowment contracts, excluding any dis-
ability and accidental death benefits purchased under such con-
tracts, the 1971 Group Annuity Mortality Table or any group
annuity mortality table, adopted after 1980 by the National Asso-
ciation of Insurance Commissioners, that is approved by regulation
promulgated by the commissioner for use in determining the
minimum standard of valuation for such annuities and pure endow-
ments, or any modification of any such table approved by the
commissioner, and 6% interest; except 714 % interest for purchases
on or after January 1, 1977 under either contracts whose reserves
are considered as pension plan reserves of the type set forth in
section 805(d) of the U. S. Internal Revenue Code, as amended,
or contracts of similar type, provided, however, that the commis-
sioner may establish regulations governing the use, in subsequent
valuations of purchases not previously valued, of an interest rate
not more than 744 % or less than 6%.

For individual single stipulated payment immediate annuity and

single premium pure endowment contracts and for annuities and
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194 pure endowments purchased under group annuity and pure endow-

195 ment contracts, the operative date of this paragraph (ix) shall be
196 January 1, 1973.
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For other individual annuity and pure endowment contraects, an
insurer may file with the commissioner a written notice of its elec-
tion to comply with the provisions of this paragraph (ix) beginning
on a specific date that is on or after January 1, 1973 but prior to
January 1, 1979. Such specified date shall be the operative date of
this paragraph for such coniracts of the insurer, provided that if an
insurer makes no such election, the operative date of this paragraph
for such contracts of the insurer shall be January 1, 1979.

(x) The interest rates used in determining the minimum stan-
dard for the valuation of:

benefits which are subject to the provisions of N. J. S.
17B:25-19 under life insurance policies issued in a particular
calendar year on or after the operative date provided for in
subsection h. (x1) of N. J. 8. 17B:25-19; and all other benefits
in life insurance policies and all individual annuity and pure
endowment contracts issued in a particular calendar year on
or after January 1, 1981; and

all annuities and pure endowments purchased in a particular
calendar year on or after January 1, 1981 under group annuity
and pure endowment contracts; and

the net increase, if any, in a particular calendar year after
January 1, 1981, in amounts held under guaranteed interest

contracts

shall be the calendar year statutory valuation interest rates estab-
lished below.

The calendar year statutory valuation interest rates, I, shall be

223 determined as follows and the results rounded to the nearer 34 of

224
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(1) For life insurance,

W
I=.03 + W (R1 —.03) 4+ — (R2 — .09);
2

(2) For single stipulated payment immediate annuities and for
annuity benefits involving life contingencies arising from other
annuities with cash settlement options and from guaranteed interest

contraets with cash settlement options,

[=.03+W (R—.03

where R, is the lesser of R and .09,
R. is the greater of R and .09,

R is the reference interest rate defined in subparagraph (7) ot
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this paragraph, and W is the weighing factor defined in sub-

paragraph (6) of this paragraph;

(3) For other annuities with cash settlement options and guar-
anteed interest contracts with cash settlement options, valued on
an issue year hasis, except as stated in (2) above, the formula for
life insurance stated in (1) above shall apply to annuities and
gnaranteed interest contracts with guaranteed durations in excess
of 10 years and the formula for single stipulated payment im-
mediate annuities stated in (2) above shall apply to annuities and
guaranteed interest contracts with guaranteed durations of 10 years
or less;

(4) For other annuities with no cash settlement options and for
guaranteed interest contracts with no cash settlement options, the
formula for single stipulated payment immediate annuities stated
in (2) above shall apply; and

(5) For other annuities with cash settlement options and guar-
anteed interest contracts with cash settlement options, valued on a
change in fund basis, the formula for single stipulated payment
immediate annuities stated in (2) above shall apply.

