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1907 and RCW

1907 and RCW

and RCW 88.04-

1907 and RCW

NEW SECTION. Sec. 13. If any provision of this act, or its application
to any person or circumstance is held invalid, the remainder of the act, or
the application of the provision to other persons or circumstances is not
affected.

NEW SECTION. Sec. 14. This act is necessary for the immediate
preservation of the public peace, health, and safety, the support of the state
government and its existing public institutions, and shall take effect June
30, 1979.

Passed the House February 22, 1979.
Passed the Senate March 7, 1979.
Approved by the Governor March 30, 1979.
Filed in Office of Secretary of State March 30, 1979.

CHAPTER 157
[House Bill No. 735]

INSURANCE-VALUATION NON FORFEITURE

AN ACT Relating to insurance; amending section .12.15, chapter 79, Laws of 1947 as last
amended by section 4, chapter 162, Laws of 1973 1st ex. sess. and RCW 48.12.150;
amending section 5, chapter 104, Laws of 1969 as amended by section 6, chapter 163,
Laws of 1973 Ist ex. sess. and RCW 48.18A.050; amending section .23.20, chapter 79,
Laws of 1947 and RCW 48.23.200; amending section .23.35, chapter 79, Laws of 1947 as
last amended by section 5, chapter 162, Laws of 1973 1st ex. sess. and RCW 48.23.350;
and adding a new section to chapter 48.23 RCW.

Be it enacted by the Legislature of the State of Washington:

Section 1. Section .12.15, chapter 79, Laws of 1947 as last amended by
section 4, chapter 162, Laws of 1973 1st ex. sess. and RCW 48.12.150 are
each amended to read as follows:

(1) This section shall be known as the standard valuation law.
(2) Annual valuation: The commissioner shall annually value, or cause

to be valued, the reserve liabilities (hereinafter called reserves) for all out-
standing life insurance policies and annuity and pure endowment contracts
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of every life insurer doing business in this state, except that in the case of an
alien insurer such valuation shall be limited to its insurance transactions in
the United States, and may certify the amount of any such reserves, speci-
fying the mortality table or tables, rate or rates of interest and methods (net
level premium method or others) used in the calculation of such reserves. In
calculating such reserves, the commissioner may use group methods and
approximate averages for fractions of a year or otherwise. He may accept,
in his discretion, the insurer's calculation of such reserves. In lieu of the
valuation of the reserves herein required of any foreign or alien insurer, he
may accept any valuation made, or caused to be made, by the insurance
supervisory official of any state or other jurisdiction when such valuation
complies with the minimum standard herein provided and if the official of
such state or jurisdiction accepts as sufficient and valid for all legal purposes
the certificate of valuation of the commissioner when such certificate states
the valuation to have been made in a specified manner according to which
the aggregate reserves would be at least as large as if they had been com-
puted in the manner prescribed by the law of that state or jurisdiction.

(3) Minimum valuation standard:
(a) The minimum standard for the valuation of all such policies and

contracts issued prior to the operative date of RCW 48.23.350 shall be as
follows:

For policies issued prior to the operative date no standard of valuation
for ordinary policies, whether on the net level premium, preliminary term,
or select and ultimate reserve basis, shall be less than that determined upon
such basis according to the American Experience Table of Mortality with
three and one-half percent interest; except, that when the preliminary term
basis is used it shall not exceed one year. The commissioner may vary the
standard of valuation in particular cases of invalid lives and other extra
hazards, provided, that the interest rate used is not greater than three and
one-half percent.

Except as otherwise provided in subsection (3)(b)(ii) of this section the
legal minimum standard for the valuation of annuities issued on or after
January 1, 1912, and prior to the operative date of RCW 48.23.350, shall
be McClintock's Table of Mortality Among Annuitants, with interest at five
percent per annum for group annuity contracts and three and one-half per-
cent per annum for all other annuity contracts, but annuities deferred ten or
more years and written in connection with life or term insurance may be
valued on the same mortality table from which the consideration or premi-
ums were computed, with interest not higher than three and one-half per-
cent per annum.

The legal minimum standard for the valuation of industrial policies is-
sued on or after the first day of January, 1912, and prior to the operative
date of RCW 48.23.350, shall be the American Experience Table of Mor-
tality with interest at three and one-half percent per annum; except, that
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any life insurer may voluntarily value such industrial policies according to
the Standard Industrial Mortality Table or the Substandard Industrial
Mortality Table.

The legal minimum standard for the valuation of group life insurance
policies under which premium rates are not guaranteed for a period in ex-
cess of five years shall be, at the option of the life insurer issuing such poli-
cies, either the American Men Ultimate Table of Mortality, the
Commissioners 1941 Standard Ordinary Mortality Table, or any other table
approved by the commissioner, with interest at three and one-half percent
per annum.

(b) (i) Except as otherwise provided in subsection (3)(b)(ii) of this sec-
tion the minimum standard for the valuation of all such policies and con-
tracts issued on or after the operative date of RCW 48.23.350 shall be the
Commissioners Reserve Valuation Methods defined in subsections (4), (a)
and (7) of this section, five percent interest for group annuity and pure en-
dowment contracts and three and one-half percent interest 'for all other po-
licies and contracts or in the case of policies and contracts, other than
annuity and pure endowment contracts, issued on or after July 16, 1973,
four percent interest for the policies issued before the effective date of this
1979 act, five and one-half percent interest for single premium life insur-
ance policies, and four and one-half percent interest for all other such poli-
cies issued on and after the effective date of this 1979 act, and the following
tables:

(A) For all ordinary policies of life insurance issued on the standard
basis, excluding any disability and accidental death benefits in such poli-
cies,-the Commissioners 1941 Standard Ordinary Mortality Table for
such policies issued prior to the operative date of RCW 48.23.350(5a), and
the Commissioners 1958 Standard Ordinary Mortality Table for such poli-
cies issued on or after such operative date: PROVIDED, That for any cate-
gory of such policies issued on female risks on or after July 1, 1957,
modified net premiums and present values, referred to in subsection (4) of
this section, may be calculated according to an age not more than ((three))
six years younger than the actual age of the insured.

(B) For all industrial life insurance policies issued on the standard basis,
excluding any disability and accidental death benefits in such policies,
the 1941 Standard Industrial Mortality Table for such policies issued prior
to the operative date of RCW 48.23.350(5b), and the Commissioners 1961
Standard Industrial Mortality Table for such policies issued on or after
such operative date.

(C) For individual annuity and pure endowment contracts, excluding
any disability and accidental death benefits in such policies,-the 1937
Standard Annuity Mortality Table or, at the option of the insurer, the An-
nuity Mortality Table for 1949, Ultimate, or any modification of either of
these tables approved by the commissioner.
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(D) For group annuity and pure endowment contracts, excluding any
disability and accidental death benefits in such policies,-the Group An-
nuity 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 mod-
ifications of tables specified for individual annuity and pure endowment
contracts.

(E) For total and permanent disability benefits in or supplementary to
ordinary policies or contracts,-for policies or contracts issued on or after
January 1, 1966, the tables of Period 2 disablement rates and the 1930 to
1950 termination rates of the 1952 Disability Study of the Society of Actu-
aries, with due regard to the type of benefit; for policies or contracts issued
on or after January 1, 1961, and prior to January 1, 1966, either such tables
or, at the option of the insurer, the Class (3) Disability Table (1926); and
for policies issued prior to January 1, 1961, the Class (3) Disability Table
(1926). Any such table shall, for active lives, be combined with a mortality
table permitted for calculating the reserves for life insurance policies.

(F) For accidental death benefits in or supplementary to policies,-for
policies issued on or after January 1, 1966, the 1959 Accidental Death
Benefits Table; for policies issued on or after January 1, 1961, and prior to
January 1, 1966, either such table or, at the option -of the insurer, the Inter-
Company Double Indemnity Mortality Table; and for policies issued prior
to January 1, 1961, the Inter-Company Double Indemnity Mortality Table.
Either table shall be combined with a mortality table permitted for calcu-
lating the reserves for life insurance policies.

(G) For group life insurance, life insurance issued on the substandard
basis and other special benefits,-such tables as may be approved by the
commissioner.

(ii) The minimum standard for the valuation of all individual annuity
and pure endowment contracts issued on or after the operative date of this
subsection and for all annuities and pure endowments purchased on or after
such operative date under group annuity and pure endowment contracts,
shall be the commissioners reserve valuation methods defined in subsections
(4) and (4a) of this section and the following tables and interest rates:

(A) For individual annuity and pure endowment contracts issued before
the effective date of this 1979 act, excluding any disability and accidental
death benefits in such contracts, the 1971 Individual Annuity Mortality
Table, or any modification of this table approved by the commissioner, and
six percent interest for single premium immediate annuity contracts, and
four percent interest for all other individual annuity and pure endowment
contracts.

(B) For individual single. premium immediate annuity contracts issued
on or after the effective date of this 1979 act, excluding any disability and
accidental death benefits in such contracts,-the 1971 Individual Annuity
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Mortality Table, or any modification of this table approved by the commis-
sioner, and seven and one-half percent interest.

(C) For individual annuity and pure endowment contracts issued on or
after the effective date of this 1979 act, other than single premium immedi-
ate annuity contracts, excluding any disability and accidental death benefits
in the contracts,-the 1971 Individual Annuity Mortality Table, or any
modification of this table approved by the commissioner, and five and one-
half percent interest for single premium deferred annuity and pure endow-
ment contracts and four and one-half percent interest for all other such in-_
dividual annuity and pure endowment contracts.

(D For all annuities and pure endowments purchased before the effec-
tive date of this 1979 act under group annuity and pure endowment con-
tracts, excluding any disability and accidental death benefits in such
contracts, the 1971 Group Mortality Table, or any modification of this table
approved by the commissioner, and six percent interest.

(E) For all annuities and pure endowments purchased on or after the
effective date of this 1979 act under group annuity and pure endowment
contracts, excluding any disability and accidental death benefits purchased
under such contracts,-the 1971 Group Annuity Mortality Table, or any
modification of this table approved by the commissioner, and seven and.
one-half percent interest.

After July 16, 1973 any insurer may file with the commissioner a writ-
ten notice of its election to comply with the provisions of this section after a
specified date before January 1, 1979, which shall be the operative date of
this subsection for such insurer, provided that an insurer may elect a differ-
ent operative date for individual annuity and pure endowment contracts
from that elected for group annuity and pure endowment contracts. If an
insurer makes no such election, the operative date of this subsection for
such insurer shall be January 1, 1979.

(4) Commissioners Reserve Valuation Method: Except as otherwise
provided in subsections (4a) and (7) of this section, reserves according to
the Commissioners 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 premiums shall be the excess, if any,
of the present value, at the date of valuation, of such future guaranteed
benefits provided for by such policies, over the then present value of any
future modified net premiums therefor. The modified net premiums for any
such policy shall be such uniform percentage of the respective contract pre-
miums for such benefits (excluding extra premiums on a substandard poli-
cy) that the present value, at the date of issue of the policy, of all such
modified net premiums shall be equal to the sum of the then present value
of such benefits provided for by the policy and the excess of (a) over (b) as
follows:
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(a) A net level annual premium equal to the present value, at the date
of issue, of such benefits provided for after the first policy year, divided by
the present value, at the date of issue, of an annuity of one per annum pay-
able on the first and each subsequent anniversary of such policy on which a
premium falls due; provided, however, that such net level annual premium
shall not exceed the net level annual premium on the nineteen-year premi-
um whole life plan. for insurance of the same amount at an age one year
higher than the age at issue of such policy.