However, if the calendar year statutory valuation interest rate
for any life insurance policies issued in any calendar vear doter-
mined without reference to this sentence differs from the corres-
ponding actual rate for similar policies issued in the immediately
preceding calendar year by less than 14 of 1%, the calendar year
statutory valuation interest rate for such life insurance policies
shall be equal to the corresponding actual rate for the immediately

preceding calendar year. For purposes of applying the immediately

2 preceding sentence, the calendar year statutory valuation interest

rate for life insurance policies issued in a calendar year shall he
determined for 1930 (using the reference interest rate defined for
1979) and shall be determined for each subsequent calendar year
notwithstanding the provisions of subsection h. of section
17B:25--19, the standard nounforfeiture law for life insurance;

(6) The weighting factors, W, referred to in the formulas stated

9 abeove are given in the following schedules:

ScEEDULE A

Weighting Factors for Life Insurance:

Guarantee

Duration Weighting
(Years) Factors

10 or less 50

MMore than 10, bat not mmote than 20 45

More than 9¢ : 35
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274 For life insurance, the guarantee duratiom is the
275 maximum number of years the life insurance ean remain
276 in force on a basis guaranteed in the policy or under
277 options to convert to plans of life insurance with pre-
278 mium rates or nonforfeiture values or both which are

279 guaranteed in the original policy;

Scarnure B
280 Weighting factor for single stipulated pavment im-
281 mediate annuities and for annuity benefits involving life
282 contingencies arisine from other annuities with cash
283 settlement options and gnaranteed interest contracts
234 with cash settlement options:

80

ScurepvLE C
285  Weighting factors for other annuities and for guaranteed interest
286 contracts, except as stated in Schedule B above, shall be as specified
287 in tables A, B and C below, according to the rules and definitions
288 in D, K and F below:

TasLE A
289  For annuities and guaranteed interest contracts valued on an

290 issued year basis:

(Guarantee
Duration Weighting Factor
(Years) for Plan T'ype
A B C
291 5 or less: 80 .60 .50
292 More than 5, but not more than 10: 75 .60 .50
293 More than 19, but not more than 20: 65 50 45
294  More than 20: 45 35 .35
TasrLe B
Plan Type
A B C
285  For annvities and guaranteed interest contracts
296 valued on a change in fund basis, the factors
297 shown in Table A above increased by: A5 25 .05
Tasre C
Plan Type
A B C

298  For annuities and guaranteed interest contracts
299 valued on an issue year basis (other than those
300 with no cash settlement options) which do not

301 guarantee interest on considerations received
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more than one vear after issue or purchase and
for annuities and gunaranteed interest contracts
valued on a change in fund basis which do not
guarantee interest rates on considerations re-
ceived more than 12 months beyond the valuation
date, the factors shown in Table A or derived
in Table B incereased by: 05 .05 .05

Rule D. For other anunities with cash settlement options and
guaranteed inferest contracts with cash settlement options, the
guarantee duration is the number of vears for which the contract
enarantees interest rates in excess of the calendar year statutory
valuation interest rate for life insurance policies with guarantee
durations in excess of 20 vears. For other annuities with no cash
settlement options and for guaranteed interest contracts with no
cash settlement options, the guarantee duration is the number of
years from the date of issue or date of purchase to the date annuity
benefits are scheduled to commence.

Rule I&. Plan type as used in the above tables is defined as
follows:

Plan Type A: At any time policyholder may withdraw funds only
with an adjustment to reflect changes in interest rates or asset
values since receipt of the funds by the insurer, or without such
adjustment but in installments over five vears or more, or as an
immediate life annnity, or no withdrawal permitted.

Plan Type B: Before expiration of the interest rate guarantee.
policyholder may withdraw funds only with an adjustment to
reflect changes in interest iales or asset values since receint of the
funds by the insurer, or without such adjustment but in installments
over five years or more, or no withdrawal permitted. At the end of
interest rate guarantee, funds may be withdrawn without such
adjustment in a single sum or installments over less than five years.

Plan Type C: Poliecyholder may withdraw funds before expira-
tion of interest rate guarantee in a single sum or installments over
less than five years either without adjustment to reflect changes in
interest rates or asset values since receipt of the funds by the in-
surer, or subject only to a fixed surrender charge stipulated in the
contract as a percentage of the fund.