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

Reserves according to the Commissioners Reserve Valuation Method for
((t"l-)) (i) life insurance policies providing for a varying amount of insur-
ance or requiring the payment of varying premiums, ( ))(ii) group an-
nuity and pure endowment contracts purchased under a retirement plan or
plan of deferred compensation, established or maintained by an employer
(including a partnership or sole proprietorship) or by an employee organi-
zation, or by both, other than a plan providing individual retirement ac-
counts or individual retirement annuities under section 408 of the Internal
Revenue Code, as now or hereafter amended, ((f3jj)' (iii disability and ac-
cidental death benefits in all policies and contracts, and ((f44))) (iv) all other
benefits, except life insurance and endowment benefits in life insurance po-
licies and benefits provided by all other annuity and pure endowment con-
tracts, shall be calculated by a method consistent with the principles of this
subsection.

(4a) This subsection shall apply to all annuity and pure endowment
contracts other than group annuity and pure endowment contracts pur-
chased under a retirement plan or plan of deferred compensation, estab-
lished or maintained by an employer (including a partnership or sole
proprietorship) or by an employee organization, or by both, other than a
plan providing individual retirement accounts or individual retirement an-
nuities under section 408 of the Internal Revenue Code, as now or hereafter
amended.

Reserves according to the commissioners annuity reserve method for
benefits under annuity or pure endowment contracts, excluding any disabil-
ity and accidental death benefits in the contracts, shall be the greater of the
respective excesses of the present values, at the date of valuation, of the fu-
ture guaranteed benefits, including guaranteed nonforfeiture benefits, pro-
vided for by the contracts at the end of each respective contract year, over
the present value, at the date of valuation, of any future valuation consid-
erations derived from future gross considerations, required by the terms of
the contract, that become payable prior to the end of the respective contract
year. The future guaranteed benefits shall be determined by using the mor-
tality table, if any, and the interest rate, or rates, specified in the contracts
for determining guaranteed benefits. The valuation considerations are the
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portions of the respective gross considerations applied under the terms of
the contracts to determine nonforfeiture values.

(5) Minimum aggregate reserves: In no event shall an insurer's aggre-
gate reserves for all life insurance policies, excluding disability and acci-
dental death benefits, issued on or after the operative date of RCW
48.23.350, be less than the aggregate reserves calculated in accordance with
the method set forth in subsections (4), (4a), and (7) and the mortality ta-
ble or tables and rate or rates of interest used in calculating nonforfeiture
benefits for such policies.

(6) Optional reserve bases: Reserves for all policies and contracts issued
prior to the operative date of RCW 48.23.350 may be calculated, at the
option of the insurer, according to any standards which produce greater ag-
gregate reserves for all such policies and contracts than the minimum re-
serves required by the laws in effect immediately prior to such date.

For any category of policies, contracts or benefits specified in subsection
(3) of this section, issued on or after the operative date of RCW 48.23.350,
reserves may be calculated, at the option of the insurer, according to any
standard or standards which produce greater aggregate reserves for such
category than those calculated according to the minimum standard herein
provided, but 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 nonfor-
feiture benefits provided for therein((. PROVIDED, That iesives fui, Pai-

acodii to a rate. of ;11 tercs.t loc than1 the. ate. of intcst used in c.alcu-

11011fa,1 f1.au 1r. bc.n,.,fits by more L thanl uii,. alf pjci~.lt the~ iiiu l33lll

suc.h policie shall file with thc coln;3i~~ . plan pi uviding fai such e.j

uitable illcil ases., if any, in thc. cas.4 h sati lde, valu,..p and nonforfi ftu 1 ,

Any such insurer which at any time had adopted any standard of valua-
tion producing greater aggregate reserves than those calculated according to
the minimum standard herein provided may, with the approval of the com-
missioner, adopt any lower standard of valuation, but not lower than the
minimum herein provided.

(7) ((Deficientcy)) Minimum reserve: If in any contract year the gross
premium charged by any life insurcr on any policy or contract is less than
the net premium for the policy or contract ((ac..uldill to thc mor~Jtaity ta-
bla, rate. of intm1 ,.t and)) calculated by the method used in calculating the
reserve thereon but using the minimum valuation standards of mortality and
rate of interest, ((the1 e slhaI1 be mlainltained onl stih pol o, untiac aI

fi Yen iadui,,j1 toi all othe. seI c rcatthedI~Uil,. by law. Fo. ,.ach
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p itiui and t 1 e ' iciniu1I, charged fO1 SU,.II .,,liC.Y 0- C0untiaCt, nullii.r fel

the . ainider, of the . .Pii.g.zi&-pai oia the minimum reserve re-
quired for the policy or contract shall be the greater of either the reserve
calculated according to the mortality table, rate of interest, and method ac-
tually used for the policy or contract, or the reserve calculated by the
method actually used for the policy or contract but using the minimum
standards of mortality and rate of interest and replacing the valuation net
premium by the actual gross premium in each contract year for which the
valuation net premium exceeds the actual gross premium.

Sec. 2. Section 5, chapter 104, Laws of 1969 as amended by section 6,
chapter 163, Laws of 1973 1st ex. sess. and RCW 48.18A.050 are each
amended to read as follows:

The provisions of RCW 48.23.020, 48.23.030, 48.23.080 through 48.23-
.120, 48.23.140, 48.23.150, 4.8.23.200 through 48.23.240, 48.23.310, 48.23-
.350, (("~d)) 48.23.360, and section 5 of this 1979 act, and the provisions of
chapter 48.24 RCW shall be inapplicable to variable contracts; nor shall
any provision in the code requiring contracts to be participating be deemed
applicable to variable contracts. Except as otherwise provided in this chap-
ter, all pertinent provisions of the insurance code shall apply to separate ac-
counts and contracts relating thereto. Any individual variable life insurance
or individual variable annuity contract delivered or issued for delivery in
this state shall contain grace, reinstatement, and nonforfeiture provisions
appropriate to such contracts, and any such variable life insurance contract
shall provide that the investment experience of the separate account shall in
no event operate to reduce the death benefit below an amount equal to the
face amount of the contract at the time the contract was issued. Any indi-
vidual variable life insurance contract may contain a provision for deduction
from the death proceeds of amounts of due and unpaid premiums or of in-
debtedness which are appropriate to such contracts. The reserve liability for
variable annuities shall be established in accordance with actuarial proce-
dures that recognize the variable nature of the benefits provided and any
mortality guarantees.

Sec. 3. Section .23.20, chapter 79, Laws of 1947 and RCW 48.23.200
are each amended to read as follows:

Such contracts issued after the operative date of RCW 48.23.360 and
before the operative date of section 5 of this 1979 act shall contain:

(1) A provision that in the event of default in any stipulated payment,
the insurer will grant a paid-up nonforfeiture benefit on a plan stipulated in
the contract, effective as of such date, of such value as is hereinafter
specified.

(2) A statement of the mortality table and interest rate used in calcu-
lating the paid-up nonforfeiture benefit available under the contract.
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(3) An explanation of the manner in which the paid-up nonforfeiture
benefits are altered by the existence of any paid-up additions credited to the
contract or any indebtedness to the insurer on the contract.

Sec. 4. Section .23.35, chapter 79, Laws of 1947 as last amended by
section 5, chapter 162, Laws of 1973 1st ex. sess. and RCW 48.23.350 are
each amended to read as follows:

(1) This section shall be known as the standard nonforfeiture law for life
insurance.

(2) Nonforfeiture provisions-Life: In the case of policies issued on or
after the operative date of this section as defined in subsection (8), no policy
of life insurance, except as stated in subsection (7), shall be delivered or is-
sued for delivery in this state unless it shall contain in substance the follow-
ing provisions, or corresponding provisions which in the opinion of the
commissioner are at least as favorable to the defaulting or surrendering
policyholder:

(a) That, in the event of default in any premium payment, the insurer
will grant, upon proper request not later than sixty days after the due date
of the premium in default, a paid-up nonforfeiture benefit on a plan stipu-
lated in the policy, effective as of such due date, of such value as may be
hereinafter specified.

(b) That, upon surrender of the policy within sixty days after the due
date of any premium payment in default after premiums have been paid for
at least three full years in the case of ordinary insurance or five full years in
the case of industrial insurance, the insurer will pay, in lieu of any paid-up
nonforfeiture benefit, a cash surrender value of such amount as may be
hereinafter specified.

(c) That a specified paid-up nonforfeiture benefit shall become effective
as specified in the policy unless the person entitled to make such election
elects another available option not later than sixty days after the due date
of the premium in default.

(d) That, if the policy shall have become paid-up by completion of all
premium payments or if it is continued under any paid-up nonforfeiture
benefits which become effective on or after the third policy anniversary in
the case of ordinary insurance or the fifth policy anniversary in the case of
industrial insurance, the insurer will pay, upon surrender of the policy
within thirty days after any policy anniversary, a cash surrender value of
such amount as may be hereinafter specified.

(e) A statement of the mortality table and interest rate used in calcu-
lating the cash surrender values and the paid-up nonforfeiture benefits
available under the policy, together with a table showing the cash surrender
value, if any, and paid-up nonforfeiture benefit, if any, available under the
policy on each policy anniversary either during the first twenty policy years
or during the term of the policy, whichever is shorter, such values and ben-
efits to be calculated upon the assumption that there are no dividends or
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paid-up additions credited to the policy and that there is no indebtedness to
the insurer on the policy.

(f) A statement that the cash surrender values and the paid-up nonfor-
feiture benefits available under the policy are not less than the minimum
values and benefits required by or pursuant to the insurance law of this
state; an explanation of the manner in which the cash surrender values and
the paid-up nonforfeiture benefits are altered by the existence of any paid-
up additions credited to the policy or any indebtedness to the insurer on the
policy; if a detailed statement of the method of computation of the values
and benefits shown in the policy is not stated therein, a statement that such
method of computation has been filed with the insurance supervisory official
of the state in which the policy is delivered; and a statement of the method
to be used in calculating the cash surrender value and paid-up nonforfeiture
benefit available under the policy on any policy anniversary beyond the last
anniversary for which such values and benefits are consecutively shown in
the policy.

Any of the foregoing provisions or portions thereof not applicable by
reason of the plan of insurance may, to the extent inapplicable, be omitted
from the policy.

The insurer shall reserve the right to defer the payment of any cash
surrender value for a period of six months after demand therefor with Sur-
render of the policy.

(3) Cash surrender value-Life: Any cash surrender value available
under the policy in the event of default in a premium payment due on any
policy anniversary, whether or not required by subsection (2) of this section,
shall be an amount not less than the excess, if any, of the present value, on
such anniversary, of the future guaranteed benefits which would have been
provided for by the policy including any existing paid-up additions, if there
had been no default, over the sum of (a) the then present value of the ad-
justed premiums as defined in subsections (5), (5a) and (5b) of this section
corresponding to premiums which would have fallen due on and after such
anniversary, and (b) the amount of any indebtedness to the insurer on ac-
count of or secured by the policy. Any cash surrender value available within
thirty days after any policy anniversary under any policy paid-up by com-
pletion of all premium payments or any policy continued under any paid-up
nonforfeiture benefits whether or not required by such subsection (2), shall
be an amount not less than the present value, on such anniversary, of the
future guaranteed benefits provided for by the policy including any existing
paid-up additions, decreased by any indebtedness to the insurer on account
of or secured by the policy.