Rule F. An insurer may elect to value guaranteed interest con-
tracts with cash settlement options and annuities with cash settle-
ment options on either an issue year basis or on a change in fund
basis. Guaranteed interest contracts with no cash settlement
options and other annuities with no cash settlement options must

be valued on an issue year basis. As used in this paragraph (x)
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of subsection a., an issue year basis of valuation refers to a
valuation basis under which the interest rate used to determine the
minimum valuation standard for the entire duration of the annuity
or guaranteed interest contract is the calendar year valuation
interest rate for the year of issue or year of purchase of the annuity
or guaranteed interest contract, and the change in fund basis of
valuation refers to a valuation basis under which the interest rate
used to determine the minimum valuation standard applicable to
each change in the fund held under the annuity or guaranteed
interest contract is the calendar year valuation interest rate for the
year of the change in the fund;

(7) The reference interest rate, R, referred to in this paragraph
(x) is defined as follows:

For all life insurance, the lesser of the average over a period of
36 months and the average over a period of 12 months, ending on
June 30 of the calendar year next preceding the year of issue, of
Moody’s Corporate Bond Yield Average—Monthly Average Corpo-
rates, as published by Moody’s Investors Service, Inc.

For single stipulated payment immediate annuities and for
anuuity benefits involving life contingencies arising from other
annuities with cash settlement options and guaranteed interest
contracts with cash settlement options, the average over a period
of 12 months, ending on June 30 of the calendar year of issue or
year of purchase, of Moody’s Corporate Bond Yield Average—
Monthly Average Corporates, as published by Moody’s Investors
Service, Inc.

For other annuities wit™ cash settlement options and guaranteed
interest contracts with casn settlement options, valued on a year
of issue basis, except as stated above, with guaranteed duration in
excess of 10 years, the lesser of the average over a period of 36
months and the average over a period of 12 months, ending on June
30 of the calendar year of issue or purchase, of Moody’s Corporate
Bond Yield Average—Monthly Average Corporates, as published
by Moody’s Investors Service, Inc.

For other annuities with cash settlement options and guaranteed
interest contracts with cash settlement options, valued on a year
of issue basis, except as stated above, with guaranteed duration of
10 years or less, the average over a period of 12 months, ending
on June 30 of the calendar vear of issue or purchase, of Moody’s
Corporate Bond Yield Average—Monthly Average Corporates, as
published by Moody’s Invesiors Service, Inc.

For other annuities with no cash settlement options and for

guaranteed interest contracls with no cash settlement options, the
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average over a period of 12 months, ending on June 30 of the
calendar year of issue or purchase, of Moody’s Corporate Bond
Yield Average—Monthly Average Corporates, as published by
Moody’s Investors Service, Ine.

For other annuities with cash settlement options and guaranteed
interest contracts with cash settlement options, valued on a change
in funds basis, except as stated above, the average over a period
of 12 months, ending on June 30 of the calendar year of a change
in the tund, of Moody’s Corporate Bond Yield Average—Monthly
Average Corporates, as published by Moody’s Investors Service,
Ine.

In the event that Moody’s Corporate Bond Yield Average—
Monthly Average Corporates, is no longer published by Moody’s
Investors Service, Inc., or in the event that the National Association
of Insurance Commissioners determines that Moody’s Corporate
Bond Yield Average—Monthly Average Corporates, as published
by Moody’s Investors Service, Inc., is no longer appropriate for the
determination of the reference interest rate, then an alternative
method for determination of the reference interest rate, which is
adopted by the National Association of Insurance Commissioners
and approved by regulation promulgated by the commissioner, may
be substituted.

b. Except as otlierwise provided in subsections e. and f., reserves
according to the commissioner’s reserve valuation method, for the
life insurance and endowment benefits of policies providing for a
uniform amount of insurance and requiring the payment of uniform
preminms, shall be the excess, if any, of the present value, at the
date of valuation, of such future guaranteed benefits provided by
such policies, over the then present value of any future modified net
premiums therefor. The modified net premiums for any such policy
shall be such uniform percentage of the respective coutract pre-
miums for such benefits that the present value, at the date of issue
of the poliey, of all such modified net premiums shall be equal to the
sum of the then present value of such benefits provided by the policy
and the excess of (A) over (B), as follows:

(A) A netlevel annual premium equal to the present value, at the
date of issue, of snch benefits provided for after the first policy year,

divided by the present value, at the date of issue, of an annuity of

6 one per annum payable on the first and each subsequent anniversary

of suel policy on which a premium falls due; provided, however,
that such net level annual premium shall not excced the net level

annual premium on the 19-year premium whole life plan for in-
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surance of the same amount at an age one year higher than the age
at issue of such poliey.

(B) A net one-year term premium for such benefits provided for
in the first policy year.

Provided that for any life insurance policies issued on or after
January 1, 1985 for which the contract premium in the first policy
year exceeds that of the second year and for which no comparable
additional benefit is provided in the first year for such excess and
whicl provides an endowment benefit or a cash surrender value or
a combination thereof in an amount greater than such excess
prewium, the reserve according to the commissioner’s reserve valua-
tion method as of any policy anniversary occurring on or before
the assunmied ending date defined herein as the first policy anni-
versary on which the sum of any endowment benefit and any cash
surrender value then available is greater than such excess premium
shall, except as otherwise provided in subsection e., be the greater
of the reserve as of such policy anniversary calculated as described
in the first paragraph of this subsection and the reserve as of such
policy anniversary calculated as described in that paragraph, but
with (1) the value defined in subparagraph (A) of that paragraph
being reduced by 15% of the amount of such excess first year
premium, (ii) all present values of benefits and premiums being
determined without reference to premiums or benefits provided for
by the policy after the assumed ending date, (iii) the policy being
assumed to mature ou such date as an endowment, and (iv) the cash
surrender value provided on such date being considered as an en-
dowment benefit. In making the above comparison the mortality
and interest bases stated in subsection a. of this section shall be
used.

Reserves according to the commissioner’s reserve valuation me-
thed for (i) life insurance policies providing for varying amounts
of insurance or requiring the payment of varving premiums, (ii)
group annuity and pure endowment contracts purchased in con-
nection with retirement plans or plans of deferred compensation,
established or maintained by or for one or more employers (includ-
ing partnerships or sole proprietorships), employee organizations,
or any combination thereof, other than plans providing individual
refirement accounts or individual retirement annuities under sec-
tion 408 of the Internal Revenue Code, as now or hercafter amended,
(1i1) disability and accidental death benefits in all policies and con-

\ n

tracts, and (iv) all other benefits, except life insurance and endow-

ment benefits in life insurance policies and benefits provided by all

other annuity and pure endewient contracts, shall be calculated by
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473 a method consistent with the principles of this subsection b., except
474 that any extra preminms charged because of impairments or special
475 hazards shall be disregarded in the determination of modified net
476 premiums.

477  c. In no event shall an iusurer’s aggregate reserves for all life
478 insurance policies, excluding disability and accidental death bene-
479 fits, be less than the aggregate reserves calculated in accordance
480 with the methods set forth in subsections b., e. and g. and the
481 mortality table or tables and rate or rates of interest used in
482 calculating nonforfeiture heuefits for such policies. Reserves for
483 any category of policies, contracts or benefits as established by the
484 commissioner shall not be calculated according to any standards
485 which produce smaller aggregate reserves for such category than
486 thie corresponding aggregate values of nonforfeiture benefits avail-
487 able as of the valuation date.