(4) Paid-up nonforfeiture benefit-Life: Any paid-up nonforfeiture
benefit available under the policy in the event of default in a premium pay-
ment due on any policy anniversary shall be such that its present value as of
such anniversary shall be at least equal to the cash surrender value then
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provided for by the policy or, if none is provided for, that cash surrender
value which would have been required by this section in the absence of the
condition that premiums shall have been paid for at least a specified period.

(5) The adjusted premium-Life: Except as provided in the third
paragraph of this subsection, the adjusted premiums for any policy shall be
calculated on an annual basis and shall be such uniform percentage of the
respective premiums specified in the policy for each policy year, excluding
extra premiums on a substandard policy, that the present value, at the date
of issue of the policy, of all such adjusted premiums shall be equal to the
sum of (a) the then present value of the future guaranteed benefits provided
for by the policy; (b) two percent of the amount of insurance, if the insur-
ance be uniform in amount, or of the equivalent uniform amount, as here-
inafter defined, if the amount of insurance varies with duration of the
policy; (c) forty percent of the adjusted premium for the first policy year;
(d) twenty-five percent of either the adjusted premium for the first policy
year or the adjusted premium for a whole life policy of the same uniform or
equivalent uniform amount with uniform premiums for the whole of life is-
sued at the same age for the same amount of insurance, whichever is less:
PROVIDED, That in applying the percentages specified in (c) and (d)
above, no adjusted premium shall be deemed to exceed four percent of the
amount of insurance or uniform amount equivalent thereto. Whenever the
plan or term of a policy has been changed, either by request of the insured
or automatically in accordance with the provisions of the policy, the date of
inception of the changed policy for the purposes of determining a nonfor-
feiture benefit or cash surrender value shall be the date as of which the age
of the insured is determined for the purpose of the changed policy.

In the case of a policy providing an amount of insurance varying with
duration of the policy, the equivalent uniform amount thereof for the pur-
pose of this subsection shall be deemed to be the uniform amount of insur-
ance provided by an otherwise similar policy, containing the same
endowment benefit or benefits, if any, issued at the same age and for the
same term, the amount of which does not vary with duration and the bene-
fits under which have the same present value at the date of issue as the
benefits under the policy, provided, however, that in the case of a policy,
providing a varying amount of insurance issued on the life of a child under
age ten, the equivalent uniform amount may be computed as though the
amount of insurance provided by the policy prior to the attainment of age
ten were the amount provided by such policy at age ten.

The adjusted premiums for any policy providing term insurance benefits
by rider or supplemental policy provision shall be equal to (i) the adjusted
premiums for an otherwise similar policy issued at the same age without
such term insurance benefits, increased, during the period for which premi-
ums for such term insurance benefits are payable, by (ii) the adjusted pre-
miums for such term insurance, the foregoing items (i) and (ii) being
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calculated separately and as specified in the first two paragraphs of this
subsection except that, for the purposes of (b), (c) and (d) of the first such
paragraph, the amount of insurance or equivalent uniform amount of insur-
ance used in the calculation of the adjusted premiums referred to in (ii)
shall be equal to the excess of the corresponding amount determined for the
entire policy over the amount used in the calculation of the adjusted premi-
ums in (i).

Except as otherwise provided in subsections (5a) and (5b) of this sec-
tion, all adjusted premiums and present values referred to in this section
shall for all policies of ordinary insurance be calculated on the basis of the
Commissioners 1941 Standard Ordinary Mortality Table: PROVIDED,
That for any category of ordinary insurance issued on female risks on or
after July 1, 1957, adjusted premiums and present values may be calculated
according to an age not more than ((three)) six years younger than the ac-
tual age of the insured, and such calculations for all policies of industrial
insurance shall be made on the basis of the 1941 Standard Industrial Mor-
tality Table. All calculations shall be made on the basis of the rate of in-
terest, not exceeding three and one-half percent per annum, specified in the
policy for calculating cash surrender values and paid-up nonforfeiture ben-
efits: PROVIDED, That in calculating the present value of any paid-up
term insurance with accompanying pure endowment, if any, offered as a
nonforfeiture benefit, the rates of mortality assumed may be not more than
one hundred and thirty percent of the rates of mortality according to such
applicable table: PROVIDED FURTHER, That for insurance issued on a
substandard basis, the calculation of any such adjusted premiums and
present values may be based on such other table of mortality as may be
specified by the insurer and approved by the commissioner.

(5a) In the case of ordinary policies issued on or after the operative date
of this subsection (5a) as defined herein, all adjusted premiums and present
values referred to in this section shall be calculated on the basis of the
Commissioners 1958 Standard Ordinary Mortality Table and the rate of
interest, not exceeding three and one-half percent per annum, specified in
the policy for calculating cash surrender values and paid-up nonforfeiture
benefits, provided, that such rate of interest shall not exceed three and one-
half percent per annum except that a rate of interest not exceeding four
percent per annum may be used for policies issued on or after July 16,
1973, and before the effective date of this 1979 act, and a rate of interest
not exceeding five and one-half percent per annum may be used for policies
issued on or after the effective date of this 1979 act, except that for any
single premium whole life or endowment insurance policy a rate of interest
not exceeding six and one-half percent per annum may be used and provid-
ed that for any category of ordinary insurance issued on female risks, ad-
justed premiums and present values may be calculated according to an age
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not more than ((threve)) six years younger than the actual age of the in-
sured. Provided, however, that in calculating the present value of any paid-
up term insurance with accompanying pure endowment, if any, offered as a
nonforfeiture benefit, the rates of mortality assumed may be not more than
those shown in the Commissioners 1958 Extended Term Insurance Table.
Provided, further, That for insurance issued on a substandard basis, the
calculation of any such adjusted premiums and present values may be based
on such other table of mortality as may be specified by the insurer and ap-
proved by the commissioner.

On or after June 11, 1959, any insurer may file with the commissioner a
written notice of its election to comply with the provisions of this subsection,
either as to designated ordinary policies or as to all ordinary policies issued
by it, after a specified date before January 1, 1966. After the filing of such
notice, then upon such specified date (which shall be the operative date of
this *subsection as to such policies for such insurer), this subsection shall
become operative with respect to such policies thereafter issued by such in-
surer. If an insurer makes no such election, or so elects to have this subsec-
tion apply as to certain of its ordinary policies only, the operative date of
this subsection as to all of the ordinary policies issued by such insurer (other
than those policies as to which the insurer has elected an earlier operative
date as hereinabove provided) shall be January 1, 1966.

(5b) In the case of industrial policies issued on or after the operative
date of this subsection (5b) as defined herein, all adjusted premiums and
present values referred to in this section shall be calculated on the basis of
the Commissioners 1961 Standard Industrial Mortality Table and the rate
of interest, not exceeding three and one-half percent per annum, specified in
the policy for calculating cash surrender values and paid-up nonforfeiture
benefits: PROVIDED, That such rate of interest shall not exceed three and
one-half percent per annum except that a rate of interest not exceeding four
percent per annum may be used for policies on or after July 16, 1973, and
before the effective date of this 1979 act, and a rate of interest not exceed-
ing five and one-half percent per annum may be used for policies issued on
or after the effective date of this 1979 act, except that for any single pre-
mium whole life or endowment insurance policy a rate of interest not ex-
ceeding six and one-half percent per annum may be used: PROVIDED,
That in calculating the present value of any paid-up term insurance with
accompanying pure endowment, if any, offered as a nonforfeiture benefit,
the rates of mortality assumed may be not more than those shown in the
Commissioners 1961 Industrial Extended Term Insurance Table: PROVID-
ED FURTHER, That for insurance issued on a substandard basis, the cal-
culation of any such adjusted premiums and present values may be based on
such other table of mortality as may be specified by the insurer and ap-
proved by the commissioner.
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After the effective date of this amendatory act of 1963, any insurer may
file with the commissioner a written notice of its election to comply with the
provisions of this subsection after a specified date before January 1, 1968.
After the filing of such notice, then upon such specified date (which shall be
the operative date of this subsection for such insurer), this subsection shall
become operative with respect to the industrial policies thereafter issued by
such insurer. If an insurer makes no such election, the operative date of this
subsection for such insurer shall be January 1, 1968.

(6) Calculation of values-Life: Any cash surrender value and any
paid-up nonforfeiture benefit, available under the policy in the event of de-
fault in a premium payment due at any time other than on the policy anni-
versary, shall be calculated with allowance for the lapse of time and the
payment of fractional premiums beyond the last preceding policy anniver-
sary. All values referred to in subsections (3), (4), (5), (5a) and (5b) of this
section may be calculated upon the assumption that any death benefit is
payable at the end of the policy year of death. The net value of any paid-up
additions, other than paid-up term additions, shall be not less than the div-
idends used to provide such additions. Notwithstanding the provisions of
subsection (3) of this section, additional benefits payable (a) in the event of
death or dismemberment by accident or accidental means, (b) in the event
of total and permanent disability, (c) as reversionary annuity or deferred
reversionary annuity benefits, (d) as term insurance benefits provided by a
rider or supplemental policy provision to which, if issued as a separate poli-
cy, this section would not apply, (e) as term insurance on the life of a child
or on the lives of children provided in a policy on the life of a parent of the
child, if such term insurance expires before the child's age is twenty-six, is
uniform in amount after the child's age is one, and has not become paid-up
by reason of the death of a parent of the child, and (f) as other policy ben-
efits additional to life insurance and endowment benefits, and premiums for
all such additional benefits, shall be disregarded in ascertaining cash sur-
render values and nonforfeiture benefits required by this section, and no
such additional benefits shall be required to be included in any paid-up
nonforfeiture benefits.

(7) Exceptions: This section shall not apply to any reinsurance, group
insurance, pure endowment, annuity or reversionary annuity contract, nor to
any term policy of uniform amount, or renewal thereof, of fifteen years or
less expiring before age sixty-six, for which uniform premiums are payable
during the entire term of the policy, nor to any term policy of decreasing
amount on which each adjusted premium, calculated as specified in subsec-
tions (5), (5a) and (5b) of this section, is less than the adjusted premium so
calculated, on such fifteen year term policy issued at the same age and for
the same initial amount of insurance, nor to any policy which shall be
delivered outside this state through an agent or other representative of the
insurer issuing the policy.
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(8) Operative date: After the effective date of this section, any insurer
may file with the commissioner a written notice of its election to comply
with the provisions of this section after a specified date before July 1, 1948.
After the filing of such notice, then upon such specified date (which shall be
the operative date for such insurer), this section shall become operative with
respect to the policies thereafter issued by such insurer. If an insurer makes
no such election, the operative date of this section for such insurer shall be
July 1, 1948.

* NEW SECTION. Sec. 5. There is added to chapter 48.23 RCW a new
section to read as follows:

(1) This section shall be known as the standard non forfeiture law for in-
dividual deferred annuities.