488 d. Reserves for any calegory of policies, coutracts or benefits as
489 established by the commissioner may be calculated, at the option of
490 the insurer, according to any standards which produce greater
491 aggregate reserves for such category than those calculated accord-
492 inz to the minimum stand:rd herein provided[, but the rate or
493 rates of interest used for policies and contracts, other than annuity
494 and pure endowment contracts, shall not be higher than the cor-
495 responding rate or rates of interest used in calculating any non-
496 forfeiture benefits provided for therein]**[*, except that on or after
496a January 1, 1987, the rate or rates of interest used for policies
4968 and comtracts, other than annuity and pure endowment contracts,
496¢ shall mot be higher than the corresponding rate or rates of
496D interest wused im calculating any forfeiture benefits provided
496E for therein*]** **, except that for the purpose of valuing an in-
4967 surer’s reserve liabilities as of any date on or after January 1,
496G 1987, the rate or rates of mterest used for policies and contracts,
496w other than annuity and pure endowment contracts, shall not be
4961 higher tham the corresponding rate or rates of interest used in
4963 calculating any nonforfeiture Lenefits provided for therein. Not-
496K withstanding the foregoing exception, any reserves for policies
4961 and contracts, other than annuity and pure endowment contracts,
496m issued prior to January 1, 1957 which, for the purpose of valuing
496N an imsurer’s liabilities as of December 31, 1986, are based on a
4960 standard using a rate or rates of interest higher than the cor-
496p responding rate or rates of interest used wn calculating nonfor-
496q feiture bemefits, may continue to be based on that standard in
496r valuing the insurer’s habilities thereafter*®.

497  e. 1f in any contract year the gross premium charged by any lifc



498
499
500
501
002
503
004
005
506
007
208
509
510
o211
512
513
014
015
516
17
018
019
0920
521
522
523

14

insurer on any policy or contract to which this section applies is
less than the valuation net premium for the policy or contract
calculated by the method used in calculating the reserve thereon
but using the minimum valuation standards of mortality and rate of
interest, the minimum reserve required for such policy or contract
is the greater of either the reserve calculated according to the
mortality table, rate of interest, and method actually used for such
policy or coutract, or the rescerve calculated hy the method actually
used for such policy or contract but using the minimum valuation
standards of mortality and rate of interest and replacing the valua-
tion net premium by the actual gross premium in each contract year
for which the valuation net premium exceeds the actual gross
premiuni. At the option of the insurer and with the consent of the
commissioner, the minimum reserve defined in this subsection e.
may be determined for each policy or contract except one issued
on the substandard basis by substituting, for the actual gross
premium on the policy or contract, the average gross premium
charged by the insurer for all policies or contracts classified other
than substandard which have the same valuation characteristics
apart from variation in premium on account of differences in
mortality experience.

The minimum valuation standards of mortality and rate of in-
terest referred to in this subsection are those standards stated in
subsection a. of this section.

Provided that for any life insurance policy issued on or after
January 1, 1985 for which the gross premium in the first policy
year exceeds that of the second year and for which no comparable
additional benefit is provided in the first year for such excess and
which provides an endowment benefit or a cash surrender value or
a combination thereof in an amount greater than such excess
premium, the foregoing provisions of this subsection e. shall be
applied as if the method actually used in calculating the reserve for
such policy were the method deseribed in subsection b., notwith-
standing the provisions of the second paragraph of such subsection
b. The minimum reserve at each policy anniversary of such a
policy shall Le the greater of the minimum reserve calculated in

accordance with subsection b. including the second paragraph of

5 that subsection, and the minimum reserve calculated in accordance

with this subsection e.

f. This subsection shall apply to all annuity and pure endowment
contracts other thau group annuity and pure endowment contracts
purchased in connection with retirement plans or plans of deferred

compensation, established or maintained by or for one or more em-
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ployers (including partnerships or sole proprietorships), employee
organizations, or any combination thereof, except such plans provid-
ing individual retirement accounts or individual retirement annu-
ities under section 408 of the Internal Revenue Code, as now or
hereafter amended.

Reserves according to the commissioner’s annuity reserve method
for benefits under annuity or pure endowment contraects, excluding

any disability and accidental death benefits in such contracts, shall

549 be the greatest of the respeetive excesses of the present values, at

a7l

572

573
1

the date of valualion, of the future guaranteed benefits, including
guarantced nonforfeiture benefits, provided for by such contracts
at the end of each respective contract year, over the present value,
at the date of valuation, of any future valuation considerations
derived from future gross considerations, required by the terms of
such contract, that become payable prior to the end of such respec-
tive contract year. The future guaranteed henefits shall be deter:
mined by using the mortality table, if any, and the interest rate, or
rates, speecified in suech contracts for determining guaranteed
benefits. The valuation considerations are the portions of the
respective gross considerations applied under the terms of such
contracts to determine nonforfeiture values.

g. In the case of any plan of life insurance which provides for
future premium determination, the amounts of which are to be
determined by the insurer based on then estimates of future
experience, or in the case nf any plan of life insurance or annuity
which is of such a nature that the minimum reserves cannot be
determined by the methods deseribed in subsections b., e., and f.,
the reserves which are held under any such plan must:

(i) be appropriate in relation to the benefits and the pattern
of premiums for that plan, and

(i) be computed by a method which is consistent with the prineci-
ples of this standard valuation law,
as determined by regulations promulgated by the commissioner.

2. This act shall take effect immediately.
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benefits. The valuation considerations are the portions of the
respective gross considerations applied under the terms of such
contracts to determine nonforfeiture values.

g. In the case of any plan of life insurance which provides for
future premium determination, the amounts of which are to be
determined by the insurer based on then estimates of future
experience, or in the case of any plan of life insurance or annuity
which is of such a nature that the minimum reserves cannot be
determined by the methods described in subsections b., e., and f.,
the reserves which are held under any such plan must:

(1) be appropriate in relation to the benefits and the pattern
of premiums for that plan, and

(ii) be computed by a method which is consistent with the prinei-
ples of this standard valuation law, as determined by regulations
promulgated by the commissioner.

2. This act shall take effect immediately.

STATEMENT
This bill will permit insurers to reduce required reserves to a
level consistent with valuation standards in effect in this State.
This bill will result in greater benefits and lower costs to policy-
holders.




SENATE LABOR, INDUSTRY AND PROFESSIONS
COMMITTEE

STATEMENT TO

SENATE, No. 2175
STATE OF NEW JERSEY

DATED: DECEMBER 5, 1983

This bill amends the ‘‘standard valuation law’’ and allows life
insurance companies domiciled in this State to use an interest rate
for determining their reserve liabilities that is not capped by the
interest rate they use to determine their nonforfeiture benefits. This
change applies to contracts and policies other than annuity and pure
endowment contracts. This change in the law will allow these life
insurance companies to hold lower reserve liahilities than are cur-
rently required, to bring their reserves more in line with those Te-
serves allowed for federal income tax purposes and to engage in more
flexible tax planning strategies, all of which may resnlt in greater
benefits and lower costs to policyholders. These companies will stiil
be subject to present minimum reserve requirements hased upon the
specified mortality tables and interest rates. Also, the reserve lia-
bilities will still be required to be at least as large as the cash value

nonforfeiture benefits.
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STATEMENT »
This amendment reimposgs on January 1, 1987,

the requirement that the interest rate used for
reserves of certain insurance policies and

contracts shall not be higher than the interest

rate for nonforeiture benefits.




STATE OF NEW JERSEY
Execurive DeparTaiENT

January 13, 1986
SENATE BILL NO. 2175 (OCR)

To the Senate:

Pursuant to Article V, Section 1, Paragraph 14 of the Constitution, I
herewith return Senate Bill No. 2175 (OCR) with my recommendations for
reconsideration.

Senate Bill No. 2175 (OCR) amends the statute setting the reserve levels
for life insurance policies. The bill deletes the requireﬁéﬁf in current law
that in calculating reserves for life Insurance policies th;vintérest used
shall not be higher than the interest rate used for determining nonforfeiture
benefits provided for those policies. The Department of Insurance has noted
that this change in the law would allow domestic life insurance companies to
compete more effectively with certain foreign companies but would not adversely
affect the protection of policyholders.