(2) This section shall not apply to any reinsurance; group annuity pur-
chased under a retirement plan or plan of deferred compensation established
or maintained by an employer (including a partnership or sole proprietorship)
or hy an employee organization, or by both, other than a plan providing in-
dividual retirement accounts or individual retirement annuities under section
408 of the Internal Revenue Code, as now or hereafter amended; premium
deposit fun&, variable annuity-, investment annuity, immediate annuity, any
deferred annuity contract after annuity payments have commenced; or rever-
sionary annuity-, nor to any contract which shall be delivered outside this
state through an agent or other representative of the company issuing the
contract.

(3) In the case of contracts issued on or after the operative date of this
section as defined in subsection (12) of this section, no contract of annuity,
except as stated in subsection (2) of this section, shall be delivered or issued
for delivery in this state unless it contains in substance the following pro vi-
sions, or corresponding provisions which in the opinion of the commissioner
are at least as favorable to the contract bolder, upon cessation of payment of
considerations under the contract:

(a) That upon cessation of payment of considerations under a contra c4
the company will grant a paid-up annuity benefit on a plan stipulated in the
contract of such value as is specified in subsections (5) (6), (7), (8), and (10) of
this section;

(b) If a contract provides for a lump sum settlement at maturity, or at
any other time, that upon surrender of the contract at or prior to the com-
mencement of any annuity payments, the company will pay in lieu of any
paid-up annuity benefit a cash surrender benefit of such amount as is speci-
fled in subsections (5) (6), (8), and (10) of this section. The company shall
reserve the right to defer the payment of the cash surrender benefit for a pe-
riod of six months after demand therefor with surrender of the contract

(c) A statement of the mortality table, if any, and interest rates used in
calculating any minimum paid-up annuity or cash surrender or death benefits
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that are guaranteed under the contract, together with sufficient information
to determine the amounts of such benefits; and

(d) A statement that any paid-up annuity or cash surrender or death
benefits that may be available under the contract are not less than the mini-
mum benefits required by any statute of the state in which the contract is
delivered and an explanation of the manner in which such benefits are altered
by the existence of any additional amounts credited by the company to the
contract, any indebtedness to the company on the contract, or any prior
withdrawals from or partial surrenders of the contract.

Notwithstanding the requirements of this section, any deferred annuity
contract may provide that if no considerations have been received under a
contract for a period of two full years and the portion of the paid-up annuity
benefit at maturity on the plan stipulated in the contract arising from con-
siderations paid prior to such period would he less than twenty dollars
monthly, the company may at its option terminate the contract by payment
in cash of the then present value of such portion of the paid-up annuity ben-
efit, calculated on the basis of the mortality table, if any, and interest rate
specified in the contract for determining the paid-up annuity benefit, and by
the payment shall be relieved of any further obligation under the contract.

(4) The minimum values as specified in subsections (5), (6), (n) (8), and
(10) of this section of any paid-up annuity or cash surrender or death benefits
available under an annuity contract shall be based upon minimum nonforfeit-
ure amounts as defined in this section.

(a) With respect to contracts providing for flexible considerations, the
minimum nonforfeiture amount at any time at or prior to the commencement
of any annuity payments shall be equal to an accumulation up to such time at
a rate of interest of three percent per annum of percentages of the net con-
siderations, as defined in this subsection, paid prior to such time, decreased
by the sum of-

(i) Any prior withdrawals from or partial surrenders of the contract ac-
cumulated at a rate of interest of three percent per annumg and

(ii) The amount of any indebtedness to the company on the contract, in-
cluding interest due and accrued, and increased by any existing additional
amounts credited by the company to the contract.

The net considerations for a given contract year used to define the mini-
mum non forfeiture amount shall be an amount not less than zero and shall be
equal to the corresponding gross considerations credited to the contract dur-
ing that contract year less an annual contract charge of thirty dollars and
less a collection charge of one dollar and twenty-five cents per consideration
credited to the contract during that contract year. The percentages of net
considerations shall be sixty-five percent of the net consideration for the first
contract year and eighty-seven and one-half percent of the net considera-
tions for the second and later contract years. Notwithstanding the provisions
of the preceding sentence, the percentage shall be sixty-five percent of the
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portion of the total net consideration for any renewal contract year which
exceeds by not more than two times the sum of those portions of the net
considerations in all prior contract years for which the percentage was sixty-
five percent.

(b) With respect to contracts providing for fixed scheduled considerations,
minimum non forfeiture amounts shall be calculated on the assumption that
considerations are paid annually in advance and shall be defined as for con-
tracts with flexible considerations which are paid annually with two
exceptions:

(i) The portion of the net consideration for the first contract year to be
accumulated shall be the sum of sixty-five percent of the net consideration
for the first contract year plus twenty-two and one-half percent of the ex-
cess of the net consideration for the first contract year over the lesser of the
net considerations for the second and third contract years; and

(ii) The annual contract charge shall be the lesser of (A) thirty dollars or
(B) ten percent of the gross annual considerations.

(c) With respect to contracts providing for a single consideration, mini-
mum non forfeiture amounts shall be defined as for contracts with flexible
considerations except that the percentage of net consideration use to deter-
mine the minimum non forfeiture amount shall be equal to ninety percent and
the net consideration shall be the gross consideration less a contract charge
of seventy-five dollars.

(5) Any paid-up annuity benefit available under a contract shall be such
that its present value on the date annuity payments are to commence is at
least equal to the minimum non forfeiture amount on that date. Such present
value shall be computed using the mortality table if any, and the interest rate
specified in the contract for determining the minimum paid-up annuity bene-
fits guaranteed in the contract.