The proposed change in the law would make the calculation of reserve
levels in this State more consistent with the way reserve levels and surplus
are calculated pursuant to feceral tax law. The result would allow New Jersey
domestic life insurance companies more flexibility in their tax planning. The
Commissiconer of Insurance will still annually evaluate the reserve levels-of
each insurance company to ensure adequate levels to protect policyholders;

The bill was amended by the Senate to place a one-year sunset provision
with the intent of permitting life insurers to obtain tax benefits for 1986
while'permitting further study of its effect.

The unintentional result of the sunset amendment, however, was to deny any
tax benefits to insurance companies for 1986. A one-year trial period will not
allow the insurance companies to perform any meaningful tax planning because
any reduction in reserves could not be used to facilitate substantial tax
savings if the reserves are required to be immediately increased the following
yaar.

1 propose to amend the bill tc provide for a sunset provision which will
restore the requirement that the interest rate used for reserves on certain
insurance policies and contracts shall not be higher than the interest rate for
nonforfeiture benefits as of January 1, 1987. However, the amendmen: I am
recommending will allow insurers to continue to use, after 1986, reserves

standards adopted in 1986. This amendment will provide domestic insurance
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companies the benefits intended under the original legislation, but still allow

for a reassessment of the statutory change at the end of 1985,

Accordingly, I herewith return Senate Bill No. 2175 (OCR) and recommend

that 1t be amended as follows:

P

Attesu:

Page 13, Section 1, Line 496:

After "]" delete ", except that on or after January 1, 1987, the rate
or rates of interest used for policies and contracts, other than
annuity and pure endowment contracts, shall not be higher than the
corresponding rate or rates of interest used in calculating any
nonforfeiture benefits provided for therein" and insert ", except

that for the purpose of valuing an insurer's reserve liabilities as

of any date on or after January 1, 1987, the rate or rates of interest
used for policies and contracts, other than annuity and pure endowment
contracts, shall not be higher than the corresponding rate or rates

of interest used in calculating any nonforfeiture benefits providad
for therein. Notwithstanding the foregoing exception, any reserves
for policies and contracts, other than annuity and pure endowment
contracts, issued prior to January 1, 1987 which, for the purpose of
valuing an insurer's liabilities as of December 31, 1986, are based

on a standard using a rate or rates of interest higher than the
corresponding rate or rates of interest used in calculating nonfor-
feiture benefits, may continue to be based on that standard in

valuing the insurer's liabilities thereafter"

Respectfully,
/s/ Thomas H. Kean
GOVERNOR

{seall

/s/ W. Cary Edwards

Chief Coumsel
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$-1405, sponsored by State Senator Walter E. Foran, R-Hunterdon,
which appropriates $7,148,943 in bond proceeds from the Natural Resources
Bond Act of 1980 for use as matching grants for local wastewater treatment
projects.

S_-l_sg, sponsored by State Senator John A. Lynch, D-Middlesex, which
narrows the scope of a municipality's obligation to provide for the defense
of a municipal police officer‘ who is a defendant in an action or legal
proceeding, by eliminating that obligation when the legal proceeding is not
associated with performance of the officer's duties.

$-1744, sponsored by State Senator Wynona Lipman, D-Essex, which
raises the advertised bidding threshold to $7,500 for contracts issued by
various public agencies. |

S-1929, sponsored by Senate President John F. Russo, D-Ocean, which
clarifies the liability of employers who fail to remit contributions to the
Unemployment Insurance Compensation Fund. The bill also exempts from
the Unemployment Compensation law travel agents or their salesmen who are
compensated solely by commissions.

S_—_g_l_li, sponsored by State Senator Edward T. O'Connor, Jr.,
D-Hudson, which permit insurers to reduce required reserves to a level
consistent with valuation standards in effect in the State.

S-2186, sponsored by State Senator Francis J. McManimon, D-Mercer,
which allow individuals employed by the Department of Corrections in
certain Civil Service job titles to transfer to the Police and Firemen's
Retirement Sy: n.

S-2448, sponsored by State Senator John A. Lynch, D-Middlesex, which
amends the law governing the General Assistance Employability Program.
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