(6) For contracts which provide cash surrender benefits, the cash surren-
der benefits available prior to maturity shall not be less than the present value
as of the date of surrender of that portion of the maturity value of the paid-
up annuity benefit which would be provided under the contract at maturity
arising from considerations paid prior to the time of cash surrender reduced
by the amount appropriate to reflect any prior withdrawals from or partial
surrenders of the contract, such present value being calculated on the basis of
an interest rate not more than one percent higher than the interest rate
specified in the contract for accumulating the net considerations to determine
such maturity value, decreased by the amount of any indebtedness to the
company on the contract, including interest due and accrued, and increased
by any existing additional amounts credited by the company to the contract.
In no event shall any cash surrender benefit be less than the minimum non-
forfeiture amount at that time. The death benefit under such contracts shall
be at least equal to the cash surrender beneft
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(7) For contracts which do not provide cash surrender benefits, the
present value of any paid-up annuity benefit available as a non forfeiture op-
tion at any time prior to maturity shall not be less than the present value of
that portion of the maturity value of the paid-up annuity benefit provided
under the contract arising from considerations paid prior to the time the
contract is surrendered in exchange for, or changed to, a deferred paid-up
annuity, such present value being calculated for the period prior to the ma-
turity date on the basis of the interest rate specified in the contract for ac-
cumulating the net considerations to determine such maturity value, and
increased by any existing additional amounts credited by the company to the
contract. For contracts which do not provide any death benefits prior to the
commencement of any annuity payments, such present values shall be calcu-
lated on the basis of the interest rate and the mortality table specified in the
contract for determining the maturity value of the paid-up annuity benefit.
However, in no event shall the present value of a paid-up annuity benefit be
less than the minimum non forfeiture amount at that time.

(8) For the purpose of determining the benefits calculated under subsec-
tions (6) and (7) of this section, in the case of annuity contracts under which
an election may be made to have annuity payments commence at optional
maturity dates, the maturity date shall be deemed to be the latest date for
which election shall be permitted by the contract, but shall not be deemed to
be later than the anniversary of the contract next following the annuitant s
seventieth birthday or the tenth anniversary of the contract, whichever is
la ter.

(9) Any contract which does not provide cash surrender benefits or does
not provide death benefits at least equal to the minimum non forfeiture
amount prior to the commencement of any annuity payments shall include a
statement in a prominent place in the contract that such benefits are not
provided.

(10) Any paid-up annuity or cash surrender or death benefits available at
any time, other than on the contract anniversary under any contract with
fixed scheduled considerations, shall be calculated with allowance for the
lapse of time and the payment of any scheduled considerations beyond the
beginning of the contract year in which cessation of payment of considera-
tions under the contract occurs.

(11) For any contract which provides within the same contract by rider or
supplemental contract provision both annuity benefits and life insurance ben-
efits that are in excess of the greater of cash surrender benefits or a return of
the gross considerations with interest, the minimum non forfeiture benefits
shall be equal to the sum of the minimum non forfeiture benefits for the an-
nuity portion and the minimum non forfeiture benefits, if any, for the life in-
surance portion computed as if each portion were a separate contract
Not withstanding the provisions of subsections (5), (6), (7), (8A and (10) of this
section, additional benefits payable (a) in the event of total and permanent
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disability, (b) as reversionary annuity or deferred reversionary annuity bene-
fits, or (c) as other policy benefits additional to life insurance, endowment and
annuity benefits, and considerations for all such additional benefits, shall be
disregarded in ascertaining the minimum non forfeiture amounts, paid-up an-
nuity, or cash surrender and death benefits that may be required by this sec-
tion. The inclusion of the additional benefits shall not be required in any
paid-up benefits, unless such additional benefits separately would require
minimum non forfeiture amounts, paid-up annuity, or cash surrender and
death benefits.

(12) After the effective date of this 1979 act, any company may file with
the commissioner a written notice of its election to comply with the pro vi-
sions of this section after a specified date which is before the second anni-
versary of the effective date of this 1979 act After the filing of the notice,
then upon the specified date, which shall be the operative date of this section
for the company, this section shall become operative with respect to annuity
contracts thereafter issued by the company. If a company makes no such
election, the operative date of this section for the company shall be the sec-
ond anniversary of the effective date of this 1979 act.
*Sec. 5. was vetoed, see message at end of chapter.

Passed the House February 20, 1979.
Passed the Senate March 2, 1979.
Approved by the Governor March 30, 1979, with the exception of Sec-

tion 5, which is vetoed.
Filed in Office of Secretary of State March 30, 1979.

Note: Governor's explanation of partial veto is as follows:

"I am returning herewith without my approval as to one section House Bill No.
735 entitled:

"AN ACT Relating to insurance; amending section .12.15. chapter 79, Laws of
1947 as last amended by section 4, chapter 162, Laws of 1973 1st ex. sess. and
RCW 48.12.150; amending section 5, chapter 104, Laws of 1969 as amended by
section 6, chapter 163, Laws of 1973 1st ex. sess. and RCW 48.18A.050; amending
section .23.20, chapter 79, Laws of 1947 and RCW 48.23.200; amending section
.23.35, chapter 79, Laws of 1947 as last amended by section 5, chapter 162, Laws
of 1973 1st ex. sess. and RCW 48.23.350; and adding a new section to chapter 48-
.23 RCW."

Section 5 of this bill ~would establish the "Standard Nonforfeiture Law for In-
dividual Deferred Annuities" by enacting a model law adopted by the National
Association of Insurance Commissioners. I agree that our current nonforfeiture
statutes are in need of some revision. I also realize that there is real value in the
adoption of identical laws in many states because the economies achieved thereby
can benefit both insurance companies and consumers. However, Section 5 would
allow nonforfeiture amounts to be far too low relative to the premiums paid and
appears to treat the consumer less favorably than our present statute.

For these reasons, I have vetoed Section 5 of House Bill No. 735.

With the exception of Section 5 which I have vetoed, the remainder of House
Bill No. 735 is approved."
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